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INVESTIGATION  OF  THE  CONDITIONS  RELATING  TO  INTERSTATE  AND  FOR- 
EIGN COMMERCE  AND  THE  NECESSITY  FOR  FURTHER  LEGISLATION  RE- 
LATING THERETO. 

conghess  of  the  united  states, 
Joint  Committee  on  Interstate  Commerce, 

Room  32G,  Senate  Office  Building, 

Washington,  D.  C. 

1.  Initiation  of  Proceedings. 

The  initiative  of  the  proceedings  provided  for  by  Senate  joint  resolution  60 
was  taken  by  President  Woodrow  Wilson  in  a  message  to  the  Congress  of  the 
United  States,  presented  December  7,  1915,  in  the  following  words: 

2.  President's  Message. 

"In  the  meantime  may  I  make  this  suggestion?  The  transportation  problem 
is  an  exceedingly  serious  and  pressing  one  in  this  country.  There  has  from 
time  to  time  of  late  been  reason  to  fear  that  our  railroads  would  not  much 
longer  be  able  to  cope  with  it  successfully,  as  at  present  equipped  and  coordi- 
nated. I  suggest  that  it  would  be  wise  to  provide  for  a  commission  of  incpiiry 
to  ascertain  by  a  thorough  canvass  of  the  whole  question  whether  our  laws  as 
at  present  framed  and  administered  are  as  serviceable  as  they  might  be  in  the 
solution  of  the  problem.  It  is  obviously  a  problem  that  lies  at  the  very  founda- 
tion of  our  efficiency  as  a  people.  Such  an  inquiry  ought  to  draw  out  every 
circumstance  and  opinion  worth  considering,  and  we  need  to  know  all  sides 
of  the  matter  if  we  mean  to  do  anything  in  the  field  of  Federal  legislation. 

"  No  one,  I  am  sure,  would  wish  to  take  any  backward  step.  The  regulation 
of  the  railways  of  the  country  by  Federal  commission  has  had  admirable  results 
and  has  fully  justified  the  hopes  and  expectations  of  those  by  whom  the  policy 
of  regulation  was  originally  proposed.  The  question  is  not  what  should  we 
undo.  It  is  whether  there  is  anything  else  we  can  do  that  would  supply  us 
with  effective  means,  in  the  very  process  of  regulation,  for  bettering  the  condi- 
tions under  which  the  railroads  are  operated  and  for  making  them  more  useful 
servants  of  the  countr.v  as  a  whole.  It  seems  to  me  that  it  might  be  the  part 
of  wisdom,  therefore,  before  further  legislation  in  this  field  is  attempted,  to 
look  at  the  whole  problem  of  coordination  and  efficiency  in  the  full  light  of  a 
fresh  assessment  of  circumstances  and  opinion  as  a  guide  to  dealing  with  the 
several  parts  of  it." 

3.  The  Resolution. 

Senate  joint  resolution  No.  60  was  introduced  in  the  Senate  and,  after  amend- 
ment by  including  the  investigation  of  Government  ownership,  was  adopted  by 
both  Houses  of  Congress.  It  was  approved  by  the  President  July  20,  1916,  and 
reads  as  follows : 

"  [Public  Resolution — No.  25 — 64th  Congress.] 

"  [S.  J.  Res.  60.] 

"  JOINT  RESOLUTION  Creating  a  joint  subcommittee  from  the  membership  of  the  Senate 
Committee  on  Interstate  Commerce  and  the  House  Committee  on  Interstate  and  Foreign 
Commerce  to  investigate  the  conditions  relating  to  interstate  and  foreign  commerce, 
and  the  necessity  of  further  legislation  relating  thereto,  and  defining  the  powers  and 
duties  of  such  subcommittee. 

"  Resolved  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America,  in  Congress  assembled,  That  the  Interstate  Commerce  Committee  of 
the  Senate  and  the  Committee  of  the  House  of  Representatives  on  Interstate 
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and  Foreign  Commerce,  tliroiigh  a  joint  subconniiittee  to  consist  of  five  Senators 
and  five  Representatives,  who  sliall  be  selected  by  said  committees,  respec- 
tively, be,  and  they  hereby  are,  appointed  to  investigate  the  subject  of  the 
Government  control  and  regulation  of  interstate  and  foreign  transportation,  the 
efficiency  of  the  existing  system  in  protecting  the  rights  of  shippers  and  carriers 
and  in  promoting  the  public  interest,  the  incorporation  or  control  of  the  incor- 
poration of  carriers,  and  all  proposed  changes  in  the  organization  of  the  Inter- 
state Commerce  Commission  and  the  act  to  regulate  commerce,  also  the  subject 
of  Government  ownership  of  all  public  utilities,  such  as  telegraph,  wireless, 
cable,  telephone,  express  companies,  and  railroads  engaged  in  interstate  and 
foreign  commerce  and  report  as  to  the  wisdom  or  feasibility  of  Government 
ownership  of  such  utilities  and  as  to  the  comparative  worth  and  efficiency  of 
Government  regulation  and  control  as  compared  with  Government  ownership 
and  operation,  with  authority  to  sit  during  the  recess  of  Congress  and  with 
power  to  sunnnon  witnesses,  to  administer  oaths,  and  to  require  the  various  de- 
partments, commissions,  and  other  Government  agencies  of  the  United  States  to 
furnish  such  information  and  render  such  assistance  as  may,  in  the  judgment  of 
the  joint  subcommittee,  be  deemed  desirable,  to  appoint  necessary  experts, 
clerks,  and  stenographers,  and  to  do  whatever  is  necessary  for  a  full  and  com- 
prehensive examination  and  study  of  the  subject  and  report  to  Congress  on  or 
before  the  second  ^londay  in  January,  nineteen  hundred  and  seventeen ;  that 
tliQ  sum  of  $24,000.  or  so  much  thereof  as  is  necessary  to  carry  out  the  pur- 
poses of  this  resolution  and  to  pay  the  necessary  expenses  of  the  subcommittee 
and  its  members,  is  hereby  appropriated  out  of  any  money  in  the  Treasury  not 
otherwise  appropriated.  Said  appropriation  shall  be  immediately  available  and 
shall  be  paid  out  on  the  audit  and  order  of  the  chairman  or  acting  chairman  of 
said  subconnnittee,  which  audit  and  order  shall  be  conclusive  and  binding  upon 
all  departments  as  to  the  correctness  of  the  accounts  of  such  subcommittee. 
"Approved,  July  20,  1916." 

4.  Membership. 

Following  the  adoption  of  the  resolution  the  following  ^Members  of  the  Senate 
and  House  were  appointed  members  of  the  joint  subcommittee : 

Senate. — Francis  G.  Newlands,  Nevada ;  Joseph  T.  Robinson,  Arkansas ; 
Oscar  W.  Underwood,  Alabama  ;  Albert  B.  Cummins,  Iowa  ;  Frank  B.  Brandegee, 
Connecticut. 

House  of  Representatives. — William  C.  Adamson,  Georgia;  Thetus  W.  Sims, 
Tennessee ;  AYilliam  A.  Cullop,  Indiana ;  John  J.  Esch,  Wisconsin ;  Edward  L. 
Hamilton,  Michigan. 

5.  Organization. 

The  members  of  the  joint  subcommittee  met  and  organized,  selecting  as  chair- 
man Francis  G.  Newlands  and  vice  chairman  William  C.  Adamson.  They  also 
appointed  Frank  Healy  as  clerk  of  the  committee  and  Willis  J.  Davis  as  assist- 
ant clerk,  and  designated  Messrs.  Gait  &;  Hull,  Southern  Building,  Washington, 
D.  C,  as  official  reporters. 

6.  Date  of  Hearings. 

The  date  of  the  first  hearing  was  set  for  November  20,  1916,  at  10  o'clock 
a.  m.,  at  room  326,  Senate  Office  Building'  Washington,  D.  C. 

7.  Arrangement  of  Hearings. 

It  is  the  desire  of  the  committee  to  give  ample  opportunity  to  all  interested 
in  or  having  any  relation  to  the  subject  matter  of  the  proposed  inquiry  to  ex- 
press their  views.  But  the  committee  would  like  early  notice  of  the  subjects  to 
be  discussed  by  the  various  persons  appearing  before  it.  so  that  the  hearing 
can  be,  as  far  as  practicable,  in  orderly  sequence  as  to  subjects.  The  purpose  of 
the  committee  is  to  hear  regarding  Government  regulation  and  Government 
ownership  the  opinions  of  economists  and  publicists  of  eminence,  representatives 
of  the  Interstate  Commerce  Commission,  the  National  Association  of  State 
Railroad  Commissioners,  State  railroad  and  public  utility  commissions,  repre- 
sentatives of  the  railroad  executives  and  labor  organizations,  representatives 
of  farming  organizations  and  farmers,  shippers  and  bankers,  representatives  of 
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chamber  of  coniinerce,  and  other  important  business  and  industrial  organiza- 
tions. 

S.  Subjects  to  he  Considered. 

Tlie  subjects  to  be  considered  are  stated  in  general  terms  in  the  juint  reso- 
lution and  cover — 

FIRST. 

"  *     *     *     the  subject  of  tli(>  <}overniiient  control  nnd  reuuhition  of  interstate 

and  foreign  transportation,"  including  therein  specifically: 

(rt)   "*     *     *     the  efliciency  of  the  oxisthig  system  in  protecting  the  rights 

of  shippers  and  carriers  and  in  promoting  the  public  interest." 

(^)   "*     *     *     the  incorporation  or  control  of  tlie  incorporation  of  carriers." 
((■)''*     *     *     and  all  proposed  changes  in  the  organization  of  the  Interstate 

Commerce  Commission  and  the  act  to  regulate  commerce." 


"  *  *  *  the  subject  of  Government  ownership  of  all  pul)lic  utilities,  such  as 
telegraph,  wireless,  cable,  telephone,  express  companies,  and  railroads  engaged 
in  interstate  and  foreign  commerce."  including  specifically : 

(^fi)  "*  *  *  thg  wisdom  or  feasibility  of  Government  ownership  of  such 
utilities." 

^^^  u*  *  *  ^YiQ  comparative  worth  and  efficiency  of  Government  regu- 
lation and  control  as  compared  with  Government  ownership  and  operation." 

9.  Government  Regxlation  and  Control. 

Under  this  head,  without  excluding  other  questions,  attention  is  particularly 
called  to  the  following  subjects : 

(a)  Whether  the  Interstate  Commerce  Commission  is  overloaded  and  whether 
itjs  jurisdiction  should  be  confined  to  questions  of  discriminations,  rebates,  and 
rates,  its  jurisdiction  over  other  subjects,  such  as  valuation,  safety  inspection, 
etc.,  to  be  turned  over  to  some  other  body  or  bureau  to  be  created  by  law. 

(6)  Whether  it  is  necessary  to  make  any  change  in  the  organization  of  the 
Interstate  Commerce  Commission  with  a  view  to  prompt  and  efficient  action ; 
whether  it  is  feasible  to  increase  the  number  of  commissioners  and  to  permit 
them  to  divide  into  soveral  departments  for  the  consideration  of  cases,  and  if  so 
whether  there  shall  also  be  consideration  in  bank  and  also  whether  there  shall 
be  appeal  from  decisions  in  the  department  to  the  commission  in  bank. 

(c)  Whether  such  departments  of  the  Interstate  Commerce  Commission  shall 
sit  in  Washington  or  be  assigned  to  definite  traffic  areas  somewhat  after  the 
manner  of  the  judicial  circuits,  and  whether  in  the  latter  case  there  should  be 
provision  for  their  sitting  in  bank  at  Washington  or  for  some  central  body  in 
Washington  with  the  duty  of  hearing  appeals  and  directing  the  procedure  of 
the  departments. 

(d)  Whether  under  the  present  system  the  credit  of  the  common  carriers  is 
assured  with  a  view  to  their  securing  the  moneys  needed  for  necessary  im- 
provements and  extensions  in  the  interest  of  the  public  and  at  reasonable  rates 
of  interest.  Whether  Government  regulation  of  the  issue  of  securities  is  ad- 
visable, and  if  so  whether  it  is  to  the  interest  of  the  i)ublic  as  well  as  the  carriers 
that  this  regulation  should  be  exercised  by  the  National  Government  and  whether 
it  should  involve  merely  pnl)licity  or  absolute  control  of  the  issue  of  securities. 
Whether  concurrent  jurisdiction  of  the  Nation  and  the  States  to  control  such 
issues  is  in  the  interest  of  the  carriers  and  the  public.  What  will  be  the  field 
of  operations  for  the  State  railroad  commissions  in  the  interest  of  the  public 
if  the  control  of  securities  and  the  control  of  rates  is  vested  in  the  Interstate 
Commerce  Commission.  Whether  and  to  what  extent  within  a  period  of  five 
years  it  will  be  necessary  to  enlarge  the  facilities  of  the  common  carriers  in  the 
Interests  of  the  public  and  whether  the  present  system  of  Government  regulation 
is  such  as  to  insure  the  credit  of  the  carriers  with  a  view  to  their  making  ad- 
ditional necessary  expenditures. 

(e)  What  is  the  effect  of  dual  regulation  on  the  parts  of  the  States  and  the 
Nation  of  the  rates  of  carriers.  What,  if  any,  contradictions  does  it  involve,  and 
what,  if  any,  discriminations  does  it  involve  as  between  States  and  localities. 

(/)  Whether  or  not  any  regulation  is  feasible  of  the  wages  and  hours  of  em- 
ployees of  common  carriers,  and  whether  or  not  it  is  advisable,  in  the  interest 
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of  the  public  and  with  a  view  to  maintaining  uninterrupted  commerce  between 
the  States,  to  take  any  further  legislative  action  regarding  the  adjustment  of 
disputes  between  the  carriers  and  their  employees  and  regarding  strikes  and 
lockouts. 

(g)  Whether  any  national  legislation  is  required  as  to  the  organization  of 
carriers  in  interstate  commerce  in  the  nature  of  national  incorporation,  per- 
missive or  compulsory,  or  in  the  nature  of  national  holding  companies  under 
which  State  corporations  may  be  controlled  and  unified  in  their  operations  in 
the  interest  of  interstate  commerce,  and  what  form  of  national  legislation  for 
the  incorporation  of  carriers  or  for  holding  companies  owning  the  stock  of 
State  companies,  is  desirable.  How  will  national  incorporation  alfect  the  police 
powers  of  the  States  over  railroads  operating  within  their  boundaries.  Will  it 
be  advisable,  as  in  the  case  of  the  national  banks,  for  the  National  Government 
to  prescribe  a  uniform  rule  for  the  taxation  by  the  States  of  railroad  properties 
and  securities. 

10.  Government  Ownership. 

«  ^  *  =!c  ^2ie  wisdom  or  feasibility  of  Government  ownership  of  such  utili- 
ties "  and  "  *  *  *  the  comparative  worth  and  efficiency  of  Government  regu- 
lation and  control  as  compared  with  Government  ownership  and  operation," 
including  under  this  head  : 

(a)  The  practical  results  of  Government  ownership  both  as  to  efficiency  and 
economy  where  actually  practiced. 

(b)  Whether  Goverinnent  ownership  is  compatible  with  our  system  of  govern- 
ment and  what  its  effect  will  be  on  our  governmental  institutions. 

(c)  Whether  a  system  of  Government  ownership  will  suit  local  needs. 

id)  A  practical  method  of  securing  Government  ownership,  whether  by  pur- 
chase or  condemnation  of  properties,  or  by  purchase  or  condemnation  of  bond 
and  istock  issues,  or  otherwise. 

The  views  of  all  who  are  interested  in  or  have  information  regarding  the  fore- 
going questions  are  invited  by  the  committee,  either  by  written  communica- 
tion or  at  the  oral  hearings. 

It  is  suggested  that,  with  a  view  to  maintaining  a  logical  sequence  in  the  hear- 
ings, those  participating  therein  classify  their  remarks  according  to  the  fore- 
going subheads  as  far  as  practicable. 

Francis  G.  Newlands,  Chairman. 
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MONDAY,  NOVEMBER  20,   1916. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  and  Foreign  Co:\imerce, 

Washington^  D.  C. 

The  Joint  Committee  on  Interstate  Commerce  met  pursuant  to 
call  of  the  chairman  in  room  326,  Senate  Office  Building,  at  10  o'clock 
a.  m.     Senator  Francis  G.  Newlands,  presiding. 

Present:  Senator  Francis  G.  Newlands  (chairman),  Representa- 
tive William  C.  Adamson,  vice  chairman ;  Senators  Robinson,  Under- 
wood, Cummins,  and  Brandegee;  Representatives  T.  W.  Sims,  John 
J.  Esch,  and  Edward  L.  Hamilton. 

The  joint  committee  proceeded  in  pursuance  of  Senate  joint  resolu- 
tion 60,  approved  by  the  President  on  July  20,  1916  (Public  J.  Res. 
25),  a  joint  resolution  creating  a  joint  subcommittee  from  the  mem- 
bership of  the  Senate  Committee  on  Interstate  Commerce  and  the 
House  Committee  on  Interstate  and  Foreign  Commerce  to  investigate 
the  conditions  relating  to  interstate  and  foreign  commerce,  and  the 
necessity  of  further  legislation  relating  thereto,  and  defining  the 
powers  and  duties  of  such  subcommittee,  which  is  as  follows : 

Resolved  by  the  Senate  and  House  of  Rcprcseiitatii-es  of  the  United  States 
of  America  in  Congress  assembled.  That  the  Interstate  Commerce  Committee 
of  the  Senate  and  the  Committee  of  the  House  of  Representatives  on  Interstate 
and  Foreiiin  Commerce,  tlirough  a  joint  subconnnittee  to  consist  of  five  Sena- 
tors and  five  Representatives,  who  shall  be  selected  by  said  committees,  respec- 
tively, be,  and  they  hereby  are,  appointed  to  investigate  the  sul>ject  of  the 
Government  control  and  regulation  of  interstate  and  foreign  transportation,  the 
efficiency  of  the  existing  system  in  protecting  the  rights  of  shippers  and  car- 
riers and  in  promoting  the  public  interest,  the  incorporation  or  control  of  the 
incorporation  of  carriers,  and  ail  proposed  changes  in  the  organizatitm  of  tlie 
Interstate  Commerce  Commission  and  the  act  to  regulate  commerce;  also  the 
subject  of  Government  ownership  of  all  public  utilities,  such  as  telegraph, 
wireless,  cable,  telephone,  express  companies,  and  railroads  engaged  in  inter- 
state and  foreign  commerce  and  report  as  to  the  wisdom  or  feasibility  of  Gov- 
ernment ownership  of  such  utilities  and  as  to  the  comparative  worth  and 
etficieucy  of  Government  regulation  and  control  as  compared  with  Government 
ownership  and  operation,  with  authority  to  sit  during  the  recess  of  Congress 
and  with  power  to  summon  witnesses,  to  administer  oaths,  and  to  require  the 
various  departments,  commissions,  and  other  Government  agencies  of  the  United 
States  to  furnish  such  information  and  render  such  assistance  as  may,  in  the 
judgment  of  the  joint  subcommittee,  be  deemed  desirable,  to  appoint  necessary 
experts,  clerks,  and  stenographers,  and  to  do  whatever  is  necessary  for  a  full 
and  comprehensive  examination  and  study  of  the  subject  and  report  to  Congress 
on  or  before  the  second  Monday  in  .January,  nineteen  hundred  and  seventeen; 
that  the  sum  of  ^24,000,  or  so  much  thereof  as  is  necessary  to  carry  out  the 
purposes  of  this  resolution  and  to  pay  the  necessary  expenses  of  the  subcom- 
mittee and  its  members,  is  hereby  appropriated  out  of  any  money  in  the 
Treasury  not  otherwise  appropriated.  Said  appropriation  shall  be  immediately 
available  and  shall  be  paid  out  on  the  audit  and  order  of  the  chairman  or 
acting  chairman  of  said  subcommittee,  which  audit  and  order  shall  be  con- 
clusive and  binding  upon  all  departments  as  to  the  correctness  of  the  accounts 
of  such  subcommittee. 
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The  Chairimax,  The  committee  Avill  come  to  order.  This  is  a  meet- 
ing of  the  Joint  Congressional  Committee  appointed  under  Resolu- 
tion No.  60.  I  will  make  a  brief  statement  ancl  then  inquire  as  to  the 
organizations  and  bodies  and  individuals  that  desire  to  be  heard  be- 
fore this  committee,  and  after  that  the  committee  will  go  into  execu- 
tive session  to  determine  the  method  of  procedure. 

Upon  the  initiative  of  President  Wilson  in  a  message  delivered  in 
December  last,  a  congressional  joint  committee,  consisting  of  five 
Senators  and  five  Representatives,  was  authorized  by  Congress  to 
investigate  all  the  problems  relating  to  transportation,  and  to  make 
a  new  survey  not  only  of  the  defects  of  the  existing  system,  but  of  the 
improvements  that  may  be  made  in  that  system. 

The  committee  organized  and  determined  to  commence  its  meetings 
in  Washington  on  the  20tli  of  November,  1916,  and  the  committee  is 
now  assembled  for  this  purpose.     The  hearings  will  be  continuous. 

It  is  the  desire  of  the  committee  that  there  should  be  represented 
at  the  hearing  economists  and  publicists  of  note,  representatives  of 
the  Intei^state  Commerce  Commission,  the  State  railroad  commis- 
sions, chambers  of  commerce,  and  boards  of  trade,  the  railroad  execu- 
tives and  the  railroad  employees,  farmers,  and  shippers  generally 
throughout  the  country  so  that  the  expression  will  be  representative 
of  every  organization,  class,  and  interest  connected  in  any  way  with 
the  subject  of  transportation. 

The  inquiry  will  be  a  very  wide  one.  It  will  relate  to  every  phase 
of  the  transportation  question,  the  rail  carriers,  the  river  carriers, 
and  the  ocean  carriers,  and  the  perfection  of  a  harmonious  system  of 
transportation  embracing  rail,  river,  and  ocean  carriers  that  will  meet 
the  demands  of  interstate  as  well  as  foreign  commerce,  and  it  Avill 
also  relate  to  telegraph  and  telephone  lines,  express  companies,  and 
other  public  utilities. 

It  will  embrace  not  only  the  subject  of  Government  control  and 
regulation  of  these  utilities,  but  also  the  wdsdom  and  the  feasibility 
of  Government  ownership  and  the  comparative  worth  and  efficiency 
of  Government  regulation  and  control  as  compared  with  Government 
ownership  and  operation. 

In  this  connection  the  question  Avill  be  considered  as  to  whether 
the  Interstate  Commerce  Commission  is  now  overloaded,  and  if  so 
whether  this  difficulty  should  be  met  by  relieving  it  of  many  of  the 
supervising  and  administrative  duties  which  it  now  exercises  or  by 
enlarging  and  subdividing  it  so  as  to  enable  it  to  meet  the  strain  of 
its  existing  duties,  and  such  others  as  may  be  added  by  legislation. 

It  is  contended  by  some  that  the  commission  should  not  only  be  en- 
larged, but  should  be  divided  into  departments,  each  to  have  the  same 
jurisdiction  as  the  entire  commission  has  now,  and  that  thus  the  busi- 
ness of  the  commission  will  be  more  quickly  dispatched. 

It  is  also  suggested  by  some  that  the  commission  ought  to  be 
brought  nearer  to  the  various  localities  than  it  is  now ;  that  instead  of 
sitting  centrally  in  Washington  it  should  be  divided  into  depart- 
ments corresponding  to  our  different  traffic  areas,  so  that  each  depart- 
ment can  sit  within  a  given  traffic  area  in  contact  with  its  activities 
and  its  thought  and  more  quickly  solve  the  problems  relating  to  it. 

Then  the  question  comes  up,  if  that  method  is  pursued,  as  to  whether 
there  shall  be  a  central  body  of  appeal  at  Washington  to  Avhich 
appeals  may  be  taken  from  these  various  departmental  organizations. 
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Another  question  of  importance  that  will  come  up  will  be  the  ques- 
tion of  the  control  of  railway  and  other  public-utility  securities.  As 
it  is,  most  of  the  State  public-utility  commissions  are  regulatino;  the 
issue  of  securities  upon  the  railroads  within  the  boundaries  of  the 
State  over  which  each  has  jurisdiction.  Thus  we  may  have  48  differ- 
ent sovereignties  acting  upon  the  securities  of  great  railway  systems 
not  confined  in  their  operation  to  any  particular  State,  but  wdiose 
operations  are  as  broad  as  interstate  commerce  itself. 

It  is  complained  that  this  complexity  of  control  which  affects  not 
only  the  securities,  but  the  rates,  restrains  the  activities  of  the  cor- 
porations themselves,  makes  their  methods  of  obtaining  money  for 
needed  improvements  and  developments  very  complicated,  and  fre- 
quently defeats  their  purpose  of  securing  favorable  markets,  the  ap- 
proval of  the  securities  sometimes  being  given  when  the  favorable 
opportunity  has  passed  by. 

It  is  suggested  that  the  United  States  Government,  by  reason  of  its 
poAver  over  interstate  commerce,  should  create  a  tribunal  for  that 
purpose  or  give  such  control  to  the  Interstate  Commerce  Commission. 
The  question  then  arises  whether  the  regulating  commission  shall  be 
simply  a  coordinating  body  acting  in  addition  to  the  48  public-utility 
commissions  created  by  the  various  States  or  whether  its  action  shall 
be  that  of  an  overlord,  dominating  and  controlling,  where  contradic- 
tory, the  action  of  lesser  sovereignties.  So  the  question  of  States 
rights  will  be  involved  in  this  most  interesting  subject. 

There  Avill  also  come  up  the  question  as  to  whether  the  Nation  or 
the  States  should  create  the  great  organizations  that  serve  the  purpose 
of  interstate  commerce.  Thus  far  w^e  have  been  content  to  allow 
the  States  to  create  these  corporations,  these  railroad  companies. 
That  served  the  purpose  as  long  as  the  railroad  system  w^as  a  feeble 
system  confined  to  the  building  of  an  individual  railroad  of  a  lim- 
ited mileage  in  this  or  that  State.  But  as  interstate  commerce  in- 
creased and  these  systems  were  brought  together  in  a  coordinated 
service  over  the  entire  country  in  interstate  commerce  it  has  been 
claimed  that  we  have  not  met  the  economic  requirements  of  the  time 
by  creating  national  organizations  under  which  great  railway  systems 
could  be  incorporated  as  broad  in  their  operation  as  the  national 
power  of  interstate  commerce. 

There,  again,  the  question  of  State  rights  wnll  come  up.  It  will  be 
contended  on  the  part  of  many  of  the  States  that  the  creation  of  these 
gigantic  national  corporations  under  national  control  will  tend  to  di- 
minish the  powers  of  the  States,  with  reference  to  local  requirements 
as  to  rates,  and  may  diminish  the  power  of  the  States  as  to  taxation, 
and  may  also  diminish  to  some  degree  the  police  powers  of  the  States. 

Among  others  will  be  the  question  of  taxation.  As  to  whether  the 
States  will  insist  each  upon  its  sovereign  right  to  tax  the  corporation 
and  its  property  doing  business  within  the  boundaries  of  that  State 
or  whether  the  National  Government,  as  in  the  case  of  national-bank 
corporations,  shall  by  virtue  of  its  sovereignty  over  interstate  com- 
merce declare  a  uniform  rule,  as  in  the  case  of  the  banks,  under  which 
taxes  shall  be  levied. 

As  it  is,  we  find  the  greatest  diversity  in  the  tax  laws  of  various 
States,  some  States  imposing  heavy  burdens  upon  these  corporations 
and  others  imposing  very  light  burdens :  some  taxing  only  the  visible 
property,  others  taxing  the  intangible  thing  termed  a  franchise;  some 
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of  them  adopting  the  market  price  of  the  stocks  and  bonds  as  the 
standard  and  measure  of  valuation,  others  contenting  themselves  sim- 
ply with  the  physical  valuation  of  the  actual  property  within  the 
boundaries  of  the  State. 

Then  in  connection  with  that  will  come  the  question  of  hours  and 
wages  of  employees.  The  burdens  which  constitute  the  operating 
expenses  of  these  corporations  are  in  time  transferred  to  the  ship- 
pers. They  can  not  long  rest  upon  the  investors,  for  if  they  rest  upon 
them  too  heavily  there  will  be  a  decline  in  the  securities,  and  a  conse- 
quent difficulty  in  securing  the  money  for  improvements  and  exten- 
sions, and  thus  the  public  demands  themselves  will  not  be  met. 

Railway  corporations  have  to  raise  their  entire  revenue  from  the 
public  in  the  shape  of  rates  for  freight  and  passengers.  That  revenue 
goes  to  the  operating  expenses,  wages  of  some  1,800,000  employees, 
the  supplies  to  the  railways,  the  taxes,  and  the  interest  upon  the  stocks 
and  bonds  issued.  So  that  the  public  itself,  the  ultimate  bearer  of 
this  entire  burden,  is  most  profoundly  interested  in  perfecting  a  sys- 
tem which  will  establish  the  credit  of  the  carriers  themselves  in  such 
a  way  as  to  enable  them  to  obtain  money  at  the  lowest  rates  and  yet 
maintain  the  value  of  their  securities.  A  difference  of  1  per  cent  paid 
to  the  investors  on  the  $16,000,000,000  of  bonds  and  stock  issued  by 
the  railway  corporations  of  this  country  makes  an  additional  charge 
of  $160,000,000  annually  upon  the  shippers  of  the  country.  Here 
the  question  of  receiverships  and  railway  reorganizations  will  also 
come  up  for  consideration.  As  to  wages  and  the  hours  of  labor,  it  is 
very  evident  that  under  present  conditions  the  only  ultimate  method 
of  settling  a  difficulty  between  a  railroad  and  its  employees  is  a  re- 
sort to  force.  And  the  question  is  whether  a  nation  pretending  to 
some  degree  of  civilization,  which  has  eliminated  the  doctrine  of  force 
from  application  to  controversies  between  man  and  man,  and  which 
furnishes  judicial  tribunals  for  the  settlement  of  those  controversies, 
and  which  is  noAv  and  has  been  for  years  endeavoring  internationally 
to  secure  a  system  under  which  the  nations  of  the  earth  will  create 
similar  tribunals  for  the  adjustment  of  international  disputes  with- 
out resort  to  force — whether  such  a  civilized  nation  can  be  content  to 
perpetuate  the  existijig  condition  of  things. 

This  is  a  subject  of  profound  thought.  It  will  require  the  best 
and  the  most  humane  consideration  of  communities  and  State  and 
of  the  Xation  itself. 

It  would  seem  to  be  our  highest  duty  to  meet  this  condition,  and  by 
eliciting  the  best  thought  not  only  of  the  corporations  affected,  not 
only  of  the  thinkers  and  economists  of  the  country,  but  of  the  men 
themselves  employed  by  those  corporations  to  create  some  system  * 
under  which  a  resort  to  force,  the  most  barbaric  and  brutal  of  proc- 
esses, can  be  avoided  for  the  settlement  of  disputes  between  great 
employers  and  vast  bodies  of  employees. 

In  addition  to  this  question  of  regulation  and  control  of  these  great 
public  utilities,  there  is  intrusted  to  this  committee  the  study  of  the 
question  of  Government  ownership.  It  is  a  question  that  must  be 
faced.  Other  nations  far  advanced  in  civilization  have  adopted  the 
system.  Recently,  under  the  'stress  of  war.  almost  all  European 
Governments  have  taken  over  the  railways.  Whether  that  will  be  a 
permanent  taking  over  or  only  a  temporary  one,  it  demonstrates  that 
in  conditions  of  great  crises  when  autocratic  powers  must  be  given  to 
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the  Government  all  intelligent  Governments  drift  toward  absolute 
and  complete  operation  of  the  roads  as  the  only  solution  of  the 
question. 

If  we  pursue  the  exercise  and  the  study  of  Government  regulation 
wisely,  persistently,  and  energetically  we  may  create  such  a  system 
of  regulation  as  will  meet  every  requirement,  both  in  time  of  peace 
and  of  war,  and  in  exigency  of  crises.  But  it  seems  to  be  a  wise  thing 
for  the  Government  of  the  United  States  to  ascertain  now  the  history 
of  the  countries  that  have  adopted  Government  ownership  and  opera- 
tion of  railways,  and  to  watch  the  experiences  of  the  European 
countries  in  this  great  war  in  this  regard. 

In  this  connection  will  come  the  question  of  the  method  of  taking 
over  the  railroads.  Shall  it  be  accomplished  by  an  actual  valuation 
of  the  raihvays  and  a  condemnation  of  them,  or  shall  they  be  taken 
over  by  the  easier  method  of  taking  over  the  stock  and  the  bonds  at 
their  market  value,  thus  at  one  step  having  the  National  Government 
take  the  position  of  stockholder  and  security  holder  in  these  great 
corporations  ? 

These  are  a  few  of  the  questions  Avhich  we  have  before  us.  It  will 
not  be  possible  for  us  to  come  to  a  speedy  conclusion  regarding  all, 
but  that  conclusion  will  be  more  quickly  arrived  at  if  we  have  the 
sympathetic  aid  of  practical  men  who  for  years  have  been  conversant 
with  the  practical  side  of  the  transportation  question,  of  the  econo- 
mists and  publicists  and  national  and  State  regulating  commissions 
of  railway  executives  and  workers,  commercial  bodies,  farmers  and 
manufacturers,  and  shippers  generally.  We  want  the  best  thought 
of  the  country  in  the  consideration  of  these  important  questions. 

I  wish  to  state  that  some  of  the  members  of  the  committee  may 
desire  to  emphasize  some  of  the  questions  which  will  be  considered 
by  this  committee,  and  I  will  be  very  glad  if  hereafter  they  will 
present  such  questions  in  such  form  as  they  desire. 

Mr.  Sims.  Mr.  Chairman,  is  that  intended  to  be  the  statement  of 
the  chairman  of  the  committee  or  the  statement  of  the  committee  ? 

The  Chairman.  It  is  the  statement  of  the  chairman  of  the  com- 
mittee simply.  Now,  I  will  inquire  what  organizations  and  bodies 
and  individuals  desire  a  hearing  before  this  committee,  and  also 
upon  what  subjects,  and  I  will  ask  the  clerk  to  state  what  organiza- 
tions have  presented  themselves.  First  I  will  inquire  as  to  whether 
any  of  the  State  railway  or  public  utilities  commissions  are  repre- 
sented here. 

Mr.  Joseph  L.  Bristow.  Mr.  Chairman,  the  National  Association 
of  E  ail  way  Commissioners  will  be  represented  before  this  hearing 
by  a  committee  appointed  for  that  purpose. 

The  Chairman.  Wlien  would  that  body  like  to  be  heard? 

Mr.  Bristow.  Since  the  railways,  as  we  infer  from  the  statement 
made  to  the  House  commitee  last  winter  and  statements  made  in 
the  press  during  the  summer  and  fall,  have  a  definite  plan  by  which 
they  state  they  desire  to  curtail  the  authority  which  is  now  exer- 
cised by  the  State  commissions,  we  would  very  much  prefer  that 
they  present  that  plan  in  order  that  we  may  know  what  it  is  before 
the  commissions  appear  to  discuss  them. 

Senator  Underwood.  Mr.  Chairman,  I  notice  in  the  statement  of 
our  former  colleague  that  it  appears  as  if  there  was  an  effort  here  to 
bring  a  fight  between  two  contending  bodies.     I  hope  we  can  pro- 
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test  against  any  such  effort.  Unquestionably  the  desire  of  this  com- 
mittee is  information,  and  we  are  not  to  be  governed  by  the  desire 
of  the  raih'oads  or  shippers  or  the  State  commissions,  it  is  only 
information  that  we  want  in  order  to  work  out  this  problem  tor 
the  public  good,  and  I  hope  that  we  can  avoid  any  combat  between 
special  interests  in  this  connection. 

Mr  \d4Mso>\  It  would  be  intolerable  if  either  this  committee  or 
the  public  would  tolerate  a  fight  between  anybody  on  this  subject. 
We  should  recognize,  however,  the  fundamental  principle  laid  down 
by  Blackstone  centuries  ago,  but  when  you  go  to  legislate  you  should 
consider,  first,  the  present  law;  second,  the  mischief;  and  then  the 
remedv ;  and  that  being  true,  it  is  not  necessary  to  inter  that  the 
railroads  are  the  onlv  ones  that  have  any  objection  to  the  present 
svstem.  I  think  Senator  Bristow  is  partially  right.  I  do  not  think 
it  is  proper  to  sav  that  the  railroads  shall  take  the  initiative,  but 
to  sav  that  all  those  who  have  any  suggestions  to  make  about  exist- 
ing defects  in  the  business  ought  to  appear  and  give  us  the  benefit 
of  their  statements.  .  ,     ,     ,i 

Mr  Bristow.  Mr.  Chairman,  I  will  state  m  reply  to  the  sugges- 
tions of  Senator  Underwood  and  Mr.  Adamson  that  the  State  com- 
missions are  here  to  serve  the  pleasure  of  this  committee.  We  will 
appear  whenever  vou  desire.  I  simply  state  what  we  feel  would  be 
the  more  orderlv  wav  for  us  to  proceed.  If  the  committee  desires 
us  to  proceed  in  any 'other  Avay,  we  will  comply,  of  course,  with  its 

desire  verv  cheerfullv» 

The  Chairman.  Mav  I  ask.  for  the  record,  who  the  officials  of 
the  National  Association  of  Eailway  Commissioners  are? 

Iklr.  Bristow.  The  president  of  the  association  is  Mr.  Max  Thelen, 
of  California,  who  is  present,  and  is  a  member  of  the  committee 
selected  by  the  national  organization  to  present  certain  phases  of 
this  question  to  this  committee.  There  is  a  first  and  second  vice  presi- 
dent. The  first  vice  president  is  Mr.  E.  C.  Niles,  of  New  Hampshire, 
who  is  also  a  member  of  that  committee,  and  then  there  are  five  other 
gentlemen  who  have  been  selected  as  members  of  the  committee  to 
represent  the  association.  ....  , 

The  Chairman.  Will  you  be  kind  enough  to  hand  m  their  names? 

Mr.  Bristow.  I  will  be  glad  to  give  the  names  of  each  member. 

The  Chairman.  Please  give  the  name  and  address  of  the  secretary. 

Mr.  Bristow.  I  will  be  very  glad  to  do  so. 

The  Chairman.  May  I  ask,  Mr.  Bristow,  whether  the  State  Kail- 
wav  Association  is  prepared  to  go  on  with  its  statement  at  this  time  ? 

Mr.  Bristow.  It  is  not.  We  could  not  proceed  to-day  because  we 
are  not  prepared  to  do  so.  i  j  o 

The  Chairman.  How  soon  would  \our  commission  be  so  prepared  i 

;Mr.  Bristow.  We  will  endeavor  to  prepare  ourselves  when  the  com- 
mittee indicates  when  thev  desire  to  hear  us,  but  we  would  prefer,  as 
I  said  in  mv  first  statement,  very  much,  that  the  railways,  who  have 
been  verv  active  in  promoting  the  idea  that  there  shall  be  some  radical 
changes  "in  the  methods  as  relate  to  the  States  and  the  Nation  in  regu- 
lating the  affairs  of  carriers  should  present  the  plan  which  they  have. 

Senator  Cummins.  Has  your  association  proposed  any  change  in 
the  present  law? 

Mr.  Bristow.  We  have  not. 
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Senator  Cuimmins.  You  are  not  prepared  to  put  forward  any  revi- 
sion or  readjustment  of  tlie  present  system  ? 

Mr.  Bristow.  We  are  not. 

Senator  Cummins.  That  is  as  I  understood  it. 

Mr.  Adainison.  Y'ou  are  here  to  consider  such  propositions  as  may 
be  offered  of  changes  in  the  system  ? 

Mr.  Bristow.  That  is  exactly  the  case. 

Mr  Adamson.  Because  you  "can  not  reply  to  them  until  you  hear 
them  ? 

Mr.  Bristoav.  That  is  exactly  our  position,  Mr.  Adamson. 
The  Chairman.  Are  any  of  the  board  of  trade  or  chambers  of 
commerce  of  the  country  represented  here? 

Mr.  Amos  L.  Hatha w^ay.  Mr.  Chairman,  I  represent  the  Boston 
Chamber  of  Commerce.  I  gave  may  card  to  the  clerk  and  asked  that 
we  be  put  m  line  for  hearing  at  such  time  as  will  meet  the  conven- 
ience of  the  committee.  Does  the  committee  desire  any  statement  of 
the  attitude  of  the  chamber  at  this  time  ? 

The  Chairman.  Not  at  this  time. 

Senator  Brandegee.  Would  it  not  be  well  if  each  gentleman  should 
state  what  subject  he  wants  to  appear  on,  if  there  is  any  particular 
subject? 

Mr.  Hathaway.  I  will  be  glad  to  state  to  the  committee,  as  far  as 
at  present  advised,  the  attitude  of  the  Boston  Chamber  of  Commerce 
is  to  favor  the  incorporation  of  railroads  under  the  Federal  law,  in 
the  first  place,  and  in  second  ])lace,  that  the  present  system  of  dual 
regulation  and  semicontrol  shall  be  supplanted  by  a  system  of  Federal 
regulation  and  partial  control,  and  that  this  regulation  shall  extend 
to  the  subject  of  railway  securities,  and  that  the  matters  of  detail, 
which  should  be  left  to  the  State  commissions  should  be  adjusted  by 
Congress  and  by  the  Interstate  Commerce  Commission  itself. 

The  Chairman.  Can  you  give  the  names  of  those  wdio  desire  to 
appear  on  behalf  of  the  Boston  Chamber  of  Commerce? 

Mr.  Hathaway.  I  can  not  at  the  present  time.  I  think  the  attitude 
of  the  chamber  is  that  of  listening  at  the  present  and  being  prepared 
to  meet  the  situation  as  it  develops  a  little  later,  but  I  will  keep  the 
committee  advised  of  its  definite  action. 

The  Chairman.  Do  you  hold  any  official  position  in  connection 
with  the  Boston  Chamber  of  Commerce? 

Mr.  Hathaway.  I  am  simply  a  member  of  the  transportation  com- 
mittee of  the  chamber  and  its  attorney  here  for  the  purpose  of  these 
hearings. 

The  Chairman.  With  whom  shall  communication  be  had  by  the 
clerk  of  the  committee  ? 

Mr.  Hathaway.  I  wall  leave  the  address  with  the  clerk. 

The  Chairman.  Are  there  any  others  who  would  like  to  be  heard  ? 

Mr.  Frederick  B.  De  Berard.  I  appear  for  the  Merchants'  Asso 
ciation  of  New  York.    We  desire  to 

The  Chairman.  Will  you  give  your  name  and  address  ? 

Mr.  De  Berard.  Frederick  B.  De  Berard. 

The  Chairman.  And  what  is  your  address  ? 

Mr.  De  Berard.  Woolworth  Building,  New  York  City. 

The  Chairman.  What  position  do  you  occupy  with  reference  to 
that  chamber? 
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Mr  De  Berard.  We  desire  to  oppose  governmental  ownership  and 
the  operation  of  public  utilities.  We  desire  to  favor  the  exclusive 
control  bv  the  Federal  Government  of  the  operations  of  all  railroads. 

The  Chairman.  Are  yon  an  officer  of  that  organization  ^ 

^Ir  De' Berard.  I  am  the  director  of  research.  My  duties  are  to 
study  economic  questions  and  advise  the  committee  upon  them,  and 
I  have  been  instructed  to  appear  before  this  committee  as  the  repre- 
sentative of  the  association  and  to  present  arguments  if  opportumty 
is  offered,  in  support  of  the  two  propositions  I  ha^e  stoted. 

The  ChairmIn.  Can  you  state  now  who  will  be  hkely  to  appear 
before  this  committee  on  this  subject? 

Mr  De  Berard.  I  have  been  delegated  to  appear  for  the  association 
in  that  particular  and  on  matters  specifically  touching  traffic  and 
traffic  movements.  Probably  our  traffic  manager,  Mr.  J.  C .  Lincoln, 
will  likewise  appear  later. 

The  Chairman.  Are  you  prepared  to  go  on  now  and  present  your 
views  at  the  hearing,  or  will  you  be  shortly  ?  , 

Mr.  De  Berard.  I  am  prepared  now,  at  the  convenience  of  the 

committee. 

Mr  Bartol.  Mr.  Chairman . 

The  Chairman.  Give  your  name  and  address  and  the  organization 

^^Mr^^'i^nSiS  George  E.  Bartol,  Philadelphia.  I  repre- 
sent the  organization  that  is  known  as  the  Philadelphia  B on rse.  which 
is  practicallv  a  chamber  of  commerce.  We  have  some  3.400  or  3,o00 
mimbers  and  devote  ourselves  very  largely  to  the  consideration  of 
commercial  matters  that  are  of  nation-wide  character  and  not  of  a 
purely  local  character.  We  have  been  studying  the  question  of  leason- 
able  regulation  of  railroads,  as  we  call  it  for  about  two  years  and  a 
half.  We  have  formulated  a  brief,  on  what  we  think  is  quite  a  com- 
prehensive plan,  which  seems  to  cover  virtually  the  phases  that  are 
essential,  in  our  judgment,  to  a  reasonable  regulation  of  t^^  railroads 
in  the  interest  of  the  three  parties-the  public,  the  workers,  and  the 

"""rhrCHAiRMAN.  Who  will  dcsire  to  be  heard  before  the  committee 
as  representins  your  association?  .,     »  t      ,         x  ^i  ^ 

Mr  Bartol.  I  have  been  delegated  by  the  board  of  directors  of  the 
association  to  present  the  views  of  the  body  whenever  the  committee 
is  readv  to  listen  to  me. 

The  Chairman.  You  will  be  ready  to  proceed 

Mr.  Bartol.  At  any  moment. 

The  Chairman.  At  any  moment?  , 

Mr.  Bartol.  Yes,  sir;  Mr.  Healy  has  my  name  and  address  and 
knows  just  how  to  reach  me  at  any  time. 

Mr.  iRix.    Mr.  Chairman 

The  Chairman.  Please  give  your  name  and  address.        ^  ,-,     r    ^ 

Mr  Rix.  George  E.RixTof  Lawrence,  Mass.  I  represent  the  La w- 
rence'Chamber  of  Commerce,  and  associated  boards  of  trade  ot  il^ssex 
County,  and  the  American  Woolen  Co.  .  j    -^^ 

The  Chairman;  Upon  what  subjects  will  your  organization  desire 

Mr  Eix   i  shall  confine  myself  strictly  to  traffic. ... 

The  Chairman.  And  by  whom  will  these  organizations  be  repre- 

sented  ? 
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Mr.  I\ix.  Tlu\v  will  bo  represented  by  me.  1  have  been  authorized 
to  appear  for  them.  My  appearance  would  be  in  the  form  of  a 
statement,  which  I  would  like  to  read  into  the  record.  It  will  be 
comparatively  brief. 

The  Chairman.  Arc  you  prepared  to  proceed  now  ? 

Mr.  Rix.  Practically  so;  yes,  sir — at  any  time  the  committee  may 
desire. 

;Mi'.  (iahcklon.  Mr.  Chairman 

The  Chairman.  Please  give  your  name  and  address. 

Mr.  (xARCixoN.  William  F.  Carcelon,  608  Sears  Building,  Boston, 
INlass.,  representing-  the  Arkwright  Club,  which  has  a  membership  of 
about  100  cotton  mills  of  New  England.  I  desire  siniply  now  to  enter 
an  appearance.  I  am  not  certain  that  we  desire  to  give  testimony. 
If  we  do,  I  shall  probably  present  it,  but  I  simply  desire,  now,  to  be 
on  the  record  now^  and  to  be  in  a  position  to  give  testimony  if  w^e 
should  desire. 

The  Chair^ian.  You  are  not  prepared  to  proceed  now"? 

]Nrr.  Garcelon.  No,  sir;  I  am  simply  entering  my  appearance  now. 

Mr.  Adamson.  Mr.  Chairman,  I  understand  it  is  your  purpose, 
when  you  receive  notice  from  all  who  desire  to  appear,  that  the  com- 
mittee will  go  into  executive  session  and  make  something  like  a 
calendar,  in  order  to  give  these  gentlemen  some  idea  as  to  when  they 
may  appear,  and  so  as  to  meet  our  convenience 

The  Chairman.  That  is  it  exactly. 

Mr.  McClellan.  George  McK.  McClellan,  representing  the  Seat- 
tle Chamber  of  Connnerce.  We  desire  to  be  heard  later  on  the  ques- 
tion of  the  railroad  wage  controversy. 

The  Chairman.  The  railroad  wage  controversy? 

Mr.  McClellan.  Yes,  sir. 

The  Chairman.  Are  you  ready  to  proceed  now? 

Mr.  McClellan.  I  shall  be  ready  later  in  the  week. 

The  Chairman.  Will  there  be  any  others  wdio  desire  to  be  heard 
in  behalf  of  that  organization? 

Mr.  INIcClellan.  So  far  as  I  am  advised,  Mr.  Chairman,  there 
will  be  nobody  else,  unless  the  chamber  shall  desire  later  to  appear 
on  other  questions.  >  .  . 

Mr.  House.  Mr.  Chairman — — 

The  Chairman.  Please  give  your  name  and  address. 

Mr.  House.  Francis  Everett  House.  I  am  associated  wdth  Mr. 
L.  C.  l>oyle.  of  Kansas  City,  Mo.,  in  representing  the  Commercial 
Club  of  Kansas  City,  Mo.  I  have  been  just  recently  asked  to  ap- 
pear in  their  behalf,  and  I  do  not  know  exactly  wdiat  their  position 
is.  I  am  quite  sure  Mr.  Boyle  will  want  to  appear  at  some  time  in 
behalf  of  the  Commercial  Club,  and  very  likely  Mr.  Wilson,  the 
traffic  manager  of  that  club.    Mr.  Boyle  also  represents 

The  Chairman.  Will  you  give  the  full  names  of  the  gentlemen? 

Mr.  House.  Yes,  sir.  Mr.  Boyle  also  represents  some  more  definite 
interests  which  he  wdll  want  to  represent. 

Mr.  GoDLEY.  Mr.  Chairman 

The  Chairman.  Will  you  give  your  full  name? 

Mr.  GoDLEY.  Mr.  Philip  Godley.  I  am  chairman  of  the  com- 
mittee on  inland  transportation  of  the  Philadelphia  Board  of  Trade, 
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of  Philadelphia,  Pa.  I  am  authorized  by  them  to  present  to  j^ou 
the  question  of  Government  ownership  of  public  utilities,  and  am 
ready  for  your  hearing,  sir,  whenever  j^ou  are  ready  to  hear  me. 

The  Chairman.  Will  there  be  any  others  who  will  appear  on 
behalf  of  the  organization  ? 

Mr.  GoDLEY.  I  think  not — not  at  the  present  time.  The  Phila- 
delphia Board  of  Trade  is  a  part  of  a  joint  committee  who  will,  a 
little  later  on,  present  the  question  of  railroad  regulation,  as  a  joint 
committee,  the  Philadelphia  Board  of  Trade  being  a  part  of  the 
joint  committee. 

Mr.  Kellogg.  Mr.  Chairman 

The  Chairman.  Please  give  your  full  name  and  address. 

Mr.  Kellogg.  R.  S.  Kellogg,  Chicago,  111.  I  desire  to  enter  an 
appearance  at  this  time  simply  for  the  purpose  of  protecting  us  in 
case  we  wish  later  to  present  testimony. 

The  Chairman.  You  are  liot  prepared  to  proceed  now  ? 

Mr.  Kellogg.  We  are  not  now.    There  is  a  chance  we  will  be  later. 

The  Chairman.  Is  there  anyone  else  who  will  appear  on  behalf 
of  your  organization  ? 

Mr.  Sims.  What  phase  will  you  discuss  ? 

Mr.  Kellogg.  I  am  not  sure  we  will  discuss  any.  We  did  not  get. 
vmtil  quite  recently,  the  detailed  statement  of  the  features  of  the 
investigation  from  the  clerk  of  the  committee.  The  National  Lum- 
ber Manufacturers'  Association  represents  12  organizations  of  lumber 
manufacturers  throughout  the  United  States,  and  we  have  not  had 
time,  since  we  got  the  statement  from  the  committee,  to  get  their 
v^iews  on  the  question.  I  can  not  promise,  at  this  time,  that  we  shall 
wish  to  discuss  any  particular  subject,  but  I  wish  to  protect  our 
opportunity  for  presenting  testimony,  in  case  we  should  so  desire.. 

Senator  Brandegee.  You  appear  in  the  interest  of  the  association  ? 

Mr.  Kellogg.  I  beg  your  pardon. 

Senator  Brandegee.  You  appear  in  the  interest  of  the  association? 

Mr.  Kellogg.  Yes,  sir;  of  the  National  Lumber  Manufacturers' 
Association.  Any  notice  or  request  for  information  may  be  served 
upon  me  as  secretary  of  the  organization,  and  I  will  see  that  it  is 
taken  care  of. 

Mr.  Marsh.  Mr.  Chairman 

The  Chairman.    Please  give  your  full  name  and  address. 

Mr.  Marsh.  Mr.  Benjamin  Clark  Marsh.  I  wish  to  appear  in  be- 
half of  the  Committee  on  Real  Preparedness.  Mr.  Amos  Pinchot, 
the  chairuian,  will  appear.  I  want  to  urge  Government  ownership 
and  operation  of  railroads,  and,  first,  we  should  get  an  honest  valua- 
tion and  reasonable  capitalization,  and  we  Avish  also  to  point  out 
to  the  committee  the  failure  of  the  public  regulation  of  railroads. 
Mr.  Amos  Pinchot,  the  chairman,  as  I  said,  will  appear  here  later. 

Senator  Robinson.  Will  your  discussion  extend  to  telegraph  and 
telephone  companies  ? 

Mr.  Marsh.  No,  sir. 

Senator  Robinson.    It  is  confined  exclusively  to  railroad? 

Mr.  Marsh.  Yes,  sir. 

Senator  Brandegee.  What  association  did  you  say  it  was? 

Mr.  Marsh.  The  Connnitee  on  Real  Preparedness,  of  which  Mr. 
Amos  Pinchot  is  chairman.  The  connnittee  represents  some  thirty- 
two  States. 
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Senator  Eobinson.  You  represent  an  organization  in  the  various 
States  ? 

Mr.  Marsh.  Yes,  sir. 

Senator  Kobinson.  What  is  the  name  of  the  organization? 

Mr.  Mahsii.  The  Committee  on  Real  Preparedness. 

The  Chairman.  As  I  understand  it,  you  will  be  ready  to  pro- 
ceed  

Mr.  Marsh  (interposing).  To-morrow  or  Wednesday,  if  con- 
venient for  the  committee. 

The  Chairman.  Are  there  any  other  organizations  represented 
here  ? 

Mr.  Post.  Mr.  George  A.  Post,  president  of  the  Railway  Business 
Association.  We  would  desire  to  register  our  application  to  be 
accorded  a  hearing,  our  theme  being  the  general  regulatory  scheme, 
to  be  laid  before  you,  with  the  results  of  collaboration  by  our  organi- 
zation with  other  trade  bodies  throughout  the  country.  I  can  not, 
at  this  moment,  tell  Avho  the  gentlemen  will  be  who  will  accompany 
me.  but  would  ask  that  it  be  not  earlier  than  the  15th  of  December, 
if  that  will  suit  the  convenience  of  the  committee. 

The  Chairman.  Are  there  any  other  organizations  represented 
here — boards  of  trade  or  chambers  of  commerce  ? 

Mr.  S.  H.  Cowan.  I  am  Mr.  Cowan,  of  Texas.  In  behalf  of  the 
character  of  organizations  which  you  are  calling  at  this  time,  I  wish 
to  enter  my  appearance  and  the  appearance  of  Mr.  G.  S.  Maxwell, 
of  Dallas,  Tex.,  and  a  committee,  the  names  of  which  I  am  not  at  this 
moment  able  to  give  you,  representing  the  Industrial  Traffic  League 
of  the  State  of  Texas,  who  will  desire  to  appear  before  this  com- 
mittee to  meet  any  contention  with  respect  to  the  matter  of  abolish- 
ing the  railroad  commissions  of  that  State  or  any  other,  or  the 
taking  over  to  Federal  control  of  the  making  of  rates  and  all  such 
cognate  questions  as  might  arise  in  that  connection. 

They  have  put  themselves  upon  record  with  respect  to  the  matters 
which  I  have  mentioned.  I  may  safely  say,  likewise,  that  they  are 
opposed  to  Government  ownership  of  railroads  at  the  present  time 
and  under  present  conditions  and  unless  some  further  absolute  neces- 
sity shall  arise  and  until  somebody  knows  more  about  it  than  we 
think  anybody  knows  now. 

While  I  am  on  my  feet  I  will  say  that  I  represent,  as  attorney, 
the  National  Live-Stock  Shippers'  Protective  League,  an  organi- 
zation which  we  think  is  in  agreement  with  us  on  the  subject  of  pre- 
paredness, but  we  can  tell  about  what  we  want  to  be  prepared  for. 
That  brings  together  all  of  the  live-stock  organizations  of  the  various 
States,  known  as  the  State  Live- Stock  Associations,  by  various  names. 
All  of  the  live-stock  commission  men  of  different  markets  comprising 
the  live-stock  exchanges  at  each  market,  which  in  turn  is  composed 
of  the  membership  of  those  engaged  in  business  at  our  live-stock  mar- 
kets. Also  the  American  Live-Stock  Association,  with  its  head- 
quarters at  Denver,  Colo.,  and  the  National  Wool  Growers'  Asso- 
ciation, with  its  headquarters  at  Salt  Lake  City. 

I  likewise  represent  the  Texas  Live-stock  Shippers'  Protective 
League,  and,  indirectly,  through  the  American  National  Live- Stock 
Association,  the  National  Live-Stock  Shippers'  Protective  League, 
the  Cattle  Raisers'  Association  of  Texas,  which  also  desires  to  appear 
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separately— tliat  is,  not  separately,  but  also  to  appear—as  will  the 
live-stock  associations  of  each  one  of  the  States,  as  I  believe,  the 
matter  beino-  of  verv  great  importance  m  this  particular  line  of  busi- 
ness because  we  move  the  largest  part  of  our  live  stock  to  market 
upon  the  State  rates,  although  it  is  frequently  an  interstate  move- 
ment, for  example,  like  the  movement  from  Iowa  to  South  Umaha, 
or  from  Missouri  to  Kansas  City,  if  they  go  on  the  Kansas  City  line, 
or  from  the  State  of  Kansas  to  Kansas  City,  Mo. 

There  are  also  a  large  number  of  packing  houses,  greater  or  less 
in  extent,  in  the  various  States  where  live  stock  is  produced  whose 
business  depends  upon  the  State  rates  made  to  those  points  to  meet 
the  exio-encies  of  the  situation  of  the  people  who  raise  the  gram,  who 
raise  the  meat  to  feed  the  people  in  Washington  as  well  as  m  Europe. 
And  I  think  they  will  all  desire  to  appear,  but  I  am  unable  to  state 
their  names.  I  "have  given  you  some  of  the  names  of  the  parties 
who  will  appear  here  on  behalf  of  those  organizations,  and  will  also 
mention  the  following :  •  n     .     i-  xi      at  .-•       i 

Mr.  Ike  T.  Pryor,  San  Antonio,  Tex.,  president  of  the  National 
Live- Stock  Shippers'  Protective  League. 

Mr.  T.  W.  Tomlinson,  of  Denver,  Colo.,  secretary  ot  the  JNationai 
Live-Stock  Association. 

Dr.  S.  W.  McClure,  of  Salt  Lake  City,  secretary  of  the  National 
Wool  Growers' Association.  ^  ,,     t^  t- 

Mr.  J.  H.  Mercer,  of  Topeka,  Kan5.,  secretary  of  the  Kansas  Live- 
stock Association.  .      ^,     .^        -d  14.  at    + 
Mr.  A.  Sykes,  of  Ida  Grove,  Iowa,  representing  the  Corn  Belt  Meat 
Producers' "Association. 

Mr.  Edward  F.  Keefer,  of  Chicago,  secretary  of  the  National 
Live-stock  Shippers'  Protective  League.  ,,0^1, 

Mr.  Graddy  Cary,  of  Louisville,  Ky.,  representing  the  Southern 
Cattlemen's  organization.  ,      ^     ^  ^     4=  +i. 

Mr  C  B.  Lee,  of  Jefferson  City,  Mo.,  the  traffic  expert  of  the 
Missouri  Railroad  Commission  or  Public  Utilities  Commission.  I 
mention  his  name  because  he  is  a  member  of  the  executive  committee 
of  the  organization  for  which  I  am  attorney. 

Also  Mr.  J.  H.  Henderson,  of  Des  Moines,  Iowa,  the  commerce 
counsel  of  the  State  of  Iowa,  who  likewise  is  a  member  of  the  execu- 
tive committee  of  the  National  Live- Stock  Shippers'  Protective 
League,  and  its  vice  president.  .,       .  ^ 

Judge  A.  E.  Helm,  of  Topeka,  Kans.,  who  is  likewise  a  member 
of  the'' committee,  and  is  the  attorney  for  the  Corporation  Com- 
mission or  Public  Utilities  Commission  of  the  State  of  Kansas. 

With  the  permission  of  the  committee  I  will  read  a  brief  state- 
ment which  I  made,  apprehending  that  you  would  call  for  such  a 
declaration  with  respect  to  who  would  want  to  appear,  and  the  time 
they  would  like  to  have,  after  stating,  as  I  have  orally,  the  names  ot 
the"  organizations.  •      ^     .    •  •+• 

The  purpose  of  appearing  in  this  hearing  is,  hrst,  m  opposition 
to  the 'proposal  to  centralize  in  the  Federal  Government  the  regula- 
tion of  rates  on  State  traffic  and  cognate  questions.  We  declare  that 
under  the  Constitution  the  States  have  exclusive  right  to  regvilate 
the  intrastate  rates,  the  question  whether  the  State  has  violated  the 
commerce  clause  is  for  the  judicial  determination;  that  wh  le  the 
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State  may  be  prohibited  from  that  originally  the  Interstate  Com- 
merce Commission  can  not,  on  that  account,  be  given  power  over  the 
State  rates. 

We  think  the  railroads  should  define  their  position  and  submit 
their  views  first,  and  that  any  other  course  would  be  unfair. 

On  that  subject  I  wish  to  say  that  it  is  a  matter  of  common  knowl- 
edge, which,  of  course,  this  committee  does  not  ignore,  that  the  rail- 
roads are  behind  the  movement  to  abolish  the  State  commissions. 
The  purpose  is  perfectly  plain,  and  no  one  need  hoodwink  himself 
about  that.  The  State  railroad  commissions  regulate  to-day  the  rates 
in  this  country.  If  they  are  abolished  I  do  not  know  who  will  regu- 
late the  rates  in  this  country.  I  do  not  say  that  out  of  criticism  to 
the  Interstate  Commerce  Commission,  but  I  say  it  because  of  the 
difficulty  that  arises  when  all  that  burden  is  placed  upon  a  commis- 
sion, that  they  are  not  now  prepared  to  do  it. 

The  Chairman.  Mr.  Cowan,  we  would  be  very  glad  to  hear  you  on 
that  subject  later,  but  we  are  now  simply  marshaling  the  witnesses 
and  the  subjects  upon  which  they  are  disposed  to  appear, 

Mr.  CowAN.  Of  course,  Mr.  Chairman,  I  desire  to  conform  exactly 
to  your  ruling  in  the  particular  mentioned ;  and  the  purpose  in  stat- 
ing what  I  did  was  that  we  may  ask  for  considerable  time  of  this 
committee,  and  we  have  to  travel  a  long  ways  when  we  come  from 
out  there,  where  we  are  engaged  in  business,  and  we  think  we  ought 
to  laiow  what  we  come  for,  and  therefore  this  committee  ought  to 
require  of  the  railroads  that  they  define  the  proposition  that  they 
have  to  make  and  that  they  expect  to  submit  to  the  public  in  order 
that  we  may  answer  them.    We  are  not  here  to  propose. 

Mr.  Adamson.  Are  you  not  about  to  waste  your  ammunition  in 
defense  of  a  proposition  before  anybody  has  assailed  it?  Let  the 
plaintiff  make  out  his  case  before  you  defend. 

Mr.  Cowan,  Mr.  Congressman,  you  are  quite  well  aware  of  the 
fact  that  I  loiow  when  the  other  fellow  is  going  to  assail  me.  We 
will  try  to  be  prepared  to  present  a  number  of  witnesses  who  shall 
be  able,  without  any  extraordinary  expense,  to  be  here  beginning 
December  4. 

The  Chairman.  I  wish  to  state,  Mr.  Cowan,  that  there  is  no  dispo- 
sition to  limit  you  at  all  in  your  statement  as  to  what  questions  you 
intend  to  cover.  All  I  wish  to  guard  against  was  any  general 
elaboration. 

Mr.  CowAN,  I  do  not  want  to  do  that,  I  expect  to  do  that  later,  I 
probably  will  tire  the  committee  then. 

On  December  6  the  Interstate  Commerce  Commission  will  reopen 
the  Shreveport  case.  There  will  be  more  of  that  later,  A  number  of 
persons  outside  of  the  State  of  Texas  will  be  here  to  participate  in 
this  argument  on  the  6th  of  December;  some  will  come  a  day  or  two 
in  advance.  And  the  parties  at  interest  in  that  are,  directly,  the 
whole  State  of  Texas,  and  nearly  directly,  but  I  might  say  indirectly, 
the  other  States  which  desire  to  preserve  their  State  regulations;  and 
a  number  of  them  may  be  present  at  that  time,  and  I  therefore  sug- 
gest that  December  4  we  will  be  ready  to  begin  if  it  suits  the  con- 
venience of  the  committee,  or  after  the  argument,  which  is  the  6th 
and  7th  of  December,  to  proceed  on  December  8  or  at  such  later  date 
as  may  suit  the  convenience  of  the  committee. 
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On  account  of  the  great  distance  we  must  come  and  the  necessity 
for  people  to  arrange  their  business  affairs  to  make  such  a  trip,  we 
would  desire  to  ask  10  days'  notice  of  the  date  on  which  we  are 
expected  to  appear.  Of  course,  not  everyone  can  be  here  at  the  same 
date,  but  we  could  so  distribute  it  as  to  interfere  the  least  possible 
with  the  business  of  those  who  would  desire  to  appear. 

As  I  have  stated,  these  individual  associations,  represented  here  by 
me — and  I  came  here,  I  may  say,  for  the  purpose  of  undertaking  to 
arrange  some  detail  in  order  that  I  might  notify  them  or  secure 
notice  from  the  committee  to  them  of  the  dates  on  which  the  hearings 
will  be  had — a  member  of  these  organizations  will  desire  to  go 
further  into  detail,  doubtless,  than  anything  I  have  suggested  here, 
but  not  further  than  the  subjects  which  the  chairman  has  indicated 
might  be  considered  here,  which,  I  believe,  include  nearly  everything 
except  the  war,  and  partially  that,  so  far  as  transportation  to  Eu- 
ropean countries  is  concerned. 

That  is  not  by  way  of  criticism,  Mr.  Chairman. 

We  do  have  some  proposals  to  make  respecting  the  matters  of 
service,  which  seems  a  matter  of  vast  importance  to  me  when  it  is 
said  that  150,000  cars  are  tied  up,  not  doing  anything.  People  are 
anxious  to  ship  and  can  not  do  so. 

The  matt-er  with  respect  to  the  internal  working  affairs  of  the 
Interstate  Commerce  Commission  is  a  subject  that  somewhere  or 
other  should  be  taken  up.  I  think  the  commissioners  desire  that 
themselves.  I  have  been  so  told  by  some  of  them.  As  it  is  to-day, 
I  will  be  permitted  to  inform  this  committee,  although  probably  they 
already  know  it  themselves  as  well  as  I,  the  Interstate  Commerce 
Commission  has  so  much  before  it  that  it  is  perfectly  impossible  for 
it  to  read  and  examine  the  records  of  the  evidence  taken.  We  all 
know  it  is  difficult  to  decide  a  thing  correctly  without  at  least  know- 
ing the  record.  That  being  so,  it  is  necessary  for  them  to  employ,  as 
they  do,  examiners  for  the  purpose  of  taking  the  testimony  and  mak- 
ing a  report  to  the  committee.  As  a  practical  matter  that  will  always 
be  necessary,  and  a  matter  of  great  and  growing  importance. 

Mr.  Adamson.  On  that  phase  of  the  case  you  will  appear  with  the 
plaintiff,  shall  you  not'^ 

Mr.  CowAN.  I  will  be  in  the  position  of  plaintiff;  yes,  sir.  Yes, 
I  shall  be  very  glad  to  so  appear,  and  as  a  friend  of  the  court. 

The  Interstate  Commerce  Commission  has  the  power,  doubtless — I 
believe  the  members  of  the  commission  think  they  have  the  power, 
although  they  somewhat  hesitate  to  use  it  for  various  reasons  I 
need  not  enumerate — but  I  believe  they  would  like  to  have  the  power 
conferred  upon  them  and  the  duty  imposed  to  employ  at  a  salary 
which  will  command  the  services  of  the  best  talent  on  the  subject 
which  they  can  get,  to  hear  and  make  a  report  on  these  cases,  just  as 
the  masters  in  chancery  do  in  the  United  States  district  courts  and 
in  courts  of  equity.  All  important  cases  in  the  original  trial,  as  far 
as  I  know,  involving  such  things  as  this,  have  been  had  before  masters 
in  chancery,  selected  by  our  courts  as  men  capable  of  handling  it, 
and  their  report  is  submitted  to  each  side,  and  each  side  has  the 
chance  to  look  at  it  and  file  objections  before  the  master  as  to  his  find- 
ings of  fact  and  law,  and  likewise  to  carry  them  to  the  court. 

On  behalf  of  the  shipping  public  and  persons  who  must  come 
before  the  Interstate  Commerce  Commission,  and  on  behalf  of  the 
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Interstate  Commerce  Commission,  lliougii  I  <un  not  so  directly  au- 
thorized to  speak,  I  wish  to  impress  iii)on  this  committee  the  im- 
portance, if  this  is  the  connnittee  before  which  it  should  come,  of 
some  law  alon^  that  line  that  will  meet  the  ends  of  justice  and  speed 
the  cause.  So  often  it  hap})ens  that  a  man  could  not  i)Ossibly  get 
relief  from  the  Interstate  Commerce  Commission  until  the  subject 
matter  is  given,  and  if  you  will  iuAestigate  it,  gentlemen  of  the  com- 
mittee, you  will  find  I  am  correct.  The  commission  is  not  to  blame 
for  it.  It  is  simply  the  misfortune  of  the  situation.  The  railroads 
are  not  to  blame  for  it.  I  think  they  are  just  as  anxious  to  have  this 
sort  of  law  as  the  shippers  are.  I  have  been  so  told  by  a  number  of 
their  attorneys. 

We  make  the  further  suggestion  that  at  least  the  fundamental 
propositions  that  are  to  be  presented  to  this  committee  be  fairly  and 
definitely  outlined  by  us,  in  order  that  those  who  desire  to  controvert 
it  may  know  just  what  they  are  controverting;  and  it  will  save  a 
great  many  unbaked  expressions  before  this  committee,  if  we  may 
go  by  the  experience  of  all  of  us — I  have  put  a  good  deal  of  dough 
before  some  of  the  congressional  committees  myself,  and  I  am  not 
guiltless,  by  any  means;  but,  at  least,  a  man  ought  to  study  out  thor- 
oughly just  what  he  has  to  present  and  present  it  logically  to  save 
your  time  and  in  order  that  persons  may  get  something  definite  in  a 
shape  that  is  tangible. 

Mr.  Adamson.  Do  you  not  think  you  ought  to  divide  your  appear- 
ances and  first  give  us  your  views  on  the  changes  that  ought  to  be 
made  in  the  commission,  because  it  seems  to  me  that  those  for  whom 
you  propose  changes  ought  to  open  the  case  and  be  heard  first  ? 

Mr.  CowAX.  I  think  that  of  burning  importance  to  do,  and  I  could 
point  out  why. 

Mr.  Adamson.  I  do  not  mean  now.  but  I  mean  wdien  you  appear? 

Mr.  CoAVAN.  Yes. 

Mr.  Adamson.  A  part  of  your  case  is  against  those  for  whom  you 
demand  reforms,  and  a  part  is  against  some  things  that  you  do  not 
consider  a  reform. 

Mr.  CowAN.  Yes;  the  two  not  being  connected  at  all,  but  being 
subject  matters  for  inquiry  by  this  committee.  That  any  amend- 
ment of  the  law  or  any  amendment  which  is  proposed  should  be 
specificalh'  presented  by  a  complete  bill  for  that  purpose.  I  think 
that  is  a  matter  of  great  importance  to  this  committee,  as  well  as 
to  those  of  us  who  have  to  appear  to  further  the  bill  or  to  speak 
against  it  or  to  amend  it.  That  the  method  of  grouping  the  sub- 
jects  

Mr.  Adamson  (interposing).  He  may  be  out  of  order,  but  he  is 
talking  the  right  doctrine. 

Mr.  Cowan.  I  do  not  think  I  am  out  of  order  in  this  case. 

Mr.  Adamson.  I  did  not  say  you  were.  I  said  you  might  be  out  of 
order,  but  it  is  the  right  doctrine. 

Mr.  CoAVAN.  That  any  method  of  grouping  subjects  for  hearing 
before  the  committee  be  so  done  that  it  will  not  require  repeated 
attendance  of  witnesses.  Those  are  matters  of  more  importance  than 
might  be  thought  sometimes,  because  Ave  have  to  come  so  far  and  to 
prepare  ourselves  to  come,  and  it  is  expensive;  and  so  arrange  it 
that  a  person  desiring  to  present  several  matters  to  the  committee 
may  be  able  to  do  so  at  one  sitting.    We  think  that  the  proponents 
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of  the  most  important  matters,  involving  material  changes  in  laws 
and  methods— for  example.  Federal  control  of  rates,  and  Federal 
incorporation,  and  the  like— should  be  required  to  file  briefs,  to  be 
printed,  which  the  opposition  shall  have  time  and  opportunity  to 
answer,  all  to  be  printed  at  the  expense  of  the  Government. 
[Laughter.]  . 

Mr.  CowAX.  That  is  laughable,  but  it  is  very  serious,  because  the 
making  of  monev,  to  any  of  you  gentlemen  who  have  tried  it  or  de- 
pended upon  your  living  for  it  being  done,  to  get  all  these  things 
done  that  you  outline  involves,  first,  making  the  man  believe  that 
you  want  to  get  money  from  that  you  ought  to  do  it,  and  when 
it  comes  to  a  large  printing  bill  he  at  once  says,  "  The  Government 
ought  to  do  it,"  and  that  is  the  reason  I  make  that  suggestion ;  that 
after  we  are  through  with  a  given  subject,  or  at  such  time  as  the 
committee  shall  decide  that  it  ought  to  be  done,  that  the  parties 
brief  the  case  so  that  it  will  come  within  compass,  so  that  anybody 
then  can  answer  it.  if  the  Government  prints  it  and  it  goes  out  like 
the  hearings  do — the  printed  records  of  the  hearings— then  a  per- 
son who  does  not  come  here  may  file  as  good  a  brief  in  answer  to  it 
as  if  he  were  here.  The  matter  is  of  such  vast  importance  that  I 
have  made  these  suggestions  to  the  committee,  and  I  thank  you  for 
your  consideration. 

The  Chairman.  Mr.  Cowan,  you  have  referred  to  the  defects^  m 
the  existing  system  and  suggested  remedies.  Is  your  association 
ready  to  proceed  upon  that  line  of  the  investigation  at  an  early  date? 
Mr.  Cowman.  On  December  4  we  will  be.  as  I  understand.  A  great 
many  will  be  here  on  account  of  the  argument  of  the  Shreveport 
case,  and  I  sav  that  more  because  I  will  be  here  at  that  time. 

Mr.  Heinemann.  Mr.  Chairman,  my  name  is  C.  B.  Heinemann, 
secretary  of  the  Xational  Live  Stock  Exchange.  I  merely  want  to 
enter  an  appearance. 

The  Chairman.  What  is  your  residence? 

Mr.  Heinemann.  Chicago,  111.,  Union  Stock  Yards.  I  merely 
want  to  enter  an  appearance  in  order  that  we  may  be  permitted  to 
put  in  such  testimony  as  our  executive  committee  may  desire.  I 
have  no  remarks  to  make  as  to  the  position  we  will  take,  as  that  is 
a  matter  for  our  executive  committee's  action. 

The  Chairman.  You  are  not  ready  to  state  now  the  subjects  that 
you  propose  to  consider  or  the  names  of  the  persons  who  will  rep- 
resent them  ? 

Mr.  Heinemann.  No,  I  am  not;  but  there  may  be  a  possibility 
that  we  will  not  care  to  enter  any  testimony  whatever,  sir. 

Mr.  Toavnsend.  Mr.  Chairman,  my  name  is  J.  H.  Townsend,  of 
Memphis,  Tenn.,  representing  the  Southern  Hardware  Traffic  Asso- 
ciation. We  desire  to  have  several  witnesses  appear  on  the  question 
of  the  reorganization  of  the  Interstate  Commerce  Commission,  and 
as  to  the  regulation  of  ocean  traffic.  That  conlmittee  is  not  ready  to 
appear  yet,  but  will  be  ready  about  the  middle  of  December. 
The  Chairman.  Have  you  the  names  of  the  committee  ? 
Mr.  Townsend.  The  chairman  of  the  committee  is  Mr.  James  E. 
Starke,  of  Memphis,  Tenn. ;  the  other  members  of  the  committee  are 
Mr.  W.  B.  Burke,  of  Charleston,  Miss. :  Mr.  Frank  F.  Fee,  of  Little 
flock,  Ark. ;  and  Mr.  Smith  Milton,  of  Louisville,  Ky. 
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Mr.  Butler.  Mr.  Chainiian  and  gentlemen,  my  name  is  Rush  C. 
Butler,  of  C'assicly,  Butler,  Lamb  &  Foster,  of  Chicago.  I  have  been 
asked  to  appear  before  the  committee  in  the  name  of  the  Chicago 
Association  of  Connnerce.  The  association  now  has  under  consid- 
eration, and  has  had  for  some  time  past,  the  views,  or  rather  the 
formulation  of  its  views,  so  that  they  may  properly  be  expressed  to 
this  conunittee  in  a  helpful  manner.  I  believe  that  the  association 
will  be  prepared  to  present  its  witnesses  within  the  next  two  or  three 
weeks  at  the  pleasure  of  your  committee. 

The  CiiAiKMAx.  Is  there  any  other  organization  which  desires  to 
be  heard? 

Mr.  Lamh.  Mr.  Chairman,  my  name  is  William  E.  Lamb,  of  Chi- 
cago, and  I  desire  to  enter  the  appearance  of  the  California  Fruit 
Growers'  Exchange  of  Los  Angeles,  Cal.,  an  organization  of  growers 
of  citrus  fruits,  and,  at  such  time  as  it  will  meet  the  views  of  the 
conunittee,  we  desire  to  appear  and  to  present  some  views  relating 
to  the  various  suggested  changes  in  the  law.  I  doubt  that  we  will 
care  to  be  heard  upon  the  questions  involving  Government  ownership, 
but  merely  on  the  questions  relating  to  the  proposed  change  in  the 
law. 

Mr.  Mtrick.  Mr.  Chairman,  my  name  is  X.  Sumner  Myrick,  and 
my  address  is  No.  602  Barristers  Hall,  Boston,  Mass.,  and  1  am 
a  member  of  the  Boston  bar.  I  represent  at  this  time  the  so-called 
"Amster  Committee "  of  the  Eock  Island  stockholders  and  certain 
other  large  investors  in  railroad  securities.  We  desire  to  be  heard 
particularly  upon  the  question  of  governmental  control  of  the  issu- 
ance of  securities,  the  appointment  of  receivers,  and  cognate  subjects, 
and  we  will  be  prepared  to  be  heard  at  some  future  time  but  not 
at  the  present  time. 

The  Chairman.  Is  there  any  other  organization  which  desires  to 
be  heard?  I  forgot  to  inquire  whether  the  Interstate  Commerce 
Conniiission  is  represented  here  by  anybody. 

Senator  Bristow.  Would  it  be  in  order  for  me  to  give  now  the 
names  of  the  other  members  of  the  committee  of  the  National  Asso- 
ciation of  Railway  Conmiissioners  that  will  appear  before  the  com- 
mittee ? 

The  Chairman.  Certainly. 

Senator  Bristow.  In  addition  to  Mr.  Thelen,  the  chairman  of  the 
committee,  and  Mr.  Niles,  the  vice  president,  there  are  also  Mr. 
Charles  E.  Elmquist,  second  vice  president,  who  is  president  of  the 
Railroad  and  W^arehouse  Commission  of  Minnesota,  whose  address  is 
St.  Paul,  Minn. ;  Mr.  Owen  P.  Thompson,  a  member  of  the  Public 
Utilities  Commission  of  Illinois,  whose  address  is  Jacksonville,  111.; 
Mr.  Charles  Murphey  Candler,  president  of  the  Railroad  Commission 
of  Georgia,  Atlanta,  Ga. ;  Mr.  Laurence  B.  Finn,  chairman  of  the 
Railroad  Commission  of  Kentucky,  Franklin,  Ky. ;  Mr.  Carl  D. 
Jackson,  a  railroad  commissioner  of  the  State  of  Wisconsin,  whose 
address  is  Madison,  Wis.;  and  Mr.  Joseph  L.  Bristow,  of  Kansas. 
Those  will  be  the  representatives. 

]\Ir.  Thelen.  Mr.  Chairman  and  gentlemen,  my  name  is  Max 
Thelen.  I  am  president  of  the  Railroad  Commission  of  California. 
I  desire  to  enter  my  appearance  on  behalf  of  the  Railroad  Commis- 
sion of  California.    When  those  who  propose  changes  in  the  existing 
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order  of  things  have  presented  their  case  we  shall  be  very  glad  to  make 
some  suggestions  to  the  committee  in  connection  with  the  committee 
which  represents  the  National  Association  of  Railway  Commissioners. 
I  desire  also  to  draw  your  attention  to  the  fact  that  there  are  here  a 
number  of  State  commissioners  from  other  State  commissions  who 
desire  to  enter  their  appearance  in  connection  with  the  committee  of 
the  National  Association  of  Railway  Connnissioners,  and  if  this  is  a 
proper  time  I  might  suggest  that  thej^  be  given  the  opportunity  to 
enter  their  appearances. 

The  Chairman.  Yes.  It  was  my  intention  to  call  for  them.  Have 
we  got  through  with  the  boards  of  trade  and  the  chambers  of  com- 
merce and  other  organizations? 

(No  response.) 

The  Chairman.  If  so,  I  will  inquire,  first,  whether  there  is  any 
representative  of  the  Interstate  Commerce  Connnission  here? 

(No  response.) 

The  Chairman.  Now,  I  will  inquire  whether  there  are  any  repre- 
sentatives of  the  various  State  railway  commissions  here? 

Mr.  Love.  Mr.  Chairman,  my  name  is  J.  E.  Love,  chairman  of  the 
Oklahoma  Corporation  Commission,  and  we  will  consult  with  rep- 
resentatives and  the  committee  and  work  in  unison  with  the  commit- 
tee of  the  national  association. 

The  Chairman.  When  Avould  you  like  to  be  heard  ? 

Mr.  Love.  Any  time  in  December. 

The  Chairman.  And  upon  what  subjects? 

Mr.  Love.  L^pon  the  subject  of  the  States  holding  the  control  that 
they  have  now. 

The  Chairman.  I  will  ask  whether  there  are  any  gentlemen  here 
who  have  received  invitations  from  the  committee  to  present  their 
views,  other  than  those  who  are  connected  with  such  organizations  as 
I  have  referred  to — publicists  and  economists  ? 

Senator  Robinson.  Had  we  not  better  inquire  about  the  State  rail- 
way commissioners  first? 

The  Chairman.  Are  there  any  other  State  railway  commissioners 
here  who  would  like  to  be  represented? 

Mr.  Yates  of  Illinois.  I  am  a  State  railroad  connnissioner  of 
Illinois,  but  my  connnission  is  already  represented  upon  the  execu- 
tive committee.  I  think  there  are  a  number  of  other  State  railroad 
commissioners  in  attendance  in  that  M^ay,  who  will  not  be  heard 
except  through  the  committee  of  the  National  Association  of  Rail- 
road Commissioners. 

The  Chairman.  We  would  like  to  know  the  names  of  those  who 
wish  to  be  heard  independently. 

Mr.  Henderson.  Scott  Z.  Henderson,  of  Olympia,  W^ash,,  repre- 
senting the  Public  Service  Commission  of  Washington.  We  do  not 
know  when  we  will  desire  to  be  heard  or  whether  we  will  have  any 
particular  things  to  draw  to  the  attention  of  the  connnittee  at  all, 
but  we  would  like  to  have  the  opportunity,  if  the  investigation  de- 
velops in  such  a  manner  as  we  could  be  of  service  to  this  committee, 
of  putting  our  traffic  men  before  you  to  explain  the  situation  in  the 
State  of  Washington. 

Senator  Bristow.  I  have  been  requested  to  state  that  the  State 
Railroad  Connnissioners  would  like  to  be  heard  on  a  particular 
matter  in  which  some  of  them  are  interested — the  subject  matter  of 
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which  I  am  not  al)lo  to  state  just  now — on  the  10th  and  11th  of 
Decomher,  if  that  Avill  be  convenient. 

The  Chairman.  You  are  not  able  to  state  the  subject  matter? 

iSenator  Bkistow.  I  am  not  at  this  time,  but  will  at  a  later  date. 

Senator  Brandegee.  Let  me  ask  you,  Senator  Bristow :  As  I  under- 
stand it,  the  State  railroad  commissioners  are  all  members  of  the 
National  Association  of  Railroad  Commissioners,  are  they? 

Senator  Bristow.  They  are;  yes,  sir. 

Senator  Brandegee.  Has  the  National  Association  of  Railroad 
Commissioners  appointed  a  committee  to  appear  here  before  this 
committee  ? 

Senator  Bristoav.  It  has. 

Senator  Brandegee.  Do  I  understand  that  in  addition  to  that  the 
separate  State  commissioners  want  to  appear  also,  or  may  want  to 
appear  also,  on  different  phases  of  the  matter? 

Senator  Bristow,  There  are  some  State  commissions  that  desire 
to  be  heard  upon  matters  that  have  not  been  placed  directly  in 
charge  of  the  committee  of  the  national  association,  and  they  will 
ask  to  be  heard  on  certain  phases  of  the  questions  that  are  involved 
here  that  the  association  as  a  whole  does  not  deal  with. 

The  Chairman.  And  you  would  like  the  opportunity  to  be  heard 
on  the  9th  or  10th? 

Senator  Bristow.  On  the  10th  and  11th  of  December. 

The  Chairman.  The  10th  and  11th? 

Senator  Bristow.  Yes.  There  are  some  parties  representing  the 
States  that  want  to  be  heard  at  that  time. 

The  Chairiman.  Would  you  kindly  request  them  to  designate  the 
subjects  upon  which  they  wish  to  be  heard  at  as  early  a  date  as 
possible  ? 

Senator  Bristow.  I  will  be  very  glad  to  do  that. 
.  The  Chairman.  And  also  please  give  the  names  to  the  clerk. 

Senator  Bristow.  I  will  do  so,  yes ;  and  Mr.  Elmquist,  of  Minne- 
sota, has  just  suggested  that  another  committee  of  the  National  Asso- 
ciation of  Car  Service  desires  to  be  heard,  and  will  request  the  com- 
mittee to  state  the  date  when  it  would  be  most  convenient  for  it  to  be 
heard,  after  December  15.  That  is  a  committee  that  is  appointed 
especially  to  deal  with  the  congestion  of  commerce  now,  due  to  the 
car  shortage,  and  they  are  making  an  investigation,  and  will  want  to 
appear  before  the  committee  after  that  date. 

Mr.  Cowan.  The  Railroad  Commission  of  Texas  will  desire  to  be 
heard,  but  I  do  not  know  which  one  of  the  commissioners  may  be 
here,  and  I  might  suggest  the  time  as  about  December  8.  I  will  put 
in  that  request.  One  of  the  commissioners  will  be  here  then,  and  I 
suppose  that  is  the  time  they  would  like  to  be  heard.  Likewise,  the 
attorney  general  of  Texas  will  want  to  be  heard  before  this  commit- 
tee, and  he  will  be  here  at  that  time,  and  perhaps  that  date  will  suit 
both  of  them. 

The  Chairman.  I  asked  whether  any  of  those  who  have  been  in- 
vited by  the  committee  to  appear,  are  here  ? 

Senator  Cummins.  Mr.  Chairman,  are  there  any  railway  com- 
panies here  that  desire  to  be  heard? 

The  Chairman.  I  was  going  to  inquire  about  that.  I  was  going 
to  inquire,  first,  for  the  publicists  and  the  economists  who  have  been 
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asked,  and  then  for  the  attorneys  general  of  the  various  Sttites,  and 
then  for  the  railwa}^  companies. 

'Senator  Cummins.  The  railway  companies  are  interested  slightly. 

The  Chairmax.  Yes. 

Prof.  Commons.  John  E.  Commons.    I  was  invited  to  appear  here. 

The  Chairman.  When  will  it  be  convenient  for  you  to  appear, 
Professor  ? 

Prof.  Common.  Any  time  within  the  next  two  weeks. 

The  Chairman.  Are  you  ready  now? 

Prof.  Commons.  Scarcely.  I  would  rather  have  a  few  days,  if 
convenient. 

Senator  Brandegee.  Is  there  any  particular  subject  on  which  you 
wish  to  be  heard,  or  on  all  phases  of  the  matter? 

Prof.  Commons.  Principally  on  the  labor  end. 

The  Chairman.  Are  the  executives  represented  here,  and  if  so,  by 
whom  ? 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  the  railroads'  execu- 
tives are  represented  by  a  committee  of  which  I  am  counsel. 

STATEMENT    OF    MR.    ALFRED    P.    THOM,    COUNSEL,    RAILROAD 
EXECUTIVES'  COMMITTEE,  WASHINGTON,  D  C. 

The  Chairman.  Please  state  your  name  and  address. 

My  name  is  Alfred  P.  Thom;  my  address  is  Washington.  D.  C. 
The  committee  of  railroad  executives  is  as  follows : 

Mr.  B.  F.  Bush,  of  the  Missouri  Pacific;  A.  J.  Earling,  of  the 
Chicago.  I^Iilwaukee  &  St.  Paul;  Howard  Eliott,  of  the  New  York, 
Xew  Haven  &  Hartford.;  W.  G.  Harahan,  president  Seaboard  Air 
Line;  Hale  Holden.  president  Chicago.  Burlington  &  Quincy;  Mr. 
L.  F.  Loree,  Delaware  &  Hudson;  Mr.  E.  S.  Lovett,  Union  Pacific; 
Mr.  C.  H.  Markham,  Illinois  Central;  Mr.  Samuel  Rea,  of  the  Penn- 
svlvania  Railroad:  A.  H.  Smith,  of  the  New  York  Central:  Mr. 
F.  D.  Underwood,  of  the  Erie ;  Mr.  H.  Walters,  of  the  Atlantic 
Coast  Line ;  and  INIr.  Daniel  Willard,  of  the  Baltimore  &  Ohio  Rail- 
road. 

Of  that  committee  ]\Ir.  Frank  Trumbull  is  chairman  and  Mr. 
Francis  H.  Sisson  is  assistant  to  the  chairman.  Any  communica- 
tions to  that  committee  from  this  committee  may  be  addressed  either 
to  Mr.  Frank  Trumbull,  at  61  Broadwa}",  New  York,  who  is  chair- 
man, as  I  have  stated,  or  if  it  is  desired  they  may  more  quickly 
reach  me  in  Washington. 

We  will  be  prepared  to  present  our  views  during  the  course  of 
this  investigation.  We  have  formulated  our  views  in  respect  to 
many  of  the  subjects  which  will  be  considered.  There  are  others 
which  have  come  recently  into  the  matter  with  respect  to  which  we 
have  not.  We  have  understood  that  this  is  an  investigation  pro- 
posed by  the  President  and  ordered  by  Congress  to  consider  the 
question  of  transportation  from  the  standpoint  of  the  public.  We 
feel  it  incumbent  upon  us  to  keep  our  minds  open  as  to  what  we 
shall  ultimately  propose  for  any  reasons  that  may  be  adA'anced  by 
the  thought  of  the  country  in  respect  to  the  general  subject,  and 
even  though  we  may  have  our  own  convictions  at  the  moment  as  to 
what  we  shall  propose,  we  should  like  to  consider  the  suggestions 
which  may  be  made  by  economists  and  financiers  relating  to  the 
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credit  of  the  carriers  and  to  other  matters  involving  the  philosophy 
of  regulation,  so  that  we  may  be  able  to  review  any  preconception 
that  we  may  liave  in  respect  to  this  matter. 

We  therefore  hope  to  have  the  light  of  those  representatives  of  the 
public  on  the  general  philosophy  of  regulations  to  guide  us  in  what 
we  shall  ultimately  propose.  We  shall  beready  to  appear  at  the  order 
of  the  joint  committee  and  to  meet  its  convenience,  but  would  like  to 
have  the  opportunity  of  presenting  our  views  in  the  light  of  what  may 
be  developed  by  those  gentlemen  who  appear,  as  I  understand  it,  in 
the  public  interest,  and  not  as  the  representatives  of  any  i^articular 
body. 

Mr.  Adamson.  Mr.  Thom.  you  are  already  prepared  to  state  the 
difficulties  which  you  encounter  and  suggest  the  evils  from  which 
you  suffer ;  you  are  ready  to  go  that  far,  are  you  not  ? 

Mr.  Thom.  I  think  we  know  pretty  well  what  we  would  like  to  do, 
but  we  Avould  like  to  present  our  case  somewhat  consecutively,  of 
course. 

Mr,  Adamsox.  Do  you  not  think  it  would  aid  those  economists  if 
they  first  heard  the  suggestion  of  the  troubles  which  you  labor  under 
in  presenting  their  views  with  resj^ect  to  remedies  ? 

Mr.  Thom.  I  do  not  think  so.  I  think  we  ought  to  have  first  the 
views  of  the  disinterested  public  on  the  subject  of  the  general  i)hi- 
losophy  of  regulation.  That  is  my  hope,  because  we  think  that  what- 
ever we  say  in  respect  to  the  matter 

Mr.  Adamsok.  What  other  branch  of  the  disinterested  public  has 
expressed  any  great  objection  to  the  system,  or  trouble  about  existing 
conditions  besides  the  carriers? 

Mr.  Thom.  I  do  not  understand  that  this  committee  is  considering 
the  matter  merely  from  the  standpoint  of  complaint. 

Mr.  Adam  SON.  I  know. 

]\Ir.  Thom.  I  underetand  they  are  considering  it  entirely  from  the 
standpoint  of  a  study  of  the  whole  situation  in  the  ]3ublic  interest. 

Mr.  Adamson.  When  great  reforms  are  suggested,  though,  it  is  ex- 
pected that  those  who  understand  the  situation  and  have  felt  the 
pinching  of  existing  conditions  will  first  start  to  enlighten  the  com- 
mittee on  the  subject. 

Mr.  Thom.  I  quite  agree  with  the  suggestion  that  has  been  made 
here  by  some  of  the  gentlemen,  that  where  there  was  any  affirmative 
suggestion  made  there  ought  to  be  an  opportunity  afforded  those  who 
may  be  interested  in  the  subject  either  to  aprove  or  disapprove  or 
criticize  the  suggestions  that  are  made.  I  fully  agree  with  the  pro- 
priety of  that  position.  My  own  feeling  would  be  that  before  we  go 
into  the  subject  at  all  from  the  standpoint  of  any  person  interested  in 
the  matter,  that  we  hear  those  gentlemen  who  are  able  to  instruct  us 
in  respect  to  their  own  independent  study  of  the  system  of  regulation. 

Senator  Cummins.  Who  are  they? 

Mr.  Thom.  Economists,  I  think.  I  think  they  are  men  who  have 
given  special  study  to  this  matter  from  the  philosophic  and  funda- 
mental standpoint. 

Senator  Robinson.  There  seems  to  be  only  one  of  them  present, 
and  he  is  not  ready  to  go  on. 

Mr.  THoar.  I  understand  that  this  committee  has  invited  a  large 
number  of  them  and  that  a  great  many  have  accepted.  You  were  not 
in  the  room  to-day  when  that  matter  was  suggested. 
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Mr.  Adamsox.  Mr.  Thorn,  my  recollection  is  that  when  our  com- 
mittee was  considering  the  propriety  of  reporting  joint  resolntion 
No.  60 — that  is  the  House  committee — that  you  very  ablv  and  in- 
telligently presented  an  outline  of  a  plan  which  you  desired  to 
present  in  behalf  of  the  railroads. 

Mr.  Thom.  Yes. 

Mr.  Adamson.  Nobody  else  has  stated  that  he  is  ready  to  present 
any  plan,  and  it  seems  to  me  if  you  would  go  ahead,  as  you  stated 
to  our  committee  at  that  time,  and  state  your  objections  to  the  present 
system — and  I  agree  with  many  of  them  in  your  statement,  some  of 
them  were  w^ell  taken — and  show  us  what  objections  or  difficulties 
there  are  and  what  your  plan  of  relief  is,  that  you  will  not  only 
prepare  the  mind  of  the  committee  to  study  the  case,  but  you  will 
prepare  other  witnesses  and  experts  and  give  them  an  opportunity 
to  talk  about  what  your  suggestions  are.  They  have  no  suggestions 
to  propose  and  you  have. 

Mr.  Thom.  I  understand  that  some  of  them  have,  but  I  understand, 
Judge  Adamson,  what  you  have  now  alluded  to  as  having  been 
partially  outlined  by  me  before  your  Committee  on  Interstate  and 
Foreign  Commerce  of  the  House,  is  what  I  mentioned  a  moment  ago 
as  things  we  feel  at  the  present  time — things  that  we  ought  to  advo- 
cate in  the  public  interest. 

Now,  I  feel — and  that  is  the  feeling  of  our  committee — that  we 
ought  to  review  all  those  subjects  in  the  light  of  any  comment  of  a 
fundamental  nature  from  the  thinkers  of  the  country  who  are  dis- 
interested. It  may  be  that  we  will  see  no  reason  for  modifying  any 
one  of  them. 

Mr.  Adamson.  I  think  the  thinkers  of  the  country  ought  to  have 
the  benefit  of  your  suggestions  in  order  that  we  may  examine  them 
about  it. 

Mr.  Thom.  My  preference  would  be  what  I  have  stated,  to  have 
these  gentlemen  discuss  the  general  question  of  the  philosophy  of 
regulation  as  they  see  it  from  the  public  standpoint. 

Senator  Cummins.  What  do  you  mean  by  "  the  philosophy  of  regu- 
lation," Mr.  Thom?     Just  tell  us  exactly  what  you  mean  by  that. 

Mr.  Thom.  There  are  a  great  many  i^oints  involving  the  phi- 
losophy of  regulation.  One  is  whether  or  not  there  should  be  free 
trade  between  the  States,  or  whether  there  should  be  barriers  placed 
between  the  States. 

Senator  Cummins.  That  is  really  the  essential  matter,  is  it  not? 

Mr.  Thom.  That  is  a  large  question.  We  think  we  can  get  a  good 
deal  of  light  on  that  subject  from  those  gentlemen.  There  are  other 
matters,  but  I  shall  not  go  further  into  the  question  of  philosophy. 
I  would  say  that  one  of  the  great  questions  which  I  suppose  this 
committee  and  the  country  is  interested  in  is  whether  the  present 
system  of  regulation  adequately  measures  up  to  the  needs  of  the 
public,  the  credit  which  these  carriers  ought  to  have. 

Senator  Cummins.  I  suppose,  if  you  will  allow  me  to  suggest,  that 
what  you  are  really  afraid  of  is  that  if  tlije  railroads  propose  a  plan 
that  it  will  be  attended  with  some  prejudice  in  the  minds  of  the  peo- 
ple because  the  railroads  have  proposed  it.  Is  that  the  point  in  your 
mind? 

Mr.  Thoivi.  That  is  largely  what  is  in  my  mind.  Senator.  I  con- 
sider this 
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Senator  Cummins.  That  would  not  be  in  the  minds  of  the  com- 
mittee, 1  am  sure. 

Mr.  Thom.  I  hope  not. 

Mr.  Adamson.  I  think  voii  are  mistaken  about  that  any  way.  I 
think  that  the  people  of  this  country  are  proud  of  the  railroad 
system,  and  not  one  of  them  would  wish  to  see  it  broken  down. 
[Applause.]  At  least  this  committee  would  not.  I  think  you  had 
bettor  just  go  ahead  with  vour  remarks  and  let  us  consider  them. 

Mr.  Thom.  I  wish  to  sav  to  the  committee  that  ^ye  fully  appre- 
ciate two  situations;  one  is  that  there  are  some  gentlemen  who  are 
likely  to  oppose  anything  that  has  a  railroad  origin.  I  do  not  be- 
lieve that  is  the  disposition  of  the  committee.  Another  is— and  it  is 
a  iruiding*  principle  for  us  in  any  matter  which  we  propose — to  at- 
tempt to  measure  it  ourselves  and  to  ask  the  committee  to  measure 
it  by  the  public  interest  alone. 

Senator  Cummins.  That  is  the  standpoint,  of  course,  that  every- 
body ought  to  accept. 

Mr.  Thom.  And  which  we  wish  to  accept. 

Mr.  Adamson.  That  is  right,  but  you  ought  to  know  more  about 
it  than  anybody  else. 

Senator  Cummins.  But  in  view  of  the  propaganda,  in  view  of  the 
literature  that  I  think  has  been  circulated  throughout  the  country, 
the  plan  of  Federal  incorporation  and  the  enlargement  of  Federal 
control  is  bound  to  be  imputed  to  the  railroads.  You  can  do  nothing 
that  wnll  relieve,  if  you  please,  the  paternity  of  the  authorship  of 
that  suggestion,  whether  it  is  wise  or  unwise. 

Mr.  Thom.  Yes,  Senator ;  but  our  desire  is  this 

The  Chairman.  I  wish  to  say,  if  you  will  permit  me,  that  in- 
dividually I  have  been  identified  with  the  agitation  for  the  national 
incorporation  of  railways  for  some  time — for  some  10  or  12  years — 
and  have  discussed  the  matter  frequently  in  the  Senate  of  the  United 
States  and  in  the  Senate  Committee  on  Interstate  Commerce.  During 
that  time  the  action  of  Congress  was  regarded  as  conservative  and 
the  national  incorporation  of  railways  was  then  opposed  by  the  rail- 
ways of  the  country  instead  of  advocated  by  them,  and  had  little 
support  in  the  Interstate  Commerce  Committee.  As  far  as  I  am  con- 
cerned my  view  was  an  independent  one  and  was  urged  against  the 
controlling  sentiment  of  the  Interstate  Commerce  Committee  of 
which  I  was  a  member.  I  regarded  national  incorporation  of  rail- 
roads as  of  first  importance  in  the  public  interests. 

Senator  Cummins.  A  good  many  bills  for  Federal  incorporation 
have  been  introduced. 

Mr.  Hamilton.  As  I  understand  you,  Mr.  Thom,  you  are  simply 
suggesting  a  method  of  procedure  which  is,  in  effect,  that  these  gen- 
tlemen shall  appear  before  this  committee,  and  out  of  wdiat  they  say 
they  may  develop  a  consensus  of  views  on  certain  subjects  which  may 
be  accepted — that  is,  the  views  of  those  gentlemen  and  the  views  of 
the  people  to  a  large  extent^ — and  that  thereupon  you  think  it  would 
be  a  proper  method  of  procedure  for  you  gentlemen  representing  the 
railroads  of  the  country  to  take  those  views  on  which  these  various 
witnesses  have  agreed  and  comment  on  them,  agreeing  to  some  and 
criticizing  some  and  endeavoring  thereby  to  reach  some  practical 
conclusion.  It  strikes  me  that  that  is  a  reasonable  method  of  pro- 
cedure. 
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Mr.  Thom.  There  is  one  other  matter  that  I  ought  to  speak  of.  I 
hope  I  shall  always  be  recognized,  in  appearing  before  committees  of 
Congress,  as  sincerely  frank  in  any  statements  I  make.  Now,  here  is 
a  view  that  is  actuating  us  in  this  matter  at  the  present  time.  We 
understand  that  this  investigation  has  been  proposed  by  the  President 
of  the  United  States  in  the  public  interests,  to  be  approached  and  to 
be  conducted  from  that  standpoint  alone.  We  understand  that  Con- 
gress has  indorsed  that  polic}^  by  adopting  this  resolution,  and  we  are 
exceedingly  anxious  that  the  form  which  the  proceedings  shall  take 
will  not  indicate  a  departure  from  that  policy. 

We  therefore  seek  to  avoid,  as  far  as  it  is  proper  to  avoid,  the  atti- 
tude of  reducing  this  investigation  to  a  plaintiff  on  the  one  side  and 
a  defendant  on  the  other,  or  defendants  on  the  other.  We  do  not 
desire  to  be  placed  in  the  position  of  plaintiffs  in  this  investigation. 
With  the  position  of  plaintiff's  goes  a  certain  responsibility  always 
for  a  cause,  and  we  desire  simply  to  come  in  as  part  of  the  public, 
putting  our  views  frankly  and  without  reservation  before  the  com- 
mittee and  the  country,  but  doing  it  as  a  part  of  the  general  public, 
doing  it  in  the  way  that  this  committee  shall  consider  most  useful 
to  it  in  its  deliberations;  in  a  way  that  will  best  promote  the  elucida- 
tion and  development  of  the  subject  but  still  doing  it  as  part  of  the 
public  and  not  as  a  complainant  before  this  committee. 

Mr.  Sims.  May  I  ask  you  a  question? 

Mr.  Thom.  Certainly. 

Mr.  Sims.  You  have  been  delivering  public  addresses  over  the 
country  at  different  places.  I  have  had  the  pleasure  of  reading  one 
of  them — I  believe  one  delivered  at  Atlantic  City — in  which  you 
claimed  to  represent  or  to  state  the  views  of  what  we  would  call  the 
railroad  interests,  laying  down  specific  plans  and  specific  legislation 
which  you  think  is  in  the  interest  of  the  public,  and  have  not.  as  I 
see  it,  been  otherwise  than  frank  in  your  public  addresses,  so  I  can 
not  see  why  it  should  make  any  difference.  You  have  taken  the 
public  into  your  confidence  and  addressed  them  on  the  subject,  and 
we  only  represent  the  public. 

Mr.  Thom.  Now,  gentlemen 

Senator  Robinson.  May  I  make  a  suggestion,  Mr.  Chairman? 
Mr.  Thom  has  frankly  stated  the  order  in  which  he  would  like  to  have 
the  investigation  conducted,  and  has  very  frankly  stated  his  reasons 
for  it,  and  the  committee  will  be  compelled  to  adopt  its  own  method 
of  procedure  at  last.  I  therefore  suggest,  unless  there  is  some  one 
else  here  who  desires  to  give  in  his  name  as  desiring  to  be  heard, 
that  the  committee  now  proceed  to  determine  the  order,  and  that  we 
proceed  to  an  executive  session. 

Senator  Cummins.  I  would  like  to  ask  Mr.  Thom  one  question. 

Mr.  Sims.  Mr.  Thom  started  to  make  a  statement  when  he  was 
interrupted. 

Mr.  Thom.  I  want  to  make  one  other  statement  before  you  ask 
me  that  question.  Having  placed  before  you  the  views  which  have 
controlled  us,  in  Avhat  I  have  said,  I  wish  merely  to  state  that  not- 
withstanding that — and  of  course  you  realize  that  we  shall  be — but 
I  want  it  to  be  understood  that  we  are  in  the  hands  of  the  committee. 

Mr.  Adamson.  I  know  you  are  always  frank,  and  I  am,  I  am 
familiar  with  some  of  the  positions  you  have  taken  as  you  have  been 
very  often  before  my  committee,  but  I  think  you  are  mistaken  in 
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assuiniiijr  that  in  the  minds  of  the  public;  there  may  be  some  prejudice 
in  callin<>'  you  as  a  witness.  You  are  peculiarily  situated.  Your 
railroad  companies  know  more  about  the  matter  than  anybody  else. 
It  is  generally  known  throughout  the  country  that  the  President 
delivered  his  message  to  Congress  because  it  was  represented  to  him 
that  the  railroads  were  suffering  and  needed  some  remedial  legis- 
lation. That  is  understood  everywhere.  You  can  not  conceal  it. 
When  the  matter  came  before  our  committee  we  did  not  understand 
the  })uri)ose  of  it  and  called  you  as  a  witness,  and  you  made  a  very 
lucid,  clear  statement,  stating  how  the  nuitter  had  been  prepared  and 
how  long  the  counnittees  had  worked,  and  you  said  you  were  ready 
at  any  time  to  be  heard  before  the  counnittee,  and  wanted  to  show 
the  people  all  of  these  conditions.  Based  upon  your  testimony  our 
committee  reported  that  resolution  to  the  House  and  it  was  passed. 
Now  all  that  is  proposed  to  do  is  that  we  call  you  as  a  witness,  and 
nobody  is  going  to  discredit  you  because  you  are  a  railroad  lawyer. 
Most  of  us  would  like  to  be  ourselves  and  have  your  salary — a  great 
numy  people  in  the  country  would.  There  is  nothing  discreditable 
in  that  at  all,  and  I  think  you  are  mistaken  in  thinking  that  there  is 
any  opprobium  attached  to  it  by  the  people.  We  had  just  as  well 
be  candid  and  frank.  The  people  want  to  know  what  the  trouble  is, 
and  if  you  state  any  real  tangible  troubles  the  people  are  going  to 
be  willing  to  correct  them — I  know  this  committee  will  hear  you 
with  a  great  real  of  pleasure, 

Mr.  Thom.  Gentlemen,  I  have  stated  to  you  very  frankly  the  diffi- 
culties that  we  wish  to  obviate  in  the  method  of  proceeding.  It  is 
for  you  to  determine  whether  or  not  that  is  the  proper  method  of 
procedure,  and  I  abate  nothing  of  what  I  said  to  your  connnittee, 
Judge  Adamson,  in  respect  to  all  the  matters  that  were  there  pre- 
sented. 

Senator  Cummins.  Xow,  as  to  my  question.  I  agree  with  wdiat 
Mr.  Adamson  has  said,  that  there  can  be  no  prejudice  as  to  the  first 
appearance  on  this  question.  It  has  been  mooted  a  long  time  by  a 
great  numy  people.  Do  you  know  of  anyone  who  is  not  connected 
with  either  side  of  the  controversy  who  is  prepared  to  discuss  Fed- 
eral incorporation  of  railroads,  both  from  the  practical  and  the  legal 
standpoint  ? 

Mr.  Thom.  I  ha^e  assumed — — 

Senator  Cummins.  I  mean  aside  from  j^ourself. 

Mr.  Thom.  I  have  assumed  that  there  are  a  good  many  who  are 
ready  to  do  that. 

Senator  CuM:vrixs.  Who  are  they? 

Mr.  TiiOM.  I  should  think  that  Prof.  Hadley,  of  Yale,  that  Prof. 
Ripley,  of  Harvard,  that  Mr.  Van  Hise,  of  the  University  of  Wis- 
consin, and  a  dozen  more  gentlemen  of  that  sort  of  standing  are,  or 
shortly  will  be,  here.  I  do  not  know  from  them,  but  I  assume  that 
from  the  fact  that  they  have  been  invited  and  have  accepted  the 
invitation. 

Senator  Cummins.  They  may  be,  and  undoubtedly  are,  familiar 
with  what  you  call  the  general  philosophy  of  railway  regulation,  but 
I  do  not  know — and  I  should  be  glad  to  know  if  it  be  true — that  they 
have  prepared  themselves  with  specific  measures  for  Federal  incor- 
poration. 
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Mr.  Thom.  I  do  not  know  about  specific  measures.    I  assume  not. 

Senator  Cummins.  From  not  only  tlie  practical  but  the  legal  stand- 
point.   Are  any  of  those  gentlemen  lawyers? 

Mr.  Thom.  I  do  not  know,  sir.  They  are  economists  and  pub- 
licists, however. 

Senator  Cummins.  They  are  very  eminent  economists  and  pub- 
licists.   I  did  not  know  that  either  of  them  was  a  lawyer. 

Mr.  Thom.  I  have  never  heard  that  they  were,  nor  do  I  suppose 
they  would  be  here  with  any  specific  measures  to  propose. 

Senator  Cummins.  I  think  the  most  interesting  part  of  the  whole 
controversy  will  gather  around  the  legal  questions  that  are  involved. 
I  think  you  will  agree  with  me  as  to  that. 

Mr.  Thom.  Gentlemen,  you  have  heard  ni}'  statement.  We  submit 
the  matter  to  the  discretion  of  the  committee. 

The  Chairman.  Before  putting  the  question  on  the  motion  of 
Senator  Robinson.  I  will  ask  whether  there  are  any  others  here  who 
wish  to  be  heard. 

Mr.  F.  W.  Lehmann.  Mr.  Chairman,  your  committee  sent  out 
notices  to  the  telephone  and  telegraph  companies  as  w^ell  as  to  the 
railroad  companies,  and  on  behalf  of  the  American  Telephone  & 
Telegraph  Co.  I  wish  to  say  that  they  are  preparing  material  to  meet 
the  question  you  suggest  as  to  the  propriety  of  the  relations  which 
should  exist  between  these  great  utilities  and  the  public  itself,  partic- 
ularly whether  those  relations  should  be  of  control  or  of  ownership, 
and  we  hope  with  your  permission  to  present  to  you  such  facts  as  we 
can  gather  from  the  experience  of  the  companies  of  this  country,  and 
in  other  countries  where  sj^stems  different  from  ours  prevail,  testimony 
as  nearl}^  as  may  be,  from  men  who  have  personal  knowledge  or  per- 
sonal observation  of  the  facts  to  which  they  testify,  and  have  per- 
sonal conduct  of  the  departments  and  the  functions  as  to  which  they 
shall  speak  here,  and  that  with  a  view  of  being  helpful  in  the 
measure  in  which  it  is  in  our  power  to  contribute  to  the  hearing  that 
you  have  undertaken. 

The  Chairman.  Who  will  represent  this  organization? 

Mr.  Lehmann.  In  one  sense  I  shall,  but  there  will  be  witnesses — I 
have  not  prepared  the  names  of  all  of  them.  For  example,  to  illus- 
trate, the  mechanical  features  of  the  telephone  system  will  be  pre- 
sented by  the  engineers,  or  the  chief  engineer.  As  to  its  commercial 
development,  the  general  manager  or  superintendent,  and  then  for 
comparative  information  as  to  the  operation  of  systems  in  other 
countries,  the  statistician  of  the  company.  In  other  words,  we  will 
tiy  to  give  you  the  best  testimony  Avhich  the  nature  of  the  case 
demands,  of  men  closest  to  the  facts. 

The  Chairman.  When  will  it  be  convenient  for  you  to  be  heard? 

Mr.  Lehmann.  We  had  supposed  that  the  question,  in  its  general 
phases,  would  be  taken  up  in  the  first  instance  by  the  railroad  com- 
panies and  we  would  be  prepared  to  follow  after  them.  We  are  at 
w^ork  now  gathering  this  material  and  putting  it  into  the  most  com- 
pact shape  that  it  is  within  our  power  to  do  in  order  to  take  no  more 
of  your  time  than  is  ne.cessary. 

It  would  b?  convenient  to  us  if  we  could  have  some  days'  notice, 
because  we  would  like  to  bring  men  from  Europe  who  can  speak 
from  personal  observation  of  the  operation  of  the  systems  there. 
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Tlio,  Chairman.  Will  you  kindly  advise  us,  Mr.  Lehmann,  when  it 
will  be  convenient  for  you  to  have  the  hearing  that  you  indicate? 
Mr.  Lehmann.  I  will  do  the  best  I  can  in  that  way. 
The  Chairman.  The  committee  will  now  hear  Mr.  MacKinnon. 

STATEMENT  OF  MR.  F.  B.  MacKINNON,  UNITED  STATES  INDEPEND- 
ENT TELEPHONE  ASSOCIATION,  WASHINGTON,  D.  C. 

Mr.  MacKinnon.  Mr.  Chaii-man  and  o-entlenien,  in  behalf  of  the 
United  States  Independent  Telephone  Association,  we  desire  to  ap- 
pear to  discuss  the  phases  of  the  topics  before  you  of  control  of 
telej^hone  companies  by  the  Interstate  Commerce  Commission,  and 
the  other  matter,  that  whicli  ]Mr.  Lehmann  has  discussed,  of  the  rela- 
tive merits  of  Goverimient  ownership  as  compared  with  commission 
control.  As  your  committee  understands,  the  Interstate  Commerce 
Commission,  under  tlie  act  to  regulate  commerce,  controls  the  tele- 
phone companies,  all  of  them.  AYe  have  some  8,000  coi^ipanies  who 
are  interested,  and  in  their  behalf  v:e  desire  to  have  some  time  set 
aside  in  which  to  discuss  that  part  of  the  committee's  work.  We 
desire  to  make  some  suggestions  as  to  changes  in  the  act  and  to  dis- 
cuss the  present  methods  of  control. 

The  Chairman.  Who  will  desire  to  appear  on  behalf  of  your 
organization  ? 

Mr.  MacKinnon.  I  shall  appear  in  behalf  of  the  organization  in 
the  discussion  of  the  commission  control.  As  to  the  Government 
ownership  discussion,  we  shall  submit  names  later  of  those  of  our 
organization  fitted  to  discuss  the  various  phases  of  that.  I  desire 
to  have  notice  sent  to  me  at  my  office  in  Washington. 

The  Chairisian.  When  would  it  be  convenient  for  you  to  take  the 
matter  up  ? 

Mr.  MacKinnon.  We  would  prefer  not  to  take  tliis  up  until  after 
the  10th  of  December. 

The  Chair:man.  Please  advise  the  committee  when  it  will  be  con- 
venient to  you. 

Mr.  MacKinnon.  Very  well,  Mr.  Chairman. 

The  Chairman.  Proceed,  Mr.  Benedict. 

STATEMENT  OF  MR.  ALBERT  T.  BENEDICT,  191  BROADWAY, 

NEW  YORK. 

Mr.  Benedict.  Mr.  Chairman,  on  behalf  of  the  Western  Union 
Telegraph  Co.,  I  ask  to  be  heard  before  your  committee  when  the 
proper  time  comes,  and  I  suggest  that  when  you  notify  Mr.  Lehmann, 
and  Mr.  Lehmann  advises  you  what  date  will  be  convenient,  that  will 
suit  us  entirely.     I  think  we  can  present  our  views  at  tliat  time. 

The  Chairman.  Who  will  appear  on  behalf  of  the  company? 

Mr.  Benedict.  I  will  appear,  Mr.  Chairman. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  of  course  I  can  not 
Iniow  now  what  the  committee  will  decide  upon  in  executive  session 
as  to  its  methods  of  procedure.  I  will  simply  say  that  we  have  been 
exceedingly  diligent  in  trying  to  get  ready  for  this  hearing,  but  there 
is  a  certain  organization  of  witnesses  and  presentation  that  we  will 
have  to  make  after  we  know  when  we  will  be  called.     I  would  be  very 
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g-lail,  while  holding-  ourselves  in  readiness  to  obey  the  summons  of 
the  committee,  to  know  some  time  in  advance  as  to  when  you  expect 
us  to  begin  the  presentation  of  our  case.  I  would  suggest  10  days 
after  you  have  determined  when  we  shall  be  called.  We  would  want 
l^robably  to  present  the  question  of  the  present  situation  in  regard  to 
railroad  credit,  for  example,  and  we  would  have  to  know  the  methods 
of  presenting  that  as  well  as  presenting  these  other  matters,  which 
we  have  already  in  mind  as  proper  matters  for  this  committee  to 
consider. 

Senator  Brandegee. ,Let  me  ask  you  this  question.  Mr.  Thorn:  In 
case  the  committee  would  want  to  proceed  to-morrow,  and  would 
"Want  to  summon  any  of  the  railroad  representatives 

Mr.  Thom.  We  would  not  be  ready  to-morrow. 

Senator  Brandegee.  Is  there  any  representative  of  any  railroad 
■\\'ho  could  proceed  upon  any  subject  to-morrow? 

Mr.  Thoji.  Not  witli  benefit  to  j'our  consideration.  We  want  to 
present  the  matter  in  a  compact  way  and  not  in  a  disorganized  way. 
We  have  not  reached  the  point  of  organization. 

Senator  Braxdegee.  I  simply  want  to  suggest,  if  the  chairman  will 
permit  me,  before  we  go  into  executive  session,  that  I  had  assumed 
that  we  were  going  to  meet  here  to-day  and  proceed  at  once  and  con- 
tinuously, until  Congress  met  at  least,  and  then  probably  further,  and 
I  would  like  to  ask,  Mr.  Chairman,  if  there  is  anybody  who  could  go 
on  to-morrow  who  is  present  in  the  room  now  ? 

Senator  Robinsox.  A  number  of  gentlemen  have  stated  that  they 
could — representatives  of  certain  chambers  of  commerce. 

Senator  Braxdegee.  Very  well. 

The  Chairman.  We  will  have  a  list  of  them  made  out. 

Senator  Underwood.  Before  we  proceed  to  executive  session,  I  move 
that  the  chairman  request  those  gentlemen  who  are  ready  to  proceed 
to-morrow  to  appear  here  at  10  o'clock. 

Mr.  Adajmsox.  Mr.  Chairman,  we  gave  notice  some  three  months 
ago  that  we  would  meet  to-day  and  proceed  with  the  investigation. 
Mr.  Thom  has  been  informed  and  the  country  miderstands  who  the 
witnesses  are  who  know  most  about  this  and  who  suggested  this  inves- 
tigation. I  shall  insist  in  executive  session  and  here  that  this  investi- 
gation commence  Avith  the  testimony  of  those  people  who  understand 
more  about  the  trouble  and  difHculties  of  the  situation,  in  order  that 
the  others  may  hear  them  and  examine  them  and  reply  to  them  and 
testifv  in  rebuttal.  If  it  means  a  delay  of  10  days,  I  will  consent  to 
that. ' 

The  Chairman.  You  may  proceed  next,  Mr.  Harrison. 

STATEMENT  OF  MR.  THOMAS  B.  HARRISON,  REPRESENTING  THE 
ADAMS  AND  AMERICAN  EXPRESS  COS. 

Mr.  Harrison.  Mr.  Chairman  and  gentlemen,  I  desire  to  enter  my 
appearance  on  behalf  of  the  Adams  and  American  Express  Cos. 
AVe  have  a  committee  representing  the  principal  express  companies 
for  which  we  can  enter  our  appearance,  if  the  committee  would  like 
us  to. 

The  Chairman.  Will  you  please  furnish  the  names  of  that  com- 
mittee? 
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Mr.  Harrison.  Yes,  sir.  We  liave  nothing-  to  propose  and  nothing 
to  object  to,  our  position  being  that  wo  have  been  investigated  lately 
by  tlie  Interstate  Connnerce  Commission,  and  our  whole  business 
changed  and  re\aniped  on  a  nation-wide  basis.  "We  have  asked  the 
various  State  conunissions  to  adopt  the  rates,  rules  and  reguhitions, 
and  practices  i)rescribed  by  the  Interstate  Commerce  Conmiission, 
a,nd  practically  all  the  States  have  done  so,  and  we  are  in  hopes  that 
the  balance  of  the  States  will  follow  suit,  our  position  being  that  if 
the  committee  desires  any  information  of  any  character  whatever,  we 
will  be  glad  to  endeavor  to  furnish  it,  if  given  time  to  prepare  it. 
This  committee  is  composed  of  Mr.  C.  W.  Stockton,  general  counsel 
of  the  AVells-Fargo ;  Mr.  R.  C.  Alston,  general  counsel  of  the  Southern 
"Express  Co.;  and  myself. 

The  Chairman.  What  are  the  addresses  of  those  gentlemen? 

Mr.  Harrison.  My  address  is  61  Broadway;  Mr.  Stocld:on's  is  51 
Broadway;  and  Mr.  Alston's,  Atlanta.  Ga. 

Senator  Robinson.  Mr.  Chairman,  I  suggest  that  anyone  who  de- 
sires to  be  heard  simply  hand  in  his  name  and  address  to  the  clerk. 

Mr.  Hamilton.  Mr.  Chairman,  I  desire  to  make  a  statement. 
Under  date  of  November  12,  the  members  of  this  committee  were 
notified  that  a  certain  number  of  publicists  and  economists  had 
already  been  invited  to  appear  before  this  committee  on  November 
20,  and  I  assume  that  some  of  those  gentlemen  must  be  prepared. 

Mr.  EscH.  What  response  have  we  received? 

The  Chairman.  I  have  inquired  as  to  whether  any  of  those  gentle- 
men are  present,  and  Prof.  Commons  alone  responded.  I  will  now 
inquire  whether  there  are  any  other  economists  or  publicists  who 
have  received  the  invitation  of  the  committee  to  appear  before  it, 
and  who  have  by  letter  indicated  their  willingness  to  appear,  are 
present?     [After  a  pause.] 

Mr.  Hamilton.  Have  any  acceptances  been  received? 

The  Chairman.  Oh,  yes;  a  number  of  acceptances  have  been  re- 
ceived. I  will  have  a  list  of  those  gentlemen  presented  at  the  execu- 
tive session. 

Mr.  Adamson.  I  suppose  they  think  we  are  only  making  up  a 
calendar  to-day. 

Senator  Robinson.  I  move  that  we  proceed  to  executive  business. 

The  Chairman.  If  the  Senator  will  allow  me,  I  would  like  to 
inquire  as  to  whether  there  are  any  representatives  of  railway  em- 
ployees or  railway  brotherhoods  present?  [After  a  pause.]  Are 
there  any  financiers  or  investment  bankers  present?     [After  a  pause.] 

Mr.  C.  B.  Johns,  of  Ebensburg,  Pa.  Mr.  Chairman,  I  would  like 
to  speak  for  a  short  time  for  the  Brotherhood  of  Engineers,  but  I 
have  not  conferred  with  the  higher  officers.  I  thought  they  would 
be  here.  I  represent  a  particular  lodge  in  appearing  for  the  engi- 
neers. I  shall  not  take  very  long,  and  would  be  ready  to  proceed 
to-morrow,  or  any  other  day. 

The  Chairman.  You  represent  an  individual  lodge  there? 

Mr.  Johns.  That  is  all ;  yes,  sir. 

The  Chairman.  Are  there  any  others  who  represent  the  employees 
of  railway  brotherhoods  or  organizations?  [After  a  pause.]  Are 
there  any  financiers  or  investment  bankers  here  who  desire  to  be 
heard?     [After  a  pause.]     Is  there  any  attorney  general  of  any 


38  INTERSTATE   AND   FOREIGN    TRANSPORTATION. 

State  present  who  would  like  to  be  heard  on  behalf  of  his  State? 
[After  a  pause.]  Are  there  any  others,  outside  the  classes  I  have 
referred  to,  who  would  like  to  be  heard  ?     [After  a  pause.] 

Mr.  Marsh.  Mr.  Chairman,  Ihave  already  given  my  name  to  the 
clerk.  I  would  like  to  be  heard  to-morrow.  I  represent  the  Com- 
mittee on  Eeal  Preparedness. 

The  Chairman.  I  would  state  that  if  we  go  into  executive  session 
we  will  resume  the  hearing  to-morrow  morning  at  10  o'clock. 

Senator  Eobinson.  And  all  of  those  gentlemen  who  have  an- 
nounced themselves  as  ready  will  please  be  present. 

Mr.  Adamson.  Would  it  not  be  proper  not  only  to  give  it  out  to 
the  press  but  have  the  clerk  of  the  conmiittee  notify  those  whose 
hearings  are  set  on  a  particular  daj',  so  that  they  will  know  when 
to  come? 

The  Chairman.  I  think  those  who  are  now  ready  to  be  heard 
should  be  here  to-morrow  at  10  o'clock,  and  then  we  will  arrange 
regarding  their  hearing,  and  we  will  comply  with  the  suggestion 
of  Mr.  Adamson  in  regard  to  giving  notice. 

It  is  moved  that  the  committee  now  go  into  executi\'e  session. 

The  motion  was  agreed  to,  and  at  12  o'clock  and  2  minutes  p.  m.,  the 
committee  proceeded  to  the  consideration  of  executive  business,  and 
after  which  the  doors  were  reopened  and  the  committee  adjourned 
until  Thursday,  November  23,  1916,  at  10.30  o'clock  a.  m. 
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thursday,  november  23,  1916. 

Congress  of  the  United  States, 
Joint  Committke  on  Interstatp:  and  ForeiOtN  CoiiMERCE, 

Washington^  D.  C. 

Tlie  coinniittee  met,  pursuant  to  adjournment,  in  room  326,  Senate 
Office  Building,  at  10  o'clock  a.  m..  Senator  Francis  G.  Newlands 
presiding;  Hon  William  C.  Adamson,  vice  chairman. 

The  joint  committee  resumed  its  session  pursuant  to  public  reso- 
lution No.  25,  joint  resolution  creating  a  joint  subcommittee  from 
the  membership  of  the  Senate  Committee  on  Interstate  Commerce 
and  the  House  Connnittee  on  Interstate  and  Foreign  Commerce  to 
investigate  the  conditions  relating  to  interstate  and  foreign  com- 
merce, and  the  necessity  of  further  legislation  relating  thereto,  and 
defining  the  powers  and  duties  of  such  subcommittee. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Lloyd.  Mr.  Chairman,  before  you  proceed,  I  would  like  to 
have  the  privilege  from  the  committee  of  sitting  here  during  the 
various  hearings  that  you  may  have,  as  a  visitor,  not  as  one  who 
expects  to  be  heard. 

The  Chairman.  We  will  be  very  glad  to  accord  you  that  privilege. 

Mr.  Thom,  are  you  ready  to  proceed  on  behalf  of  the  railroad 
executives? 

Mr.  THo:\r.  Yes,  sir. 

Mr.  Haines,  of  Galveston,  Tex.  Mr,  Chairman,  may  I  ask  a  ques- 
tion for  information.  I  have  been  informed  that  Judge  Cowan  a 
few  days  ago  made  some  suggestion  as  to  setting  aside  or  fixing 
some  date  at  which  the  Texas  shipping  interests  might  be  heard. 
May  I  inquire  whether  that  has  been  done? 

The  Chairman.  No;  no  time  has  been  fixed.  I  presume  within  a 
few  days  some  kind  of  program  wnll  be  arranged,  but  none  has  been 
determined  upon  as  yet. 

Mr.  Adamson.  Mr.  Chairman,  I  suggest  that  you  announce  that  in 
due  time,  and  with  sufficient  notice,  these  appearances  will  be  set  and 
everybody  informed. 

The  Chair^ean.  I  will  make  that  announcement  now. 

Senator  Cummins.  I  do  not  know  that  we  can  assign  particular 
dates  for  particular  witnesses.  We  will  have  to  go  on  as  rapidly 
as  we  can,  I  take  it.  We  will  do  the  best  we  can  to  convenience  them, 
but  I  do  not  believe  we  can  set  aside  a  particular  day. 

Mr.  Adamson.  We  will  try  to  fix  the  date  as  nearly  as  possible,  as 
the  railroads  do  in  fixing  a  schedule — come  as  near  to  it  as  we  can. 

Mr.  Thom.  I  hope  you  Avill  be  more  successful. 

The  Chairman.    Mr.  Thom.  vou  mav  proceed. 
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STATEMENT    OF    MR.    ALFRED    P.    THOM,    COUNSEL    RAILROAD 
EXECUTIVES'  COMMITTEE,  WASHINGTON,  D.  C— Resumed. 

Mr.  Thom.  Before  proceeding  to  discuss  the  questions  which  you 
have  under  consideration.  I  woukl  like  to  state  that  I  have  tendered 
to  the  clerk  copies  of  two  printed  pamphlets  Avhich  we  have  pre- 
pared, and  which  contain  certain  questions  that  we  would  like  to 
have  the  various  witnesses  consider  as  they  appear.  One  of  them 
is  intended  for  the  consideration  especially  of  bankers,  and  the  other 
is  intended  especially  for  the  consideration  of  economists  and  pub- 
licists. When  we  learned  that  certain  economists  and  publicists 
had  been  invited  by  the  committee.  I  wrote  to  each  one  of  them  a 
letter  which  I  shall  now  read  to  this  committee,  sending-  each  one  a 
copy  of  these  pamphlets,  intended  for  the  consideration  of  the  pub- 
licists : 

October  26,  1916. 

My  Dear  Sir  :  I  uiKlerstand  that  you  have  heen,  or  will  be.  invited  to  appear 
before  the  joint  connuittee  of  Congress,  appointed  l),v  the  President  under  the 
joint  resolution  apiiroved  .Tuly  20,  1916.  to  study  the  entire  ."^ubjeft  of  trans- 
portation. 

In  my  capacity  as  coinisel  for  the  railroiid  at  this  hearing  I  shall  ask  that 
your  attention  lie  directed  to  certain  aspects  of  the  inquiry  and  that  you  be 
invited  to  sive  your  views  in  respect  to  them. 

It  has  oc(  urred  to  us  that,  in  an  inquiry  of  such  importance,  you  may  desire 
an  opportunity  in  advance  for  mature  reflection  in  respect  to  the  subjects 
about  which  you  will  be  expected  to  testify,  and  I  am  accordinsly  taking  the 
liberty  of  handing;  you  lierewith  a  list  of  the  subjects  which  I  will  ask  the 
committee  to  specifically  brinji'  to  your  attention.  It  is  not  our  purpose  to 
overburden  you  in  the  matter  of  your  preparation,  and  there  may  be  some 
sulijects  in  the  inclosed  li.st  which  you  would  prefer  not  to  take  the  time  to 
consider.  If  you  will  call  any  such  mattei's  to  my  attention  I  will,  so  far  as 
you  are  concerned,  withdraw  my  application  to  the  committee  in  respect  to 
them.  Jlay  I  suggest  that,  in  so  far  as  you  feel  disposed  to  give  your  views 
on  these  subjects  in  your  main  statement  to  the  committee,  the  time  involved 
in  putting  them  before  you  by  specific  questions  will  be  saved. 

Trusting  that  the  inclosed  list   of  subjects  may  facilitate  you   in   the  con- 
sideration of  some  of  the  vital  aspects  of  this  inquiry,  I  remain, 
Sincerely,  yours. 

Senator  Braxdegek.  Is  the  list  of  incjuiries  that  you  sent  them  to 
be  made  part  of  the  record  at  this  inmiediate  point? 

Mr.  Thom.  Xo:  I  just  submit  it  for  the  use  of  your  committee. 
I  would  like  to  have  the  members  of  the  connuittee  read  over  these 
questions. 

Mr.  Adamson.  Why  not  let  them  be  printed  in  the  record  as  part 
of  your  statement  here. 

jSfr.  Thom.  I  have  no  objection. 

Senator  Cummins.  AVhere  is  the  list  of  questions? 

Mr.  Thom.  They  are  right  there  [indicating]. 

Mr.  Adamson'.  I  think  that  ought  to  go  in  the  record  as  part  of 
your  statement. 

Mr.  Tno.M.  They  are  there  for  the  consideration  of  each  one  of 
you  gentlemen. 

Senator  Brandegee.  Inasmuch  as  the  letter  transmitting  those 
questions  has  been  made  part  of  the  record,  I  rather  think  the  ques- 
tions themselves  should  be. 

Mr.  Thom.  I  did  not  care  to  have  any  of  those  made  part  of  the 
record.    I  have  no  objection  to  its  being  done,  however. 
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Mr.  Adamsox.  I'hat  oiioht  to  <i()  in. 

The  Chair:ma.\.  If  tliere  is  no  objection,  that  will  l)c  made  part 
of  tlie  record. 

(The  pamphlets  referred  to  are  liei'e  printed  in  full  as  follows:) 

SUB.IKCTS    WHICH    KC  ONOM  I STS    AM)    ITBI.ICl  STS    WILL    i!K    ASKKI)    TO    fONSIDKR. 

1.  What  is  llit>  i)i-(>spiit  condition  of  llie  credit  of  Aniericuu  rniiwaysV 

2.  Is  it  as  yood  as  tlic  pulilic  interest  reqnires? 

8.  Wliile  tliere  liave  l)een  some  instances  condemned  by  pnblic  opinion  as 
financial  mistakes  and  disliont'sty  on  the  part  of  railway  managers  or  finan- 
ciers, are  sue  li  instances  the  exception  in  raih'oad  management,  or  do  tliey  con- 
stitnte  a  condition  prevalent  enongh  to  account  for  the  decline  which  has  taken 
phice  in  railroad  creditV 

4.  Are  there  any  governmental  causes  for  the  decline  of  railroad  credit? 

.5.  Under  existing  systems  of  governmental  regulation,  is  not  the  amount  of 
railroad  revenues  largely  determined  by  governmental  regulating  bodiesV 

6.  Is  the  power  of  the  railroads  to  control  their  expenses  substantially 
affected  by  forces  beyond  their  control,  such  as  labor  unions,  the  acts  of  legis- 
latures, the  denuinds  of  reguhitiug  authorities  for  facilities  and  service,  etc.; 
income  and  their  expenses,  are  or  are  not  forces  in  operation  which,  unless 
controlled  and  safeguarded,  menace  the  stability  of  the  existing  system  of 
maintaining  transportation  facilities? 

8.  Is  there  any  way  of  meeting  this  situation  and  of  creating  conditions  which 
will  attract  investors  except  to  introduce  into  the  systems  of  regulation  prin- 
ciples which  will  reasonably  assure  proper  income  and  reasonably  protect  the 
railroads  against  the  unjust  exactions  of  labor  and  excessive  demands  in  regard 
to  conveniences  and  facilities? 

9.  Do  the  present  systems  of  regulation  contain  adequate  safeguards  in  re- 
spect to  these  matters? 

10.  Is  the  present  market  for  railroad  securities  narrowed  by  any  of  the  tVd- 
lowing  causes,  and  if  so,  which,  and  to  what  extent? 

(a)  By  the  war  in  Europe  and  its  consequences,  such  as  that  Europe  is 
now  and  after  the  war  will  probably  be  a  borrower  rather  than  a  lender  of 
capital,  and  the  effect  of  the  large  balance  of  trade  in  our  favor; 

{b)  By  the  exhaustion  of  underlying  liens  and  the  consequent  necessity  to 
obtain  new  money  through  inferior  liens  or  without  security,  or  by  stock  issues ; 

(c)  By  the  danger  which  has  become  apparent  to  the  investing  public  of 
financing  too  largely  through  bond  and  note  issues  involving  tixed  charges; 

{(I)  By  the  superior  attraction  of  other  classes  of  investment,  such  as  mu- 
nicipal securities,  public  utilities,  industrials,  and  the  tax-free  securities  which 
will  be  issued  under  the  Federal  farm  loan  act ; 

(e)  By  the  success  of  labor  in  enforcing  its  demands  without  su!)mitting  to 
arbitration,  and  without  Investigation ; 

(/)  By  the  inability  of  the  railroads  to  promptly  increase  their  revenues  to 
meet  their  needs ; 

{(/)  By  the  fact  that,  although  transportation  is  a  business,  the  business 
questions  affecting  it  are  largely  determined  by  the  exigencies  of  politics  and 
by  political  and  not  business  considerations ; 

(/;)  What  effect  has  the  increase  in  prices,  from  whatever  cause,  liad  u!)on 
the  railroad  situation?  The  high  cost  of  living  has  affected  everybody,  but  (he 
man  dependent  upon  his  labor  has  received  an  increase  in  wages :  the  man  de- 
pendent upon  income  from  railroad  securities  finds  not  only  his  income,  as 
measured  in  money  stationarj^  and  sometimes  lessened,  but  his  Income  as 
measured  by  purchasing  power  greatly  diminished  Has  this  had  an  important 
effect  upon  the  attractiveness  of  railroad  securities? 

These  are  mere  suggestions.  It  is  felt  that  the  economists  can  develop  this 
price  movement  effectively,  and  thus  show  whether  the  investor  is  entitled  to 
increased  returns. 

11.  Are  the  railroad  of  the  country,  generally  speaking,  able  to  finance 
themselves  through  the  sale  of  stock,  or  must  they  do  so  by  means  of  secui'ities 
involving  fixed  charges?  If,  generally  speaking,  reduced  to  the  latter  method, 
would  not  that  substantially  affect  their  credit? 

12.  Is  there  any  rule  of  financial  safety  and  conservation  which  establishes  a 
relationship  between  net  income  and  fixed  charges?     Is  there  any  such  rule 
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which  established  a  relationship  between  the  amount  of  capital,  which  imposes 
fixed  charges,  and  the  amount  of  capital  which  should  be  contributed  by  the 
owner  and  represented  by  stock?    If  so,  state  what  the  rule  is. 

13.  Has  this  proportion  been  exceeded  in  American  railroad  practice,  and 
under  present  conditions  of  limited  net  income,  is  there  any  adequate  oppor- 
tunity of  accomplishing  the  necessary  financing  by  stock  issues? 

14.  What  margin,  speaking  generally,  is  left  for  additional  fixed  charges? 

15.  Under  present  average  standards  of  earnings  for  a  representative  series 
of  years,  are  not  the  margins  left  for  any  kind  of  financing,  through  securities 
involving  fixed  charges  or  othedwise,  entirely  too  small? 

16.  Should  a  system  of  regulation  be  based  upon  conditions  as  they  are  made 
by  an  increase  of  revenue  growing  out  of  the  European  war  business,  or  should 
it  be  based  on  normal  conditions  of  traiticV 

17.  Is  the  public  interested  that  the  carriers  shall  have  adequate  earnings  in 
order  to  insure  adequacy  of  transportation  facilities?  If  so,  has  the  public 
a  vital  interest  that  tlie  revenues  of  the  carriers  shall  not  be  imduly  reduced 
and  consequently  that  public  authority  sliould  safeguard  the  minimum  as  well 
as  the  maximum  rate?  Is  the  public  also  interested  in  the  regulation  of  the 
minimum  rate  so  as  to  insure  the  proper  relation  of  the  terms  on  which  business 
may  be  done  by  communities  served  by  different  lines  of  railroad? 

IS.  As  railroads  are  fundamentally  essential  to  the  public  comfort,  prosi^erity. 
and  welfare,  should  they,  in  the  public  interest,  be  put  upon  a  firmer  and  more 
stable  basis  than  that  which  they  now  occupy? 

19.  Has  there  in  recent  years  been  a  decline — in  fact,  a  practical  suspension — 
of  construction  of  new  railroads  into  new  territory? 

20.  Is  it  a  fact  that  in  the  year  ending  June  30,  1916,  there  were  constructed 
in  the  United  States  less  than  one  thousand  miles  of  track,  and  is  this  less  than 
in  any  year  since  the  Civil  War,  and  with  the  exception  of  the  period  covered 
by  the  war  less  than  in  any  year  since  1848? 

21.  If  so,  has  this  been  because  there  is  no  need  for  such  construction,  or 
because  railroad  building  has  become  unattractive- to  investors? 

22.  Have  the  railroads  of  the  country  been  kept  up  to  the  proper  standard 
of  efficiency,  and  if  not,  has  it  been  because  of  a  lack  of  money? 

23.  Is  it  true  that,  up  to  the  present  time,  governmental  regulation  has  had 
for  its  main  purpose  the  correction  of  what  the  public  have  considered  abuses 
and  the  elimination  of  what  the  public  have  considered  evils  in  railroad  man- 
agement? 

24.  Is  it  possible,  without  destructive  consequences,  for  a  system  of  govern- 
mental regulation  to  be  based  permanently  on  the  principle  alone  of  correction 
and  elimination  of  abuses,  or  must  it  also  adequately  provide  for  conservation, 
encouragement,  and  protection? 

25.  Whether  or  not  there  is  a  serious  menace  to  effective  regulatoi'y  control 
in  the  tendency  on  the  part  of  commissions  to  exercise  the  functions  of  man- 
agement— in  other  words,  to  substitute  their  judgment  on  purely  business 
propositions  for  the  judgment  of  the  railroad  managers?  Can  there  be  salutary- 
regulation  unless  this  tendency  is  checked?  The  courts  have  been  keen  in  their 
criticism  of  this  tendency.     Attention  is  called  to  the  following  cases: 

People  V.  Stevens,  197  N.  Y..  1. 

Bacon  v.  B.  &  M.  K.  H.,  83  Vr..  421,  442. 

Citv  of  Knoxville  v.  Knoxville  W^ater  Co.,  212  U.  S.,  1,  18. 

C,  M.  &  St.  P.  Ry.  V.  Wisconsin,  238  U.  S.,  491,  500. 

26.  Realizing  that  ti-ansportation  facilities  are  tlie  foundation  of  community 
life,  and  are  thus  a  prime  physical  essential  to  the  public  welfare,  can  there 
be  any  wise  system  of  governmental  regulation  which,  while  correcting  abuses, 
fails  to  insure  the  stability,  adequacy,  and  growth  of  the  instrumentalities  of 
commerce? 

27.  Have  not  the  processes  of  regulation  already  secured  the  public,  generally 
speaking,  against  extortionate  charges  and  against  favoritism  and  undue  dis- 
crimination? 

28.  Have  the  existing  systems  of  regulation  been  more  largely  concerned  with 
the  purpose  to  give  to  the  shipper  the  lowest  possible  rate  rather  than  with  the 
purpose  to  prevent  extortionate  charges?  Does  the  former  view  lose  sight  of 
the  public  interest  in  the  character  and  standai-d  of  transportation  facilities? 

29.  In  view  of  the  practical  suspension  of  railroad  construction,  the  decline 
of  railroad  credit,  and  the  marked  swing  of  public  favor  to  other  kinds  of  in- 
vestment, has  the  time  come  when  it  is  proper  to  make  a  careful  review  of  the 
governmental  forces  which  are  operating  on  the  instrumentalities  of  tran^or- 
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tation  in  order  to  ascertain  whether  they  take  proper  account  of  the  public 
interests  in  the  establishment  and  maintenance  of  adequate  transportation 
facilities? 

80.  It  beiiiK  impossible,  under  a  system  of  private  ownership,  to  coerce  un- 
willing investors  to  make  investments,  and  it  being  necessary  to  invite  volun- 
tary investments  by  offering  I'-easonable  assurance  of  safety  and  of  adequate 
returns  on  the  investment,  does  the  present  system  of  governmnetal  regulation 
contain  the  elements  essential  for  these  purposes? 

31.  Has  the  time  come  when  in  the  public  interest  the  elements  of  construc- 
tiveness,  encouragement,  and  protection  should  be  introduced  into  the  govern- 
mental system? 

32.  If  so,  should  the  system  of  governmental  regulation  possess,  to  the  great- 
est extent  possible,  without  injury  to  the  public  interests,  the  elements  of  sim- 
plicity and  homogeneity? 

33.  In  this  connection,  please  consider  whether  the  tendency  to  long  and  con- 
tinuous lines  of  railroad  is  sound  from  an  economic  standpoint  and  is  thus  in 
the  public  interest? 

34.  Is  this  tendency  due  to  the  natural  operation  of  economic  laws  which 
demand  that  transportation  facilities  shall  accommodate  themselves  to  the  re- 
quirements of  commerce,  or  is  it  an  undesirable  condition  forced  upon  commerce 
by  private  interests? 

35.  If  the  existence  of  these  long  and  continuous  lines  of  railroad  under  a 
•  single  management  is  in  the  public  interest  and  is  justified  by  sound  economic 

considei-ations,  should  there  exist,  in  the  public  interest,  conflicting  powers  of 
governmental  regulations  over  different  parts  of  the  same  line  of  railroad  or 
over  different  functions  of  the  same  line  of  railroad? 

86.  Is  it  a  fact  that,  since  the  present  dual  system  of  governmental  regulation 
of  railways  was  adopted,  American  railways  have,  practically  speaking,  ceased 
to  be  local  or  State  facilities  in  the  sence  they  formerly  were  and  have  in  sub- 
stance become  highways  for  interstate  and  international  business?  If  so,  should 
the  system  of  governmental  regulation  recognize  this  fact,  or  is  the  fact  so  unim- 
portant that  it  may  be  justly  ignored  and  so  unimportant  as  to  justify  the  con- 
tinuance of  the  policy  of  treating  these  facilities,  wliich  have  now  become 
national  in  importance,  as  still  local  or  State  facilities  in  many  of  their  sub- 
stantial and  controlling  aspects? 

37.  Under  a  system  of  private  ownership,  are  the  standards  of  efficiency  and 
the  maintenance  of  efficiency  an  instrumentality  of  commerce  dependent  on  its 
earnings;  in  other  words,  can  high  efficiency  be  continued  without  adequate 
earnings? 

38.  If  adequate  earnings  are  essential  to  a  proper  and  sustained  standard  of 
efficiency,  should  there  be  more  than  one  public  authority  to  determine  what  in 
the  public  interest  the  proper  standard  is? 

39.  If  the  States  have  the  power  to  fix  rates  and  to  determine  the  standard  of 
service  as  to  State  business  of  a  railroad  company  also  engaged  in  interstate 
and  foreign  commerce,  may  the  State,  in  cases  where  no  question  of  discrimina- 
tion against  interstate  or  foreign  commerce  is  involved,  fix  the  State  rates  high 
enough  to  escape  the  line  of  confiscation  but  so  low  that  no  substantial  contri- 
bution will  be  made  by  State  business  to  the  maintenance  of  the  standard  of 
efiiciency  deemed  essential  in  the  public  interest  by  the  Federal  authorities? 

40.  Does  such  a  power  on  the  part  of  the  State  involve  the  power  either  to  fix 
the  standard  of  efficiency  of  these  instruments  of  commerce  contrary  to  the 
views  of  the  National  Government  and  to  the  views  of  other  States,  or  to  throw 
the  burden  of  establishing  and  maintaining  a  high  standard  of  efficiency  on  inter- 
state and  foreign  commerce  and  on  the  commerce  of  other  States? 

41.  If  so,  is  this  in  the  public  interest? 

42  •  Can  a  power  to  thus  prejudice  the  interests  and  to  obstruct  the  policy  of 
other  States  be  justly  left  to  one  of  the  States?  Should  it  be  the  right  of  each 
State  to  demand  that  no  other  State  shall  possess  the  power  to  determine  a 
question  in  which  both  States  have  this  important  interest? 

43.  Should  these  important  questions  be  determined,  not  by  one  of  the  States 
which  may  have  a  different  interest  or  a  different  policy  from  the  others  but  by 
the  National  Government  acting  for  and  on  behalf  of  all  the  States  and  thus 
alone  able  to  act  impartially  between  them? 

44.  Have  your  investigations  disclosed  any  influences  tending  to  impede  the 
development  of  the  railroads  or  to  interfere  with  the  free  flow  of  commerce  in 
connection  with  regulation  by  State  tribunals?  Have  the  following  or  other 
instances  been  brought  to  your  attention? 
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(a)   In  connection  with  State  regulation  of  rates- 
press  Co^'^lT  I'^c"^ C^^'Ss  '''  ^""'"^  rates-Saunders  &  Co.  v.  Southern  Ex- 

(2)  Action   of   Arkansas— In   re   Freight   Rates   between    Memphis  and 
ArkaiisasM^omts.   11   I.  C.   C,   180.     Memphis   v.  C,   H.   I.   &  Pa.   Ry..  39 

(3)  Action  of  Texas— Slu-eveport  cases,  23  I.  C.  C,  31.    Houston  &  Texas. 

Ry.',  41^Tc    sT''  '^^  ^'"  ^•'  ^^"-     ^-  ^-  ^^"'-  ""^  ^''-  '■  -^^•l^^^"^^^'  et<^- 
j'l)   Action  of  Nebraska— The  Missouri  River-Nebraska  cases,  40  I.  C.  C, 

(5)   Illinois  passenger  rate  case— Business  Men's  League  of  St    Louis  v 
A.,  T.  &  S.  Fe  Ry.,  41  I.  C.  C,  13. 
(6)   In  connection  with  regulation  of  .securities— 

(1)  The  failure  of  Massachusetts  to  approve  an  issue  by  the  N  Y  N  H 
&  H.  Railroad  Company  of  $67,000,000  convp.rtible  bonds  after  appro val  bv 
Rhode  Island  and  Connecticut. 

(2)  The  imposition  of  a  fee  of  $600,000  by  the  State  of  Illinois  upon  the 
J\e\v  lork  Central  as  a  condition  of  approval  of  a  recent  issue  of  securities 

(3)  The  condition  imposed  by  the  Arizona  Commission  in  granting  right 
to  the  Southern  Pacific  to  issue  securities  that  a  large  amount  should  be 
expended  in  that  State. 

45.  Is  railroad  transportation  a  prime  essential  of  national  defense*^ 

46.  Is  It  a  fact  that  transportation  facilities  in  America  have  alreadv  been 
proven  to  be  inadequate  to  handle  the  increased  business  due  to  the  war  in 
Europe?  If  so.  would  this  condition  of  inadequacy  be  much  greater  in  the  event 
ot  war  in  the  United  States? 

47.  Is  it  important  to  the  national  defense  that,  in  times  of  peace,  the  standard 
of  railroad  efficiency  should  be  established,  so  that,  in  times  of  war,  the  railroads 
could  be  readily  made  available  for  the  purposes  of  national  defense? 

48.  As  the  duty  of  national  defense  rests  upon  the  National  Government    is- 
transportation  so  essential  to  the  national  defense  that  the  National  Govern- 
ment should  likewise  have  the  power  to  fix  the  standard  of  railroad  efficiency 
or  should  the  power  to  lower  the  standards  of  efflciencv  be  in  the  States  which 
are  not  burdened  with  the  responsibility  of  the  national  defense? 

49.  Can  the  standard  of  railroad  efficiency  be  established  and  maintained  by 
the  National  Government  unless  that  Government  has  the  power  to  deal  with 
all  questions  of  railroad  credit  and  railroad  policies  as  far  as  thev  are  within 
governmental  control? 

50.  In  view  of  the  constitutional  power  and  obligation  of  the  Federal  Govern- 
ment as  to  the  regulation  of  interstate  and  foreign  commerce,  of  the  Federal 
Government's  responsibility  for  the  national  defen.se.  and  in  view  of  the  neces- 
sity for  prompt  and  harmonious  governmental  action  in  respect  to  security 
issues,  should  there  be  a  single  governmental  svstem  of  regulating  security 
issues  of  carriers  engaged  in  interstate  and  foreign  commerce,  and  should  this 
power  of  regulating  be  only  in  the  National  Government? 

51.  Please  state  what  your  conclusions  are  as  to  the  necessitv  of  permitting- 
such  a  standard  of  earnings  that'  in  prosperous  years  an  adequate  surplus  may 
be  laid  up  to  carry  the  railroads  over  the  lean  years  without  the  necessity  for 
any  diminution  of  the  work  of  maintenance  and  improvement  and  without  the- 
necessity  for  a  suspension  of  reasonable  returns  to  those  whose  means  have- 
created  the  instrumentalities  of  commerce. 

52.  In  view  of  the  power  of  regulation  which  is.  or  should  be.  exerted  by  the 
Interstate  Connnerce  Commission  over  carriers  engaged  in  interstate  and  foreign 
commerce,  which,  of  course,  involves,  or  should  involve,  a  power  to  prevent 
abuses,  is  there  any  reason  for  the  application  to  railroad  companies  of  the  anti- 
trust laws? 

Consider  this  especially  in  yiew  of  the  necessity  for  commerce  from  all  sec- 
tions to  move  on  relatively  equal  terms  and  of  the  fact  that  commerce  being 
continuous  over  several  lines  of  railroad  there  must  be  an  understanding  as  to- 
through  rates.  Do  not  these  considerations  involve  the  necessity  for  traffic  offi- 
cers to  meet  and  to  agree  upon  rates  and  terms  of  service,  subject,  of  course  tO' 
the  approval  of  the  Interstate  Commerce  Commission  ? 

53.  As  the  continued  operation  of  railroads  is  essential  to  the  public  welfare 
should  the  laws  permit  such  operation  to  be  interfered  with,  either  bv  combina- 
tions of  capital  or  by  combinations  of  labor? 
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.■)4.  If  iiivostnieiits  of  capital  are  ))y  iaw  requirod  to  be  subject  to  tlio  piil)lic 
obligation  to  keep  tlic  railroads  in  oi)oratioii,  should  the  law  attach  to  laljor 
when  it  enters  into  this  pubic  service  and  enjoys  employment  in  it  an  obli,i:;atlon 
not  to  coinl)ine  to  prevent  the  operation  of  these  facilities  which  are  essential 
to  the  public  welfare,  it  beins:,  of  course,  understood  that  no  law  should  under- 
take to  limit  the  freedom  of  individuals  in  respect  to  service  or  terms  of  em- 
ployment, but  only  to  prevent  combinations  and  conspiracies  to  do  the  uidaw- 
fnl  thiny-  of  obstructin.u;  or  interruptiiiir  public  service? 

;").  If  in  the  ])ublic  interest  labor  should  be  thus  deprived  of  the  power  of 
combination  for  the  purpose  of  i»reventini;'  the  operation  of  a  public  facility,  liow 
should  the  law  deal  with  the  question  of  waRcs,  so  that  the  system  may  be  bal- 
anced by  preventin.u'  the  oppression  of  labor  by  capital  and  the  oppression  of 
capital  and  the  public  by  combinations  of  labor? 

Washiiifiton.  October  6,  3916. 


MEMORANDUM    RELATIVE    TO    QUESTIONS    TO    BE    CONSIDERED    BY    BANKERS 
AND    INVESTMENT    BROKERS. 

I.  Large  Sums  of  Money  Needed  for  Refunding  Purposes  and  for 
Improvements. 

The  amount  of  money  required  for  these  purposes  will  be  presented  by  the 
railroads. 

Are  any  of  the  bankers  sufficiently  acquairited  with  the  future  needs  of  the 
railroad  to  give  any  estimates  of  these  requirements? 

II.  Increasing  Difficulties  in  the  Way  of  Raising  These  Sums  for  Refund- 
ing Purposes  and  for  Improvements. 

1.  the  european  market  for  railroad  securities  has  largely  disappeaped. 

Europe  will  need  her  investment  funds  to  repair  the  ravages  of  war  and  to 
maintain  and  develop  her  industries,  which  is  the  only  way  to  enable  her  to 
carry  the  burden  of  debt  which  will  be  left  by  the  war.  She  may  for  a  while 
spend  large  sums  in  this  country  for  nmuitions  during  the  war  and  for  machin- 
ery after  the  war,  but  there  will  be  little,  if  any,  capital  available  for  invest- 
ments in  our  railroads  and  other  industries. 

The  railroads  will  suffer,  in  common  with  other  industries  seeking  capital, 
but  they  will  be  peculiarly  affected  because  Europe  has  heretofore  invested 
immense  sums  in  railroads.  It  lias  been  stated  that  before  the  war  $6,000,- 
000,000  in  American  securities  were  held  in  Europe,  of  which  about  $4  OOo'- 
000,000  were  in  railroad  securities.  Is  this  a  fair  estimate?  If  not,  what  Is  a 
fair  estimate? 

Not  only  will  there  be  little  market  for  railroad  securities  In  Europe,  but 
the  securities  held  there  will  be  sent  to  this  country  for  sale,  to  a  greater  or 
less  extent,  depending  upon  many  circumstances. 

To  what  an  extent  has  there  been  a  sale  of  these  securities  in  this  country 
up  to  the  present  time? 

To  what  e.xtent  is  the  situation  relieved  by  use  of  these  mobilized  securities 
as  collateral  for  loans?  Will  such  securities  eventually  find  a  market  in  this 
country? 

These  general  facts  should  be  developed  by  International  bankers  and  bv  In- 
ternational monetary  experts. 

It  is  important  to  develop  clearly  and  by  simple  processes  of  reasoning  the 
theory  of  the  balance  of  trade.  It  would  seem  as  if  we  could  not  permanently 
continue  to  export  more  than  we  import  unless  one  of  three  things  takes  place : 

(1)  Imports  of  gold,  which  can  not  continue  long  in  large  amounts 

(2)  Loans  to  European  countries,  which  result  in  a  less  amount  of  capital 
available  for  American  purposes. 

(3)  Sale  of  American  securities  owned  In  Europe  In  America,  which  tend  to 
depress  the  price  of  American  securities  and  make  It  all  the  more  difficult 
to  raise  money  for  American  purposes. 

Questions  of  International  finance  are  simple  propositions  to  bankers,  but  the 
average  man  has  little  conception  of  their  significance.  These  questions  should 
be  made  plain,  especially  as  bearing  upon  the  available  supply  of  loanable 
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2.    ABILITY  OF  THE  KAILEOADS  TO  RAISE  MONEY. 

Jtuch  confusion  arises  from  the  use  of  the  expression  "railroad  credit." 
When  raih-oad  managers  say  their  credit  is  bad  they  are  confronted  with  the 
fact  that  their  bonds  and  notes  are  in  demand  and  sell  on  a  higher  basis  than 
any  other  bonds,  except  State  and  municipal  bonds.  ,      .     .^ 

The  real  question  is  not  so  much  whether  the  credit  of  the  railroads,  m  its 
narrow  technical  sense,  namely,  ability  to  borrow  money,  is  impaired,  as 
whether  tbe  railroads  are  able  to  raise  money  through  issues  of  stock,  which  is 
the  safest  and  wisest  method  of  financing. 

Of  course,  it  is  important  to  show  that  the  ability  to  borrow  has  been  im- 
paired and  this  should  be  fullv  developed,  as  indicated  later,  but  we  believe 
that  the  real  vital  issue  is  the  decline  in  the  ability  to  raise  money  through 
the  issuance  of  stock. 

3.    DANGER   RESULTING    FROM    THE    INCREASING    RATIO    OF   BONDS    TO    STOCK. 

It  is  conceded  that  the  safest  financial  structure  is  one  in  which  stock  pre- 
dominates over  bonds.  The  stock  is  the  equity  in  the  property.  It  represents 
the  margin  of  safety.  Just  what  this  margin  of  safety  should  be  is  difficult 
to  determine.  Some  say  stock  should  be  60  per  cent  of  the  capitalization 
(Prof.  Ripley)  :  others  say  40  per  cent  is  enough.  The  tendency  of  recent 
years  is  toward  decreasing  this  margin,  and  thus  enormously  increasing  the 
danger  of  bankruptcy  in  times  of  stress.  Until  railroads  can  finance  largely 
from  stock  there  is  a"^  growing  menace  in  times  of  business  depression. 

It  should  be  borne  in  mind  that  the  fixed  charges  are  represented  not  only  by 
interest  on  bonds :  there  are  the  rentals  of  leased  lines.  Whether  or  not  many 
of  the  railroads  have  wisely  burdened  themselves  with  fixed  charges  in  the 
form  of  rentals  is  immaterial.  We  are  confronted  by  a  condition  of  financial 
instability,  which  ought  not  to  be  made  worse  by  decreasing  the  margin  of 
safety.  The  Boston  &  ]\Iaine  Railroad,  for  example,  has  about  50  per  cent 
bonds  and  50  per  cent  stock,  but  because  of  its  lease  obligations  and  its  in- 
ability to  issue  stock,  its  equity  as  represented  by  the  stock  is  but  20  per  cent 
of  its  total  capital  liabilities  as  represented  by  stocks,  bonds,  and  notes  of  itself 
and  of  its  leased  lines.  Its  common  stock,  although  earning  at  the  rate  of 
nearly  10  per  cent  a  year,  is  quoted  in  the  market  at  about  45,  due  principally 
to  this  menace  of  an'unstable  financial  structure.  This  same  railroad  showed 
a  deficit  of  $2,000,000  in  1914— the  capitalization  and  lease  obligations  being 
the  same  as  at  present. 

Bankers  can  cite  analogous  instances. 

Bankers  can  show  that  it  is  for  their  selfish  interest  as  bankers  that  the 
railroads  should  finance  through  bonds  and  notes,  but  that  it  is  the  unsafe  and 
unsound  method. 

They  should  develop  the  proper  and  safe  relationship  between  bond  issues 
and  stock  issues,  and  the  danger  now  confronting  the  railroads  from  an  exces- 
sive issue  of  bonds  involving  fixed  charges  as  compared  with  stock.  They 
should  develop  the  dangers  in  this  decrease  in  the  margin  of  safety. 

We  attach  herewith  statements  of  the  following  bankers,  railroad  executives, 
and  economists:  Frederick  Strauss,  John  E.  Oldham,  Daniel  Willard,  W.  H. 
Williams,  Prof.  W.  Z.  Ripley,  Cleveland  and  Powell. 

Also  an  extract  from  the  Report  of  the  Interstate  Commerce  Commission  in 
the  Five  Per  Cent  Case ;  also  Report  of  the  Railroad  Securities  Commission. 

4.    UNDERLYING  LIENS  ARE  RAPIDLY'  BEING  TAKEN   UP. 

There  has.  moreover,  been  a  decline  in  credit  of  the  railroads  in  the  sense  of 
ability  to  borrow  new  money  through  the  exhaustion  of  underlying  liens,  as 
contradistinguished  frojn  the  market  price  of  desirable  railroad  securities 
already  upon  the  market.  A  careful  analysis  of  the  extent  to  which  these  liens 
are  being  exhausted  should  be  made.  Bankers  can  testify  to  such  instances 
as  come  within  their  knowledge  and  such  testimony,  coming  from  such  a  source, 
is  extremely  valuable. 

5.    INCREASING   ATTRACTR'ENESS   OF   COMPETING    SECURITIES. 

(fl)  State  and  nnuiicipal  bonds  yield  a  gi'eater  return,  i.  e.,  sell  at  a  lower 
price,  because  of  the  enormous  issues  of  late  years.  The  security  is  as  good  as 
ever,  but  the  market  for  low-interest-yielding  bonds  is  limited.     Hence  mu- 
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iiicipalitifs  li!iv<'  l)een  obli^ifd  to  put  oiU  bunds  nt  liiKlii-r  nitcs  of  return — thus 
seriously  coniiJt'tinf;'  with  hi.yh-^rade  railroad  Ixtiids. 

Fuj'thcrniorc,  sucli  bonds  arc  exompt  from  Fodoral  incouio  tax  and  usually 
from  State  taxes. 

(I))  Industrials  are  beeonnn.u'  seasoned  and  consecpiently  more  attractive  to 
conservative  investors. 

It  would  l»e  interestin.u:  to  know  to  wliat  extent  invest(trs  ai'e  seekins  hii^her 
returns  because  of  the  increased  cost  of  livin.u'.  A  person  having;'  a  fixed  income 
from  railroad  bonds  of  ;t^4,(»0U  from  .$10U.00()  bonds,  linds  tluit  it  now  requires, 
say,  $5,000  to  buy  what  coid<l  be  bought  10  years  aj^o  for  $4,000.  Instead  of 
reducins:;  liis  stanthird  of  living  has  he  not  turned  to  investments  which  yield 
hisrher  return.s? 

(c)  I'ublic  utilities  are  beeomin.i;'  more  tirndy  established,  and  furthermore 
under  the  laws  of  many  States  are  protected  from  competition. 

{(1)  Bonds  based  upon  real  estate  mortgages  are  nmch  advertised.  Is  this  an 
important  held  for  investment V  What  will  be  the  effect  of  this  rural-credits 
act  in  providing  an  attractive  investment? 

«!.    MARKETS    FOIt    li.Ml.RO.M)    SECriJITIES    .\RE    BEING    GKADUALl.Y    JiESTKICTED    BY    LAW. 

New  York  insurance  comjianies,  under  the  law  of  1909,  were  prohibited  from 
holding  any  stocks.     Formerly  they  held  largely  of  railroad  stocks. 

Furthermore,  in  many  States  railroad  lionds  ceased  to  be  legal  investments 
for  savings  baid^s  unless  dividends  in  .stock  are  maintained. 

Can  the  bankers  give  othei-  analogous  instances? 

7.    INVESTOES   AKE   UNiKIENDlA'    TOWAKU   EAILKOAU    ShX'UJtlTIES. 

Whatever  may  be  the  causes,  the  experience  of  investment  bankers  coming 
into  personal  contact  with  customers  is  that  Investors  do  not  want  railroad  se- 
curities to  the  extent  they  did  formerly.  Bankers  can  testify  as  to  the  reasons 
given,  but  probably  back  of  the  prejudice  is  the  feeling  that  the  public  authori- 
ties will  not  permit  a  sufficient  increase  in  rates  to  take  care  of  the  continual 
increase  in  cost  of  operation.  The  employee  comes  at  the  railroad  with  a  club 
and  compels  an  increase  in  wages ;  the  railroad  humbly  asks  the  public  authori- 
ties for  a  sufficient  increase  to  take  care  of  these  enormous  increases  and  is  told 
by  these  authorities,  "  You  do  not  need  higher  rates ;  practice  virtue,  practice 
economy,  forego  your  dividends,  and  you  will  have  enough  money  to  pay  higher 
wages." 

The  testimony  of  brokers  as  to  the  fact  of  growing  disposition  among  in- 
vestors as  regards  railroad  securities  and  as  to  the  reasons  given  by  them  \\ill 
1k>  extremely  helpful. 

8.    AKE    SAVINGS    BANKS    AND    TRUSTEES    INVESTING    IN    RAILROAD    SECURITIES? 

Formerly  railroad  bonds  and  many  railroad  stocks  were  regarded  as  the  safest 
and  most  conservative  investments.  To  what  extent  has  this  demand  from  con- 
servative investors  fallen  off? 

Testimony  of  investment  bankers  will  be  invaluable  on  this  point.  There  is 
no  doubt  that  there  has  been  a  great  change  in  this  respect. 

;i.    WHAT   ARE   THE   CAUSES   OF   THIS   DE(a.INE   IN    ABILITY   TO   FINANCE   BY'    STOCK 

ISSUES  ? 

The  short  answer  is  the  permanent  decline  in  net  revenue,  but  the  fact  that 
prices  of  stock  have  not  responded  to  the  remarkable  recovery  in  net  earnings 
the  past  year  shows  that  the  causes  are  deeper. 

The  testimony  of  bankers  is  valuable  for  the  purpose  of  showing  the  fact  that 
there  is  a  decline  in  the  popularity  of  railroad  securities,  especially  stock.  The 
bankers  can  also  give  the  reasons  why  they  have  been  cautious  in  recommending 
railroad  securities,  especially  stock,  and  why  investors  who  act  without  advice 
do  not  want  railroad  securities.  These  reasons  are  the  real  reasons  why  railroad 
credit — in  its  broad  sense  of  ability  to  raise  money  from  any  source — has  de- 
clined. These  objections  may  be  based  upon  sound  economic  principles,  statis- 
tical evidence,  careful  analysis,  or  they  may  be  basetl  merely  upon  prejudice, 
but  they  are  the  real  and  effective  reasons  for  the  inability  of  the  railroads  to 
raise  funds. 
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The  following  have  been  suggested  as  some  of  the  causes  of  decline  in  public 
favor  for  railroad  securities : 

(a)  Increasing  tendency  of  commissions,  especially  the  State  commissions, 
not  only  to  regulate,  which  is  proper,  but  to  manage  the  railroads.  In  other 
words,  to  substitute  their  judgment  for  the  .iudgment  and  discretion  which 
should  be  lodged  in  the  directors  and  ofticers  of  the  railroad.  For  example,  one 
commission  ordered  a  railroad  not  to  make  an  exclusive  contract  for  sale  of 
scrap  iron  though  it  was  <lemonstrated  to  the  satisfaction  of  the  railroad  officials 
that  the  best  results  were  thus  obtained. 

(b)  Inability  of  the  carriers  to  control  their  expense  accounts  because  of 
increasing  demands  of  lalior  with  ability  through  organization  to  enforce  those 
demands,  coupled  with  the  corresponding  inability  of  the  carriers  to  control 
their  income  account. 

This  latter  is  due  to — 

(1)  The  extraordinary  power  of  suspending  rate  schedules  resting  with  the 
Interstate  Commerce  Commission  and  the  delay  necessary  incident  to  a  general 
investigation. 

(2)  The  legal  ol)ligation  of  the  carrier  to  sustain  affirmatively  to  the  satisfac- 
tion of  the  commission  the  reasonableness  of  the  susjiended  rate. 

(3)  The  tendency  of  the  commission  to  permit  rates  to  be  adjusted  on  the 
basis  of  years  of  prosperity,  allowing  only  a  moderate  return  in  such  years, 
without  chance  of  accumulating  a  reasonable  surplus  for  lean  years.  Bankers 
can  emphasize  the  necessity  for  ample  surplus  if  securities,  especially  stock,  are 
to  be  made  attractive. 

The  report  of  the  Railroad  Securities  Commission  on  the  necessity  for  a  large 
surplus  is  particularly  impressive. 

(c)  Tendency  of  State  legislatures  and  conunissions  to  increase  the  burdens, 
while  at  the  same  time  decreasing  the  revenues.  The  tendency  of  each  State  is 
to  get  all  that  it  can  in  taxes  and  in  service  and  improvements  at  the  least 
possible  cost.  It  is  the  jealousy  of  each  State  of  its  neighboring  State,  rather 
than  of  Federal  Government,  which  produces  this  result. 

(d)  Restrictions  placed  upon  the  issuance  of  securities  by  State  commis- 
sions. The  tendency  to  regulate  price  at  which  stock  may  be  is.sued  to  stock- 
holders takes  away  a  valuable  and  attractive  right. 

(e)  Alleged  misconduct  of  railroads.  The  tendency  on  the  part  of  public 
authorities  is  to  charge  the  decline  in  credit  to  the  tinancial  mismanagement  of 
railroads. 

Bankers  will  doubtless  be  asked  their  opinion  on  this  important  point.  In 
the  Five  Per  Cent  Case,  Mr.  Frederick  Strauss,  in  referilng  to  a  conversation 
with  Sir  George  Paish.  said  : 

"  I  asked  about  the  feeling  of  the  British  investor  toward  American  rail- 
roads l)y  reason  of  irregularities  in  railroad  management.  Sir  George  Paish 
told  me  that  unquestionably  these  exposures  had  had  considerable  influence 
on  the  mind  of  the  investor,  but  that  primarily  it  was  the  feeling  that  costs 
were  going  up,  that  taxes  were  going  up,  that  the  margin  of  surplus  earnings 
available  for  dividends  was  declining,  and  that  there  was  a  growing  feeling  that 
the  American  raili-oad  investments  were  things  to  be  avoided." 

10.    WHAT    IS    THE   REMEDY? 

The  railroads  believe  that  the  first  step  is  for  the  Federal  Government  to  take 
exclusive  control  of  these  instrumentalities  of  interstate  commerce. 

No  business  enterprise  can  continue  to  thrive  if  it  is  treated  entirely  from 
the  standpoint  of  restriction.  In  any  .system  of  helpful  governmental  regulation 
there  must  be  introduced  the  principle  of  protection.  One  of  the  great  diffi- 
culties with  the  jiresent  system  of  regulation  is  that  it  is  entirely  based  upon 
the  idea  of  restriction  and  contains  no  element  of  proper  helpfulness  and  pro- 
tection. As  the  Federal  Government,  having  entered  upon  the  field  of  regula- 
tion, is  responsible  to  the  country  for  an  adequate  system  of  interstate  and  for- 
eign commerce,  that  Government  nmst  be  in  a  position  to  protect  the  instru- 
mentalities of  such  c<)n)mei-ce  from  injury  from  any  other  source,  and,  as  a  con- 
se<]uence.  the  Federal  Government  must  have  full  control  of  the  instrumentali- 
ties of  interstate  and  foreign  commerce  and  must  treat  these  instrumentalities 
not  only  from  the  standpoint  of  proper  correction  but  also  from  the  standpoint 
of  proi)er  support   an<l   helpfulness. 
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COMMKXTS   ON   TTIK  DAXOKIt   OV  FTNANflNG   TITROUr.H   I'lXCKSSTVE   UOXD   ISSUES. 

IVstinioiiy  of  Fi-cdcrick  Strauss,  of  the  linn  of  J.  &  W.  Selitrman  &  Co., 
hankers,  New  York,  at  tlie  reheariii?;  of  the  Five  Per  Cent  case,  at  Washin.u;titn, 
D.  C.  October  20,  1914. 

Pa.uc  -^iTOT,  printed  record  : 

"  In  tlie  tirst  j)lace,  I  want  to  empliasize  as  a  jirinciple  of  sound  ttiuuice  the 
necessity  of  railroads  and  of  corporations — I  am  spenkiiiK  only  of  railroads 
hen^ — raising  a  vei\v  lariie  part  of  their  capital  by  the  sale  of  stock  as  distin- 
siuislied  fi'oni  the  sale  of  lionds,  bonds  involvin.u  as  they  do  a  fixed  interest  and 
dividends  on  the  stock  bein.u'  conlin.iient. 

"  1  think  that  statistics  will  show — those  tliat  1  have  been  able  to  obtain  from 
the  records  of  the  Interstate  Commerce  Commission — tliat  wliereas  in  1890  the 
amount  of  lionds  and  stocks  outstanding  of  the  railroads  were  about  equal, 
that  the  ratio  has  since  declined,  so  that  the  latest  figures  I  have  been  able  to 
get  show  approxiniatt'ly  about  02  per  cent  of  all  the  raih'oads  in  tlie  United 
States  as  being  capitalized  to  that  extent  in  bonds  and  about  38  per  cent  in 
stock. 

"The  ability  of  a  railroad  to  raise  money  from  the  sale  of  stock  by  reason  of 
the  resti-iction  of  all  the  States  that  stocks  sliall  be  sold  at  i)ar  and  not  less 
is  limited,  of  course,  by  the  piMce  at  which  those  stocks  sell.  Even  taking  it 
before  the  closing  prices  of  July  30,  there  were  only  a  very  small — compara- 
tively small — nuuibei-  of  railroads  outside  of  the  anthracite  coal  group  that 
were  able  to  raise  money  by  the  sale  of  stock  at  all.  And,  taking  the  prices  of 
July  80,  one  might  almost  be  tempted  to  say  there  was  practically  no  com- 
pany that  could  sell  any  volume  of  stock  for  its  capital  needs  at  par  or 
higher." 

Page  5778 : 

"  Mr.  Braxdeis.  Mr.  Strauss,  you  pointed  out  to  the  commission,  as  I  under- 
stood you,  at  the  opening,  the  tlesirability  of  having  an  important  part  of  the 
capital  of  a  railroad  in  stock  in  order  that  a  part  of  the  capital  charges  might 
be  contingent.     Is  not  that  true? 

"  Mr.  Strauss.  That  is  true. 

"  Mr.  Brandeis.  Well,  if  you  are  to  insist  in  bad  times  as  well  as  in  good,  as. 
for  instance,  the  Baltimore  &  Ohio  has  done,  in  continuing  as  a  fixed  burden 
upon  the  income  of  the  railroad  the  dividend,  are  you  not  defeating  the  very- 
purpose  which  you  have  set  out  as  the  reason — and,  I  think,  very  a]ipropriately 
as  the  reason — why  an  important  part  of  the  capitalization  should  be  in  stock? 

"  ]\Ir.  Strauss.  One  of  the  impoi-tant  things  in  having  a  large  stock  equity  or 
ownership  back  of  the  bonds  is  to  enable  the  railroad  to  borrow  at  a  low  rate 
of  interest ;  and,  furthermore,  that  in  the  event  of  a  crisis  such  as  the  present, 
when  the  roads  find  it  necessary  to  resort  to  borrowing — there  is  no  question 
about  being  able  to  sell  stock  at  the  present  time  at  par — their  cedit  shall  be 
of  the  best.  That  was  the  principal  point  I  meant  to  raise ;  but,  answering  the 
question  you  put  to  me,  it  is  true  that  one  of  the  very  objects  in  having  a  large 
contingent  charge  and  only  a  moderate  fixed  charge  is  that  in  the  event  of  dis- 
aster the  road  .shall  not  be  bankrupted;  that  it  shall  not  have  to  go  through 
the  agonies  and  throes  of  a  receivership,  and  thus  bring  about  more  important 
consequences  to  the  whole  country  ;  whereas  a  suspension  or  reduction  of  divi- 
dends, while  felt  acutely  by  the  stockholders  themselves,  is  not  of  such  national 
importance.  So  far  as  an  individual  road  is  concerned,  that  is  true;  but  when 
such  suspension  of  dividends,  however,  becomes  general,  so  as  to  amount  to  a 
general  conviction  on  the  part  of  the  people  who  have  invested  their  money 
in  railroad  stocks  that  such  suspension  and  reduction  is  going  to  become  vast, 
I  thiidc  it  has  an  extremely  harmful  effect  upon  the  general  prosperity  of  the 
country.  The  very  validity  of  the  principle  of  finance  arises  out  of  the  fact 
that  it  shall  be  contingent,  so  that  in  case  of  absolute  necessity  the  dividends 
can  be  reduced." 

Testimony  of  John  E.  Oldham,  banker,  of  Boston,  at  the  rehearing  of  the 
Five  Per  Cent  case  at  Washington,  D.  C,  October  20,  1914. 

Page  5864: 

"  It  must  be  borne  in  mind  that  high  credit  is  essential  to  economical  financ- 
ing, and  experience  has  shown  that  a  railroad  can  not  enjoy  high  credit  unless 
the  amount  of  its  stock  capitalization  bears  a  proper  relation  to  its  total  capi- 
talization.    In  the  standard  roads  we  selected  approximately  three-fifths  of  the 
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total  capitalization  was  represented  by  obligations  carrying  a  tixed  charge  and 
two-fifths  of  the  capitalization  consisted  of  stock.  If  good  credit  is  to  be 
maintained,  a  close  approximation  to  this  ratio  of  bonds  to  stocks  must  be 
maintained. 

"  If  a  proper  proportion  of  new  capital  is  to  be  provided  by  stock  issues,  the 
integrity  of  dividends  must  be  secured  and  assured  by  a  safe  margin  of  earn- 
ings. If  the  margin  of  earnings  is  not  sufticient  to  attract  capital  for  stock 
issties,  and  financing  must  be  accomplished  exclusively  by  bond  issues,  the 
equity,  represented  by  stock,  upon  which  the  bond  buyer  relies  for  his  protec- 
tion, will  be  substantially  reduced.  When  the  equity  behind  the  obligations  of 
a  road  becomes  greatly  reduced,  the  safety  of  its  bonds  is  called  into  question 
and  the  financing  of  its  requirements  becomes  practically  impossible. 

"  If  our  railroads  are  to  obtain  funds  to  meet  their  necessary  requirements,  it 
is  clear  that  this  attitude  on  the  part  of  the  investor  must  be  chaugetl ;  and 
we  believe  it  is  equally  clear  that  it  will  be  most  difficult  to  change  this  atti- 
tude until  there  is  assurance  that  the  credit  of  deserving  railroads  is  to  be 
reestablished  on  a  sounder  basis  through  increa.sed  income." 

Daniel  Willakd,  president  Baltimore  &  Ohio  Railroad,  testified  in  Five  Per 
Cent  case,  page  5722 : 

"  Mr.  Lyon.  I  have  just  a  few  questions  on  capitalization.  The  Baltimore  & 
Ohio  bonds  have  been  on  the  increase  relatively  in  recent  years,  have  they  not? 

"  Mr.  AViLLAKO.  You  mean  the  aggregate  amount? 

"Mr.  Lyon.  Relative  to  the  total  obligations? 

"  Mr.  Willakd.  Yes. 

••  Mr.  Lyon.  Does  that  indicate  there  is  any  equity  back  of  that  increase  of 
bonds?  My  thought  is  this:  As  the  railroad  increased  its  supply  of  bonds,  the 
money  loaned  on  the  property 

"  Mr.  WiLLARD.  Yes. 

"  Mr.  Lyon.  Is  that  loaned  by  people  without  there  being  back  of  it,  at  h^ast 
in  their  minds,  an  increase  in  the  equity? 

"  Mr.  Willakd.  I  hope  not.  The  bonds  that  have  been  sold  have  in  all  cases 
been  approved  by  trustees  on  ample  showing  made  to  them  that  the  property 
has  been  improved  sufficiently  to  justify  that  increased  issue  of  securities. 

"  Mr.  Lyon.  Then,  if  your  bond  issue  has  increased,  as  the  record  shows  it 
has,  it  indicates  there  is  also  an  increase  in  the  equity  of  the  Baltimore  &  Ohio 
greater  than  the  amount  represented  by  the  increase  in  the  bonds? 

"  Mr.  WiLLAED.  I  do  not  know  what  you  mean  by  '  the  equity '  as  you  use  it 
now. 

"  Mr.  Lyon.  When  I  go  to  borrow  money  on  real  estate,  the  question  always 
put  up  is,  '  How  much  equity  have  you  in  the  property? '  That  determines  the 
amount  of  the  loan,  50  or  60  per  cent.  I  can  not  go  out  next  year  and  borrow 
70  or  80  per  cent  on  the  same  property. 

"  Mr.   WiLLAED.    No. 

"  Mr.  Lyon.  Unless  I  have  made  some  improvement  or  put  some  money  into  it. 

"  Mr.  WiLLAED.  Yes. 

"  Mr.  Lyon.  Is  not  that  true  of  the  railroad,  or  is  it  true  of  the  raih'oad? 

"  Mr.  WiLLAED.  I  am  afraid  I  do  not  understand  your  question  now.  But 
my  contention  has  been  that  we  ought  to  increase  the  equity,  as  I  understand 
you  to  mean,  by  the  issuance  from  time  to  time  of  capital  stock. 

"  Mr.  Lyon.  Yes. 

"  Mr.  WiLi,ARD.  That  would  increase  the  value  of  the  property  above  the 
mortgage  bonds.  Now,  we  are  not,  so  far  as  our  capital  stock  represents  the 
situation,  keeping  our  equity  up  with  the  bonded  indebtedness  as  we  ought  to. 
In  other  words,  the  properties  of  the  Baltimore  «S:  Ohio — the  railroads  as  a 
whole — show  constantly  an  increase  of  debt  and  a  decrease  of  equity.  That 
has  been  going  on  for  some  years  in  the  Baltimore  &  Ohio  and  with  the  others. 

"  Mr.  Lyon.  Then  this  increase  in  bonds  has  come  about  without  an  increase 
in  equity  ;  is  that  it? 

"  Mr.  WiLLAED.  AA'ithout  an  increase  in  the  issue  of  capital  stock. 

"Mr.  Lyon.  That  is  the  very  point  I  wanted  to  make;  at  least,  what  I 
wanted  to  find  out.  The  question  of  whether  you  have  an  equity  or  not  is  not 
dependent  upon  the  issuance  of  stock.  The  equity  may  be  there;  it  may  be 
represented  by  stock  and  it  may  not.  Now,  is  the  equity  in  the  Baltimore  & 
Ohio? 

"  IVlr.  Willakd.  If  it  is,  it  is  not  worth  very  much  to  us  if  we  can  not  con- 
vince the  people  of  it  to  the  extent  they  will  take  our  stock,  and  we  can  not  sell 
our  stock  at  par." 
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Testimony  of  W.  H.  Willi.-uns,  third  vice  president  Deliiwiuv  &  Hndson  Co., 
in  the  Five  Per  Cent  cnse : 

Pase  4035: 

"There  iuis  l)een  already  i)r('seiit('d  to  the  coHiinission  evidence  showing  the 
decline  in  the  ratio  of  capital  stock  to  total  i-ailroad  secnrities.  According  to 
<»fiicial  rc'ports  cajiital  stock  was  l>nt  44.10  per  cent  of  total  capital  issues  in 
19]0,  coni])arcd  with  4S.S.")  per  cent  in  1903. 

"  With  respect  to  the  eastern  railroads  the  decrease  in  ratio  of  .stock  to  total 
securities  during  the  same  period  was  from  .50.43  to  40.17  per  cent. 

"It  should  he  noted  that  in  1913  the  savings  hanks  of  the  TJnlted  States 
repoi-ting  to  the  Comptroller  of  the  Currency  owned  about  $821,500,000  of  the 
railroad  bonds,  against  about  $708,000,000  held  by  all  other  banks,  trust  com- 
panies, etc.  These  figures  serve  to  suggest  the  serious  effect  upon  these  im- 
portant agencies  for  th(>  cncouragcinent  of  thi-ift  and  the  ii-rcparable  damage 
to  their  (leiwsifoi-s  that  would  follow  further  depreciation  of  railway  securi- 
ties. If  the  margin  of  receipts  over  expenses,  taxes,  and  interest  should 
continue  to  diminish  so  that  the  factor  of  safety  required  by  the  savings  bank 
laws  in  hond.s  which  those  i)anks  are  permitted  to  purchase  should  disappear, 
not  only  would  the  savings  banks  be  compelled  to  cease  purchases  of  the  rail- 
road bonds  affected  but  they  would  be  ol)liged  eventually  to  sell  those  they 
now  possess.  And  in  this  compulsory  marketing  of  railroad  securities  they 
would,  in  eft'ect,  acknowledge  that  they  were  disposing  of  these  securities 
because  their  quality  had  become  doubtful.  The  prices  that  would  be  realized 
under  such  circumstances  would,  net-essarily,  be  little  Itetter  than  panic  prices, 
and  the  injury  to  savings  bank  depositors  would  be  irreparable.  It  is  plain 
that  the  failure  to  earn  any  return  on  new  capital,  if  continued,  must  lead 
speedily  to  this  precise  result,  for  it  tends  to  produce  a  condition  in  which 
the  payment  of  dividends  w-ould  be  impossible.  Further,  it  should  be  noted 
that  a  number  of  companies  whose  bonds  are  already  in  the  savings  bank  class 
are  not  able  to  obtain  any  new  capital  by  the  issue  of  stock.  They  are  com- 
pelled to  resort  to  heavy  bond  Issues,  and  since  most  other  companies  have  no 
available  means  for  new  financing  other  than  the  sale  of  bonds,  the  market  for 
securities  afforded  by  savings  institutions  is  threatened  with  elimination.  This 
Is  another  condition  which  is  tending  constantly  to  enhance  the  cost  of  new 
capital  to  the  railroads.  It  is.  therefoi-e.  essential  that  railroad  earnings  shall 
be  large  enough  to  place  the  companies  in  a  financial  position  that  will  enable 
them  to  obtain  necessary  new  capital  by  the  issue  of  shares  of  stock  and  at 
least  to  maintain  the  position  of  the  existing  issues  of  bonds  that  ai'e  now 
available  for  savings  bank  investment." 

Page  4045 : 

"An  analysis  of  the  New  York  Stock  Exchange  listings  illustrates  the  recent 
enforced  tendency  on  the  part  of  the  railroads  to  do  new  financing  through  bond 
issues  rather  than  through  the  sale  of  stock.  Thus,  since  1909  the  proportion 
of  railroad  stock  to  total  railroad  listings  has  constantly  decreased.  For  the 
first  six  months  of  1913  railroad  stock  listings  amounted  to  33.38  per  cent  com- 
pared with  bond  listings  of  66.62  per  cent.  This  proportion  should  be  compared 
with  that  relating  to  the  listings  of  industrial  bonds  and  stocks.  In  the  first  six 
months  of  1913  industrial  listings  consisted  of  91.43  per  cent  of  stock  and 
8.57  per  cent  of  bonds.  This  would  seem  to  Indicate  that  the  industrial  com- 
panies ai-e  enabled  to  do  their  financing  through  stock  issues,  whereas  the  rail- 
roads are  now  restricted  largely  to  the  issue  of  bonds." 


Railroads  :  Finance  and  Organization. 
[By  William  Z.  Riple5%  Nath.nniel  Ropes  Professor  of  Economics  in  Harvard  University.] 

Page  109 : 

"  The  complete  reversal  of  the  tendency  away  from  borrowing  of  the  lean 
years  1893-1897  is  manifested  by  the  foregoing  table.  The  two  forms  of  capi- 
tal representing  ownership  and  indebtedness,  respectively,  remained  about  even 
until  1902.  But  year  by  year  after  the  panic  of  1903  bond  issues  predominated. 
By  1908,  56  per  cent  of  outstanding  capital  was  represented  by  such  mortgages. 
The  next  four  years  witnessed  little  change  until  1912  set  an  even  higher 
record  in  this  regard.  In  that  year  bond  issues  exceeded  capital  stock  per 
mile  of  line  by  nearly  one-third.  For  the  railway  net  of  the  United  States 
gross  stock  issues  equaled  $35,000  per  mile  of  line,  as  against  $46,000  in  bonds. 
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Otherwise  stated,  there  were  outstanding  about  $11,000  more  of  bonds  per  mile 
of  line  than  of  share  capital.  AVithin  the  period  1900-1913  railroad  stocks 
increased  by  45  per  cent,  while  the  funded  debt  grew  by  about  SO  per  cent — 
nearly  double  the  rate.  Thus  it  has  come  about  that,  despite  the  relatively 
low  rate  of  return  upon  bonds,  fixed  charges  of  one  sort  and  another  now 
absorb  about  three-fifths  of  gross  income." 

Page  117 : 

"  Full  appreciation  of  the  danger  of  overborrowing  is  evident  among  more 
conservative  railroads.  Large  issues  of  capital  stock  were  put  forth  at  the 
end  of  1909  by  the  Pennsylvania,  New  York  Central,  and  Chicago  &  North- 
western. Some  of  these  companies,  like  the  New  Haven,  were  already  water- 
logged with  bonds,  until  they  had  violated  the  provisions  of  Massachusetts 
law  aiming  to  keep  funded  debt  less  than  share  capital.  Some  were  so 
rapidly  expanding  their  earnings  that  a  broader  dividend  basis  was  evidently 
warranted,  or  was  at  all  events  expedient  in  order  not  to  excite  public  com- 
ment by  high  rates  of  earnings  upon  the  existing  capital  stock.  And  pending 
Federal  legislation  contemplating  an  official  oversight  and  control  of  all 
capital  issues  in  future  probably  was  not  without  effect.  Furthermore,  the 
increasing  difficulty  of  selling  long-time  bonds  at  a  low  rate  of  interest  was 
Influential  at  least  until  1912  in  encouraging  resort  to  stock  whenever  pos- 
sible. To  put  forth  bonds  at  high  rates,  as  will  shortly  appear,  operated  to 
depreciate  the  quotations  of  older  issues.  The  difficulty  of  issuing  bonds  was 
due  partly  to  general  distrust  among  investors  of  the  railroad  situation  under 
rising  costs  of  operation  and  fixed  returns  iinder  Government  regulation, 
partl.v  to  the  existence  of  high  rates  for  money  the  world  over,  and  partly  to 
the  fact  that  excessive  borrowing  by  the  low-grade  railroads  were  slowly 
breaking  the  back  of  their  credit.  But,  on  the  other  hand,  in  order  to  sell 
stock  it  must  generally  be  put  forth  above  par;  and,  in  addition,  in  order  to 
make  a  successful  appeal  to  investors  the  prospective  dividends  must  exceed 
the  rate  of  return  from  competing  bond  investments.  Altogether,  the  lesson 
to  be  drawn  from  this  unfortunate  situation  is  that  the  time  to  limit  borrawing 
must  be  prior  to  the  first  overbalance  of  indebtedness.  A  considerable  de- 
parture from  an  equivalence  of  bonds  and  stock  commits  a  weak  company 
irretrivably  to  continued  loans  as  a  resource.  Borrowing  as  a  policy  acquires 
a  deadly  momentum  with  the  course  of  time.  A  downward  path,  leading  inev- 
itably townrd  bankruptcy,  is  apt  thus  to  be  entered  upon." 

Page  120 : 

"  By  and  large,  the  principle  seems  well  established  that  the  bonds  of  a  rail- 
road ought  not  normally  to  exceed  40  per  cent  of  its  entire  capitalization." 


Railroad  Finance. 

[By  Cleveland  &  Powell.] 

Page  39 :  ■ 

"  The  corporation's  interest  in  the  choice  of  capital  issues. — The  form  of  con- 
tract or  obligation  incurred  for  capital  which  is  best  suited  to  the  interests  of 
the  corpoi'ation  is  the  capital  .share.  A  certificate  to  a  shareholder  is  an  evidence 
of  proprietary  right  to  participate  in  the  benefits  of  the  trust  estate,  the  legal 
title  to  which  is  held  by  the  corporation.  There  is  no  obligaiton  upon  the  part 
of  the  corporaion  to  pay  any  amount  at  any  time.  There  is  no  contract  for  the 
return  of  capital  contributed  so  long  as  it  is  needed  by  the  corporation,  and  no 
'Obligation  even  to  pay  dividends  except  as  they  may  be  declared  by  the  board  of 
directors.  The  directors  could  not  return  the  capital  except  after  formal  notice 
and  by  following  legally  prescribed  procedure  for  the  reduction  of  capital;  they 
may  not  declare  dividends  except  out  of  unappropriated  surplus. 

''Advantage  of  issue  of  shares. — The  advantage  to  the  corporation  of  this  kind 
of  contract  is  at  once  apparent.  The  period  during  which  capital  will  be  needed 
is  the  life  of  the  corporation ;  the  obligation  to  the  shareholder  to  return  his 
<'apital  does  not  mature  until  the  affairs  of  the  corporation  are  wound  up.  The 
s'.bility  of  the  corpoi-;ition  to  serve  the  public  depends  upon  the  adequacy  and 
uninterrupted  use  of  its  capital,  whether  this  l)e  in  the  form  of  property,  equip- 
ment, or  working  funds.  The  right  of  the  shareholder  to  distribution  of  surplus 
is  conditioned  upon  the  judgment  of  the  directors  as  to  the  capital  needs  of  the 
corporation.  The  immediate  cause  of  financial  difficulties  of  any  corporation  is 
inability  to  meet  contracts  to  pay  money  when  due;  the  contract  to  pay  the 
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sharolioldor  iiovor  bocoines  due  exfopt  Ity  act  of  the  directors  of  the  corporation 
itself,  and  even  Ihe  din>ctors  may  be  restrained  if  it  appears  tliat  such  act  will 
lead  to  linancial  embarrassment." 

In  The  Five  Per  Cent  case,  31  I.  C.  C,  351,  3S2  (1914),  is  the  following 
statement : 

"Interest  rotes  (nut  rediietiou  of  bonds  to  stock. — In  recent  years  new  capital 
has  been  raiscnl  larsrely  throui^h  bond  and  note  issues,  so  that  the  percentage  of 
railroad  indebtedness  to  capital  stock  outstanding  has  risen  largely,  as  appears 
from  the  following  table: 

Comparison  of  property  investment  and  capital  obligations. 


1900 

1913 

Increase 
per  cent. 

Property  investment 

§3,952,000,000 

$6,281,000,000 

58.93 

('apital  sto"l< 

1,762,000,000 
2, 120, 000, 000 

2,. 560, 000, 000 
3,830,000.000 

45.29 
80  64 

Funded  debt 

Total  capital  oblisjations 

3,  S82, 000. 000 
45.39 

6,390,000,000 
40.06 

64.59 

Ratio  ofcapital  stock  to  capital  obligations 

"  In  advances  in  rates — Eastern  case,  20  I.  C.  C,  243— it  is  stated  that 
the  average  rate  paid  on  their  funded  debt  by  all  the  carriers  of  the  entire 
country  was  4.G9  per  cent  in  1895,  and  that  in  1909  it  had  been  reduced  to  3.90 
per  cent,  a  saving,  computed  upon  railroad  indebtedne.ss  of  the  latter  year,  of 
$77,000,000.  A  com]iarison  of  the  years  1900  to  1913,  made  from  the  exhibits 
offered  by  the  carriers  in  this  proceeding,  .shows  that  the  average  rate  of 
interest  paid  by  the  lines  in  official  classification  territory  on  their  indebtedness 
in  19(X)  was  4.55  per  cent  and  that  it  was  4.07  per  cent  in  1909,  this  being  also 
the  rate  in  1913.  The  average  interest  rate  for  each  year  of  the  period  was  as 
follows : 

Interest  rate  on  funded  debt,  1900  to  1913,  inclusive,  for  35  systems  of  official 

classification  territory. 


[Compilation  made  from  carriers'  exhibits.] 


Year. 


1900 
1901 
1902 
ie03 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 


Funded  debt, 
including  notes 
issued  for  capi- 
tal obli8;ations. 


S2, 120, 
2,224, 
2, 293, 
2.384, 
2,  587, 
2,  794, 
3, 105, 
3,313, 
3.523, 
3, 587, 
3, 642, 
3.685, 
3, 772, 
3, 829, 


230, 506 
845, 198 
774,077 
083, 640 
784,265 
878, 258 
508, 551 
125, 795 
788, 942 
528,514 
870, S26 
496, 675 
299, 147 
753, 251 


Interest  deduc- 
tions. 


98 

101 : 

101 
104, 
111! 
lis 

i3i; 

142, 

14.5: 

146, 
149, 
1.50, 
1.55, 


, 457, 393 
649, 9?4 
626, 839 
051,534 
290, 479 
758, 155 
256, 568 
747, 556 
688. 953 
627;  139 
792, 461 
492,443 
697,110 
878, 9.50 


Percent  of 
interest  de- 
du  tions  to 
funded  debt. 


4.. 55 
4.43 
4.43 
4.24 
4.03 
4.00 
3.81 
3.98 
4.05 
4.07 
4.03 
4.06 
4.00 
.07 


Amounts  in  this  cohnnn  for  the  years  1900,  1901,  and  1902  include  only  "  In- 
terest on  funded  debt."  For  other  years  carriers'  exhibits  show  "  Interest 
deductions"  as  a  total,  which  apparently  includes  certain  interest  other  than 
interest  on  funded  debt. 

"We  have  thus  an  increase  in  the  ratio  of  railroad  indebtedness  to  out- 
standing capital  stock,  and  in  recent  years  a  slight  increase  in  the  average 
Interest  rate  coincident  with  an  increase  in  the  operating  ratio.  We  have  a 
decrease  in  the  ratio  of  net  operating  income  to  property  investment,  despite 
the  fact  that  the  increase  in  gross  revenues  has  been  nearly  twice  as  great  as 
the  increase  in  capitalization." 


54  IXTEFiSTATE   AXD   FOREIGN   TRAXSPORTATIOX. 

yir.  Tito:\r.  ^\]r,\t  T  ^voul(l  like  for  the  conimitteo  to  do  is  to  I'ead 
over  those  questions,  and  when  the  witnesses  go  upon  the  stand  to 
bring  out  from  them  testimony  in  respect  to  those  particuhir  features 
of  tlie  inquiry,  if  the  committee  shall  deem  that  it  is  wise  and 
pertinent  to  do  so. 

INIr.  Adamsox.  Mv.  Thorn.  I  think  that  when  that  time  comes  the 
connnittee  will  suggest,  if  you  do  not  offer  to  do  it  yourself,  that  you 
have  the  right  to  ask  them  any  questions  that  you  choose. 

Mr.  Thom.  I  would  be  very  glad  to  do  so.  I  did  not  know  that  I 
would  have  that  privilege. 

Senator  Uxot:rwood.  Mr.  Chairman,  I  do  not  like  to  interrupt,  but 
I  hope  that  remark  that  has  just  been  made  by  the  gentleman  from 
the  House  will  not  go  uncontroverted,  because  I  would  seriously  pro- 
test, nn^self ,  having  either  side  here  represented  by  counsel. 

Mr.  Adamsox.  I  did  not  mean  that. 

Senator  Uxderwood.  I  hope  there  will  be  no  decision  made  upon 
that  question  unless  it  is  considered  in  executive  session. 

The  Chairman.  That  matter  will  be  considered  in  executive  session. 

Mr.  Adamson.  I  did  not  mean  that  there  should  be  any  counsel, 
but  I  do  mean  that  any  American  citizen  who  wants  to  ask  a 
question  can,  by  permission  of  this  committee,  be  allowed  to  ask  it. 

The  Chairman.  Will  you  proceed,  Mr.  Thom? 

Senator  Cummins.  May  I  ask  you  a  question,  Mr.  Thom,  with  re- 
gard to  the  title  of  this  pamphlet,  "  Subjects  which  economists  and 
publicists  will  be  asked  to  consider  "? 

Mr.  Thom.  Yes. 

Senator  Cummins.  Asked  by  Avhom? 

Mr.  Tho^i.  Me.  I  wrote  them  this  letter.  I  accompanied  that 
with  this  letter. 

I  was  in  position,  if  I  may  pursue  that  matter  a  little  further — of 
course  I  was  in  the  position  of  not  being  able  to  reach  and  to  confer 
with  the  vast  number  of  economists  all  over  the  country,  and  there 
were  certain  subjects  which  I  wanted  them  to  consider.  Therefore, 
I  had  them  written  out  and  printed  in  that  way,  and  accompanied 
them  with  the  letter  which  I  have  just  read. 

Senator  Cummins.  It  means,  then,  that  these  are  subjects  which 
you  asked  them  to  consider? 

Mr.  Thom.  Yes.  I  stated  that  in  this  letter,  that  as  counsel  for 
the  railroads,  there  were  certain  subjects  I  desired  to  call  to  their 
attention,  and  ask  them  to  consider,  and  I  sent  them  in  that  way, 
Mr.  Chairman  and  Gentlemen. 

The  Chairman.  Mr.  Thom. 

Mr.  Thom.  By  the  joint  resolution,  which  has  been  read  into  the 
record,  this  connnittee  is  required  to  make  a  comprehensive  study  of 
the  whole  subject  of  transportation.  Twenty-nine  years  have  now 
passed  since  the  policy  of  governmental  regulation  was  adopted  by 
the  United  States.  The  President,  in  his  message  to  Congress  on  the 
7th  of  last  December,  suggested  the  wisdom  now  of  taking  a  new 
assessment,  as  he  expressed  it,  of  the  facts  and  conditions  relating  to 
transportation,  which  should  be  made  in  the  light  and  with  the  help 
of  these  29  years  of  experience. 

At  the  outset  of  your  deliberations  it  may  be  helpful  to  you — it  cer- 
tainly will  be  helpful  to  me — to  review  some  of  the  historic  facts 
relating  to  the  adoption  of  governmental  regulation.    We  must  note 
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at  once  the  vast  and  fiiiidamontal  (liflPci'onco  botAvcoii  the  <>:enesis  of 
the  system  of  reo-iilation  of  transportation  and  the  <^enesis  of  the 
sj'steni  of  rei>ndation  of  any  other  eonnnercial  agency  by  the  United 
States.  For  exanii)]e.  let  ns  take  tlie  estaldishnient  of  the  national 
lianking  system.  Tlie  system  of  governmental  regnlation  ^vhich  was 
adoi)ted  in  respect  to  that  came  into  being  Avith  the  establishment 
of  the  banlving  system  and  as  a  part  of  a  constrnctive  program  to 
build  np  efKcient  banking  agencies  by  the  National  Government. 
The  system  of  regulation  of  railroads  has  an  entirely  diiferent  his- 
tory. Railroads  did  not  come  into  existence  by  the  fiat  of  Govern- 
ment, as  a  matter  of  national  policy,  but  the  railroads  were  orig- 
inated as  a  matter  of  private  enterprise  and  initiation  in  obedience 
to  the  appearance  of  economic  wants,  and  came  in  a  desultory 
Avay.  They  were  more  than  welcome  by  the  public.  On  ever}^  hand 
there  apj^eared  a  public  policy  which  was  unmistakable  to  set  no 
limit  to  the  matter  of  encouragement,  if  only  the  railroad  facility 
could  be  provided.  The  most  liberal  charters  were  granted,  subsidies 
were  voted  by  legislative  bodies,  lands  were  granted  in  millions  of 
acres,  all  to  encourage  the  establishment  of  railroad  facilities.  There 
was  no  limitation  in  most  cases  put  upon  the  powers  of  these  char- 
tered agencies  in  respect  to  what  they  might  do  in  regard  to  their 
charges,  but  if  a  limitation  was  put,  it  was  put  so  high  that  it  did  not 
amount  to  a  limitation  or  a  practical  matter. 

Now,  the  result  of  that  was  to  create  the  impression,  I  may  say, 
to  create  the  conviction  on  the  part  of  the  man  who  invested  his 
means  in  a  railroad,  that  he  was  investing  it  as  he  would  in  any 
other  private  enterprise.  No  other  conception  was  in  the  public 
mind,  because  the  need  for  it  had  not  then  appeared ;  no  other  con- 
ception Avas  in  the  mind  of  the  investor;  he  had  no  reason  to  have 
an\-  other  conception,  as  he  Avas  not  only  Avelcomed  but  urged  by  the 
public  to  enter  upon  this  field  of  human  industry.  Now,  what  was 
the  effect  of  that?  Examining  human  motives,  watching  the  opera- 
tion of  human  interests  and  human  forces,  Avhat  Avas  necessarily  the 
effect  of  that,  in  the  first  instance,  upon  the  conception  of  the  in- 
vestors in  these  properties  as  to  their  rights?  Inevitably,  it  pro- 
duced the  impression  that  they  had  engaged  in  a  priA'.ate  business, 
and  that  thej^  owned  it  and  could  use  it  for  their  private  ends.  Now, 
time  went  on.  We  all  appreciate  that  that  conception  was  based 
upon  a  fundamental  and  a  far-reaching  error;  Ave  understand  that 
now,  but  at  that  time  nobody  understood  it;  nobody  advanced  it; 
nobody  insisted  on  it ;  and  then  these  people  who  had  made  these  rail- 
roads commenced  to  use  them  for  their  private  purposes;  they  com- 
menced to  sell  at  wholesale  cheaper  than  they  sold  at  retail,  like  any 
other  man  controlling  his  business  even  now  does;  they  commenced 
to  make  different  terms  to  different  parties  and  to  different  com- 
munities; they  commenced  to  exploit  them  in  a  financial  Ava}^  as 
priA'ate  enterprises,  and,  gradually,  the  great  public  mind  awoke 
to  the  fact  that  abuses  were  creeping  in,  and  there  came  to  be  here 
and  there  demands  that  that  sort  of  f  aA'oritism,  which  made  the  pros- 
perity of  one  community  and  destroj^ed  the  prosperity  of  another, 
ought  to  stop.  As  the  abuses  multiplied  and  as  the  hurtful  condition 
of  the  unregulated  use  of  this  tremendous  agency  began  more  and 
more  to  appear,  the  public  feeling  on  the  subject  arose  in  like  pro- 
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portion,  and  there  soon  became  a  demand  on  the  part  of  the  pub- 
lic that  these  abuses  must  cease;  that  the  thing  of  inequality  of 
the  terms  on  which  men  and  communities  could  do  business  must  be 
abandoned,  and  the  conception  took  hold  of  the  public  mind  that 
there  was,  necessarily,  a  public  duty  imposed  upon  this  tremendous 
agency  of  development  and  commerce.  I  have  heard  it  contended, 
as  you  have,  that  the  public  right  in  respect  to  these  properties  grew 
out  of  the  bestowal  of  the  right  of  eminent  domain.  I  have  never 
been  able  to  accept  that  view,  for  a  moment's  reflection  will  show 
you  that  if  you  buy  every  foot  of  your  right  of  way  and  build  n;>oa 
it  a  railroad,  that  there  must  be  limitations  of  ownershij)  and  use 
upon  that,  just  as  much  as  if  you  had  used  the  right  of  eminent 
domain.  The  foundation  of  the  public  right,  to  my  mind,  is  not  the 
bestowal  of  the  right  of  eminent  domain,  but  it  is  the  possession  of  a 
tremendous  agency,  powerful  enough  to  make  and  unmake  pros- 
perity, and  powerful  enough  to  aifect  national  destinies.  No  matter 
what  its  form,  no  matter  Avhat  the  privileges  that  were  bestowed — 
whether  they  were  given  or  bought — the  result  of  the  existence  of 
an  agency  so  powerful  as  this  would  be  to  impose  upon  it,  from  the 
very  necessities  of  the  case,  a  public  right  in  respect  to  its  use  and 
in  respect  to  its  ownership. 

NoAv,  we  can  well  imagine  the  effect  of  the  clash  of  those  prin- 
ciples, the  conflicting  conceptions  of  the  use  of  these  properties,  the 
investors  on  the  one  side  naturally  clinging  to  their  view  of  pri- 
vate ownership  and  resenting  a  denial  of  the  full  use  of  private 
propert}'.  On  the  other  hand,  the  public  having  once  seen  the  opera- 
tion of  these  forces  would  necessarily  continue  to  insist  on  that  point 
of  view,  and  the  judgment  and  the  conscience  of  the  world  has  come 
to  appreciate  that  the  public  view  of  that  question  was  the  sound  one. 
But  there  was  a  controversy;  there  was  a  conflict  of  conceptions; 
there  was  a  conflict  of  interests,  and  it  came  to  be  a  great  political 
question.  The  owners  of  these  railroads  on  the  one  hand  fighting 
for  what  they  conceived  to  be  their  private  rights  of  propert}",  and 
unwilling  to  accept  in  any  degree,  even  a  qualified  degree,  the  right 
of  public  regulation;  on  the  other  hand,  the  public  insisting  that  these 
agencies  must  be  regulated  and  controlled  or  they  would  become 
larger  than  the  Government  itself,  and  so  the  fight  went  on.  It  went 
on  relentlessly  and  without  yielding  on  either  side,  and  when  the  vic- 
tory came  it  came  on  the  side  of  the  public  conception  of  the  public 
character  of  these  instrumentalities  of  commerce ;  but  it  was  a  victory 
won  in  anger ;  it  was  a  victory  which  was  the  outcome  of  fierce  conflict, 
and  the  terms  that  were  imposed  were  the  terms  of  the  victor  upon 
the  vanquished,  and  reflected  merely  the  purpose  to  apply  in  the  prin- 
ciples of  the  system  of  regulation  the  forces  of  correction  and  pun- 
ishment. So  that  this  system,  which  was  established  by  the  National 
Government  29  years  ago,  Avas  the  outcome  of  this  bitter  conflict  of 
policies  and  views  and  conceptions,  and  looked  only  to  what  the 
public  had  in  its  mind,  and  that  is  the  eradication  of  abuses. 

I  call  your  attention  again  to  the  fundamental  diiference  between 
that  situation  and  the  situation  in  regard  to  the  regulation  of  banks. 
In  the  matter  of  the  regulation  of  the  banks  the  system  of  regula- 
tion was  a  part  of  a  constructive  program.  In  the  matter  of  the 
regulation  of  the  railroads,  regulation  became  a  part  of  a  clestruc- 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.  57 

tive  program,  destructive  of  abuses,  and  intended  merely  to  protect 
(lie  public  interests  as  they  then  appeared. 

Now,  gentlemen,  we  are  confronted  to-day  with  the  question 
whether  it  is  possible  to  have  that  policy  of  correction  the  permanent 
l)olicy  of  this  (Government.  You,  with  your  tremendous  responsi- 
bilities upon  you,  have  to  consider  the  question  whether  now  the 
system  of  correction  luis  o()]ie  far  enough  for  you  to  take  stock  and  to 
inijuire  whether  there  must  be  introduced  some  other  ])rinciples  beside 
the  jninciple  of  connection  in  your  system  of  national  regulation. 
You  must  iiKiuire,  whatever  may  be  your  determination  upon  tiiat 
(juestion,  whether  you  may  think  that  the  processes  of  coi-rection  have 
gone  far  enough  or  not,  you  must  further  consider  whether,  if  they 
have  not  gone  far  enough,  there  is  corrective  power  enough  in  this 
system  of  regulation  to  deal  with  all  that  is  left  of  abuses,  and 
whether  under  that  condition  the  time  has  come  for  you  to  introduce 
principles  of  encouragement,  of  helpfulness,  and  of  constructiveness 
in  this  s,ystem  of  regulation. 

Gentlemen.  I  shall  discuss  this  question  not  from  any  altruistic 
standpoint  but  v\'ith  the  acceptance  of  the  standards  that  whatever 
I  say  and  whatever  I  may  propose  must  come  up  to  the  standard  of 
the  public  interests,  must  be  measured  by  that  standard  and  satisfy 
or  it  will  be  discarded.  I  will  not  make  any  plea  to  you  for  private 
interests.  I  appreciate  that  I  stand  here  with  no  more  right  to  ask 
the  exercise  of  your  governmental  powers  in  the  protection  of  my 
private  interests  if  they  are  in  a  railroad  than  I  would  have  if  they 
were  in  a  farm  or  in  a  factory  or  in  a  mercantile  enterprise.  My 
private  interests  have  no  place  here.  The  things  that  I  say  and  the 
things  that  are  proposed  must  be  measured  by  the  standard  of  the 
public  interests  and  must  be  determined  by  the  standard  of  the 
public  interests,  and  I  shall  make  no  other  argument. 

Now,  what  is  the  public  in-terest  in  respect  to  transportation?  Let 
us  pause  for  a  moment  and  get  that  in  our  ininds.  As  I  read  the 
needs  of  the  public  they  are  to  be  assured  of  sufficiency  of  railroad 
and  transportation  facilities  now  and  in  all  the  future,  and.  of  course, 
to  be  assured  of  them  on  reasonable  terms;  but  if  it  becomes  a  ques- 
tion between  high  charges  and  the  existence  of  these  facilities,  I 
suppose  there  will  be  no  dissent  from  the  fact  that  the  public  interest 
is,  after  all,  in  having  the  facilities. 

I  can  not  forget  that  I  was  present  in  this  room  just  before  the 
1st  of  last  September,  when  the  Senate  Committee  on  Interstate 
Commerce  was  confronted  with  the  menace  of  an  immediate  sus- 
pension of  all  the  transportation  facilities  of  the  United  States  by 
a  threatened  strike,  and  in  the  presence  of  the  possibility  of  that 
suspension  there  was  no  thought  in  any  man's  mind  except  of  con- 
tinuing the  use  of  those  facilities  by  the  public.  I  heard  no  sugges- 
tion of  the  rates  or  the  charges.  I  only  saw  that  the  attention  of 
the  Congress  of  the  United  States  was  directed  to  the  fact  that  there 
■was  impending  a  great  national  catastrophe  which  would  involve  the 
suspension  of  communication  between  persons  and  communities 
throughout  the  Union,  and  that  the  whole  attention  and  the  whole 
power  of  Government  was  directed  toward  finding  a  method  by 
which  those  facilities  could  be  continued.  I  read  in  that  incident 
the  value  that  the  public  put  upon  transportation  facilities.     Nor 


58  INTERSTATE    AXD   FOREIGX    TRAXSPOETATION. 

can  we  close  our  eves  to  the  fact  that  at  this  moment  commerce  is. 
Ijeing  impeded  and  in  some  cases  lialted  by  a  lack  of  cars  to  carry 
ihe  freight  that  is  waitino-  njDon  the  sidings  thronghout  the  land,  and 
how  the  attention  of  everybody  is  now  directed  to  the  fact  that  that 
again  is  a  catastrophe  which  must  be  averted,  so  that,  as  I  see  the 
public  interest,  it  is  that  there  shall  be  preserved  in  some  way  a 
transportation  capacity  equal  to  the  public  needs,  and  in  that  con- 
nection I  call  your  attention  to  the  fact  that  whether  or  not  you 
think  that  the  great  transportation  structures  of  this  country  are 
still  too  high,  or  right,  or  else  too  low,  that  you  must,  it  seems  to  me, 
conclude  that  the  existing  powers  of  regulation  are  adequate  to  deal 
with  that  question  of  exorbitant  rates. 

We  have  no  controversy  any  longer  about  a  lack  of  power  to  deal 
Avitli  rates  that  are  too  high.  Some  think  that  there  are  none  too 
high,  others  disagree  with  that  view,  but  all  appreciate  that  the  exist- 
ing governmental  systems  are  adequate  to  deal  with  the  question  of 
the  level  of  rates,  to  the  extent  of  preventing  them  from  being  exorbi- 
tant. So  that  we  must  come  back  to  this  question  of  whether  or  not 
I  am  right  in  insisting  that  the  fundamental  and  essential  interest 
of  the  public  is  now  in  the  great  question  of  whether  or  not  existing 
systems  guarantee  to  the  public  an  ade(]iiate  supply  of  transportation 
facilities,  not  only  for  the  present,  but  for  the  future.  Some  gentle- 
men might  say  that  there  have  been  great  railroad  abuses ;  that  there 
have  been  great  errors  of  railroad  judgment;  that  there  have  been 
great  crimes  in  financial  matters  of  some  of  the  railroads,  and  at- 
tempt to  present  that  view  to  this  conmiittee,  and  to  say  that  the 
difficulties  under  which  the  railroads  now  labor  are  caused,  at  least 
to  some  extent,  by  tlie  faulty  management  of  the  railroads  them- 
selves. 

Gentlemen,  I  ask  you  to  confront  that  proposition  with  this  ques- 
tion :  What  remedy  does  that  theory  propose  for  the  needs  of  the 
people  in  respect  to  the  continuance  of  railroad  facilities?  The  ad- 
vocate of  that  view  has  turned  his  face  to  the  past.  He  is  insisting 
on  your  shutting  your  eyes  to  the  needs  of  the  future  by  trying  to 
arouse  your  indignation  in  respect  to  what  he  conceives  to  be  the 
errors  and  misdemeanors  of  bygone  days,  or,  if  he  pleases,  of  present 
days ;  but  what  did  he  do  ?  What  did  he  propose  as  a  means  of  pro- 
viding for  the  future?  At  last  the  question  will  be,  and  I  will  try 
to  define  the  issue  in  such  a  way  that  it  may  be  accepted  by  all  of 
us,  no  matter  what  our  views,  the  question  will  be  this:  Those  who 
j^ropose  a  change  in  existing  methods  must  make  their  appeal  to  the 
judgment  of  the  people  upon  the  proposition  that  existing  methods 
do  not  assure  to  the  public  the  supply  of  transportation  facilities 
that  the  public  needs,  and  those  who  oppose  any  change  must  make 
their  appeal  to  the  public  judgment  on  the  proposition  that  existing 
conditions,  if  honestly  administered,  do  assure  to  the  public  an  ade- 
(juate  supply  of  transportation  facilities.  Now,  is  not  that  a  fair 
statement  of  the  issue  which  we  should  debate  ?  Is  not  that  an  issue 
which  must  control  the  decision  of  this  question?  The  continuance 
of  the  certainty  of  adequate  transportation  facilities  is  paramount 
and  must  control  the  ultimate  decision  of  this  question.  (Tcntlemen 
can  not  be  heard  who  ajjpear  here,  jealous  of  local  rights  and  juris- 
dictions, unless  they  can  show  that  imder  those  local  rights  and 
jurisdictions  the  pulslic  needs,  present  and  future,  are  protected.     No- 
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theoretical  Aiew  of  the  i)roi)er  distribution  of  oo\eriiiiieiital  |)()\vei-s 
■can  have  any  Aveight  with  you  or  with  the  judgment  of  the  people  of 
this  country,  unless  under  the  proposed  distribution  of  governmental 
powers  adequacy  of  the  transportation  facilities  of  the  country  is 
assured.  No  private  interests,  no  cherished  theories  of  government 
■can  be  permitted  to  enter  here  unless  they  come  with  a  guarantee  in 
their  hands  that  what  they  propose  will  protect  the  public  in  the 
matter  of  transportation  facilities. 

Therefore,  gentlemen,  I  shall  debate  this  question  on  the  theory 
tliut  1  must  sustain  the  pi-opositions  which  I  shall  advance  by  show- 
ing not  only  that  the  public  interests  are  promoted  by  them,  but  that 
the\'  tend  to  give  greater  assurance  to  the  public  of  the  continuing 
>5ufticiency  of  transportation  facilities  in  this  country.  May  I  not 
fairly  ask  of  anyone  Avho  shall  oppose  my  views,  or  who  shall  have 
any  counteri)ropositions  to  make,  that  they  accept  the  same  con- 
ilitions  of  debate?  May  I  not  fairly  assume  that  I  have  the  approval 
of  the  public  judgment  in  trying  to  make  this  discussion  turn  upon 
that  one  question  (  1  do  not  believe  that  if  you  gentlemen  conclude 
that  there  is  now  a  sufficiency  of  transportation  facilities,  that  exist- 
ing policies  adequately  assure  them  for  the  future,  that  you  would  be 
inclined  to  any  change,  and  I  do  not  believe  that  if  you  are  convinced 
that  present  systems  menace  the  continuance  of  adequate  transporta- 
tion facilities,  and  that  something  must  be  done  to  assure  them  to 
the  public,  that  any  other  idea  will  hold  you  back.  I  believe  that  is 
going  to  be  the  dominant  thing  in  your  minds  when  you  come  to 
perform  the  great  duty  which  has  been  intrusted  to  you. 

Now,  let  us  inquire  into  that  question.  Have  there  been  no  signs 
W'hich  an  intelligent  mind  can  not  mistake  of  a  menace  to  your  trans- 

S)rtation  facilities?  Has  nothing  occurred  to  arrest  your  attention? 
ave  we  learned  no  lesson  from  wdiat  happened  in  1907,  when  there 
was  a  substantial  increase  in  the  business  offered  to  the  ;:ailroads,  and 
lack  of  yards,  lack  of  tracks,  and  lack  of  cars  brought  on  the  "  panic 
of  plenty  "  in  that  year  ?  Have  we  forgotten  that  the  panic  of  1907 
was  not  a  panic  of  scarcity,  not  a  panic  of  failures  in  business,  but 
was  a  panic  brought  on  by  the  inability  of  communities  to  deal  with 
one  another,  because  the  railroad  facilities  were  inadequate?  Con- 
gestion everywhere;  not  yards  of  sufficient  capacity  for  trains;  not 
tracks  sufficient  to  carry  them;  not  cars  sufficient  to  transport  the 
business  of  the  people.  There,  in  that  year,  in  the  midst  of  that 
plenty  came  panic,  due  to  those' factors.  Have  we  forgotten  the  fact 
that  in  this  last  spring  it  became  necessary  to  put  embargoes  upon 
the  receipts  of  business  in  many  parts  of  this  country,  including  your 
own  country  of  New-  England.  Senator  Brandegee,  due  to  the  fact 
that  you  did  not  have  yards  enough  and  terminals  enough  to  handle 
your  business?  And  that  embargo  was  of  sufficient  importance  to 
cause  a  member  of  the  Interstate  Commerce  Commission,  Commis- 
sioner Clark,  to  go  and  take  personal  charge,  with  a  committee  of  rail- 
road men,  of  that  situation  and  try  to  work  it  out,  and  it  I'emains 
unremedied  to  this  day,  because  the  fundamental  want  of  yards  and 
terminals  and  facilities  has  made  it  impossible.  Do  you  forget  the 
fact  that  at  this  present  moment  there  is  such  a  scarcity  of  railroad 
equipment  that  the  commercial  interests  of  the  country  have  risen 
in  arms  and  the  Interstate  Commerce  Commission  is  conducting  an 
investigation  in  the  city  of  Louisville  through  one  of  its  members  in 
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order  to  find  a  Avay  of  supplying  with  cars  the  commercial  needs  of 
this  country? 

Are  we  justified  in  taking  no  note  of  the  fact  that  in  the  last  year 
therehas  been  a  smaller  railroad  construction  than  in  any  year,  leav- 
ing out  the  Civil  War,  since  1848,  and  that  in  the  last  year  there  have 
been  less  than  1.000  miles  of  new  railroad  constructed  in  the  United 
States?  In  a  field  ^Yhich  has  heretofore  been  an  inviting  field  of 
private  enterprise,  in  a  field  that  has  found  heretofore  at  every  hand 
investors  who  are  seeking  to  invest  their  surplus  uieans.  we  found  in 
the  last  year  that  railroad  construction  into  new  territory  has  been, 
in  effect,  arrested,  and  that  nothing  is  going  on  in  the  way  of  carry- 
ing this  pioneer  of  progress  into  the  untouched  wealth  of  the  Ameri- 
can continent. 

Do  we  appreciate  the  fact  that  this  sus]:)ension  of  railroad  con- 
struction may  be  the  cause  for  which  we  are  all  seeking  of  world- 
wide disaster  which  has  come  in  the  high  cost  of  living?  Political 
parties  have  entertained  different  views  with  respect  to  the  cause 
of  high  cost  of  living.  One  of  the  great  parties,  and  perhaps  both, 
at  one  time  felt  that  it  was  to  be  found  in  the  hurtful  combinations 
of  productive  interests,  and  antitrust  hnvs  were  adopted  as  a  means 
of  meeting  that  mifortunate  condition.  Another  one  of  the  great 
parties  found  the  explanation  in  the  tariff  and  came  into  power 
with  the  proclamation  that  if  they  could  be  allowed  to  lower  the 
tariff  that  living  cost  would  likewise  disappear. 

Both  have  been  tried,  and  the  cost  of  living  is  going  u])  all  the 
time.  Why  not  come  back  to  consider  the  fundamentals  of  a  mat- 
ter of  this  kind  ?  Why  not  come  back  and  inquire  what  the  quantity 
of  supply  has  to  do  with  the  high  cost  of  living?  Why  not  come  and 
inquire  Avhether  it  is  time  for  the  policy  of  these  United  States  to 
develop  the  rich  agricultural  and  mining  and  forest  reaches  which 
it  has  and  bring  them  in  and  lay  them  at  the  feet  of  human  need? 
Why  do  we  conclude  that  if  we  have  the  high  cost  of  living  with  the 
wheat  crop  at  a  certain  figure  that  we  would  have  no  lower  if  we 
could  double  the  Avheat  crop?  Why  do  we  conclude  that  if  manu- 
factured implements  are  too  high  at  the  pi'esent  time  that  we  could 
not  reduce  them  if  we  increased  the  supply  of  the  raw  material? 
Why  do  we  conclude  that  it  is  proper  national  policy  to  abandon  the 
hope  of  touching  the  great  areas  of  productiveness  and  supply  in  this 
countiy  and  bringing  them  and  ]Dutting  them  Avithin  the  I'each  of 
human  wants  as  a  means  of  meeting  the  greatest  problem  with  wdiich 
the  poor  man  of  this  country  has  ever  yet  been  confronted?  Are 
there  no  wheat  fields  yet  untouched  ?  Are  there  no  mines  yet  un- 
opened? Are  there  no  forests  yet  nntouched.  to  which  we  can  go 
to  increase  our  supply,  and  by. increasing  the  supply  in  proportion 
to  the  demand  do  something  to  reduce  the  cost  of  living?  And  yet,^ 
with  that  great  and  pressing  problem  upon  us,  seeking  for  some 
solution,  we  have  by  some  force,  by  the  operation  of  some  conditions, 
put  a  stop  to  the  construction  of  railroads  in  new  and  unprovided 
territory. 

With  that  fact  before  ns,  can  we  conclude  that  the  present  rail- 
road facilities  are  adequate  to  the  needs  of  the  public  ? 

Another  thing  that  we  see — we  note  the  fact  that  railroad  construc- 
tion has  been  suspended  in  this  country  not  at  the  point  of  equal  dis- 
tribution of  railroad  facilities  to  the  various  States  or  the  various 
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conimorciiil  coiuiiiiiniiios,  hut  it  has  stopjx'd  at  a  point  where  many 
of  the  connnnniliesof  this  conntrv  are  far  in  advance  of  many  others, 
where  there  is  an  unequal  distribution  of  raih'oad  facilities  to  the 
people  havino-  a  common  citizenship  and  connnon  ri^irht  in  the  United 
States.  For  example,  w^e  find  that  in  the  State  of  New  Jersey  there 
are  30.8  miles  of  railroad  for  every  100  square  miles  of  territory, 
practically  80  miles.  We  find  in  Wyomino.-  that  they  have  1.94  mileis. 
We  find  in  A^ir<iinia,  where  1  come  fi'om,  that  we  have  llf  miles. 
We  find  that  in  the  State  of  the  honorable  chairman  of  our  commit- 
tee, (Jeorgia,  that  they  have  I'lAu)  miles;  that  they  have  in  Idaho  3.35 
miles:  th.at  the  average  in  the  United  States  is  8.53  miles. 

Are  the  people  of  this  country  to  be  satisfied'?  Will  they  long  be 
content  with  the  statesmanship  which  halts  the  provision  of  trans- 
portation facilities  at  that  point  of  inequality? 

I  have  had  made  a  map  of  the  State  of  Idaho  as  an  example.  I 
have  had  drawni  from  the  raih-oad  lines  in  that  State  parallel  lines 
from  7  to  10  miles  away,  what  is  supposed  to  be  a  convenient  haul- 
ing distance,  to  show  the  vast  area  of  productiveness  still  left  un- 
touched, and  I  have  had  circles  put  upon  the  map  to  show^  the  min- 
eral areas.  There  appear  upon  it  innnense  forest  areas;  there  ap- 
pear upon  it  the  immense  areas  of  arable  l{;nd  yet  iinsupplied  with 
trans])ortation  facilities,  all  waiting  for  the  enterprise  of  men  to  pro- 
vide the  carrier  facilities  essential  to  lay  wdiat  that  State  can  pro- 
duce at  the  feet  of  the  American  people.  I  am  having  prepared  simi- 
lar maps  which  will  be  presented  by  witnesses  in  this  investigation 
covering  other  States  and  possibly  the  whole  United  States,  to  show 
the  regions  to  which  American  needs  may  yet  apply  for  an  increase 
of  their  supplies,  and  as  a  means  of  decreasing  their  cost  of  living. 

Now,  gentlemen,  Avith  those  facts  before  you  as  to  what  has  hap- 
pened noAv  to  the  people  supplied  at  least  nominally  with  transpor- 
tation facilities,  as  to  the  failure  w^henever  you  put  upon  it  the  pres- 
sure of  increased  business,  and  as  to  the  vast  territories  in  this  coun- 
try which  something  is  preventing  from  being  supplied  with  trans- 
portation facilities,  are  Ave  not  safe  in  reaching  the  conclusion  that 
the  transportation  facilities  of  the  country  are  not  now  provided 
up  to  the  point  that  the  public  needs  require,  and  that  there  is  no 
provision  for  the  future  which  Avill  assure  them,  under  existing  con- 
ditions, adequate  transportation  facilities? 

It  must  not  be  forgotten  that  transportation  is  neA'er  a  completed 
instrumentality.  Xo  railroad  is  ever  finished  except  among  a  peo- 
ple that  are  dead,  and  as  long  as  connnerce  groAvs  so  must  transpor- 
tation facilities  groAv,  for  the  facilities  of  transportation  set  a  maxi- 
mum limit  upon  the  productive  capacity  of  the  people. 

They  can  produce  no  more,  and  they  will  produce  no  more,  than 
they  can  get  to  market,  and  wdien  you  limit  your  transportation 
capacity  you  limit  the  capacity  of  your  people  for  productiveness  and 
for  usefulness  in  human  endeavor.  They  can  not  stand  still.  Even 
the  Pennsylvania  Railroad,  with  its  magnificent  facilities,  is  not  a 
completed  property,  and  much  more  so,  in  all  the  territory  from 
Avhich  T  come  and  fiom  Avhich  most  of  you  gentlemen  come,  the  trans- 
portation facilities  on  Avhich  your  people  rely  are  not  completed,  and 
unless  the  commimities  perish  they  can  never  be  completed.  They 
must  go  on  growing  as  the  days  go  and  as  human  genius  grows  and 
human  intei'est  grows.     They  must  go  on  groAving  and  keep  pace 
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with  the  rest  of  the  world,  or  you  put  the  hand  of  paralysis  upon  the 
people  who  must  have  those  accommodations  or  die.  They  will  have 
to  be  provided. 

How  is  this  increased  transportation  facility,  this  constant  growth 
in  transportation  facility,  to  be  provided?  Is  there  anyone  who 
dreams  that  it  can  be  supplied  out  of  earnings  ?  Is  there  any  man  of 
affairs  anywhere  who  believes  that  you  can  continue  to  build  the 
needed  transportation  facilities  out  of  earnings?  If  so,  he  needs  to 
open  his  ejes.  because  that  is  not  even  a  remote  possibility.  It  is 
impossible  to  build,  to  renew,  to  extend,  to  amplify,  and  to  increase 
the  transportation  facilities  of  this  country  without  the  constant 
input  of  new  money. 

It  is  necessary,  therefore,  for  the  American  people,  in  answer  to 
their  supreme  needs  for  efficient,  adequate,  and  constantl}^  growing 
facilities,  that  there  shall  be  a  guaranteed  means  by  which  the  pro- 
vision of  the  facilities  may  be  insured.  There  must  be  an  assurance, 
not  in  the  interest  of  the  railroads  but  in  the  interest  of  the  public — 
there  must  be  the  assurance  of  a  constant  supply  of  new  money,  in 
order  to  increase,  as  the  public  needs  require,  the  transportation 
facilities  of  the  country. 

Xow.  how  is  that  new  money  to  be  provided?  Manifestly,  if  these 
systems  of  railroads  are  to  remain  in  private  hands,  and  if  they  are 
to  look  to  private  individuals  to  supply  these  means,  there  must  be 
established  such  a  credit  on  the  part  of  the  transportation  facilities 
of  the  country  as  will  attract  the  private  investor. 

I  pause  for  a  moment  to  ask  you  gentlemen  to  consider  whether 
such  a  credit  is  simply  the  private  affairs  of  the  railroads?  Is  it  a 
matter  in  which  alone  the  present  owners  of  the  railroads  are  inter- 
ested ?  Is  it  a  matter  in  which  the  present  owners  of  the  railroads 
are  interested  to  anything  like  the  extent  that  the  public  are  inter- 
ested ?  Of  course,  it  is  to  the  interest  of  the  private  owner  that  his 
property  should  flourish,  but  at  last,  when  confined  within  its  present 
limits,  he  can  do  something  with  this  proposition,  or  in  the  final  event 
the  Government  can  take  it  over  and  pay  him  for  it.  But  the  public 
requires  that  there  shall  be  an  adequate  credit,  because  the  public 
requires  that  there  shall  be  adequate  gi'owing  transportation  facilities. 
If  the  credit  of  the  railroads  breaks  down  or  is  insufficient,  then  the 
public  is  denied  the  opportunity  of  growth  and  expansion  and  of  an 
avenue  for  the  current  of  its  commercial  business. 

So  the  question  of  railroad  credits  is  not  a  private  interest.  It  is 
a  public  interest.  It  is  a  necessity  of  the  public.  If  it  fails  to  exist 
there  are  but  two  things  to  happen.  One  is  that  the  country  will  be 
blighted  by  an  insufficient  supply  of  railroad  facilities,  and  the  other 
is  that  the  Government  nnist  take  them  over  and  supply  the  credit 
themselves,  and  if  the  Government  ever  does  take  them  over,  and  if 
the  Government  ever  does  become  an  operator  of  these  railroads,  it 
will  be  because  this  question  of  railroad  credit  is  so  absolutely  con- 
trolling in  the  public  interest  that  the  public  must  take  them  over  in 
order  to  supply  the  credit. 

No  more  convincing  argument  can  be  made  to  an  intelligent  mind 
that  railroad  credit  is  a  matter  of  great  controlling  public  interest 
than  the  fact  that  if  ever  there  comes  a  system  of  Government 
ownership,  it  must  come  for  the  purpose  of  supplying  the  credit 
which  private  owners  can  not  supply  to  it. 
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Now,  let  us  look  at  this  question  of  railroad  credit  and  its  present 
condition.  Is  it  on  a  safe  l)asis,  so  far  as  the  public  is  concerned^ 
Leave  out,  I  pray  you  ajrain,  any  consideration  of  private  interest. 
Is  the  railroad  credit  of  the  country  on  a  suthciently  sound  basis  to 
satisfy  the  public  needs?  Let  us  look  at  the  facts.  I  suppose  that 
there 'is  not  one  of  you  who  has  not  come  to  realize,  m  the  conduct 
of  your  i)ersonal  affairs  and  in  your  observation  ot  comnu'rcial  con- 
ditions, that  business  can  not  safely  be  conducted  it  dependent 
entirely  upon  borrowed  money.  The  man  who  goes  into  business 
and  borrows  all  his  capital  is  not  considered  a  preferred  risk  in  the 
commercial  world.  The  man  who  gets  all  he  has  by  mortgaging  his 
property  and  putting  on  fixed  charges  is  going  to  have  less  and  less 
credit  as  his  mortgages  increase  and  as  his  fixed  charges  grow  and 
as  he  comes  closer  and  closer  to  the  time  when  some  reversal  m  busi- 
ness may  prevent  the  payment  of  his  interest.  That  rule  is  as  appli- 
cable to  a  railroad  as  it  is  to  an  individual.  A  railroad  can  no  more 
<ro  on  exhausting  all  its  assets  by  mortgages  anr]  loading  up  all  its 
Operations  with  ^  the  application  of  fixed  charges  than  can  an  indi- 
vidual There  comes  a  point  in  railroad  credit,  as  in  individual 
credit,  where  the  line  of  safety  is  found  between  the  input  of  capital 
which  can  be  borrowed  and  the  input  of  capital  which  should  be  made 
by  the  owner  of  the  property,  and  be  evidenced  by  stock  without 
fixed  charges.  The  accumulation  of  fixed  charges,  the  necessity  to 
pay  them,  whether  the  earnings  are  sufficient  or  not,  constitutes  a 
charge,  if  this  line  is  exceeded,  which  may  mean,  m  the  end,  default 
and  bankruptcy  and  failure.  n      o  .     ■ 

It  is  important,  then,  for  us  to  inquire  where  that  line  ot  safety  is, 
and  whether  it  has  been  exceeded  in  American  railways.  We  shall 
attempt  to  develop  that  by  expert  evidence  before  you  m  the  course 
of  these  hearings,  to  show  where  the  line  of  safety  is  considered  to  be 
by  the  expert  financiers  of  the  world.  But  there  is  that  line  of 
safety,  and  the  question  which  you  gentlemen  will  be  interested  m 
considering  is  whether  that  line  of  safety  has  been  exceeded,  or  is 
in  danger  of  being  exceeded,  and  whether  thereby  the  financial  struc- 
ture ot^the  American  railroads  is  now  menaced. 

I  believe  you  will  find  that  a  great  many  of  these  economists  and 
financiers  will  say  that  that  line  of  safety  is  50  and  50.  Some  ot 
them,  doubtless,  will  put  the  percentage  of  borrowed  money  at  a 
hif^her  fic^ure,  but  none  has  come  to  my  attention ;  no  contention  has 
come  to  me  that  the  borrowed  money  ought  to  be  higher  than  60  per 
cent  and  40  per  cent  contributed  by  the  owner.  That  will  be  a 
matter  of  investigation,  of  expert  investigation  before  this  com- 
mittee, as  to  where  that  line  of  safety  is.  .  on       i  An 

But,  taking  it  for  the  purpose  of  my  illustration  at  60  and  4U  we 
have  the  history  of  railroad  financing  in  this  country  withm  the  last 
16  years  on  this  point  as  follows:  •    i,^    i  fT.„f 

In  the  year  1900  the  bonded  indebtedness,  the  indebtedness  ttiat 
was  accompanied  by  fixed  charges,  constituted  only  49.78  per  cent 
of  the  entire  capitalization,  and  on  that  capitalization,  m  that  stock, 
were  the  bonus  stocks  which  were  at  one  time  resorted  to  as  a  method 
of  American  financing.  In  the  year  1914  the  percentage  had  grown 
to  61.80  per  cent,  and  the  information  I  have,  but  I  state  this  sub- 
ject to  verification,  is  that  in  1916  it  is  65  per  cent. 
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Gentlemen,  is  there  nothing  in  that  statement  to  make  us  pause  and 
inquire  where  we  are  tending?  Is  there  nothing  there  to  make  us 
j)ause  and  study  the  question  of  \Yhether  or  not  existing  systems  of 
regulation  sufficiently  encourage  investment  to  induce  the  investors 
to  buy  the  stock  of  railroads  and  thus  establish  the  proper  equi- 
librium? If  we  do  not,  where  are  we  tending?  Where  will  that 
growing  percentage  lead  us?  Is  there  any  man  brave  enough  to 
advocate  the  proposition  that  the  railroads  must  hereafter  be  financed 
entirely  by  fixed  charges,  nor  must  not  the  intelligent  statesmen  and 
economists  of  the  day  say  that  there  is  this  line  of  safety  and  that 
upon  the  evidence  you  will  find  that  it  has  already  been  exceeded? 
But  whether  it  is  exceeded  or  not  the  tendency  is  so  rapid,  the  in- 
crease of  fixed  charges  in  its  relationship  to  the  amount  of  stock  is 
going  to  be  so  great  that  you  must  stop  and  look  at  this  tremendous 
danger  that  is  appearing  upon  the  horizon. 

We  shall  attempt  to  show  to  you  again  that  in  order  for  a  railroad 
to  finance  itself  by  stock  that  there  must  be  reliable  earnings  of  the 
railroad  sufficient  to  make  the  investors  certain  of  a  return  of  6  per 
cent,  with  3  per  cent  surplus.  That  is  a  very  small  estimate,  as  will 
appear  from  the  evidence  of  these  experts,  which  will  be  presented  to 
you.  That  in  order  to  put  stock  out  at  par,  the  earnings  of  the  com- 
pany which  wants  to  issue  the  stock  must  be  at  least  6  per  cent  in  the 
way  of  dividends  and  3  per  cent  in  the  way  of  surplus  to  protect  the 
investors. 

What  is  the  condition  of  American  railroads  under  that  test  to-day  ? 

By  this  test  39  railroads,  having  a  mileage  of  47,363  miles,  could 
probably  be  financed  by  the  issue  of  stock  at  par.  Under  this  test  137 
railroads,  having  a  mileage  of  185,219  miles,  could  not  be  financed  by 
the  issue  of  stock  at  par. 

All  the  people  of  this  country  do  not  come  from  the  territory  served 
by  rich  railroads.  Some  of  us  come  from  a  territory  where  the  rail- 
roads are  not  in  this  fine  financial  condition.  We  need  our  railroads 
as  much  as  the  rich  sections  of  the  country  need  theirs,  and  when  we 
see  that  185,000  miles  of  railroad  in  this  country  can  not  respond  to 
that  test  of  financing  themselves  against  the  47,000  that  can,  I  ask 
you  whether  or  not  a  condition  is  not  presented  to  the  American 
people  which  would  make  them  pause  and  ask  where  we  are  going? 

Let  us  consider  some  of  the  other  conditions  which  are  at  present 
affecting  American  railroad  credit,  and  that  we  must  now  confront  in 
respect  to  this  matter  of  railroad  credit. 

What  is  the  territory  that  is  furnishing  money  to  railroads  ?  Is  it 
the  whole  world?  Is  it  all  of  the  United  States?  Take  my  own 
territory  of  the  South ;  through  the  income-tax  returns  we  have  been 
recently  able  to  trace  the  ownership  of  a  block  of  $100,000,000  of' 
bonds  of  a  railroad  company  running  through  the  vital  points  of  the 
South,  and  of  that  block  of  $100,000,000,  3^  per  cent  are  held  in  the 
South. 

I  have  recently  asked  an  intelligent  associate  of  mine  to  go  through 
the  South  and  talk  with  our  people  with  respect  to  the  investment  in 
railroad  securities,  and  he  comes  back  to  me  with  the  report,  which 
we  shall  verify  by  the  presence  of  bankers  from  that  section  upon  this 
witness  stand,  that  there  is  comparatively  little  demand  for  invest- 
ment in  railroads  in  the  South;  that  there  are  other  investments 
which  are  more  attractive  to  those  people. 
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The  same  is  true  in  u  very  larf>;e  extent  of  the  Avestern  part  of  the 
country.  There  is  a  great  insurance  company  in  one  of  the  Western 
States,  the  investments  of  which  in  loans  on  farms  amounted  to 
$183,000,000  as  against  $75,000,000  in  raih'oad  securities,  and  they 
have  stopped  investing  in  raih-oad  securities.  They  have  never  made 
a  k)ss  on  the  farm  h)ans,  while  the  depreciation  in  railroad  securities 
has  amounted  to  such  a  substantial  figure  that  they  have  gone  out  of 
the  business.  We  shall  have  on  tlje  stand  here  to  tell  you  of  the 
question  of  railroad  crctlit  in  the  West,  witnesses  who  can  verify 
this  statement. 

So  we  have  two  great  sections  of  this  country  that  practically  with- 
hold their  credit  from  the  railroad  investors.  Of  course,  not  all  of  it, 
but  to  a  most  substantial  extent. 

Now,  to  what  sections  have  we  been  able  to  apply  ?  We  have  been 
able  to  apph^  to  the  eastern  section  of  the  country  and  to  Europe. 
But  the  war  in  Europe  has  made  of  those  people  borrowers  instead 
of  lenders.  They  no  longer  are  taking  securities  of  American  rail- 
roads, but  they  are  sending  them  back  and  disposing  of  them  on  the 
markets  of  America.  Not  only  is  that  the  case  to-day,  but  when  this 
war  is  over  Europe  will  still  be  a  borrower  in  order  to  build  up  its 
waste  places,  and  will  not  be  a  substantial  source  of  supply  of  funds 
to  American  railways. 

So  that  we  are  reduced  to  the  small  financial  sections  of  this  coun- 
try, which  is  perhaps  best  described  by  the  "  East,"  and  when  we  in- 
quire into  the  condition  of  railroad  credit  in  the  East  we  find  that 
representative  bankers  in  such  cities  as  Boston  are  advising  their 
clients,  when  they  come  and  ask  them  about  investments,  not  to  go 
into  railroads,  and  more  than  that,  we  are  finding  that  the  clients, 
when  they  come  and  want  investment,  and  a  railroad  security  is  sug- 
gested, decline  to  take  it.  Now,  that  is  a  tendency  which  we  can 
not  ignore. 

Gentlemen,  I  wish  you  to  bear  in  mind  that  I  am  not  contending 
here  that  gilt-edge  railroad  securities,  constituting  first  or  prior  liens^ 
have  no  market,  because  they  have,  and  they  have  a  pretty  good  one. 
Outstanding  mortgages  of  high  order  have  a  very  good  standing  in 
some  restricted  markets  of  the  country,  and  can  be  sold  under  ad- 
vantageous tei-ms;  but  are  jou  interested  in  that?  Are  you  interested 
in  how  outstanding  first  mortgages  sell,  except  in  an  indirect  way? 
Your  problem  is  not  that;  your  problem  is  whether  or  not  the  rail- 
roads of  the  country  have  unencumbered  assets,  have  sufficient  mar- 
gins of  equity  to  enable  them  to  use  them  as  a  basis  of  getting  new 
money  into  these  enterprises.  That  is  your  problem ;  that  is  the  rail- 
roads' problem.  What  is  there  left,  you  will  ask,  to  bring  new  money 
into  these  railroad  enterprises,  in  order  that  they  may  perform  ac- 
ceptably their  public  functions,  and  may  adequately  provide  for  the 
growing  commerce  of  this  country?  That  is  your  problem;  that  is 
the  national  problem ;  that  is  the  public  problem.  What  can  we  do? 
What  have  we  left  that  will  enable  these  railroad  companies  to  meet 
the  thing  that  is  essential  in  the  interest  of  the  public,  to  raise  the 
amount  of  money  that  will  supply  the  facilities  which  the  public 
needs  absolutely  demand?  Every  security  that  is  now  out  upon  the 
markets  might  be  more  desirable  than  any  other  class  of  securities — 
every  one  of  them  might  be  in  the  highest  demand,  but  they  bring  no 
money.    What  they  have  brought  has  already  come. 
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The  practical  problem  is  to  get  the  new  money  that  these  facilities 
require,  and  we  have  got  to  look  at  the  assets  of  these  companies 
and  their  earning  capacity,  in  order  to  see  whether  what  is  left 
furnishes  a  guarantee  of  the  future  of  these  American  railroads.  So 
let  us  not  delude  ourselves  with  the  idea  that  we  can  find  railroad 
credit  reflected  upon  the  quotations  of  the  stock  exchanges  in  respect 
to  bonds  already  in  the  hands  of  the  public.  That  gives  no  picture 
of  the  kind  of  credit  that  you  are  inquiring  into  and  that  your  public 
is  interested  in.  That  may  have  an  indirect  bearing  as  indicating 
that  if  those  securities  are  worth  so  much  perhaps  there  are  others 
to  come  behind  that  will  still  be  saleable ;  but.  at  last,  your  inquiry 
is  as  to  the  condition  of  what  is  now  available  to  offer  the  public 
when  you  ask  his  investment,  and  whether  it  is  sufficiently  attractive 
to  get  it.  And  you  must  realize  that  you  are  offering  now  junior 
liens  on  all  these  railroads,  or  you  are  offering  stock  which  is  without 
a  lien.  You  see  the  condition  of  the  stock;  you  see  the  condition 
of  disproportionate  issue  of  bonds,  as  compared  with  stock,  and  you 
see — I  hope  you  see — that  there  is  a  real  problem  for  the  statesman- 
ship of  this  country  to  consider  in  the  question  of  whether  or  not 
existing  conditions,  whatever  may  be  their  cause,  are  such  as  to  give 
a  guaranty  to  the  American  people  that  new  money  will  be  forth- 
coming as  they  need  new  facilities,  and  that  there  is  a  practical 
assurance  that  these  new  facilities  will  be  provided. 

You  will  likewise  have  your  attention  called  to  what  are  consid- 
ered the  superior  attractions  of  other  classes  of  securities.  You  will 
be  told  of  why  it  is  that  investments  are  going  in  other  directions. 
You  will  be  told  about  the  more  attractive  earning  capacity  of 
industrials.  You  will  be  told  about  the  growing  favor  in  municipal 
securities.  Your  attention  will  be  directed  to  a  vast  area  or  avenue 
of  inA^estment  newly  created  by  an  act  of  Congress,  where  the  farm 
loan  securities,  practically  indorsed  by  the  Government — not  in  the 
way  of  financial  obligation,  but  indorsed  by  Government  approval — 
will  come  into  the  field  as  a  great  competitor  of  other  investments; 
that  those  securities  are  tax  free,  and,  as  told  to  us  by  one  of  the 
bankers  of  Memphis,  Tenn.,  that  they  will  hereafter  furnish  a  tre- 
mendous source  of  competiton  to  any  other  class  of  investments, 
especially  investment  in  railroads. 

Your  attention  is  invited,  and  will  continually  be  invited  during 
this  hearing,  to  this,  as  a  cause  for  the  decline  in  railroad  credit,  and 
that  is  that  under  our  governmental  policy,  the  amount  of  the  reve- 
nues of  the  carriers  is  not  within  the  control  of  the  owner.  I  am 
careful  here  to  say  that  I  realize  that  the  amount  of  those  revenues 
can  not  be,  and  should  not  be,  in  the  hands  or  the  control  of  the 
owner,  free  from  governmental  regulation,  but  when  I  come  to  dis- 
cuss that  part  of  the  subject,  I  shall  discuss  what  the  regulation 
ought  to  be;  not  that  there  should  be  freedom  from  regiilation,  or 
absence  of  regulation,  but  the  character  of  the  regulation  so  as  to 
increase  public  confidence. 

We  can  not  in  this  connection  lose  sight  of  the  fact  that  the  credit 
of  the  railroads  is  also  affected  by  the  power  of  labor  to  dictate  its 
own  wages,  and  by  the  consequent  withdrawal  from  the  control  of 
the  owner  of  the  power  to  fix  the  level  of  his  expense,  and  we  are 
subject,  as  all  are  subject,  to  the  increased  cost  of  living — the  differ- 
ence between  us  and  most  enterprises  being  that  we  can  not  increase, 
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as  we  think  proper,  the  amount  of  our  revenues.  We  arc  like  the 
Government  clerk  up  here,  with  whom  you  gentlemen  have  to  deal, 
whose  income  is  limited,  but  whose  market  bills  increase. 

And  then  there  is  another  consideration,  gentlemen,  which  affects 
railroad  credit,  which  in  the  calm  and  dispassionate  atmosphere  of 
this  inquiry,  I  hope  will  be  recognized  and  will  be  given  due  con- 
sideration. Railroads  are,  at  least,  a  business  enterprise;  they  must 
not  be  subjected,  if  they  are  to  survive,  to  political  management. 
We  are  just  as  dependent  on  the  application  of  business  principles  to 
the  business  which  we  are  intrusted  with  the  obligation  to  make 
successful,  as  any  other  line  of  business,  and  we  can  not  be  subjected 
safely  to  political  management,  any  more  than  any  other  business 
can  be  safely  subjected  to  political  management. 

Now,  I  have  adverted  briefly,  gentlemen,  to  some  of  the  causes 
which  are  affecting  adversely  railroad  credit.  Is  there  nothing  in 
that  catalogue  to  arrest  your  attention?  Is  there  nothing  in  the 
conditions  which  I  have  described  to  make  you  pause  and  say,  "Are 
the  interest  of  the  public  sufficiently  safeguarded  under  conditions 
such  as  these?  Is  there  an  adequate  assurance  in  the  conditions 
which  now  exist  that,  through  private  means,  the  railroad  facilities 
of  the  country  will  be  at  all  times  kept  adequate  to  the  country's 
needs  "  ? 

Let  me  ask  you  for  one  moment  to  put  yourselves  in  the  position 
of  the  investor.  You,  as  an  investor,  can  not  be  coerced;  you  must 
be  attracted.  That  is  a  fundamental  part  of  the  problem  of  rail- 
road management  and  of  railroad  regulation.  As  long  as  these  in- 
strumentalities are  in  private  hands  you  can  not  coerce,  but  you  must 
attract  investors.  Now,  an  investor  who  means  to  invest  comes  and 
looks  upon  the  field.     What  does  he  see? 

He  sees,  in  the  first  place,  that  the  subject  in  which  he  is  asked 
to  make  his  investment,  is  absolutely  beyond  his  own  control  in 
respect  to  the  revenues  which  it  shall  produce;  that  they  are  con- 
trolled by  governmental  authority,  and  they  are  not  only  controlled 
by  governmental  authority,  but  they  are  controlled  by  a  governmental 
authority  which  is  irresponsible  for  the  results  and  which  is  so  di- 
versified that  it  can  not  be  coordinated  into  one  consistent  policy 
of  regulation.  He  finds  not  only  that  the  revenues  are  limited  by 
the  power  of  government,  but  limited  not  by  the  power  of  a  single 
government.  He  finds  that  the  level  of  his  revenues  is  not  fixed  by  a 
standard  which  is  consistent  and  which  looks  to,  appreciates,  and  is 
responsible  to  the  whole  people,  but  by  a  diversified,  uncoordinated 
and  uncontrolled  diversity  of  governmental  authority;  that  while 
the  standard  of  one  State  and  the  standard  of  another  State — I  mean 
of  the  National  Government — may  be  high  enough  to  guarantee  the 
continued  efficiency  and  sufficiency  of  transportation  facilities,  and 
from  time  to  time  to  attract  new  capital  to  make  his  own  input  useful 
and  valuable,  that  he  can  have  no  such  standard  as  that  applied,  but 
that  he  must  go  not  only  to  one  source  of  regulation,  to  one  standard 
of  what  the  public  requires,  to  one  standard  of  what  can  be  per- 
mitted in  the  way  of  the  prosperity  of  the  enterprise,  but  to  49. 

Is  there  anything  inviting  in  that  to  the  investor?  Is  there  any- 
thing to  make  him  feel  that  "  that  is  the  place  for  my  money  "? 

Again,  we  find  not  only  can  one  Government  add  to  the  expense 
account  but  the  49  governments  can  add  to  the  expense  account. 
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Can  they  add  to  it  with  a  limitation  of  the  same  principles  or  the  1 
limitation  of  the  same  standards,  or  can  they  add  to  it  according  to 
the  individual  and  uncontrolled  conception  within  the  lines  of  con- 
fiscation of  each  individual  governmental  authority?  Here  this  in- 
vestor has  the  question  of  the  amount  of  his  revenues  controlled  so 
that  he  can  not  say  what  they  shall  be,  and  no  enterprise  of  his 
can  control  them,  biit  they  are  controlled  by  a  governmental  author- 
ity, and  added  to  that  are  the  differing  policies  of  49  authorities,  all 
of  which  have  the  power  of  affecting  his  revenues.  And  when  he 
comes  to  the  expense  account  he  finds  that  that  is  not  in  the  hands 
of  a  single  responsible  authority— responsible  to  the  whole  people— 
and  to  a  comprehensive  and  complete  view  of  the  needs  of  com- 
merce and  of  the  instrumentalities  of  commerce,  but  that  that,  too, 
is  subject  to  the  uncoordinated,  diversified,  and  unrestricted — except 
as  constitutional  limitations  restrict  it — exercise  of  the  power  of 
49  different  agencies. 

Now,  Mr.  Investor,  how  do  you  like  that  situation  ?  Is  there  any- 
thing in  that  to  make  you  particularly  keen  to  part  with  your  hard- 
earned  money  and  put  it  into  that  enterprise?  Is  there  or  is  there 
not  something  there  for  the  Government  to  consider  and  for  the 
Government  to  correct,  if  you  are  going  to  continue  to  rely  upon  the 
voluntary  action  of  investors  free  to  come  in  or  free  to  go  out  ? 

What  "else  does  this  investor  see  when  he  comes  to  consider  now 
whether  it  is  to  his  interest  to  put  his  money  into  this  enterprise? 
He  sees  a  system  of  regulation  born  of  the  passionate  resentment  in 
the  public  mind  against  abuses  and  continuing  only  the  principles  of 
correction  and  punishment  under  the  principle  of  repression — no 
principle  of  lifting  up  and  building.  He  finds,  therefore,  that  not 
only  is  he  invited  to  come  into  an  enterprise  where  he  can  control 
neither  his  revenues  nor  his  expenses,  but  he  comes  to  make  his  in- 
vestment subject  to  a  system  which  contains  only  the  principles  of 
repression  and  correction,  and  which  has  in  it  no  recognition  of  the 
necessity  for  him  to  be  encouraged  and  protected. 

Is  there  anything  in  that  that  you,  as  representing  the  public,  can 
rely  upon  to  secure  from  private  individuals  the  new  money  that  is 
needed  to  build  up  and  to  make  stable  these  great  fundamental  in- 
strumentalities of  the  public  welfare?  Suppose  he  looks  a  little 
further,  this  investor,  examining  into  the  merits  of  the  thing  in  which 
he  is  asked  to  make  an  investment,  and  finds  that  there  has  been  a 
gross  advance  in  16  years  of  16  per  cent  in  the  proportion  of  fixed 
charges  put  upon  that  property  to  which  he  must  come  in  subject,  and 
where  the  margin  for  his  security,  be  it  lien  or  be  it  stock — the  mar- 
gin on  which  he  must  relv  for  his  reimbursement  and  for  the  safety 
of  his  investment— has  been  reduced  from  over  50  per  cent  in  1900  to 
now  about  35  per  cent;  do  you  think  that  that  constitutes  an  element 
of  real  attraction  to  an  investor?  This  man  that  you  must  attract, 
his  man  that  you  can  not  coerce,  you  are  inviting  into  a  banquet  room 
where  the  fare  will  be  in  his  mind,  only  the  fare  of  starvation  instead 
of  the  fare  of  plenty,  and  you  are  asking  him  to  permanently  identify 
himself  with  an  enterprise  that  is  made  subject  to  these  conditions 
in  respect  to  the  exhaustion  of  equities  and  to  the  gradual  progress 
toward  the  entire  exhaustion  of  asset  value.  Such  a  man — this  in- 
vestor— will  not  be  contented  to  look  only  in  the  direction  to  which 
you  invite  his  attention.     He  is  not  going  to  see  only  your  railroad 
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investment.  He  is  at  liberty  to  look  at  other  classes  of  investment. 
He  is  at  liberty  to  measure  their  attractions,  and  he  is  at  liberty  to 
choose  between  them.  How  will  he  choose  between  the  investment 
which  is  subject  to  severe  And  restrictive  governmental  regulation  on 
the  one  hand,  and  which  he  is  free  to  enjoy,  and  the  operation  of  the 
forces  of  economic  development  on  the  other?  How  will  he  select 
your  railroad  invostuicnt  when  he  sees  the  standard  of  your  earnings 
vastly  inferior  to  the  standard  of  the  earnings  in  other  industrial 
pursuits  from  agriculture,  or  from  agriculture  down? 

1  say  that  in  deference  to  my  friend  from  Georgia. 

Mr.  Adamson.  That  is  correct. 

Mr.  Thom.  How  will  he  select,  when  he  has  the  whole  field  of 
clear  and  unencumbered  assets  on  the  one  hand  as  a  security,  and 
he  sees  the  margin  of  equity  in  the  railroad  world  reduced  to  35 
per  cent  against  over  50  per  cent  16  years  ago?  And  when  you  invite 
this  gentleman,  with  his  money  to  invest,  to  consider  a  railroad  in- 
vestment, what  will  be  the  impression  on  him  when  he  is  free  on 
the  one  hand  to  invest  in  a  line  of  business  which  is  governed  only 
by  business  considerations,  which  is  subject  only  to  the  limitations 
of  honesty,  which  puts  no  restriction  upon  genius  or  enterprise? 
That,  on  the  one  hand,  and  a  system  of  transportation  which  is  not 
controlled  by  simple  business  considerations,  but  is  subject  to  the 
fluctuating  views  of  political  parties.     How  will  he  select? 

Some  of  these  things  that  I  have  alluded  to  are  inseparable  from 
the  railroad  industry.  The  principle  of  governmental  regulation  is 
inseparable  from  it.  We  must  reckon  with  that.  We  must  take  that 
as  our  starting  point,  but  after  we  have  taken  it  that  does  not  end 
the  question.  It  comes  back,  then,  to  the  system  and  permanency 
and  provisions  of  regulation,  that  they  may  be  as  wise  as  they  can 
be  made,  in  order  to  safeguard  the  public  against  abuse  and  at  the 
same  time  offer  adequate  attractions  to  the  investor  to  continue  the 
supply  of  facilities. 

We  are  not  here  to  discuss  the  freedom  of  this  industry  from 
regulation.  That  is  universally  accepted  as  a  permanent  and  endur- 
ing part  of  American  policy,  and  I,  for  one,  concur  in  it,  not  only 
as  a  fixed  policy,  but  I  am  a  disciple  of  its  wisdom.  I  believe  it  ought 
to  be,  so  that  when  I  raise  my  voice  here  it  is  not  for  the  purpose 
of  attacking  the  principle  or  the  policy  of  regulation,  but  it  is  for 
the  purpose  of  trying,  as  far  as  my  efforts  can  contribute  to  it,  to 
see  that  the  S5^stem  of  regulation  is  made  as  wise  and  as  helpful  as  it 
can  be  made  for  the  preservation  of  this  great  and  essential  industry, 
I  do  believe  that  a  means  nmst  be  found  of  creating  an  authority 
of  regulation  that  shall  be  as  free  as  possible  from  political  considera- 
tion. I  realize  that  it  is,  perhaps,  a  Utopian  dream  to  think  that 
that  can  be  done  entirely,  but  I  do  think  that  that  is  the  point  to 
which  the  efforts  of  statemanship  should  be  directed,  to  find  a 
method  of  applying  governmental  regulation  to  an  industry  which 
shall  be  safeguarded  as  far  as  possible  from  political  consideration 
and  political  influence.  We  know  that  at  the  present  time — I  say 
this  in  passing  merely  as  an  illustration  of  what  I  am  meaning  in 
this  part  of  my  remarks — we  know  that  a  railroad  to-day  may  refuse 
to  pa}',  under  the  instructions  of  the  Interstate  Commerce  Commis- 
sion, a  claim  to  some  important  man  at  some  crossroads,  that  it  may 
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make  by  that  obedience  to  the  instructions  of  the  Interstate  Com- 
merce Commission  a  political  enemy  of  a  man  to  whom  we  do  not 
pay  the  claim,  and  that  he  may  have  strength  enough  to  influence 
the  election  of  some  man  that  will  feature  his  political  life  by  an 
attack  upon  the  railroad  interests.  We  can  not  survive  that  any 
more  than  any  other  business  can  survive.  The  decree  of  the  Ameri- 
can people  has  gone  forth  that  railroads  shall  stay  out  of  politics, 
and  the  railroads  with  which  I  am  acquainted  do  stay  out  of  politics. 
That  same  policy  which  issues  that  righteous  decree  to  the  railroads 
should  see  to  it  that  the  other  side,  that  side  that  wants  to  attack  the 
railroads,  stays  out  of  politics,  too. 

We  plead  before  you  gentlemen  for  a  nonpolitical  body — business 
system  of  regulation — which  shall  give  every  guaranty  that  it  is 
possible  for  your  wisdom  to  invent,  that  the  business  questions  on 
which  your  welfare  hinges — and  by  your  I  mean  the  public  w^elf are — • 
are  dependent,  shall  be  decided  on  principles  of  business  righteous- 
ness and  not  of  political  expediency.  Your  railroad  business  can  not 
long  survive  if  it  is  made  a  football  of  politics,  and  the  more  it  is 
made  so  the  more  dangerous  it  is ;  the  less  it  is  made  so  the  more  you 
attract  the  man  that  expects  business  conditions  to  surround  his 
investment. 

I  have  tried,  with  such  suggestiveness  and  force  as  I  could  com- 
mand, to  bring  to  your  minds  an  appreciation  of  the  fact  that  there 
is  a  condition  of  serious  depreciation  in  railroad  credits.  I  have  tried 
to  show  to  you  that  that  is  a  matter  that  does  not  primarily  concern  the 
railroad  owners  to  the  extent  it  concerns  the  general  public.  I  think 
we  should  now  go  further  and  inquire  into  the  causes  of  this  decline 
in  railroad  credits.  I  have  hinted  at  that  in  the  course  of  what  I  have 
said,  but  perhaps  it  will  be  useful  to  catalogue  them  again,  in  order 
that  we  may  see  whether  there  is  anything  in  them  that  is  impossible 
for  national  policies  to  remedy. 

Mr.  Chairman,  I  have  spoken  two  hours  and  a  half  now.  It  is  a 
considerable  effort  to  speak  three  hours  and  a  half.  I  will  not  be  able 
to  finish  to-day.  I  would  like  very  much,  if  I  could,  before  going 
into  this  subject,  which  is  a  very  large  one,  if  I  can  come  to-morrow 
morning  and  continue. 

Mr.  Adamson.  Mr.  Chairman,  I  would  suggest  that  we  utilize  the 
time  to  go  into  executive  session  for  a  few  minutes. 

The  motion  was  agreed  to. 

The  committee  thereupon  proceeded  to  the  consideration  of  execu- 
tive business,  after  which  the  doors  were  reopened  and  the  committee 
adjourned    until    to-morrow,    Friday,    November    24,    1916,    at    10 ' 
o'clock  a.  m.) 
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FRIDAY,  NOVEMBER  24,  1916. 

Congress  or  the  United  States, 
Joint  Committee  on  Interstate  and  Foreign  Commerce, 

Washington,  D.  C. 

The  committee  met.  pursuant  to  adjourument,  in  room  326,  Senate 
Office  Building,  at  10.30  o'clock  a.  m.,  Senator  Francis  G.  Newlands 
(chairman)  presiding;  Hon.  William  C.  Adamson,  vice  chairman. 

The  committee  resumed  its  session  pursuant  to  Public  Resolution 
25.  joint  resolution  creating  a  joint  subcommittee  from  the  member- 
ship of  the  Senate  Committee  on  Interstate  Commerce  and  the  House 
Committee  on  Interstate  and  Foreign  Commerce  to  investigate  the 
conditions  relating  to  interstate  and  foreign  commerce,  and  the 
necessity  for  further  legislation  relating  thereto,  and  defining  the 
powers  and  duties  of  such  subcommittee. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Ihom, 
you  may  proceed. 

STATEMENT    OF    MR.    ALFRED    P.    THOM,    COUNSEL    RAILROAD 
EXECUTIVES'  COMMITTEE,  WASHINGTON,  D.  C— Resumed. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen  of  the  committee,  in 
speaking  yesterdav  of  the  disappearing  sources  for  the  supply  of 
needed  funds  for  railroad  improvement  I  omitted  one  of  the  sources 
which  seems  to  me  to  be  of  great  significance  and  consequence  to  the 

public.  ■  ■.     £ 

The  railroads  of  this  country  have  been  created  by  the  spirit  o± 
adventure  of  the  American  people.  They  have  been  willing  to  go 
into  enterprises  involving  an  unknown  future  and  great  risk  in  the 
hope  of  large  returns.  There  is  no  man  acquainted  with  public 
affairs  or  with  the  histoiT  of  the  creation  of  the  transportation  facili- 
ties of  this  country  that  does  not  appreciate  that  without  the  spirit 
to  which  I  have  alluded  there  would  have  been  no  such  transportation 
system  as  exists  in  America  to-day.  The  spirit  of  the  man  who  was 
willing  to  adventure  his  means  in  the  hope  of  gi^eat  financial  return 
is  what  has  accomplished  the  creation  of  the  American  system  of 

Vn  1 1  T*0  R  cl  S 

Now.  that  source  has,  of  course,  been  eliminated.  There  can  be  no 
system  "of  strict  governmental  regulation  which  would  leave  any  room 
for  the  man  who  is  the  adventurer  or  speculator,  if  you  please,  m  the 
subject  matter  that  is  thus  recognized.  AMiile  we  all  recognize  that 
that  situation  is  one  that  has  necessarily  come,  in  dealing  with  the 
future  and  in  laying  our  plans  for  the  preservation  and  the  growth 
of  this  system,  we  must  not  shut  our  eyes  to  the  fact  that  that  great 
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body  of  adyentiirers,  or  capitalists,  which  Avas  controlled  by  the 
spirit  of  adventure,  has  disappeared  as  a  source  of  supply  to  the  in- 
crease of  railroad  facilities.  So  that  we  are  reduced  now"  to  the  con- 
servative investor  when  we  want  to  get  monev.  In  order  to  attract 
him  there  must  be  offered  to  him,  in  the  place  of  risk  and  large  re- 
turns, stability  and  certainty  for  his  investment.  Therefore,  in  your 
outlook,  in  your  constructive  scheme  for  the  future,  in  your  pur- 
pose to  preserve  an  adequacy  of  railroad  facilities  for  the  growing 
commerce  of  this  country,  you  can  not  shut  your  eyes  to  the  fact  of 
the  disappearing  and  exhausted  sources  of  supply  of  this  capital,  but 
you  must  address  yourselves  as  practical  men  to  the  accommodation 
of  what  you  do  to  the  actual  possibilities  of  the  situation  with  which 
you  are  dealing. 

Gentlemen,  may  I  for  a  moment  try  to  interest  you  in  the  ques- 
tion of  what  the  financial  needs  of  the  railroads  are 'likely  to  be  dur- 
ing the  next  10  or  12  years?  Of  course,  we  have  no  lamp  to  light 
our  feet  as  we  tread  along  this  pathway,  except  the  lamp  of  experi- 
ence. We  can  only  study  what  has  been  done,  what  the  tendencies 
are,  what  the  growth  of  commerce  is  expected  to  be,  and  from  that 
attempt  to  adduce  what  will  be  necessary  in  the  way  of  transporta- 
tion facilities  to  accommodate  the  comnierce  which  "may  reasonably 
be  expected. 

We  have  had  that  subject  studied,  and  in  due  time  the  exact 
methods  of  that  study,  the  way  it  was  carried  on,  the  figures  which 
have  been  deduced  from  it,  will  be  presented  for  your  consideration. 
I  will  now  simply  give  you  the  method  and  state  conclusions. 

In  our  effort  to  ascertain  what  are  the  reasonable  needs  of  the 
future  we  have  studied  the  growth  of  population,  industries,  and 
commerce  during  the  past  20  or  more  vears,  and  the  growth  and  de- 
velopment of  railway  traffic  and  of  fa'^cilities  and  equipment  during 
the  same  period.  We  have  tried  to  show  what  the  percentage  of  in- 
crease year  by  year  has  been  during  that  period;  how  the  property 
has  grown ;  how  the  traffic  has  grown,  and  how  the  railroad  facilities 
have  grown  to  take  care  of  it.  The  result  is  this,  from  the  growth 
of  population,  industries,  and  commerce  during  this  period,  this  has 
been  found : 

First.  That  the  wealth  of  this  country  has  increased  at  the  rate  of 
8  to  9  per  cent  per  year,  and  that  the  same  ratio  of  increase  has  held 
good  in  the  demand  for  transportation. 

Second.  That  the  forces  that  have  operated  in  this  growth  and 
development  in  the  past  apparently  continue  still  in  full  operation 
and  may  reasonably  be  expected  to' so  continue  for  the  next  10  or  15 
years. 

Third.  The  investment  in  railway  facilijties  in  order  to  meet  the 
enlarged  requirements  of  the  future  because  of  this  continued  growth 
and  in  order  to  fulfill  the  duties  and  obligations  imposed  upon  the 
railways  by  the  public  must  therefore  also  proceed  at  a  corresponding 
annual  rate  of  increase. 

We  take,  then,  8  per  cent  as  the  result  of  these  figures,  to  indicate 
the  annual  growth  that  must  be  provided  for  in  railroad  facilities  of 
all  sorts  in  order  to  keep  up  with  the  8  per  cent  of  increase  in  the 
business  of  the  country,  and  the  result  of  that  is  that  during  the  next 
10  years  there  will  be  needed  approximately  twelve  hundred  and  fifty 
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millions  of  dollars  a  year,  in  order  not  to  constrict  the  business  and 
productive  energies  of  the  country  and  in  order  to  supply  them  rea- 
sonably with  the  facilities  which  this  growing  business  will  require. 
Now,  those  figures,  of  course,  are  not  accurate;  those  figures  indicate 
a  mere  attempt  to  forecast  within  some  sort  of  reasonable  limit  the 
needs  of  the  railroads  and  the  public  interest  annually  during  the 
next  10  years.  Those  figures  apply  only  to  the  amount  that  will  be 
required  to  increase  your  facilities;  they  do  not  contemplate  the 
amount  that  will  be  required  to  refund  your  maturing  debt.  From 
the  best  information  that  we  can  obtain,  there  will  be  required  to 
refund  maturing  debts  during  that  time  a  sum  approximating  two 
hundred  and  fifty  millions  of  dollars  a  year ;  so  that  the  requirements 
of  the  railroads  for  new  money  during  the  period  to  which  I  allude 
are  estimated  by  us  to  be  fifteen  hundred  millions  of  dollars  a  year. 

Xow.  as  I  say,  those  figures  are  an  attempt  at  approximation ;  it  is 
the  best  estimate  that  we  have  been  able  to  give.  They  are  larger 
than  the  amounts  which  have  been  expended  during  the  last  few 
years,  which  have  amounted  to  six  or  seven  hundred  millions  of 
dollars  a  year,  but  they  are  based  upon  the  creation  of  facilities  such 
as  will  accommodate  commerce  and  not  on  the  policy  of  skimping  and 
restraining  commerce  and  not  having  facilities  adequate  to  its  accom- 
modation. These  figures  therefore  will  illustrate  to  you  the  problem 
with  which  you  will  be  confronted  in  creating  a  constructive  system 
of  railroad  regulation  in  providing  for  the  future  needs  of  the  public 
which  you  represent.  Whether  somewhat  greater  or  somewhat  less, 
they  are  figures  of  a  magnitude  sufficiently  great  to  arrest  the  atten- 
tion of  men  charged  with  your  responsibility. 

Is  it  not  fair  to  ask  of  a  system  which  limits  revenue  but  does  not 
limit  expenses,  where  this  money  is  to  come  from  ?  Is  it  not  fair  to 
ask  that  in  any  constructive  measure  which  is  favored  by  the  Con- 
gress of  the  TTiiited  States  this  essential  need  of  the  people  shall  not 
be  overlooked,  and  that  some  method  shall  be  provided  which  will 
reasonably  assure  the  necessary  input  of  capital  to  bring  these  and 
to  keep  these  instrumentalities  of  commerce  up  to  the  requirements  of 
the  public  needs?  Can  it  for  a  moment  be  contended  that  existing 
systems  have  that  effect? 

I  have  but  to  ask  you  to  recall  the  situation  that  confronts  the 
American  investor,  as  I  attempted  to  describe  it  to  you  yesterday,  to 
see  that  there  are  no  such  inducements  of  safety  and  certainty  and 
of  a  friendly  attitude  of  government  toward  this  great  essential  of 
public  welfare  as  to  make  it  certain  that  that  investor  will  put  his 
means  in  this  restricted  field  of  financial  return.  In  view  of  that, 
has  not  the  time  come,  in  the  language  of  the  President,  to  take  a 
new  appraisement  of  the  conditions  that  suri'ound  these  properties 
in  order  to  see  whether  or  not  your  present  system  of  regulation 
contains  those  principles  of  encouragement  and  helpfulness  and 
assurance  which  will  be  their  support  in  the  minds  that  must  at 
last  determine  the  question  that  is  in  the  minds  of  the  great  in- 
vesting public?  Of  course  we  all  must  recognize  that  there  is  an 
inherent  difficultv  in  the  wav — a  difficulty  which  we  must  all  reckon 
^itii_and  that  is  the  difficulty  that  the  revenues  of  the  carriers  must 
be  regulated  by  some  governmental  authority;  that  there  must  be 
some  limit  put  by  governmental  authority  upon  them.  That,  in 
itself,  is  a  limitation  of  a  serious  character,  and  to  be  considered 
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from  an  economic  standpoint  when  we  come  to  deal  with  this  subject. 
That,  however,  is  a  difficulty  which  can  not  be  remoA-ed.  We  must 
deal  with  that  as  a  fact.  It  is  the  outcome  of  the  important  rela- 
tionship which  these  carriers  bear  to  the  public  welfare;  it  is  the 
outcome  of  the  consequent  system  of  regulation,  which  must  now  be 
regarded  as  a  permanent  part  of  American  governmental  policy. 
But  Ave  are  entitled  to  examine  the  question — whether  or  not  the 
system  of  regulation  which  has  the  effect  of  limiting  these  revenues 
is  of  a  character  that  presents  as  few  difficulties  as  possible?  We 
have  a  right  to  consider,  in  examining  this  accepted  system  of  regu- 
lation, whether  there  is  anything  in"  it  which  unnecessarily  deters 
public  confidence  from  this  investment,  which  unnecessarily  compli- 
cates the  situation,  and  which  unnecessarily  builds  up  difficulties  in 
its  way? 

If  you  gentlemen  can  for  one  moment  put  yourselves  in  the 
position  of  the  man  who  wants  to  choose  his  investment,  and  who  is 
willing  to  accept  a  simple  and  an  orderly  but  at  the  same  time  an 
efficient  system  of  regulation,  I  think  you  will  appreciate  that  the 
thing  that  you  will  demand  is  that  the  system  of  regidation  shall  be 
as  coniprehensive  and  as  wise  and  as  little  subject  to  local  and  fluctu- 
ation influences  as  it  is  possible  to  make  it.  I  do  not  think  that  you 
would  go  about  seeking  an  iuA^estment  which  may  be  limited  not  only 
by  one  authority,  but  by  many  authorities.  You  would  want  a  sys- 
tem of  regulation  as  little  influenced  by  politics  as  you  could  ffet'it; 
you  would  want  a  system  of  regulation  as  little  controlled  by  "selfish 
and  narrow  interests  as  you  could  get  it ;  you  would  want  a  system  of 
regulation  which  could  take  a  large  and  comprehensive  view  of  na- 
tional needs,  and  take  the  broad  outlook  of  American  commerce, 
which  appreciates  that  it  is  continent-wide,  within  its  own  limits, 
and  that  means  must  be  created  to  allow  it  to  reach  the  farthest  mar- 
kets of  the  earth.  If  you  accepted,  as  you  must  do,  that  there  must 
be  regulation,  you  Avould  demand  that  that  should  be  as  simple  and 
as  wise  aiid  as  broad  and  as  farseeing  as  it  could  be  made.  Would 
you  consider  it  as  bearable  to  have  so  many  different  governmental 
agencies,  with  varying  policies,  with  varying  conceptions  of  the  needs 
of  commerce,  all  able  to  put  their  oAvn  special  limitation  upon  what 
your  investment  might  be  allowed  to  earn;  all  able  to  create  special 
conditions  of  expense,  to  which  your  inA^estment  must  be  made  subject  ? 

Now,  gentlemen,  I  hold  in  my  hand  a  letter  which  was  not  written 
to  me,  but  was  written  by  an  important  business  man,  whose  consent 
to  read  it  I  have  not  got  and  therefore  I  shall  not  mention  his  name, 
but  which  I  have  been  permitted  to  see,  and  the  important  part  of 
this  letter  I  shall  ask  your  indulgence  while  I  read  it  to  you,  be- 
cause it  expresses  the  standpoint  of  the  disinterested  business  man 
as  he  looks  upon  this  transportation  problem.  It  was  written  dur- 
ing the  current  month.  It  was  written  in  connection  with  a  conven- 
tion of  business  men  held  in  the  last  week  or  two  in  the  city  of  Balti- 
more._  It  was  written  to  express  his  view  of  what  that  business 
association  should  do  in  regard  to  this  matter  of  transportation. 

I  wish  to  thank  yon  for  this  inAntation — 

He  refers  to  the  invitation  to  attend  the  meeting — 
and  to  express   my   regret  at   not  being  able  to  attend   the  conference,   as   T 
haA'e  no  doubt  a  discussion  Avill  prove  of  interest,  as  the  matters  to  be  considered 
are  very  imporant. 
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While  I  recognize  that  there  are  still  many  evils  to  be  corrected,  I  am  begin- 
ning to  wonder  whether  we  are  not  approaching  the  time  when  we  are  in  dan- 
ger of  going  too  far  in  our  endeavor  to  exercise  control  over  our  railroads. 

Is  it  not  time  to  take  cognizance  of  the  fact  that  the  Interstate  Commerce 
Commission  is  not  the  only  power  exercising  control?  Most  of  the  gentlemen 
gathering  at  Baltimore  will  be  business  men.  How  many  of  them  would  want  to 
start  in  business  if  the  rates  of  wages  and  the  conditions  of  employment  were  so 
controlled  that  the  cost  of  their  output  was  largely  a  matter  outside  of  their  con- 
trol and  if  at  the  same  time  the  prices  at  which  they  could  sell  their  commodities 
was  a  matter  in  which  they  had  little  or  no  voice?  How  many  of  them  do  you 
think  would  care  to  remain  in  business,  and  in  case  they  could  not  get  out,  how 
many  of  them  do  you  think  would  feel  very  much  interested  in  improving  or 
extending  its  facilities?  Certainly,  under  such  conditions,  no  one  not  already  in 
business  would  care  to  start  any  new  enterprise. 

To  what  extent  is  the  present  lamentable  breakdown  in  our  transportation 
facilities  due  to  the  underlying  causes  above  referred  to?  I  don't  suppose  any- 
body knows  very  definitely  to  what  extent  that  may  be  the  case,  but  isn't  there 
probability  enough  of  there  being  an  intimate  relation  between  the  present  in- 
adequate couditon  of  the  equipment  of  our  railroads  and  the  fact  that  the  officers 
of  our  railroads  are  no  longer  in  control  of  our  transportation  facilities,  to  any 
very  marked  extent,  to  give  us  pause  and  perhaps  look  at  this  problem  from  a 
somewhat  different  standpoint.  That  the  railroads  themselves  are  largely  to 
blame  for  the  necessity  of  exercising  some  means  of  control  can  not  be  denied, 
but  as  all  movements  in  public  sentiment  and  in  reform  swing  too  far  and  have 
to  recede,  are  we  not  rapidly  approaching  the  time  when  the  swing  of  the  pendu- 
lum in  this  movement  should  be  checked? 

It  may  throw  some  light  on  tlie  present  status  of  these  problems  if  we  very 
briefly  review  the  early  history  of  our  railroad  building.  Very  few  of  our  rail- 
roads were  profitable  investments  when  they  were  first  constructed.  The  re- 
sources of  the  country  through  which  they  passed  were  undeveloped,  the  revenues 
in  most  cases  were  insufficient  to  pay  for  the  upkeep  of  the  roads  and  equipment 
and  provide  interest  for  the  bonds,  and  most  of  them  went  through  bankruptcy 
and  had  long  periods  of  lean  years  before  they  ultimately  reached  the  point 
where  they  could  pay  even  5  per  cent  or  6  per  cent  on  what  would  have  been  a 
fair  valuation  of  their  assets.  Of  course,  the  investors  had  hopes  of  very  hand- 
some returns  or  they  never  would  have  built  the  roads.  To  be  sure,  the  public 
had  just  grounds  for  grievance  against  some  of  them  because  of  the  stock-jobbing 
schemes  that  were  employed  and  because  of  the  many  of  the  methods  of  discrimi- 
nation that  were  followed,  but  just  the  same  had  it  been  known  in  advance  that 
no  larger  returns  would  ever  be  made  and  that  ultimately,  even  if  they  could  be 
made,  would  not  be  permitted  because  of  Government  regulation,  most  of  our 
railroads  would  never  have  been  built  by  private  enterprise.  Could  any  group 
of  men  to-day  be  induced  to  build  a  trunk-line  railroad  for  the  purpose  of  com- 
peting with  those  already  in  existence,  with  all  the  risks  of  losing  their  money, 
knowing  that  from  the  beginning  at  best  they  would  have  a  long  period  of 
unprofitable  operation  until  the  natural  resources  along  their  line  should  be 
developed  and  knowing  from  the  beginning  that  in  no  event  would  they  be  per- 
mitted to  earn  more  than  a  mere  5  or  6  per  cent  on  their  investment? 

With  a  knowledge  of  these  facts  before  us,  does  anyone  suppose  that  if  the 
conditions  now  imposed  had  already  existed  our  railroads  would  ever  have 
been  built  by  private  enterprise?  Is  it  not  therefore  a  matter  of  great  good 
fortune  to  the  country  that  our  railroads  were  built  before  these  restrictive 
conditions  were  imposed? 

If  the  conclusions  above  reached  are  measurably  correct  do  they  not  also 
apply,  although  somewhat  in  a  lesser  degree,  to  the  problems  involved  in  in- 
creasing the  facilities  and  equipment  to  meet  the  ever-increasing  necessities 
of  the  public?  How  far  is  the  present  shortage  of  cars  and  equipment  due  to 
this  conditon?  If  our  railroads  are  deprived  of  the  opportunities  to  make 
money  enough  to  enable  them  to  provide  additional  trackage  and  equipment 
sufficient  to  meet  the  growing  demands  of  our  country,  how  are  these  necessi- 
ties to  be  provided  for  and  how  is  our  country  to  continue  its  development? 
We  all  decry  Government  ownership,  but  are  we  not  in  danger  of  creating 
conditions  that  will  force  it  upon  ourselves?  We  know  something  of  how  the 
red  tape,  politics,  inefficiency,  and  increased  cost  of  operation  resulting  from 
Government  ownership  would  ultimately  affect  rates  and  the  service  rendered, 
but  even  more  serious  would  be  the  fact  that  Government-owned  railroads 
would  always  lag  behind  necessity.     Needs  for  additional  trackage,  terminals, 
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and  equipment  would  never  be  anticipated.  We  all  know  that  it  is  hard  enough 
and  many  times  impossible,  to  get  Congress  to  do  a  thing  even  after  the  neces- 
sity for  ]t  had  long  been  apparent,  hence  our  railroads  would  never  be  ready 
for  a  great  business  movement  when  it  came.  The  ills  we  now  have  are  as 
nothing  compared  with  those  we  would  have  under  Government  ownership 
It  is  time  to  be  careful. 

Mr.  Thom.  Now,  gentlemen,  this  brings  me  to  consider,  in  the  effort 
which  I  am  advocating  before  you,  the  simplificaion  of  the  system  of 
regulation— this  brings  me  to  consider  on  its  merits  the  dual  system  of 
regulation  both  by  the  State  and  by  the  National  Governments. 
This  question  should  be  considered  from  two  standpoints,  one  from 
the  standpoint  of  the  discouragement  to  the  investor  which  this 
dual  system  of  regulation  creates,  and  the  other  from  the  stand- 
point of  the  effect  of  this  dual  system  of  regulation  by  one  State 
upon  the  interests  of  another  State,  and  upon  interstate  commerce. 

I  have  spoken  to  you  at  length  in  regard  to  the  effect  upon  the 
credit  of  the  carriers.  I  have  called  your  attention  to  the  fact  that 
the  investor  himself  is  repelled  when  he  comes  to  consider  that  his 
investment  is  made  subject  not  only  to  one  regulating  authority,  but 
to  many  regulating  authorities.  I  have  called  your  attention  to  the 
fact  that  one  State  may  have  a  narrow  policy,  that  it  may  consider 
that  Its  system  of  rates  should  just  escape  the  line  of  confiscation, 
and  that  it  should  make  no  contribution  whatever  to  a  high  efficiency 
standard  of  transportation  facilities.  We  all  know  that  there  are 
such  States ;  we  all  know  that  the  courts  have  been  full  of  cases  where 
State-made  systems  of  rates  have  been  attacked  because  the  railroads 
regarded  that  they  did  not  escape  the  line  of  confiscation,  but  that 
they  were  actually  confiscatory  in  their  character,  and  whether  those 
cases  have  succeeded  or  not  it  is  only  necessary  in  order  that  the 
State  might  win  them  that  the  line  of  confiscation  was  escaped,  or 
that  there  was  no  available  proof  that  the  line  of  confiscation  had 
been  kept  below.  We  all  recognize  the  fact  that  the  cases  which 
have  charged  confiscation  in  this  country  have  been  almost  entirely 
cases  in  regard  to  State-made  systems  of  rates  and  seldom  in  regard 
to  Nation-made  systems  of  rates.  We  all  know,  therefore,  that  it  is 
withm  the  power  of  the  States,  unrestricted  by  any  constitutional 
limitation,  to  cut  the  level  of  its  rates  down  just  so  that  it  will  escape 
the  condemnation  of  the  fourteenth  amendment. 

Suppose  there  are  States  that  do  that?  Suppose  that  those  States 
can  control  an  average  of  15  per  cent  of  the  traffic  of  the  railroads, 
for  interstate  traffic,  generally  speaking,  in  this  country,  is  about  85 
per  cent  of  the  whole  and  State  traffic  is  about  15  per  cent  of  the 
whole.  Now,  suppose  it  is  within  the  power  of  a  State  simply  to  cut 
down  the  earnings  of  the  railroads,  that  15  per  cent,  to  the  line  of 
confiscation,  and  just  to  escape  it?  What  view  will  the  investor  in 
these  railroads  take  of  the  existence  and  sometimes  of  the  exercise 
of  such  a  power  as  that  ?  Is  that  power  an  inducement  to  the  input 
of  this  new  capital  which  I  have  attempted  to  show  you  is  essential 
m  the  interest  of  American  commerce?  Suppose  a  State  might  go 
further  and  adopt  a  policy,  as  some  States  have  adopted  it,  that 
States  markets  are  for  State  people,  and  the  theory  of  interstate 
commerce  across  the  border  is  impeded  and  sometimes  prevented  by 
a  scale  of  rates  which  makes  dealings  across  the  border  impossible? 
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Would  that  impediment  to  the  free  flow  of  commerce,  created  bv 
the  local  views  and  the  local  conditions  of  men  who  can  control 
measurably  those  questions,  be  an  inducement  to  the  investor  to  put 
his  money  in  a  business  subject  to  such  conditions?  But  I  have  dis- 
cussed that  feature  of  the  situation  sufficiently.  I  beer  you  to  let 
your  minds  revert  back  to  what  I  had  the  honor  of  sayiS/to  vou  on 
yesterday  in  regard  to  the  attitude  of  the  investor  and  let  me  come 
at  once  to  the  consideration  of  how  the  policy  of  one  State  can  ad- 
versely affect  the  policy  of  another  State;  of  how  inherently  there 
IS  in  this  situation  a  power  inconsistent  with  any  comprehensive 
and  sound  view  of  what  commerce  is.  Commerce  has  ceased  to  be  a 
neighborhood  affair.  Men  no  longer  deal  simply  with  their  neigh- 
bors but  steam  and  electricity  have  done  their  work,  and  the  markets 
o±  the  world  liave  been  brought  to  the  doors  of  the  business  men  of 
the  country.  Their  field  of  enterprise  is  no  longer  a  restricted  and 
neighborhood  held,  but  the  productive  and  commercial  energies  of 
the  people  know  no  limits,  except  the  limits  of  the  civilized  globe 
In  order  to  deal  with  that  question,  therefore,  we  have  got  to  get  a 
national  view  of  what  commerce  is  and  what  commerce  demands 
VVe  have  got  to  get  away  from  any  narrow  conception  of  it,  but 
appreciate  m  a  comprehensive  way  all  its  needs  and  all  its  interests. 
Ihe  man  who  deals  now  simply  with  his  neighbor  has  fettered  him- 
selt  with  a  condition  of  slavery— of  commercial  slavery— which  is 
out  of  keeping  with  the  spirit  of  freedom  which  pervades  the  earth 
in  regard  to  what  commerce  is.  In  our  little  communities  we  see  our 
neighbors  producing  the  foodstuffs  which  are  to  feed  the  armies  of 
-h^urope.  In  our  little  communities  we  see  our  neighbors  producing 
the  foodstuffs  which  are  to  supply  the  great  markets  of  America 

Men  will  not  be  content  with  their  own  market  towns  as  a  limita- 
tion upon  their  commercial  possibilities.  In  obedience  to  that  tend- 
ency, great  lines  of  railroads  have  come  into  existence,  not  as  a 
matter  of  financial  scheming  but  in  obedience  to  the  operation  of  a 
commercial  law  which  is  all  controlling;  and  that  is  that  the  instru- 
mentality of  commerce  must  accommodate  itself  to  the  needs  of  com- 
merce. And  so  we  see  the  great  lines  of  railroads  in  this  country 
which  are  serving  the  people,  and  are  serving  them  according  to  their 
needs— take  no  note  of  States  lines,  but  they  pass  on  from  the  vast 
fields  of  production  to  the  great  markets  of  America  and  to  the 
great  ports  of  America.  They  are  carrying  commerce  where  com- 
merce wants  to  go.  They  are  not  hauling  within  the  confines  of 
btates  where  commerce  does  not  want  to  go.  They  are  responding 
to  an  economic  condition  which  they  could  not  create,  and  to  whose 
behests  they  must  yield  an  unquestioning  obedience.  Should  our 
system  of  regulation  recognize  that  fact  or  refuse  to  recognize  it« 
Any  system  of  regulation  of  an  economic  question  which  throws  itself 
athwart  the  path  of  economic  progress  is  destined  ultimately  to 
failure.  There  may  be  checks,  there  may  be  obstacles,  there  may  be 
artificial  and  unnatural  conditions  sought  to  be  imposed,  but  at  last 
gentlemen,  the  logical  operation  of  economic  laws  will  prevail  over 
human-made  laws  and  human  intelligence  sooner  or  later  will  begin 
to  recognize  it;  and  when  it  is  recognized  the  adjustment  that  is 
naade  will  be  by  the  laws  to  the  economic  conditions,  for  it  is  impos- 
sible to  adjust  economic  conditions  to  the  laws. 
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Now,  these  economic  conditions  in  which  your  constituents  want 
to  deal  with  all  the  people  of  the  earth  are  in  operation.  That 
economic  need  may  be  checked  but  it  can  not  be  destroyed.  The 
thing  for  statesmanship  to  inquire  of  is  whether  the  time  has  come 
for  a  better  adjustment  of  statutory  laws  to  recognize  economic  con- 
ditions. Wliat  value  have  the  lines'  of  the  States  from  the  standpoint 
of  interstate  and  foreign  commerce  ?  They  may  be  adhered  to  from 
political  preference.  There  may  be  an  indisposition  to  disregard 
them  from  inherited  or  political  consideration  but  there  is  no  justi- 
fication for  that  from  a  commercial  standpoint;  and  the  question 
before  you  is  whether  you  will  bind  the  commerce  of  America  by 
political  considerations  or  whether  you  will  study  it  in  its  commer- 
cial needs  and  in  its  economic  aspects,  and  will  adjust  your  laws  to 
the  actual  conditions  which  do  apply  to  and  control  it. 

I  ask  your  attention  to  the  effect  of  State  regulation  upon  other 
States.  *We  shall  attempt  to  develop  that  in  the  evidence  which 
shall  be  adduced  before  you ;  but  I  will  take  the  liberty  of  referring 
to  a  few  conditions  in  respect  to  it  which  are  known  of  all  men 
and  which  may  well  illustrate  the  purpose  I  have  in  mind.  In  the 
first  place,  I  call  your  attention  to  the  fact  that  between  the  Potomac 
and  the  Mississippi  Elvers  there  is  not  a  State  that  does  not  make 
the  State  rates,  and  the  State  commerce  in  no  two  of  the  States 
moves  on  the  same  terms,  although  the  Government  makes  them  all. 
Now,  is  not  that  a  startling  proposition  ?  Is  not  that  an  illustration 
of  the  inconsistent  and  uncoordinate  views  of  State  management 
of  commerce,  that  when  each  State  is  exercising  its  power  to  deter- 
mine the  terms  on  which  its  commerce  can  move  within  its  own 
borders  there  is  such  a  difference  of  conception  of  the  problem  that 
the  commerce  of  none  of  those  States  moves  on  the  same  terms? 
As  indicating  the  diversity  of  State  policy  in  respect  to  these  matters, 
and  of  the  effect  that  one  State  law  may  have  upon  the  commerce 
of  another,  I  bring  to  your  attention  the  different  laws  of  the  States 
in  respect  to  the  fine  "that  may  be  imposed  for  failure  to  furnish 
cars.  One  State  I  have  in  mind  imposes  a  fine  of  $5  a  day  for  not 
furnishing  a  car  on  demand.  Another  State  imposes  a  fine  of  $1  a 
day  for  not  furnishing  a  car  on  demand.  The  interstate-commerce 
act  imposes  no  fine. 

Now,  take  the  present  condition  of  car  shortage,  in  which,  in 
obedience  to  the  gi-eat  currents  of  commerce,  the  available  equipment 
of  the  railroads  has  passed  on  to  some  other  section  of  the  country, 
and  imagine  the  case  where  there  is  only  one  car  to  supply  these 
three  demands — the  demand  of  the  State  which  imposes  a  fine  of 
$5,  the  demand  of  the  State  which  imposes  a  fine  of  $1,  and  the 
demand  of  the  Interstate  Commerce  Commission,  which  has  no  fine 
in  regard  to  the  failure  to  furnish  a  car — one  car  to  be  selected 
for  the  three,  two  to  "  go  without,"  one  "  to  have."  Which  is  going 
to  get  it  ?  And  when  the  State  with  the  severest  penalty  gets  a  car, 
it  has  taken  it  away  from  its  sister  State,  it  has  taken  it  away 
from  interstate  commerce.  Is  that  a  proper  balance  of  power  in 
respect  to  the  matter  in  which  all  the  States  and  all  the  people  are 
interested  ?  Ought  the  question  of  a  fair  and  equitable  distribution 
of  car  supply  to  be  in  the  hands  of  the  selfish  interests  of  one  of  the 
States  or  ought  it  to  be  in  the  hands  of  the  Government  of  all  the 
States,  which  can  act  impartially  between  them? 
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I  will  illustrate  another  situation.  I  attempted  to  show  you  yester- 
day the  great  interest  which  the  whole  public  has  in  a  proper  supply 
of  new  capital.  There  are  19  States  in  this  Union  now  asserting  the 
power  to  regulate  the  issue  of  new  securities,  each  demanding  the 
power  to  approve  or  disapprove.  Now,  what  is  the  subject  matter 
in  respect  to  which  they  are  exercising  that  power? 

The  mortgages  or  the  stock  issues  of  these  continuous  lines  of  rail- 
road relate  to  the  whole  line,  not  to  the  part  within  a  single  State, 
unless  under  most  unusual  conditions.  The  general  situation  is  of  a 
mortgage  which  covers  the  property  from  end  to  end  and  through 
many  States,  or  the  stock  which  is  based  upon  an  ownership  in  the 
whole  line  through  many  States.  Now,  19  States  say  that  such  a 
railroad  as  that,  in  which  10  or  a  dozen  States  are  interested,  can  not 
raise  any  new  money,  can  not  provide  any  new  facilities  without 
the  consent  of  that  one  State.  What  is  to  become  of  interstate  com- 
merce under  such  a  restriction  as  that?  Here  are  facilities  needed, 
vast  quantities  of  new  equipment  to  go  from  one  end  to  the  other  of 
this  continent,  and  yet  19  States  say  you  can  not  issue  any  securities 
to  buy  that  equipment  without  the  consent  of  each  one  of  us. 

Let  us  see  how  it  has  operated  in  practice.  Let  us  see  some  of  the 
instances  in  which  the  power  has  been  exerted,  and  inquire  what  has 
been  the  effect  upon  other  States  of  the  exercise  of  that  power. 

There  was  the  great  New  York  Central  system,  running  from  the 
City  of  New  York  through  the  whole  extent  of  that  State,  across  the 
State  of  Ohio,  across  the  State  of  Indiana,  and,  for  a  few  miles,  into 
the  State  of  Illinois — less  than  20  miles,  I  am  told,  in  the  State  of 
Illinois.  Eecently  they  desired  to  issue  a  large  amount  of  securities 
for  the  purpose  of  reorganizing  and  coordinating  that  whole  system. 
The  State  of  Illinois  was  called  upon  to  give  its  consent  to  that  issue. 
They  gave  it,  but  they  said  the  laws  of  the  State  of  Illinois  imposed 
as  a  condition  of  our  consent  a  tax  of  $1  per  $1,000  on  this  issue,  and 
thereupon  they  insisted  on  a  payment  of  $600,000  by  the  New  York 
Central  as  a  condition  of  the  issue  of  those  securities.  Less  than  20 
miles  of  the  railroad  in  the  State  of  Illinois.  That  railroad,  running 
entirely  across  the  State  of  Indiana,  entirely  across  the  State  of  Ohio, 
entirely  across  the  State  of  New  York.  What  greater  right  had  the 
State  of  Illinois  to  exact  that  $600,000  than  the  State  of  Indiana  had 
or  the  State  of  Ohio  had  or  the  State  of  New  York  had  ?  And  if  all 
had  done  it,  if  all  had  exercised  that  power,  what  would  become  of 
the  possibility  of  making  that  financial  transaction,  which  was  ap- 
proved by  the  commission  of  the  State  of  Illinois  ? 

Are  the  people  of  the  different  States  of  this  country  going  to  re- 
main long  in  silence  and  accept  this  power  of  exaction  which  one  of 
the  States  may  make,  the  effect  of  which  is  to  place  a  burden  upon 
their  commerce  and  a  limitation  upon  the  facilities  upon  which  their 
people  are  dependent?  Somebody  must  pay  that  $600,000.  It  must 
have  some  effect  upon  the  public,  either  in  the  payments  they  must 
make  to  sustain  it  or  in  the  withdrawal  of  that  amount  from  the 
facilities  which  the  public  ought  to  have  to  carry  on  its  business. 
Somebody  must  pay  it;  some  public  interest  must  be  burdened;  and 
can  you  ior  a  moment  tolerate  the  conception  that  an  instrumentality 
on  which  the  State  of  New  York,  of  Ohio,  of  Indiana,  and  of  Illinois 
are  dependent,  shall  be  burdened,  shall  be  crippled  by  the  imposition 
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of  a  tax  which  is  approved  by  the  policies  of  the  State  of  Illinois, 
out  which  IS  rejected  by  Indiana,  by  Ohio,  and  by  New  York? 

Are  you  familiar  with  the  recent  instance  of  what  has  happened 
m  the  New  England  States  in  regard  to  the  New  York,  New  Haven 
&  Hartford  road?  Recently  that  road  Avas  confronted  with  the  earlv 
maturity  of  a  number  of  short-term  notes.  It  wished  to  provide  the 
means  to  take  up  those  notes  and,  in  addition,  a  fund  of  $25,000,000 
to  give  enlarged  terminals,  more  equipment,  and  better  facilities  to 
the  commerce  served  by  that  property.  It  w\as  necessary  to  o-q  to 
Rhode  Island,  to  Connecticut,  and  to  Massachusetts  in  order  to  ob- 
tain the  approval  of  those  States  to  the  issue  of  that  $67,000,000.  The 
State  of  Rhode  Island  gave  its  approval,  the  State  of  Connecticut 
gave  Its  approval,  but  when  Massachusetts  was  reached,  although  its 
commission  approAed  of  what  ought  to  be  done,  it  was  found  that  the 
laws  of  Massachusetts  forbade,  as  construed  bv  the  highest  court  of 
that  State— the  laws  of  Massachusetts  forbade  that  issue.  So  that 
the  $67,000,000  of  securities  could  not  be  issued,  although  approved 
by  the  commissions  of  all  three  States— although  necessary  in  the 
public  interest,  according  to  their  conclusion — because  in  the  laws  of 
one  of  the  States  an  impediment  existed  which  prevented  the  policy 
of  the  other  two  States  from  being  carried  out. 

And  we  see  now  in  the  embargoes  which  have  been  put  upon  the 
New  England  roads,  in  their  congested  condition,  in  their  incapacity 
to  serve  the  public,  the  loss  of  this  $25,000,000,  part  of  the  $67,000,000 
which  was  intended  to  supply  the  very  facilities  which  is  making  the 
commerce  of  New  England  break  down. 

What  right— what  governmental  right— have  the  laws  of  the  State 
of  Massachusetts  to  stand  in  the  way  of  the  commercial  facilities  of 
Connecticut  and  Rhode  Island?  What  are  the  inherent  difficulties 
and  troubles  in  this  system  which  permit  the  policies  of  one  of  the 
States  to  stand  across  the  path  marked  out  by  the  others  and  to  pre- 
vent any  expansion  of  the  commercial  facilities  upon  which  all  are 
equally  dependent? 

I  will  give  you  another  striking  instance  of  the  burden  placed  by 
some  of  the  States  upon  other  States.  I  shall  not  attempt  to  discuss 
the  wisdom  or  the  unwisdom  of  any  State.  I  am  attempting  to  dis- 
cuss merely  the  conflicts  between  the  States. 

Here  are  the  States  of  New  Jersey  and  of  Pennsylvania  that  have 
believed  it  right  to  pass  a  Iqav  called  by  some  people  the  "  full-crew 
law  "  and  by  other  people  the  "  extra-crew  law,"  which  means  that 
the  laws  of  those  States  require  that  the  complement  of  the  train  crew 
shall  be  increased  up  to  the  standard  fixed  by  the  acts  of  those  States. 
Now,  those  law^s  operate  on  railroads  which  are  not  confined  to  those 
two  States.  They  operate  on  railroads  wdiich  go  through  New  Jersey 
and  Pennsylvania,  but  also  through  Ohio,  Indiana,  and  Illinois, 
through  Delaware,  Maryland,  and  West  Virginia,  and  beyond. 

Not  one  of  the  other  States  which  I  have  mentioned  has  given  its 
approval  to  those  laws.  _  Right  or  wi'ong  there  is  a  conflict  in  view 
between  the  States  of  ^NeAv  Jersey  and  of  Pennsylvania  who  make 
this  requirement,  and  the  States  of  Ohio,  Indiana,  Illinois,  Delaware, 
Maryland,  and  West  Virginia,  which  do  not  make  it. 

The  result  of  the  action  of  New  Jersey  and  Pennsylvania  is  to 
impose  an  annual  charge  upon  those  railroads,  amounting  to 
$1,700,000  a  year,  which  is  interest  at  5  per  cent  on  $34,000,000.    The 
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coiuriierce  of  those  States  does  not  pay  that  charge.  It  pays  only 
their  proportion  of  that  charge.  The  commerce  of  Ohio,  Indiana, 
and  Illinois,  and  of  Delaware,  Maryland,  and  West  Virginia  is 
called  npon  to  contribute. 

"What  justice  is  there  in  the  connnissions  of  these  other  States  being 
burdened  with  that  charge  which  they  do  not  approve,  to  carry  out  a 
policy  which  they  have  not  adopted,  simply  because  some  other 
State  has  adopted  it^  What  soundness  is  there  in  the  view  that  one 
State  sliould  thus  possess  the  power  of  encumbering  with  charge  the 
business  of  other  States  in  order  to  carry  out  a  policy  in  which  those 
other  States  do  not  participate? 

But  that  means  that  the  action  of  the  States  of  New  Jersey  and  of 
Pennsylvania — right  or  wrong,  I  shall  not  discuss — but  it  means  that 
the  actions  of  those  States  have  laid  their  hands  upon  the  capital 
fund  of  $34,000,000,  5  per  cent  of  which  is  the  $1,700,000  annual 
charge  to  M'hicli  I  have  alluded,  and  have  produced  that  much  in- 
capacity on  the  part  of  those  carriers  to  apply  that  capital  fund  to 
increased  transportation  facilities  in  these  other  States  as  well  as  in 
those  States.  The  j^olicies  of  those  States  have  required  that  an  in- 
terest which  would  support  a  capital  investment  of  these  $34,000,000 
should  be  withdrawn  from  the  establishment  of  facilities  which  these 
other  States  might  have  preferred,  in  order  to  carrj^  out  the  State 
policy  in  respect  to  this  full  or  extra  crew  provision. 

This  provision  may  be  right  or  it  may  be  wrong.  That  is  not 
the  question.  The  question  is  which  authority — what  governmental 
authority — ought  to  be  able  to  say  whether  or  not  the  charge  shall 
be  imposed  upon  the  commerce  of  America.  Is  it  right  that  one  of  the 
States  should  be  able  to  say  it,  or  ought  that  question  to  be  passed 
upon  by  the  authority  wliich  represents  all  of  the  States  which  can 
look  into  the  comparative  needs  of  all  American  commerce  and  shall 
parcel  out  the  burdens  with  an  equal  hand,  applicable  everywhere 
alike? 

I  find  that  I  have  omitted  to  mention  one  of  the  features  of  the 
operation  of  this  law  where  a  State  is  exercising  the  power  of  ap- 
proval or  disapproval  of  the  securities,  which  ought  not  to  be  for- 
gotten, and  I  will  revert  to  that  part  of  my  argument  for  the  purpose 
of  mentioning  that  now.  I  refer  to  the  issue  by  the  Southern  Pacific 
of  a  large  amount  of  capital  sliares,  which  was  approved  by  the  State 
of  California,  but  where  application  had  also  to  be  made  to  the  State 
of  Arizona.  When  application  was  made  to  the  State  of  Arizona  the 
approval  was  given,  but  a  condition  was  attached  that  a  part  of  the 
proceeds  of  those  securities  must  be  expended  in  the  State  of  Arizona. 
No  impartial  authority  established  to  determine  where  that  amount 
of  money  could  best  be  expended  in  the  interest  of  the  commerce  of 
the  whole  people,  but  each  State  able  to  affix  its  own  selfish  condi- 
tions and  say,  "  I  will  give  my  approval,  but  some  of  it  must  be  spent 
right  here,"  and  designating  the  amount. 

Now.  let  us  suppose  a  case  where  the  whole  of  that  capital  fund 
coming  from  that  issue  of  securities  was  needed  in  some  other  State 
or  was  needed  in  facilities  for  interstate  commerce.  Suppose,  to  make 
the  supposition  simple,  that  the  whole  of  that  fund  was  in  reality 
needed  to  buy  equipment  which  would  go  everywhere,  and  the  State 
of  Arizona  affixed  a  condition  that  it  should  not  be  all  spent  in  equip- 
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ment,  but  some  of  it  must  be  spent  right  there  in  the  State  of  Arizona 
in  some  subject  of  investment  not  needed  in  the  opinion  of  the  rail- 
road and  not  needed  in  the  opinion  of  the  great  commercial  public, 
but  required  merely  as  the  exercise  of  a  power,  and  that  power  exer- 
cised, perhaps,  in  obedience  to  some  considerations  of  political  ex- 
pediency. Now,  ought  these  business  enterprises  be  subjected  to  that? 
If  they  ought,  the  conclusion  that  they  ought  must  be  based  upon  the 
idea  that  they  have  an  inexhaustible  treasury,  which  may  be  con- 
trolled without  regard  to  the  ultimate  needs  of  commerce,  but  from 
considerations  of  merely  local  and  political  expediency.  All  of  us 
know  that  the  capital  fund  of  these  railroads  is  limited;  all  of  us 
know  there  must  be  as  much  wisdom  in  the  expenditure  of  those  capi- 
tal funds  as  there  should  be  in  the  expenditure  of  the  capital  funds  of 
the  Nation  or  of  a  city,  and  we  all  know  that  they  can  not  long  sur- 
vive a  system  which  empties  their  treasury  not  out  of  regard  to  the 
interests  of  commerce,  but  out  of  some  local  or  neighborhood  concep- 
tion of  what  is  politically  expedient. 

This  matter  that  I  am  now  alluding  to  was  considered  so  im- 
portant that  it  was  made  a  matter  of  debate  in  the  Congress  of 
Eailroad  Commissioners  held  in  this  city  last  week,  the  minutes 
of  which  I  hold  in  my  hand,  where  that  matter  that  I  have  just 
alluded  to  is  condemned.  The  conception  of  what  is  fair  and  just  in 
this  matter  has  had  a  stormy  history  in  the  consideration  of  these 
State  commissioners  themselves.  There  has  been  a  struggle  on  the 
part  of  some  of  them  to  recognize  the  national  aspects  of  this  problem 
of  the  approval  of  capital  issues  of  these  railroads,  and  the  pendulum 
has  swung  back  and  forth  from  diilerent  meetings  of  these  commis- 
sioners, they  having  adopted  in  1913  a  resolution  which  is  here,  say- 
ing that  the  matter  of  controlling  the  issue  of  these  interstate  car- 
riers should  be  in  the  hands  of  the  National  Government,  whereas, 
when  1914  came,  they  met  in  convention  and  took  the  opposite  view, 
that  it  should  not  be  only  in  the  hands  of  the  National  Government, 
but  should  also  be  in  the  hands  of  the  States,  and  now,  in  1916,  they 
come  together  again. 

In  a  deliberate  report  of  this  committee  they  report  favorably  cer- 
tain conclusions,  the  first  of  which  is  this,  that  tlie  Interstate  Com- 
merce Commission  be  given  power  to  regulate  the  stocks  and  bonds  of 
interstate  carriers.  That  is  one  of  the  issues  that  you  gentlemen  will 
have  to  determine.  You  will  not  have  to  determine  it  only  by  the  con- 
siderations which  I  have  mentioned,  but  by  the  consideration  of 
creating  a  workable  system,  because  no  railroad  can  be  financed 
unless  the  men  charged  with  the  responsibility  are  in  a  position  to 
act  promptly  and  to  take  advantage  of  favorable  market  conditions. 
Promptness  is  an  essential  element  in  any  system  of  finances,  and  if  a 
proposition  to  make  a  capital  issue  and  to  obtain  money  for  the  needs 
of  the  commerce  of  the  country  must  go  not  only  to  the  National  Gov- 
ernment, but  to  the  authorities  of  many  States,  time  will  be  con- 
sumed, which  may  defeat  the  whole  purpose. 

The  usual  method  of  doing  these  things  is  to  find  out  from  some 
group  of  bankers  or  from  some  banking  institution  whether  or  not 
they  will  take  an  issue  of  securities  and  agree  upon  the  price.  They 
will  make  their  acceptance  or  refusal  of  that  offer  of  those  securities 
on  existing  market  conditions.  They  will  not  consent  to  leave  an 
open   offer  to  be   availed   of   at   any   indefinite   time,  but   a   time 
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limit  iind  a  short  time  limit,  is  necessary  in  order  to  insure  their 
c()0])eration. 

To  create  a  system  of  approval  of  these  securities,  which  means 
that  not  only  the  National  (Government  but  that  each  of  the  forty- 
nine  States,  or  each  of  the  nineteen  States,  or  each  of  several  States 
must  all  be  appealed  to  to  give  their  securities,  disappoints  the  very 
opportunity  in  many  cases  that  would  otherwise  be  iible  to  handle 
the  transaction. 

I  am  acquainted  with  a  situation  which  well  illustrates  the  point 
to  which  I  have  alluded,  Avhich  I  have  stated  under  a  supposition  in 
the  following  language  [reading]  : 

Conceive  the  not  impossible  case  suggested  by  a  recent  dramatic  event  in  the 
liistory   of  tlie  world. 

A  railroad  company  has  been  maturing  for  some  time  past  a  large  financial 
plan  with  the  purpose  of  taking  advantage  of  a  general  market  such  as  we  all 
know  recurs  at  periods  sometimes  widely  separated.  A  great  steamer,  say  the 
Lusitaiiia,  sails  at  a  moment  of  international  tension.  Those  in  charge  of  the 
financial  policy,  of  the  railroad  are  .iustified  in  believing  that  something  may 
happen  to  that  steamer  which  will  affect  international  relations  and  destroy 
for  many  months,  and  perhaps  for  years,  a  market  for  securities.  So  far  as 
their  own  business  preparation  is  concerned,  they  are  ready  to  bring  out  the 
carefully  matured  plan  and  place  their  securities.  It  becomes,  then,  a  question 
of  days  before  the  possibility  of  disaster  to  that  steamer  may  be  realized. 
Meanwhile  some  State  commission,  for  some  such  reason  as  has  been  suggested, 
is  delaying  the  approval  of  the  issue.  It  does  delay  until  the  disaster  happens, 
and  so  defeats  the  financial  plan,  with  the  result  that  there  is  at  least  an 
indefinite  postponement  of  additional  railroad  facilities  essential  to  the  best 
interest  of  the  commerce  of  the  country. 

Mr.  Thom.  It  seems  to  me  it  requires  no  longer  consideration  on  the 
part  of  men  of  affairs  charged  with  large  and  far-reaching  responsi- 
bilities in  respect  to  this  matter  to  show  that  the  system  of  controlling 
issues  of  interstate  carriers  must  be  in  the  hands  of  the-  National  Gov- 
ernment, and  in  the  hands  of  that  Government  alone.  •  T\niy  should  it 
not  be?  Is  the^^Nation  a  foreign  power?  Is  the  Congress  of  the- 
United  States  inimical  to  the  States  ?  Is  it  not  a  part  of  the  Ameri- 
can system  of  government?  Are  you  not  placed  in  national  con- 
trol because  there  are  certain  national  affairs  in  which  all  States  are 
interested,  and  there  must  be,  in  the  nature  of  the  case,  an  impartial 
tribunal  between  them  which  shall  decide  the  cases  with  which  this 
universal  interest  is  affected?  Are  you  not  a  part  of  the  system  of 
constitutional  government,  and  are  you  not  required,  out  of  the 
necessity  of  the  case,  to  act  in  these  matters  where  an  impartial 
authority  between  the  various  States  is  needed  in  order  that  justice 
ma}^  be  equal  and  in  order  that  there  may  be  no  race  of  greed  and 
no  narrow^  policy  on  the  part  of  this  union  that  will  oppress  the 
people  of  the  other  States? 

There  is  another  feature  of  State  regulation  to  which  I  would 
like  to  invite  your  attention.  It  is  already  so  completely  in  the 
public  eye  that  a  reference  to  it  is  hardly  necessary,  and  that  is  the 
question  of  the  power  of  a  State  to  discriminate  against  the  com- 
merce of  other  States.  I  allude  to  the  Shreveport  case,  where  Texas 
declared  a  policy  of  controlling  a  foreign  market  in  favor  of  its  own 
traffic  and  sought  to  exclude  the  trade  of  Louisiana  from  Texas 
markets  by  reducing  the  level  of  rates  within  the  State  below  the 
level  of  interstate  rates. 

That  was  the  assertion  of  a  power  to  create  at  State  lines  a  barrier 
against  interstate  commerce.    After  that  case  was  fought  out  and  it 
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Nvas  determined  that  even  under  existing  laAAS  there  was  a  power  in 
the  Interstate  Commerce  Commission  to  jjrevent  such  discrimina- 
tion, a  bill  was  introduced  in  the  Senate  of  the  United  States  by  a 
distinguished  Senator  to  abolish  that  doctrine,  and  a  hearing  was 
had  before  the  Interstate  Commerce  Committee  of  the  Senate  on 
that  bill.  On  the  one  side  were  the  authorities  of  the  State  of 
Texas,  supplemented  by  the  active  support  and  encouragement  of  a 
committee  from  the  National  Association  of  Railway  Commis- 
sioners; on  the  other  side  was  the- assistant  attorney  general  of  the 
State  of  Louisiana,  a  representative  of  the  railroad  commission  of 
Louisiana,  and  a  representative  of  the  trades  bodies  of  the  city  of 
Shreveport,  and  there  a  debate  was  had  before  that  committee.  It 
transpired  in  the  course  of  that  debate  that  while  Louisiana  was 
attempting  to  get  into  the  markets  of  the  State  of  Texas  and  was 
being  hampered  and  impeded  by  the  policies  of  that  State  that  the 
city  of  Natchez,  Miss.,  was  trying  to  get  into  Louisiana  and  was 
impeded  b}^  the  policies  of  that  State,  and  at  a  lull  in  the  proceed- 
ings a  gentleman  came  into  this  room  whom  I  had  never  seen  before, 
but,  of  course,  well  known  to  me  by  reputation,  and  at  a  convenient 
time  he  arose  and  said  that  he  wished  to  introduce  into  that  record 
some  telegrams  that  he  had  received  from  his  State,  and  that  gentle- 
man was  the  distinguished  Senator  from  the  State  of  Missouri,  Mr. 
Reed,  and  these  are  the  telegrams  he  read  [reading]  : 

St.  Louis,  Mo.,  June  29,  1916. 
Senator  .Tames  A.  Reed, 

Washington,  D.   C: 

We  understand  there  is  a  hearing  before  the  Senate  committee  in  Washing- 
ton to-morrow  on  bill  5242,  introduced  by  Senator  Sheppard,  of  Texas,  seeking 
to  nullify  Supreme  Court  Shreveport  decision.  St.  Louis  as  a  city  on  the 
borders  of  the  State  suffers  extremely  from  the  very  condition  wliich  that 
bill  .seeks  to  perpetrate.  We  already  have  pending  before  the  Interstate  Com- 
merce Commission  a  proceeding  seeking  to  prevent  discrimination  against  this 
city,  arising  out  of  the  action  of  the  Illinois  Legislature  and  pub'ic  utilities 
commission,  as  illustrating  how  we  are  affected.  While  it  only  costs  25  cents 
to  come  across  the  bridge  from  East  St.  Louis  the  fare  from  Chicago  to  East 
St.  Louis  is  $1.88  less  than  it  is  to  St.  Louis.  This,  of  course,  is  merely  a 
sample  of  what  happens  with  respect  to  passenger  traffic.  A  similar  situation 
exists  with  respect  to  freight  traffic.  We  most  earnestly  protest  and  ask  your 
aid  in  preventing  the  passage  of  the  bill. 

The  Business  Men's  League  of  St.  Louis, 

Claeence  H.  Howard,  President. 

Geo.  W.  SiMiioNs,  Chairman  Traffic  Bureau. 

Geo.  J.  Tansey, 
Chairman  Committee  National  Legislation. 

And  then  when  that  was  read  he  asked  that  another  telegram 
should  be  read,  and  said  [reading]  : 

I  have  a  similar  telegram  which  reads  as  follows : 

St.  Joseph,  Mo.,  -June  29,  1916. 
Hon.  ,Jas.  a.  Keed, 

United  States  Senate,  Washington,  D.  C: 
We  understand  that  there  is  a  hearing  before  the  Senate  committee  to-morrow 
on  bill  5242,  introduced  by  Senator  Sheppard,  of  Texas,  and  respectively  urge 
upon  your  consideration  that  our  people  are  very  much  opposed  to  limiting  the 
powers  of  the  Interstate  Commerce  Commission  and  broadening  the  scope  of 
State  regulating  bodies  in  matters  of  railroad  regulation.  It  is  unnecessary 
for  me  to  call  to  your  attention  that  if  this  amendment  is  adopted  it  will  enable 
State  regulaing  bodies  to  reduce  freight  rates  on  shipments  moving  entirely 
within  the  State  regardle.ss  of  interstate  rates  and  will  very  seriously  injure  the 
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joltliiii.u'  interests  of  iMissdUfi.  wiiidi  ii«'fliiii)s  has  iiioi'c  Johltci-s  in  jtroiHirtioii 
to  luT  population  tl)aii  any  State  in  tlie  Union.  Von  ar(>  no  donht  aware  that 
\vi>  now  have  I)efore  the  Interstate  C'oniiuerce  Commission  for  decision  rates 
l)romulfiateil  liy  the  Nel)raska  State  Railway  C'ommission.  decision  in  which 
case  was  expected  last  January,  hut  owing  to  tlie  frravity  tliereof  the  commis- 
si(tn  apparently  has  been  weighinj,'  the  situation. 

W.  J.  C.  Kenyo:;, 
MdiKif/cr  Truffle  Burcun  ComiLcrcc  Club. 

Mr.  Thom.  The  echoes  of  that  had  hardly  died  away  when  the  new 
Senator  from  the  State  of  Tennessee  appeared,  Senator  McKelhir, 
and  said  that  he  appeared  in  behalf  of  coniiiiercial  bodies  of  the  city 
of  Memphis  to  comjjlain  that  the  State  of  Arkansas  would  not  per- 
mit JNlemphis  to  get  into  its  market,  but  was  excluded. 

I  desire  to  narrate  an  incident  that  I  will  have  to  give  you  from 
memory,  as  I  do  not  seem  to  have  the  paper  which  1  thouoht  was 
among-  the  papers  before  me. 

Some  years  ago  an  application  was  made  to  the  Eailroad  Commis- 
sion of  Georgia  to  establish  a  station  at  the  State  line  of  Tennessee, 
where  there  was  a  station  just  across  the  line  in  Tennessee,  and  the 
Georgia  commission  heard  that  application,  and  declared  that,  upon 
looking  into  the  situation,  they  found  that  the  Georgia  rates  were 
lower  than  the  interstate  rates,  and  that  the  influence  behind  that 
application  was  to  have  a  station  established  just  inside  of  the  Geor- 
gia line  so  that  the  interstate  commerce  intended  to  be  carried  across 
the  line  should  go  on  the  Georgia  rate ;  and  they  declined  it  because 
they  said  that  was  the  situation,  and  they  illustrated  by  saying  that 
the  interstate  commerce  from  a  Georgia  point  to  Tennessee,  that 
could  be  accommodated  from  this  proposed  station,  would  go  at 
State  rates,  or  at  interstate  rates  if  consigned  across  the  border  a 
few  hundred  yards  farther,  in  accordance  with  the  desire  of  the 
shipper.  The  Tennessee  business  could  come  into  Georgia  either  at 
Tennessee  rates  or  at  interstate  rates,  in  accordance  with  the  de- 
termination of  the  shipper  in  Tennessee  and  the  consignment  that 
he  made  of  his  business,  and  that  was  a  mere  device  for  the  purpose 
of  destroying  the  effect  and  the  authority  of  interstate  regulation, 
and  that  they  would  not  be  a  party  to  any  such  exercise  of  power. 

Now,  3'QU  say  to  me :  But  in  this  matter  of  discrimination  against 
interstate  connnerce  there  is  now  ample  power  in  the  interstate-com- 
merce law.    Let  us  look  at  recent  events  and  find  whether  that  is  so. 

Within  the  last  few  months  the  Interstate  Commerce  Conniiission 
ha!^  found  that  the  passenger  fares  in  Kansas  discriminate  against 
interstate-commerce  passenger  fares,  being  2  cents  for  'one  and  2^ 
cents  for  another,  and  they  have  undertaken  to  fix,  under  this  author- 
ity, the  State  rates  in  Kansas.  They  say  that  2^  cents  is  as  little  as 
the  public  interest  will  permit  in  respect  to  passenger  fares,  and 
therefore  they  have  undertaken  to  fix  these  passenger  fares  so  that  the 
State  rate  shall  be  brought  up  to  what  they  have  determined  is  a 
reasonable  limit.  Did  the  matter  end  there?  At  once,  when  an 
attempt  was  made  to  obey  this  order  of  the  Interstate  Commerce 
Commission,  the  authorities  of  the  State  arrayed  themselves  against 
it,  and  the  railroads  that  were  subject  to  this  order  went  into  a  court 
in  the  State  of  Kansas  and  secured  an  injunction  against  interfer- 
ence by  public  authorities  with  them.  Thereupon  the  public  author- 
ities in  that  State  went  into  another  court  and  got  an  injunction 
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against  the  railroads,  forbidding  them  to  obey  the  order  of  the  Inter- 
state Commerce  Commission ;  and  those  two  cases  are  pending  there 
now. 

So  that,  although  the  power  was  sought,  possibly,  to  be  included 
already  in  the  Interstate  Commerce  Commission  of  preventing  that 
discrimination,  we  find  that,  practically,  it  is  not  there,  because  it  is 
n  t  accepted  as  a  construction  of  the  law  under  which  all  people  will 
live,  and  obedience  to  it  is  obstructed  by  every  legal  process  that  can 
be  devised,  and  meanwhile  commerce — interstate  commerce,  commerce 
of  all  the  people — is  not  moving  on  terms  which  the  Supreme  Court 
of  the  United  States  and  the  Interstate  Commerce  Commission  say 
are  the  lawful  terms  on  which  it  should  move.  Now,  we  say  that 
matter  ought  to  be  made  clear  in  the  law. 

There  is  another  striking  illustration  which  is  attracting  public 
attention  at  this  very  moment.  Some  time  ago  the  Congress  amended 
the  fourth  section  of  the  act  to  regulate  interstate  commerce,  know  nas 
the  long-and-short-haul  clause,  and  under  its  provisions  has  required 
the  southern  carriers  to  readjust  their  whole  systems  of  rates  in  the 
South,  which  has  been  clone  after  two  years  of  most  extensive  and 
arduous  work,  and  with  the  result  that  it  is  approved  by  the  Inter- 
state Commerce  Commission  and  ordered  to  be  put  into  effect. 

Now,  when  we  come  to  the  State  limits  of  the  State  of  Georgia  we 
find  that  it  is  necessary  to  obtain  the  consent  of  the  commission  of 
that  State  to  any  readjustment  of  the  rates  there  in  order  to  make 
this  adjustment  ordered  by  the  Interstate  Commerce  Commission 
effective,  and  we  have  been  obliged  to  prop  up  in  every  conceivable 
and  in  every  temporary  way  possible  the  system  of  long-and-short- 
haul  rates  that  await  the  decision  of  the  State  of  Georgia.  Now, 
fortunately,  in  the  State  of  Georgia  we,  have  men  of  great  capacity 
and  great  fairness  on  that  commission.  We  are  anticipating  that 
ultimately  we  will  get  that  consent ;  but  the  power  to  give  the  consent 
involves  the  power  to  refuse  the  consent,  and  in  measuring  and  esti- 
mating systems  of  public  law  we  must  not  be  controlled  simpl}''  by 
whether  or  not  a  law  is  wisely  and  fairly  administered  but  by  the 
possibilities  of  unfair  and  improper  administration  of  it. 

We  are  here  studying  systems;  we  are  here  seeking  for  the  philo- 
sophical principle  of  law ;  we  are  attempting  to  devise  a  well-balanced 
system  of  regulation,  in  which  the  people  shall  not  be  dependent 
merely  upon  the  wise  and  the  fair,  or  the  unwise  and  the  unfair  exer- 
cise of  some  given  power.  We  are  trying  tg  show  that  there  must 
be  no  interposition  of  any  power  which,  if  improperly  administered, 
may  be  destructive  of  the  public  welfare,  and  we  are  confronted,  in 
that  view  of  the  case,  with  a  situation  which  I  have  described,  exist- 
ing in  the  State  of  Georgia,  where  we  have  had  our  men  before  that 
commission  for  the  last  four  or  five  months,  attempting  to  demon- 
strate to  the  commission  the  propriety  of  their  application,  and 
with  concession  alwaj'^s,  by  the  very  fact  of  our  appearance,  that  it 
is  dependent  upon  their  judgment,  and  not  upon  the  operation  of 
the  interstate  commerce  laws,  as  to  whether  or  not  it  is  possible  to 
put  the  interstate  commerce  laws  into  effect. 

Is  that  a  secure  basis  of  law?  Is  that  a  condition  which  can  be 
tolerated  by  the  statesmanship  of  America?  Is  that  a  fair  balance 
of  the  powers  between  these  two  sovereignties?  Or  must  we  seek 
for  a  remedy  wliich  will  recognize  what  commerce  is;  that  it  is  one 
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inseparable,  indivisible  entity,  which  must  be  consistently  regulated 
through  all  its  parts;  or  somewhere  an  unhealtliful  strain  will  be 
put,  or  soniewhei'c  an  unjust  burden  will  be  imposed. 

Turning  for  a  moment  to  another  aspect  of  this  case,  let  us  con- 
ceive of  a  railroad  running  through  11  States;  85  per  cent  of  its  busi- 
_ness  is  interstate  commerce ;  15  per  cent  of  its  business  is  State  com- 
merce. Let  us  conceive  of  a  case  where  the  interstate  policies  of  the 
National  Government,  and  where  the  views  of  10  of  the  States  con- 
cur in  the  wisdom  of  maintaining  that  instrumentalit}''  of  interstate 
connnerce  at  a  high  and  efficient  standard;  suppose  that  one  of  those 
States  refuses  any  substantial  contribution  on  the  part  of  its  com- 
merce to  the  maintenance  of  that  standard  deemed  essential  in  the 
public  interest  by  the  interstate  connnerce  authorities  and  by  the  10 
other  States;  what  is  to  be  done?  Are  the  interstate  commerce  au- 
thorities and  the  10  States  to  surrender  to  the  one,  and  to  accept 
its  standard?  If  so,  that  one  State  regulates  interstate  commerce, 
and  regulates  the  commerce  of  the  10  other  States;  it  imposes  upon 
them  all  inadequate  transportation  facilities.  Or  shall  the  other  10 
States  and  the  interstate  commerce  say  "  We  will  not  accept  the  views 
of  that  one  State ;  we  will  insist  on  this  instrumentality,  upon  which 
we  are  all  dependent,  being  maintained  at  this  high  standard  of 
efficiency."  How  is  that  to  be  done?  It  is  to  be  done  by  taking  the 
burden  which  the  one  State  refuses  to  bear  and  placing  it  on  inter- 
state commerce  and  on  the  commerce  of  the  other  10  States. 

There  is  a  shift  of  burden,  unjust  and  inequitable  in  its  char- 
acter, from  the  State  that  declines  its  contribution,  that  refuses  to 
recognize  the  accepted  standard  of  efficiency  of  the  carrier,  upon 
which  all  are  dependent,  and  a  shifting  of  its  burden  upon  the 
commerce  of  the  10  other  States  and  upon  interstate  commerce. 

Xow  is  any  system  of  jurisprudence  sound  which  permits  that  re- 
sult? Is  there  any  system  of  governmental  regulation  sound  which 
puts  at  the  mercy  of  one  of  the  States  the  commercial  policies  and  in- 
terests of  every  one  of  the  other  States,  dependent  upon  the  same 
carrier  for  facilities? 

We  nmst  recognize,  gentlemen,  that  the  progress  of  invention,  that 
the  application  of  new  forces,  that  the  triumphs  of  human  genius 
have  confronted  this  counti*y  with  a  new  conception  of  what  com- 
merce is  and  what  the  needs  of  the  people  are  in  respect  to  it.  We 
nuist  recognize  that  these  instrumentalities  of  commerce  have  in 
effect  become  and  are  to  be  considered  as  great  national  movements 
and  that  systems  of  jurisprudence  must  be  adjusted  so  as  to  take 
adequate  note  of  this  great  transformation,  which  lies  so  near  to 
the  essential  welfare  of  the  American  people. 

This  leads  me  to  ask  your  attention  to  something  of  a  funda- 
mental study  of  the  constitutional  conception  of  commerce;  of  the 
reasons  which  have  brought  our  constitutional  system  into  effect,  and 
to  try  to  deduce  from  that  something  of  what  the  governmental  duty 
of  this  country  is  in  dealing  with  this  important  subject. 

When  the  time  came,  after  the  successful  termination  of  the  War 
of  Independence,  for  us  to  begin  to  try  to  form  a  permanent  system 
of  government,  which  should  be  adequate  to  the  requirements  of  our 
people,  we  found  a  situation  to  exist  in  which  each  State  possessed 
the  power  of  imposing  export  taxes  on  traffic  going  to  its  sister 
States,  and  thus  enabling  it  to  keep  its  products  at  home,  excluding 
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them  fiom  the  use  and  enjoyment  of  the  people  of  the  other  States; 
that  each  State  possessed  the  power  of  imposing  import  duties  as 
against  the   other   States,   and   thus   coukl   exclude   people   of   the 
other  States  from  its  markets,  and  that  each  State  retained  com- 
plete control  over  its  own  ports,  and  thus,  by  its  commercial  policy 
could,  through  the  competition  of  ports,  regulate  or  break  down 
the  commercial  policy  ot  another  State  in  regard  to  its  own  ports 
and   m   regard   to   its   own   commerce.     We  find,   too,   that  those 
were  not  merely  theoretical  powers,  but  that  they  were  exercised 
by  the  various  States.     For  example,  we  find  that  ^^irginia,  by  her 
export  duties  and  inspection  laws,  with  the  incidental  tax,  souo-ht 
to  keep  her  tobacco  at  home;  that  Maryland,  by  her  inspection  laws 
and  taxes,  sought  to  do  the  same  with  regard  to  certain  of  her  prod- 
ucts;  that  Massachusetts   prohibited  the  exportation   of  grain  or 
manufactured  calfskins  and  imposed  and  required  an  inspection  tax 
on  exports  of  other  States  on  tobacco,  butler,  and  other  products, 
while  North  Carolina,  for  a  limited  time,  placed  an  embargo  on  the 
exportation  to  other  States  of  com,  wheat,  flour,  beef,  bacon,  and 
other  necessaries  of  life.    Turning  to  imports  again,  we  find  that  New 
York,   by  imposing  an  import  duty,   sought  to   exclude   from  its 
markets  the  butter,  milk,  and  other  dairy  products  of  New  Jersey 
and  the  firewood  of  Connecticut.     That  Rhode  Island  imposed  an 
ad  yalorem  tax  of  5  per  cent  on  all  articles  imported  into  that  State 
trom  the  other  States,  as  well  as  from  foreign  countries,  with  a 
proviso  for  reciprocal  relief;  and  so  with  the  other  States 

We  find  that  the  ports  of  Boston  and  New  York  were,  at  one  time, 
tar  behind  Newport  m  the  value  of  their  imports,  and  that  Rhode 
Island,  according  to  the  Supreme  Court  of  the  United  States,  paid  all 
the  expenses  of  her  government  by  duties  on  goods  landed  in  her 
prmcipal  ports  and  furnished  to  the  people  of  the  other  States. 

Ihe  condition  at  that  time  of  commercial  selfishness  and  greed  be- 
tween the  States  is  thus  described  by  Fiske,  in  his  work  on  the  critical 
period  m  American  history,  1773  to  1789,  and  I  quote  from  Fiske 
as  follows  [reading]  : 

Meanwhile  the  different  States,  with  their  different  tariff  and  tonnage  acts 
began  to  make  commercial  war  upon  one  another.  No  sooner  had  the  other 
three  New  EngUmd  States  virtually  closed  their  ports  to  British  shipping  than 
Connecticut  threw  hers  wide  open,  an  act  which  she  followed  by  laying  duties 
upon  imports  from  INIassachusetts.  "^y^'^'=  uucies, 

Pennsylvania  discriminated  against  Delaware ;  and  New  Jersev  pillaged  at 
once  by  both  her  greater  neighbors,  was  compared  to  a  cask  tapped  at  both 
ends.  The  conduct  of  New  York  became  especially  selfish  and  blameworthy 
ihat  rapid  growth  u-hich  was  soon  to  carry  the  city  and  State  to  a  position 
of  primacy  in  the  Union  had  already  begun.  After  the  departure  of  the  British 
the  revival  of  business  went  on  with  leaps  and  bounds.  The  feeling  of  local 
j.atriotism  waxed  strong,  and  in  no  one  was  it  more  completely  manifested  than 
in  George  Clinton,  the  Revolutionary  general,  whom  the  people  elected  governor 
for  nine  succes.sive  terms.  *  *  *  It  was  his  first  article  of  faith  that  New 
York  must  be  the  greatest  State  in  the  Union.  But  his  conceptions  of  states- 
manship were  exceedingly  narrow.  In  his  mind  the  welfare  of  New  York  meant 
the  pulling  down  and  thrusting  aside  of  all  her  neighbors  and  rivals  *  *  * 
l.nder  his  guidance  the  history  of  New  York,  during  the  five  years  following  the 
^'n^^T  ".o  If'.'^^''^^  ^  .shameful  story  of  greedy  monopoly  and  sectional  hate.  Of 
all  the  Id  .States  none  behaved  worse  except  Rhode  Island 

A  single  instance,  which  occurred  early  in  1787,  may  serve  as  an  illustration 
1  lie  city  of  ^ew  lork,  with  its  population  of  .S0,000  souls,  had  lona-  been  supplied 
with  firewood  from  Connecticut  and  with  butter  and  cheese,  chickens  and  garden 
vegetables  from  the  thrifty  farms  of  New  Jersey.    This  trade,  it  was  observed 
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carried  thousaiuls  of  dollars  out  ol'  the  cit.x  and  into  tlie  p<K'kets  of  detested 
Yankees  and  desi)ised  .Tcrseyinen.  It  was  ruinous  to  domestic  industry,  said  the 
nu'ii  of  New  York.  It  nuist  be  stopi)ed  hy  tlios(>  effective  rcMnedies  of  the  San- 
pardo  S(;lioo]  of  economic  doctors,  a  navigation  act,  and  a  protective  tariff. 

Acts  were  accordinsiiy  passed  oi)li,irinff  every  Yankee  .sloop  whicli  came  down 
through  Hell  Gate,  and  every  Jersey  market  hoat  which  was  rowed  across  from 
Paulus  Hook  to  Cortlandt  Street,  to  pay  entrance  fees  aiul  obtain  clearances  at 
the  customhou.se,  .just  as  was  done  by  ships  from  liOndon  or  Ilamburii,  and  not 
a  carload  of  Connect icut  firewood  could  lie  delivered  at  the  back  door  of  a 
country  bouse  in  Beekman  Street  until  it  should  liave  paid  a  heavy  duty.  (Jreat 
and  Just  was  the  wrath  of  the  farmers  and  lumbermen.  The  New  .Jersey  liCjiis- 
lature  made  uj!  its  mind  to  retaliate.  *  *  *  (Jonnect  icut  was  equally  prompt. 
At  a  .irreat  meeting  of  business  men  hehl  at  New  London  it  was  unanimously 
agreed  to  suspend  all  commercial  intercourse  with  New  York.  Every  merchant 
signed  an  agreement,  under  penalty  of  $250  for  the  first  offense,  not  to  send  any 
goods  whatever  into  the  hated  State  for  a  period  of  12  months.  By  such  re- 
taliatory measui'es  it  was  hoped  that  New  York  might  be  compelled  to  rescind  her 
odius  enacfment.  But  such  meetings  and  such  resolves  bore  nn  ominous  like- 
ness to  the  meetings  and  resolves  which  in  the  years  before  1775  had  heralded  a 
state  of  war,  and  but  for  the  good  work  done  by  th(>  Federal  convention  another 
five  years  would  scarcely  have  elapsed  before  shots  would  havii  been  fired  and 
seeds  of  perennial  hatred  sown  on  the  shores  that  looked  toward  Manhattan 
Island. 

That  is  the  condition  which  confronted  this  country  at  the  time  that  the  ques- 
tion of  adopting  a  commercial  policy  was  under  consideration.  Not  only  that, 
but  the  question  of  the  relation  of  the  13  colonies  to  the  great  undeveloped  sec- 
tion of  the  West  was  involved.  There  was  Great  Britain  on  the  northern 
boundary  ;  there  was  Spain  on  the  southern  boinidary  attempting  by  conciliatory 
connnercial  and  political  policies  to  secure  the  political  allegiance  of  the  people 
of  tliat  great  developing  country,  and  it  was  perceived  by  George  Washington 
and  l)y  the  others  who  had  control  of  the  policies  of  that  day  that  if,  superadded 
to  those  advantages  and  those  proximities  of  neighborhood  there  should  an  ideal 
grow  up,  that  -each  of  these  commercial  States — I  mean  the  States  along  the 
American  coast  line — could  shut  their  ports  so  that  the  people  of  the  West  woiild 
be  obliged  to  pay  tribute  to  the  people  of  the  East ;  so  that  the  supplies  which 
were  brought  in  here  for  consumption  in  the  great  northwestern  territory  would 
have  to  pay  tribute  to  the  eastern  ports  before  they  could  go  to  supply  the  needs 
of  those  pioneer  communities,  that  then  a  condition  of  alienation  so  tremendous 
would  grow  up  as  that  the  great  West  would  throw  its  political  fortunes  some 
with  Spain  on  the  south  and  the  others  with  Great  Britain  on  the  north. 

And  in  order  to  prevent  that,  the  statesmen  of  that  day,  led  by 
Alexander  Hamilton,  James  Madison,  and  James  Monroe,  and  a 
great  number  of  public  assemblages  in  all  parts  of  the  country, 
determined  that  there  should  be  established  for  the  American  people 
the  doctrine  of  free  trade  among  the  States.  It  was  to  meet  the 
selfish  policy  of  some  of  the  States,  as  illustrated  against  Connecticut 
by  the  State  of  New  York,  and  against  New  Jersey  by  the  same 
State;  as  illustrated  by  Rhode  Island  against  all  her  sister  States; 
as  illustrated  by  Virginia  and  Maryland  and  North  Carolina  in  the 
restrictive  legislation  in  regard  to  their  own  products.  It  was  to 
stimulate  the  necessity  of  building  the  great  developing  northwestern 
territory  into  the  Union,  by  sliowing  its  people  that  the  things  they 
had  to  consume  and  wdiich  must  be  imported  would  not  be  subject  to 
a  levy  in  favor  of  the  other  States,  but  should  go  unburdened  to  them, 
that  the  commercial  policy  of  this  country  was  conceived  and  was 
adopted.  So  that  the  very  thing  I  ask  you  to  remember,  the  very 
thing  that  created  the  constitutional  system  of  free  trade  among  the 
States,  was  the  historic  fact  that  some  of  the  States  were  selfish,  that 
some  of  the  States  attempted  to  live  off  sister  States,  and  that  there 
was  an  effort  made  to  embarrass  commercial  intercourse  in  favor  of 
the  selfish  and  narrow  interests  of  some  of  these  State  bodies.  To 
meet  that  the  Constitution  of  the  United  States  was  adopted,  and  to 
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express  it  the  power  of  regulating  interstate  and  foreign  commerce 
was  surrendered  by  the  States  into  the  impartial  hands  of  a  national 
body,  which  should  represent  and  act  for  all  the  States.  That  was 
the  genesis  of  your  system.  That  was  the  cause  of  its  adoption. 
That  was  the  reason  for  its  existence.  It  purposed  to  prevent  the 
oppression  of  one  State  by  the  differing  and  narrow  policies  of 
another  State. 

Now,  what  then  do  we  see  happened?  We  see  that  these  States 
meet  in  convention;  they  determined  to  divide  their  rights  into  two 
sets,  one  the  governmental  powers,  which  they  reserved;  the  other, 
governmental  powers  and  protection  and  rights,  which  they  acquired 
by  going  into  the  Union.  There  became  State  rights  which  were 
reserved,  there  became  State  rights  which  were  acquired,  and  it 
must  be  noted  that  each  one  of  those  States  prizes  higher  the  rights 
which  they  acquired  than  the  rights  which  they  surrendered.  The 
rights  which  the}'^  acquired  were  no  less  State  rights  than  the  rights 
which  tliev  reserved.  It  was  just  as  much  a  State  right  of  Virginia 
to  have  the  United  States  Government  do  for  it  the  thing  Avhich  it 
promised  to  do  when  it  entered  the  Union,  as  it  is  to  exercise  its 
own  police  power  within  its  borders.  What  are  those  rights  which 
were  acquired?  One  of  them  is  the  right  of  national  defense.  It  is 
a  right  of  Alabama  and  Iowa  and  Georgia,  if  any  of  them  are  at- 
tacked, to  have  the  Nation  come  to  their  defense.  That  right  would 
not  have  existed,  except  for  the  compact  of  the  Constitution.  That 
right  was  a  right  acquired  by  entering  the  Unon.  That  right  is  an 
acquired  right  of  the  States  and  is  as  substantial  as  any  right  which 
was  reserved.  They  acquired  a  right  to  a  national  system  of  post 
offices  and  post  roads.  That  right  would  not  have  existed,  except  for 
their  going  into  the  Union,  but  it  is  a  State's  right  now,  none  the 
less  sacred  and  none  the  less  important  because  acquired  instead  of 
reserved — that  the  Nation  should  furnish  the  States  with  their 
post-office  facilities.  The  States  acquired  the  right  by  entering  the 
Union  to  a  uniform  system  of  tariff  and  of  port  policies.  Unless 
the  Union  had  been  entered,  the  people  of  Wisconsin  would  have 
had  no  right  to  the  equal  entry  with  the  other  States  in  the  port  of 
New  York.  They  would  have  no  right,  except  that  they  entered  the 
Union,  to  a  uniform  tariff  policy  throughout  the  Union.  They 
acquired  the  right  to  uniform  tariff  policies  and  to  uniform  port 
duties  and  laws  by  entering  the  Union. 

We  find  no  dissent  and  no  jealousies  in  respect  to  any  of  those 
matters.  We  find  no  hankering  anyAvhere  for  a  State  to  assume  the 
right  to  defend  itself  against  attack.  We  find  no  demand  anywhere 
for  a  State  system  of  post  offices.  We  find  no  demand  anywhere  for 
a  separate  tariff  or  port  policies.  No  State  right  is  considered  as  in- 
fringed by  the  enjoyment  of  those  fruits  of  national  helpfulness 
which  they  acquired  a  right  to  by  entering  the  Union,  but  none  the 
less,  gentlemen,  no  less  sacred,  no  less  complete,  no  less  important, 
is  the  right  which  each  State  acquired  when  it  entered  the  Union 
to  a  uniform  commercial  policy  and  to  free  trade  among  States. 
There  the  power  was  given  as  an  acquired  right  of  each  State  that 
its  commercial  policy  shall  not  be  made  by  its  neighbor,  but  should 
be  controlled  by  the  national  authority,  which  should  act  impartially 
between  the  States,  and  which  alone  could  speak  for  all.     So  when 
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• 

T  come  to  hear  a  question  of  State's  rights  involved  in  this  matter, 
I  hasten  to  accept  the  comforting  realization  that  the  right  which 
each  State  acquired  by  entering  the  Union,  as  high,  as  complete,  and 
as  important  as  any  other,  is  that  the  commerce  of  my  State  shall 
not  be  controlled  by  the  different  policy  of  a  State  across  the  border, 
but  that  I  can  come  here  where  I  am,  in  my  father's  house,  and 
where  each  one  of  you  represent  me  as  much  as  you  represent  any 
other  section  of  the  Union,  and  can  plead  for  an  impartial,  a  fair,  a 
helpful,  and  a  comprehensive  regulation  of  my  commerce,  and  expect 
to  be  answered  with  some  just  and  equitable  and  comprehensive  and 
equal  sj^stem  of  regulation  throughout  the  Union;  where  I  am  not 
dependent  on  what  the  people  across  the  border  may  do  in  throwing 
burdens  upon  me,  but  where  the  burdens  that  come  shall  come  from 
the  representatives  of  us  all,  and  be  distributed  with  an  equal  hand 
among  all  the  people  of  this  continent. 

Am  I  intruding  upon  any  sacred  rights  of  anybody  by  asking  that? 
Am  I  disregarding  any  just  power  of  anybody  else  when  I  ask  for 
that?  Am  I  violating  any  constitutional  right  of  anybody  else  when 
I  ask  for  that  ?  I  feel  that  I  am  merely  coming  to  the  constitutional 
fountain  of  all  our  rights,  and  asking  that  a  policy  shall  apply  to 
all,  that  shall  affect  all,  that  shall  protect  all,  shall  be  the  outcome  of 
the  universal  judgment,  and  not  of  the  judgment  of  a  small  frac- 
tional part.  And  when  I  make  that  request,  I  am  not  asking  the  dis- 
regard of  a  State's  right ;  I  am  asking  for  the  enforcement  of  a  State 
right ;  and  it  seems  to  me  that  that  issue  should  be  decided,  not  by  a 
jealousy  of  the  distribution  of  governmental  power,  but  by  the  de- 
termination of  the  issue  whether,  in  the  interest  of  all  the  people  and 
all  commerce,  there  should  be  a  regulation  by  one  central  and  all- 
comprehending  and  all-comprehensive  authority.  It  is  manifest  that 
the  only  way  to  exercise  a  complete  and  a  protecting  and  helpful 
regulation  is  to  take  hold  of  the  instrument  of  interstate  commerce. 
You  can  not  divide  its  business;  you  can  not  leave  one  part  of  its 
business  to  somebody's  else  regulation  and  you  regulate  the  other, 
because  the  influence  of  a  regulation  of  any  part  may  have  such 
destructive  consequences  upon  the  instrument  of  interstate  commerce 
that  the  different  States  dependent  upon  the  same  interest  may 
be  most  unfortunately  and  most  hurtfully  affected. 

The  only  method  of  dealing  with  that  question  is — and  I  repeat 
it — for  you  to  regard  commerce  from  the  standpoint  of  its  instrumen- 
tality, to  take  possession  of  that  instrumentality,  to  determine  the 
standard  of  usefulness,  and  to  determine  the  standard  of  its  correc- 
tion, and  to  determine  the  standard  of  the  constructive  principles  of 
government  which  should  be  made  to  apply  to  it. 

Mr.  Chairman,  do  I  understand  that  1  o'clock  is  the  hour  for  ad- 
journment? 

Mr.  Adamson.  If  you  are  tired,  Mr.  Thom,  I  will  make  a  motion 
to  that  effect. 

Mr.  Thom.  I  have  spoken  to-day  as  long  as  I  think  I  can  comfort- 
ably do  so. 

The  Chairman.  Mr.  Thom,  Mr.  Thelen,  of  the  California  commis- 
sion, desires  to  return  to  California  as  soon  as  possible  and  would  like 
to  be  heard  next  Tuesday.     How  would  that  suit  your  engagements  ? 

Mr.  Thom.  I  do  not  desire  to  stand  in  the  way  of  anybody,  Mr. 
Chairman. 
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The  Chairman.  How  much  longer  will  your  presentation  take  ?    1 
Mr.  Thom.  I  will  probably  finish  my  'presentation  in  chief  to- 
morrow.    I  am  told,  in  a  very  suggestive  way,  that  I  may  be  sub- 
jected to  cross-examination  for  about  a  week.'    [Laughter.] 

Mr.  Bristoav.  Mr.  Chairman,  speaking  for  JNIr.  Thelen,  I  desire  to 
say  that  he  does  not  wish  at  all  to  appear  before  Mr.  Thom  has  com- 
pleted his  entire  statement  and  has  had  ample  time  to  do  so.  Of 
course,  he  would  like  to  go  home,  but  we  are  here  and  we  do  not  want 
t9  return  until  there  is  a  full  presentation  of  the  case  which  the  ear- 
ners desire  to  present.  If  that  can  be  done  by  Tuesday,  all  right ;  if 
not,  we  will  delay  our  appearance. 

Mr.  Adamson.  I  move  that  we  go  into  executive  session. 
Senator  Cu:M3riNS.  I  want  to  ask  a  question  of  Mr.  Thom.     Mr. 
Thom,  you  intend  to  discuss  the  legal  aspects  of  this  matter  before 
you  finish  your  argument,  do  you  not? 

Mr.  Thom.  I  did  expect  to  discuss  that,  probably  at  a  later  date. 
1  will  state  my  conclusion  as  to  the  legal  matters,  but  as  to  the  legal 
argument  I  supposed  that  would  be  desired  at  a  later  period.  I  had 
not  mtended  to  enter  into  anything  but  the  fundamentals  of  the  lethal 
argument  here.  '^ 

Mr.  Adamson.  It  is  your  purpose,  however,  is  it  not,  Mr.  Thom, 
that  before  you  close  your  opening  remarks  vou  will  lay  before  us 
your  suggestion  of  a  plan  for  remedy? 
Mr.  Thom.  Oh,  yes,  sir;  completely. 

Now,  Mr.  Chairman,  one  minute,  if  you  please.     Judge  Knowlton. 
of  Massachusetts,  is  also  to  make  a  statement  and  has  arranged,  I 
believe,  to  be  here  on  Tuesday,  has  he  not,  Mr.  Rich  ? 
Mr.  Rich.  He  will  be  here  Monday. 

Mr.  Thom.  Will  you  interrupt  my'  statement  for  him,  or  anyone  ? 
Mr.  Adamson.  I  think,  Mr.  Thom,  that  witnesses  can  rely  on  notice 
from  you,  Mr.  Chairman,  a  day  or  two  always  in  advance  of  their 
appearance  ? 

The  Chairman.  Yes.  An  arrangement  will  be  made  regarding 
that  within  the  next  day  or  so.  I  simply  wanted  to  understand  the 
situation. 

Mr.  Adamson.  I  move  that  the  committee  go  into  executive  session. 

(The  motion  was  agreed  to,  and  at  1  o'clock  and  2  minutes  p.  m.  the 

committee  proceeded  to  the  consideration  of  executive  business,  after 

which  the  doors  were  reopened  and  the  committee  adjourned  until 

to-morrow,  Saturday,  November  25,  1916,  at  10.30  o'clock  a.  m.) 
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SATURDAY,  NOVEMBER  25,  1916. 

CONCJRESS   OF   THE   UnITED    StATES, 

Joint  Committee  on  Interstate  Commerce, 

W asking ton^  D.  C. 
The  joint  committee  met  in  Eoom  326,  Senate  Office  Building,  at 
10.30  o'clock  a.  m.,  pnrsuant  to  adjonniment.  Senator  Francis  (t.  New- 
lands  presiding;  William  C.  Adamson,  vice  chairman. 

The  Chairman.  Mr.  Thom,  you  may  resume  your  statement. 

STATEMENT    OF    MR.    ALFRED    P.    THOM,    COUNSEL    RAILROAD 
EXECUTIVES  COMMITTEE,  WASHINGTON,  D.  C— Resumed. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  Mr.  Cullop  was  kind 
enough  yesterday  to  call  my  attention  to  an  error  in  a  statement  that  I 
made  to  the  committee  as  to  the  mileage  of  the  New^  York  Central  in 
the  State  of  Illinois.  The  information  on  which  I  was  acting  evi- 
dently had  relation  to  the  mileage  of  the  New  York  Central  main  line, 
the  one  which  begins  at  New  York  and  ends  at  Chicago.  I  have  un- 
dertaken, in  consequence  of  having  the  suggestion  made  that  the  mile- 
age was  in  error,  to  find  out  the  exact  figures,  and  I  have  this  infor- 
mation which  I  would  like  to  have  put  into  the  record : 

The  New  York  Central  has  6,034  miles  of  first  track,  owned,  leased, 
or  otherwise  operated.  Of  this,  149.8  miles  are  in  Illinois.  Of  all 
tracks,  14,942  miles,  329.4  miles  are  in  Illinois. 

That  is  supplemented  by  this  letter,  the  letter  from  which  I  take 
this  information : 

The  distance  from  the  Indiana-Illinois  State  line  to  Chicago  is  23.8  miles,  and 
the  length  of  tlie  right  of  way  of  the  former  Chicago.  Indiana  &  Soutliern  (now 
New  Yoi-k  Central)  within  the  State  of  Illinois  is  IIS.-IS  miles,  so  that  the  total 
length  of  right  of  way  of  the  New  York  Central  in  that  State  is  142.33  miles. 

Of  course,  the  principle  which  I  was  seeking  to  emphasize  is  not 
affected  by  these  figures.  It  is  a  mere  question  of  the  accuracy  of  the 
figures.  The  point  that  I  was  making  was  that  one  State  has  no 
right  to  encumber  the  commerce  of  a  number  of  other  States  by  exact- 
ing for  itself  a  large  tax  as  a  condition  of  its  approval  of  the  issue 
of  securities  which  is  imposed  on  the  commerce  of  all  the  other  States, 
and  to  which  it  has  no  greater  right  than  any  of  the  other  States. 
I  emphasized  that  by  showing  the  very  small  mileage  in  Illinois  as 
compared  with  other  mileage  elsewhere,  but  that  was  a  mere  matter 
of  emphasis.  It  was  not  a  matter  of  principle.  It  turns  out  that  there 
is  a  somewhat  larger  mileage  in  the  State  of  Illinois  than  I  supposed. 
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But  to  visualize  what  the  proportions  are,  here  is  a  map  of  the  system 
and  here  are  the  lines  of  the  sj^stem  before  you  get  to  Illinois  [illus- 
trating]. Then  you  run  up  into  Chicago  a  short  distance,  and  there 
are  two  or  three  lines  there  in  the  State  of  Illinois,  but  nothing  like 
an  equal  proportion  to  those  in  the  States  of  Indiana,  Ohio,  or  New 
York.  ,  , 

The  committee  will  recall  that  I  have  been  attempting  to  develop 
the  Aiew  that  the  credit  of  the  railroads,  which  must  be  ke]3t  ade- 
quate to  the  public  needs,  and  which  is  substantially  affected  by 
having  both  revenues  and  expenses  of  carriers,  is  controlled  by  so 
many  different  governmental  agencies,  and  that  there  is  a  consequent 
necessity  of  simplifying  the  existing  system  so  that  investors  will  be 
subject  to  only  one  comprehensive  governmental  authority,  and  I 
further  attempted  to  develop  the  view  that  each  State  by  entering 
the  Union  has  acquired  a  right  to  be  protected  by  one  impartial  regu- 
lating power,  namely,  that  of  the  National  Government,  against  the 
different  views  and  policies  of  other  States. 

I  wish  to  follow  that  contention  by  asking  you  for  a  moment  to 
consider  the  relation  of  transportation  to  national  defense.  We  shall, 
in  the  course  of  this  hearing,  attempt  to  develop  that  matter  intelli- 
gently and  comprehensively.  The  American  thought  at  the  moment 
is  concerned  with  the  question  of  preparedness.  Congress,  in  response 
to  a  great  sentiment,  has  voted  millions  of  the  public  revenues  for  the 
purpose  of  putting  this  country  in  a  condition  of  national  defense. 
The  mind  of  the  people  has  been  attracted  to  the  great  struggle  now 
in  progress  on  the  Continent  of  Europe.  We  have  seen  small  States 
overrun  and  destroyed.  We  have  seen  large  portions  of  the  con- 
quered people  deported  to  alien  territory.  We  have  seen  one  great 
Nation,  supplemented,  it  is  true,  by  the  cooperation  of  one  or  two 
others — but  one  great  Nation  standing  out  above  all  its  allies,  stand- 
ing out  against  all  its  opponents,  and  sustaining  a  struggle  for  more 
than  two  years  now  which  has  amazed  the  whole  civilized  world, 
and  it  has  been  done  because  that  Nation  was  prepared ;  because  that 
Nation  was  efficient;  because  that  Nation  was  organized  in  all  its 
parts  to  throw  its  whole  force  into  any  effort  it  might  make.  Its 
history,  the  result  of  this  titantic  struggle,  whichever  way  it  may 
go,  has  taught  its  lesson  to  the  world.  It  has  made  men  see  that  the 
day  of  the  small  and  defenseless  state  has  passed  and  that  the  day 
of  the  great  nation,  with  all  its  resources  available  and  organized, 
with  all  its  forces  capable  of  being  thrown  into  active  operation, 
is  a  necessity  of  modern  development,  so  much  so  that  here  in  this 
Capital  note  has  been  taken  of  that  condition  and  larger  navies  are 
ordered,  and  a  greater  Army  is  provided  for,  and  the  policy  is  not 
only  advocated  by  the  President  but  is  accepted  by  both  parties  in 
this  country,  that  this  Government  and  its  people  must  be  organized 
and  efficient  in  order  to  meet  any  possibilities  of  the  future. 

Wliat  is  the  fundamental  condition  of  that  organization?  Can 
you  organize  the  American  Nation,  except  on  the  basis  of  efficient 
transportation  ?  T\^iat  would  your  scattered  resources  amount  to 
unless  there  is  some  way  of  concentrating  them  at  the  point  where 
they  may  be  needed  ?  So  that  it  must  be  admitted  that  the  funda- 
mental thing  to  do  in  connection  with  national  preparedness,  in  con- 
nection with  national  organization,  in  connection  with  national  effi- 
ciency, is  to  make  certain  that  the  fundamental  of  them  all  is  pro- 
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vided,  and  that  is  adequate  transportation.  If  that  be  true,  and  it 
needs  no  argument  of  mine  to  enforce  it — if  that  be  true,  what 
government  must,  in  the  nature  of  affairs,  fix  the  standard  of  trans- 
portation efficienc}'  in  this  country?  The  National  Government  is 
charged  with  the  duty  of  national  defense.  Transportation  is  at  the 
very  basis  of  its  capacity  to  perform  that  duty.  There  ir.ust  be  a 
standard  in  time  of  peace  of  transportation  facilities  which  would 
bear  a  prof)er  proportion  as  to  the  needs  in  time  of  war.  There 
must  be  a  quick  opportunity  to  change  peace  conditions  into  war 
conditions,  as  respects  that  transportation;  and  yet,  the  creation  of 
a  system  of  national  railroad  transportation  is  not  the  work  of  a 
day.  It  is  a  matter  of  slow  growth.  It  is  a  matter  to  be  dealt  with 
by  forward  looking  men,  trying  to  comprehend  the  needs  of  the 
future  and  trying  gradually  to  provide  for  what  the  interests  of  the 
people  will  demand,  and  that  standard  can  not,  with  any  philo- 
sophic soundness,  be  committed  to  a  governmental  authority  which 
is  not  charged  with  the  duty  of  national  preparation  and  national 
defense. 

This  is  but  another  angle  from  which  to  view  this  question.  The 
interest  of  the  public,  as  absolute  and  demonstrable  as  it  is  in  re- 
spect to  this  matter  of  defense,  in  having  a  national  standard  of 
efficiency  in  the  railroads,  is  no  greater  than  the  interest  of  the  public 
from  a  commercial  standpoint.  The  facts  of  the  railroads  to-day, 
the  requirements  of  trade,  the  way  the  distance  and  time  have  been 
annihilated  by  the  agencies  of  steam  and  electricity,  the  combination 
of  the  whole  human  familty  into  commercial  relationship  with  one 
another,  the  fact  that  transportation  lines  are  the  basis  of  .national 
efficiency  and  national  defense,  in  times  of  war  as  well  as  in  times 
of  peace,  all  go  to  define  what  the  subject  matter  is  with  which  you 
are  called  upon  to  deal.  It  all  goes  to  show  that  your  system  of 
regulation,  the  attitude  of  our  Government  toward  this  question  of 
transportation  must,  if  it  is  to  be  successful,  recognize  the  facts.  It 
is  impossible  any  longer  to  confine  commerce  within  State  lines.  It  is 
impossible  to  hold  your  commerce  at  the  boundaries  of  States.  It  is 
a  matter  in  which,  as  States,  there  is  no  public  interest.  We  are  one 
great  commercial  family.  My  interest  as  a  Virginian  and  your 
interests  in  your  various  States,  do  not  differ  in  respect  to  this 
matter.  We  have  been,  up  to  this  time,  closing  our  eyes  to  the  facts 
of  commerce.  We  have  been  closing  our  eyes  to  the  conditions  which 
control  intercourse  between  the  various  communities  of  this  country 
and  of  this  world.  We  have  been  adhering  to  the  archaic  view  that 
State  lines  and  transportation  have  some  reference  to  one  another. 
Now,  can  you  get  a  sensible,  can  yon  get  a  sound,  can  you  get  an 
enduring  system  of  regl^lation  which  shuts  its  eyes  to  the  facts  of 
the  case?  We  must  first  know  the  facts.  We  must  first  appreciate 
the  facts,  or  we  can  never  adjust  Government  regulation  to  this 
subject  matter  in  a  way  that  will  permit  it  to  be  enjoyed.  The 
statesmanship  of  this  land  must  be  able  to  see  the  commerce  of  a 
world.  It  must  appreciate  all  of  its  needs.  It  must  understand  that 
it  is  accommodated  in  the  largest  proportion  by  these  railroads,  and 
it  must  adjust  the  railroads  to  the  commerce  of  the  world. 

There  is  no  contention  here  that  State  commissions  ought  to  be 
abrogated.  There  is  no  contention  here  that  the  powers  of  the  States, 
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where  they  properly  apply  to  the  subject,  ought  to  be  invaded  or 
weakened.  A  vast  field  of  usefulness  on  any  method  of  dealing  with 
this  subject  would  be  left  to  the  States  and  the  State  authorities.  The 
questions  of  taxation,  the  questions  of  the  exercise  of  police  powers  in 
respect  to  matters  not  vital  and  which  do  not  affect  the  other  States, 
the  control  of  public  utilities  that  are  local,  all  of  those  matters  enter 
into  any  suggestion  which  will  be  made  and  would  be  still  exercised 
by  the  States,  but  where  a  matter  comes  of  such  a  character,  which, 
if  viewed  in  one  way  by  one  State  Avill  affect  the  destinies  and  the 
interests  of  another  State,  the  influence  of  which  will  not  be  con- 
fined to  its  own  borders,  but  all  parts  be3''ond,  and  affect  other  people, 
which,  of  necessity,  will  have  an  influence  of  a  substantial  character 
upon  interstate  and  foreign  commerce,  and  which  will  affect  and 
perhaps  control  the  standard  of  efficiency  of  American  transporta- 
tion, ought  to  be  taken  over  by  the  one  authority  which  can  speak  for 
all  of  the  States. 

Heretofore  our  system  of  regulation  has  dealt  with  the  method  of 
conducting  commerce.  Now,  it  is  essential  that  we  should  provide 
a  means  of  conducting  commerce.  "Without  surrendering  any  of  your 
corrective  power,  holding  that  in  full  force  so  as  to  deal  with  any 
abuse  that  may  hereafter  occur,  the  time  has  come  for  the  regulating 
power  of  goverment  to  take  hold  of  the  instrument  of  commerce  and 
regulate  that.  No  longer  content  with  touching  this  subject  at  its 
circumference,  we  must  rise  to  the  realization  of  the  fact  that  the 
time  has  come  now,  if  regulation  is  to  be  regulation,  to  take  hold  of 
the  instrument  of  commerce  and  regulate  that.  That  must  be  regul- 
lated,  not  only  by  corrective  processes,  but  it  must  be  regulated  by 
protective  processes.  Something  must  be  introduced  into  our  system 
of  regulation  that  will  guard  the  great  public  requirements.  These 
instrumentalities  of  interstate  commerce  and  of  foreign  commerce, 
and  of  all  commerce — because  you  can  not  divide  their  functions — 
must  be  put  and  must  be  kept  in  a  condition  of  adequate  efficiency, 
measured  by  the  public  requirements. 

Now,  when  you  come  to  study  this  question,  after  these  29  years, 
when  you  take  up  the  commission  given  you  by  Congress,  and  recom- 
mend to  Congress  by  the  President,  that  you  shall  make  a  new  assess- 
ment of  the  conditions  that  surround  this  question  of  transportation, 
can  you  make  that  new  assessment  with  intelligence  or  thoroughness 
unless  you  come  to  see  that  the  problem  now  is  for  the  Nation  to 
guarantee  to  the  public  an  instrument  of  commerce  ? 

You  see  where  we  are  going  to.  I  have  tried  to  point  out  the 
tendencies  of  the  times.  I  have  not  spoken  of  it  as  a  matter  of  imme- 
diate disaster,  but  I  have  shown  you  the  menace  involved  in  the. 
present  condition.  And  it  seems  to  me  that  you  can  not  disregard 
what  these  conditions  meant  and  refuse  to  see  that  there  has  arisen 
a  problem  which  must  now  be  dealt  with,  and  that  is  the  problem 
of  the  Nation  guaranteeing  that  there  shall  be  commerce  by  guaran- 
teeing in  its  method  of  regulation  that  there  shall  be  adequate  instru- 
mentalities of  commerce. 

My  legal  proposition  is  that  the  Constitution,  as  noAv  framed,  with 
the  powers  which  it  now  has.  is  full  of  authority  to  Congress  to 
regulate  the  instruments  of  interstate  and  foreign  commerce  in  all 
its  parts.    At  a  later  day  in  this  hearing  I  shall  ask  the  privilege  of 
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making  the  legal  argument  to  support  that  view.  I  state  it  merely 
now. 

If  your  power  of  regulation  is  to  meet  the  public  requirements, 
your  power  of  regulation  must  be  coextensive  with  the  instrument  of 
interstate  commerce.  You  must  have  the  right  to  fix  the  standards 
of  efficiency ;  you  must  have  the  right  to  protect  it  against  destruc- 
tion ;  you  must  luiAe  the  right  to  follow  it  with  your  correcting  and 
with  your  protecting  care,  conduct,  and  policies  throughout  its  whole 
extent. 

With  that  view  of  the  Constitution,  with  that  view  of  the  needs 
of  commerce,  I  come  to  make  to  you  these  suggestions  as  to  what 
should  be  done  in  this  matter  of  regulation,  and  in  which  suggestions, 
with  the  light  now  before  us,  the  railroads  of  this  country  are  prac- 
tically agreed. 

You  can  understand  from  what  I  have  said  that  the  first  suggestion 
we  shall  make  is  that  the  entire  power  and  duty  of  regulation  should 
be  in  the  hands  of  the  National  Government,  except  as  to  matters  so 
essentially  local  and  incidental  that  they  can  not  be  used  to  interfere 
with  the  efficiency  of  the  service  or  the  just  rights  of  the  carrier. 

Now,  mainly,  that  means  that  the  National  Government  should 
take  over  the  regulation  of  all  the  rates  of  the  interstate  carriers. 
Of  course,  the  exact  line  of  demarcation  is  a  matter  of  consideration 
and  debate.  The  exact  line  of  demarcation,  I  mean,  between  what 
powers  should  be  exercised  by  the  State  and  what  should  be  assumed 
by  the  National  Government.  We  contend  that  it  is  impossible  for 
you  to  regulate  this  instrument  of  interstate  commerce  unless  you 
regulate  its  rates  within  the  States  as  well  as  the  interstate  and 
foreign  commerce  rates. 

I  have  attempted  to  demonstrate  as  I  have  proceeded  that  the  power 
to  fix  State  rates  by  the  State  is  a  power  to  fix  them  in  such  a  way 
as  to  throw  the  burden  of  maintaining  the  instrumentalities  of  com- 
merce on  the  commerce  of  other  States  and  on  interstate  commerce. 
Can  such  a  power  as  that  be  tolerated  by  the  governmental  authority 
which  represents  all  the  States?  Can  Congress  permit  Massachu- 
setts to  fix  its  rates  so  low  on  State  business  that  the  burden  of  sus- 
taining the  instrument  of  interstate  commerce  on  which  both  Massa- 
chusetts and  Connecticut  are  dependent  shall  fall  upon  the  business 
of  Connecticut,  or  on  the  interstate  business  of  the  two?  Is  it  a 
sound  division  of  power  that  attempts  the  impossible  task  of  divid- 
ing up  the  one  single  instrumentality  of  Congress  which  does  both 
interstate  and  intrastate  business  and  let  a  substantial  part  of  the 
sustaining  revenues  of  that  instrumentality  be  fixed  without  refer- 
ence to  the  whole;  be  fixed  in  such  a  way  that  at  the  instance  and 
under  the  poAver  of  one  of  the  States  an  unfair  burden  will  be  thrown 
upon  the  other  States  ? 

Can  you  philosophically  divide  this  instrumentality  which  does  all 
the  commerce  of  all  the  people  over  the  same  tracks  and  in  the  same 
cars  and  by  the  same  men  and  say  it  is  necessary  to  have  men  of  a 
certain  type,  it  is  necessary  to  have  tracks  of  a  certain  standard,  it  is 
necessary  to  have  equipment  of  a  certain  quantity,  and  then  to  let 
some  other  governmental  powder  come  in  and  withhold  its  contribu- 
tion from  a  part  of  the  business  of  that  same  instrumentality,  so 
that  the  burden  will  be  thrown  on  some  other  State  or  on  some  other 
class  of  commerce? 
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This  is  no  new  view.  The  underlying  principle  of  it  was  expressed 
very  many  years  ago  by  one  of  the  wisest  of  American  justices,  Mr. 
Chief  Justice  Marshall.     He  says : 

The  National  Government  is  a  Government  of  all ;  its  powers  are  delegated 
by  all ;  it  represents  all  and  acts  for  all.  Though  any  one  State  may  be  willing 
to  control  its  operations,  no  State  is  willing  to  allow  others  to  control  them. 

What  a  splendid  and  accurate  application  that  has  to  this  matter 
of  commerce.  Here  is  an  instrumentality  in  which  all  the  States  in 
a  given  group  are  equally  dependent  for  their  means  of  commercial 
prosperity.  Any  one  State  may  be  very  willing  to  control  its  opera- 
tions, but  is  any  one  of  those  States  willing  for  some  other  State  to 
control  them?  If  not,  then  those  instrumentalities  must  be  con- 
trolled by  the  Government  which  is  the  Government  of  all,  the 
powers  of  which  were  delegated  by  all,  which  represent  all  and  acts 
for  all. 

The  next  proposition  which  we  will  ask  this  committee  to  consider 
favorably  is  this : 

As  one  of  the  means  of  accomplishing  this  system  of  national  regu- 
lation a  system  of  Federal  incorporation  should  be  adopted,  into 
which  should  be  brought  all  railroad  corporations  engaged  in  inter- 
state or  foreign  commerce.  Such  a  system  of  Federal  incorporation 
should  be  compulsory  and  not  elective.  It  should  also  preserve  to 
corporations  reincorporating  under  it  not  only  all  their  contract 
rights  and  other  assets  of  all  sorts  but  also  their  existing  charter 
powers,,  except  as  to  any  feature  contrary  to  an  act  of  Congress,  and 
should  also  confer  upon  them  the  general  powers  conferred  upon  all 
corporations  by  the  Federal  act.  The  system  of  incorporation  should 
provide  a  means  for  the  consolidation  or  merging  of  existing  corpora- 
tions engaged  in  interstate  or  foreign  commerce  with  the  necessar}^ 
power  of  condemnation  as  to  assets  which  can  not  be  otherwise 
acquired,  such  as  unassignable  leases,  etc. 

Of  course,  it  will  be  appreciated  that  this  is  a  proposition  of  far- 
reaching  consequence.  We  have  been  led  to  it  after  long  debate 
among  ourselves.  We  found  certain  of  the  strong  railroad  corpora- 
tions of  the  country  wedded  to  the  conditions  under  which  they  grew, 
possessing  favorable  charters,  sustaining  happy  relations  with  their 
States — we  found  at  first  considerable  divergence  of  opinion  as  to 
whether  they  would  be  willing  to  give  up  that  enviable  position. 
But  as  the  matter  was  debated  from  all  its  sides,  as  the  reasons  were 
given  for  it  and  a  more  comprehensive  view  was  presented,  the  oppo- 
sition which  at  JBrst  appeared  has  in  almost  every  case  entirely  disap- 
peared, and  we  are  able  to  present  this  view  as  practically — not  alto- 
gether, but  practically — the  unanimous  view  of  those  charged  with 
the  responsibility  of  these  railroads. 

Now,  what  are  the  arguments  that  have  brought  them  to  this  con- 
clusion ?  The  first  of  these  arguments  is  this :  We  are  all  convinced 
that  in  order  to  satisfy  the  public  view  and  in  order  to  provide 
against  any  possible  abuse  in  financing  in  the  future  there  must  be 
a  system  of  governmental  regulation  of  the  issue  of  securities.  We 
are  further  convinced  that  the  only  practicable  and  working  method 
of  securing  that  governmental  supervision  and  regulation  of  securi- 
ties is  to  have  it  through  the  one  body  appointed  and  empowered  by 
the  N'ational  Congress.     We  know  that  no  system  will  continue  to 
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work  where  we  have  so  many  masters  and  so  many  divergent  views 
as  to  the  financial  needs  and  regulations  of  these  carriers. 

Now,  how  is  that  national  regulation  to  be  secured,  in  such  a  way 
as  it  will  be  universally  accepted  as  legally  and  constitutionally 
sound?  We  are  confronted  with  a  number  of  iState  charters  which 
contain  limitations  upon  what  the  railroads  may  do  in  financing. 
Those  limitations  are,  in  many  cases,  narrow  limitations.  The  finan- 
cial needs  of  the  public  for  new  facilities  have  outgrown  them,  but 
they  are  there,  as  charter  limitations  upon  the  State  entity. 

Now,  the  question  arises,  Can  Congress  remove  that  charter  limi- 
tation of  the  State  corporation,  thereby  in  effect  amending  the  State 
charter  so  as  to  authorize  a  system  of  financing  approved  by  the 
national  standard  ? 

Now,  I  have  no  difficulty  in  my  own  mind  upon  that  question,  as  I 
have  said  everywhere  where  the  question  has  arisen.  I  believe  that 
the  constitutional  power  does  exist  in  Congress  to  do  that  very  thing. 
I  believe  that  it  is  an  essential  part  of  the  regulation  of  commerce,  and 
comes  within  the  commerce  power  as  contained  within  the  Constitu- 
tion, but  I  do  not  find  any  unanimous  concurrence  in  my  view  of  the 
Constitution  in  respect  to  that.  Other  lawyers  of  greater  eminence, 
and  greater  authority  than  myself  believe  to  the  contrary,  or  at  least 
they  say,  "Whether  we  believe  to  the  contrary  or  not,  we  contend  that 
there  is  such  a  question  of  doubt  in  respect  to  that  matter,  that  it  will 
be  impossible  to  determine  which  way  the  truth  lies  until  it  is  decided 
by  the  Supreme  Court  of  the  United  States."  They  point  to  the  fact 
that  when  an  issue  of  securities  is  offered,  the  question  of  the  legal 
validity  of  that  issue  is  referred  by  the  investors  to  their  counsel  for 
opinion  as  to  the  validity  of  those  securities,  and  those  counsel  do 
not  give  their  opinion  of  probabilities ;  they  do  not  base  their  advice 
to  their  client  on  what  they  think  ought  to  be;  they  are  cautious, 
gentlemen,  and  they  simply  try  to  find  out  and  say  what  they  know 
will  be.  And  these  lawyers  who  take  a  slightly  different  view  from 
my  own  as  to  the  constitutional  power,  ask  me,  "  Suppose  a  question 
of  that  sort,  of  the  right  of  the  National  Government  to  authorize 
a  charter  power,  granted  by  a  State,  to  be  exceeded,  was  referred  by 
some  banking  concern,  which  proposes  to  take  the  securities,  to  their 
lawyers.  Do  you  not  admit  (they  say)  that  that  banking  concern 
will  be  advised  that  there  is  sufficient  question  about  this  matter  to 
have  it  first  carried  through  the  Supreme  Court  of  the  United 
States  ?  "  And  they  have  asked  further,  "  Can  the  railroads — can  the 
public — have  the  whole  system  of  financing  halted  with  no  opportu- 
nity to  raise  the  funds  needed  to  supply  cars  and  tracks  and  terminals 
and  yards  during  the  time  that  it  will  be  necessary  to  carry  that 
question  to  the  Supreme  Court  of  the  United  States?" 

Well,  that  raises  the  practical  question,  which  I  think  must  arrest 
the  attention  of  every  man.  I  am  obliged  to  say  that  I  think  a  ques- 
tion will  be  raised  about  that ;  I  am  obliged  to  admit  that  I  think,  if 
referred  to  counsel,  counsel  will  take  the  opposite  side,  and  will 
advise  that  the  matter  be  tested  in  the  courts;  and  I  am  obliged  to 
say  that  that  will  introduce  a  period  of  uncertainty,  during  which 
the  financing  of  these  railroads  will  be  arrested. 

Therefore  I  have  come  to  the  conclusion  that  some  other  method 
of  dealing  with  the  question  must  be  adopted,  which  will  obviate 
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these  unfortunate  practical  results  to  which  I  have  alluded — unfor- 
tunate not  so  much  from  the  standpoint  of  the  carriers  as  from  the 
standpoint  of  the  public  service. 

None  of  us  can  doubt  the  power  of  Congress  to  regulate  its  own 
creature,  and  if  these  roads  are  made  to  incorporate  under  a  national 
charter,  then  there  can  be  no  doubt  that  Congress  can  regulate  the 
amount  and  character  of  their  financial  dealings,  and  when  Congress 
does  regulate  them,  there  will  be  no  necessity  for  carrying  the  ques- 
tions to  the  Supreme  Court  of  the  United  States,  and  there  will  be 
no  period  during  which  the  financial  operations  of  these  carriers 
will  be  arrested.  So  that  practical  argument  has  had  perhaps  more 
weight  with  these  gentlemen  who  have  come  to  recommend  this 
thing  to  you  than  any  other  single  argument. 

Then,  there  is  another  reason  which  addresses  itself  to  us  in  respect 
to  this  matter.  Here  is  a  plea  made  for  complete  national  regulation 
of  the  instrumentality  of  commerce,  the  regulation  of  the  instru- 
mentality in  all  its  parts,  to  a  point  of  protection,  to  such  standard 
of  protection,  as  the  public  interest  shall  demand.  The  hands  of  the 
National  Government  will  be  strengthened  to  make  that  regulation 
complete  and  efficient  if  the  whole  instrumentality  is  a  creature  of  its 
own  laws.  The  harmony  essential  to  the  equality  of  commercial 
opportunity  among  all  the  States  and  all  the  people  will  be  insured 
if  all  of  these  properties  in  respect  to  all  their  finances  are  matters 
of  national  authority. 

Then  we  ask  that  this  system  shall  be  made  compulsory  and  not  be 
allowed  to  be  elective;  that  every  railroad  company  engaged  in  in- 
terstate and  foreign  commerce  shall  be  required,  after  a  certain  date, 
to  take  out  a  national  charter,  just  as  they  might  be  required,  after 
a  certain  date,  to  take  out  a  national  license.  There  are  several  rea- 
sons which  induce  us  to  make  that  proposal ;  one  is  that  if  you  adopt 
a  system  of  Federal  incorporation  you  must  seek  to  rest  your  con- 
stitutional authority  on  one  of  or  all  of  several  powers,  the  power 
to  establish  post  offices  and  post  roads,  the  power  to  provide  for  the 
national  defense,  and  on  the  commerce  power. 

We  know  that  wherever  the  question  has  been  presented  to  the 
United  States  Supreme  Court  of  a  national  incorporation  an  effort 
has  been  made  to  rest  it  on  all  three  of  those  powers,  but  the  court  has 
always  singled  out  the  commerce  power  to  sustain  the  incorporation. 
Where  it  would  go  under  these  other  powers  is  as  yet  an  unknown 
problem.  We  do  know  that  the  Supreme  Court  recognizes  the 
commerce  power  as  a  sufficient  basis  for  a  national  incorporation. 

Now,  let  us  take  that  power :  That  power  is  to  regulate  interstate 
and  foreign  commerce.  There  must  be  a  fundamental  idea  underly- 
ing the  term  "  regulate."  There  can  be  no  regulation  which  may  or 
may  not  be  accepted  by  the  person  regulated  or  the  interest  regulated. 
It  is  fundamental  to  the  idea  of  regulation  that  it  shall  be  binding. 
No  man  can  regulate  me  if  he  leaves  me  free  to  accept  or  reject  the 
regulation.  I  am  still  unregulated,  whatever  he  may  call  it,  and, 
therefore,  for  a  system  of  incorporation  to  be  a  regulation  it  must  be 
compulsory.  It  can  not  be  left  to  election  of  the  railroads  to  be  regu- 
lated, whether  or  not  they  will  accept  that  rule  of  regulation. 

We  think  that  is  a  most  important  conception  of  this  matter,  not 
only  important  because  of  its  constitutional  relation — its  relation  to 
the  Constitution — but  important  from  a  practical  standpoint. 
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Let  US  suppose  a  case  of  an  elective  system  of  incorporation  and  of 
some  railroad  comino-  in  under  an  elective  system,  electing  to  come  in 
under  it,  and  this  point  was  made  in  some  fundamental  matter  which 
might  affect  that  railroad,  that  it  is  not  regulation  at  all  if  it  is  not 
compulsory,  and  it  should  be  determined  by  the  Supreme  Court  that 
a  regulation  to  be  a  regulation  nnist  be  binding,  what  would  be  the 
condition  of  that  railroad,  having  gone  out  from  under  its  State 
charter  and  having  accepted  an  election  to  go  under  a  United  States 
charter,  and  that  whole  system  upturned  by  the  Supreme  Court  of 
the  United  States  because  it  was  not  a  regulation  at  all  of  commerce? 

Nor  do  we  think  that  this  situation  is  met  by  the  fact  that  in  all 
charters  which  Congress  has  granted  there  has  been  an  election  on  the 
part  of  the  persons  to  whom  it  was  granted  to  accept  or  reject  it. 
We  think  that  that  situation  differs  fundamentally  from  the  situation 
with  which  we  are  dealing.  I  will  take  the  charter  of  the  North 
River  Bridge  across  the  Hudson  River,  wdiich  w^as  granted  some  years 
ago  by  Congress,  and  which  went  up  to  the  Supreme  Court  of  the 
United  States  and  is  reported  in  One  liundred  and  fifty-third  United 
States.  There  Congress  passed  upon  the  desirability  of  that  indi- 
vidual enterprise,  the  crossing  of  the  North  River  at  the  points  indi- 
cated in  the  charter,  and  said  that  that  special  thing,  that  special  con- 
struction, that  special  facility  would  promote  connnerce.  And  so  in 
ever}'  other  character  which  has  been  granted,  and  wdiich  was  subject 
to  acceptance  or  rejection.  Congress  has  there  undertaken  to  pass 
upon  individual  enterprises  wdiich  w^ere  helpful  or  not  helpful  to  com- 
merce. But  suppose  we  are  dealing  wath  everything  in  the  country; 
suppose  we  are  not  dealing  wdth  facilities  which  Congress  passes  on  as 
helpful  or  not  helpful,  but  have  come  to  deal  with  a  system — merely 
comes  to  deal  with  a  system  of  regulation  which  will  apply  not  only 
in  approved  cases,  in  existing  cases,  but  in  all  cases,  we  come  then  to 
base  our  proposition  upon  a  system  of  national  incorporation,  wher- 
ever it  may  apply,  and  to  apply  everywhere.  In  that  case  the  thing 
that  Congress  passes  on  is  the  desirability  of  the  system  and  not  the 
desirability  of  the  individual  enterprise  which  it  approves.  It  does 
not  undertake  to  indorse  this  bridge  across  the  North  River.  It  does 
not  undertake  to  indorse  the  charter  of  the  Union  Pacific  Railroad, 
but  it  undertakes  to  abandon  the  individual  enterprise  and  apply 
its  adoption  of  a  rule  of  regulation  to  the  system  of  incorporation  or 
nonincorporation. 

So  we  say  that  cases  radically  differ,  and  that  the  principles  which 
would  sustain  the  elective  character  with  respect  to  a  special  thing 
can  not  be  relied  upon  to  sustain  an  elective  system  of  incorporation 
universally  applicable  not  only  to  existing  railroads,  but  to  any  that 
may  be  built  in  the  future.  And  so  w'e  believe  that,  speaking  from 
the  constitutional  standpoint,  it  is  necessary  to  the  soundness  of  the 
system  of  incorporation  that  it  shall  be  compulsory  and  not  elective. 

But  we  are  also  influenced  in  our  recommendation  for  a  system  of 
compulsory  incorporation  by  the  practical  consideration  that  Con- 
gress will  not  likely  be  willing  to  say  to  all  the  railroads  discon- 
tented with  their  State  charters,  "  Here  is  a  national  refuge  for 
you,"  but  to  all  those  who  have  specially  favorable  relations  under 
the  existing  State  charters,  "  You  can  stay  where  it  is  better  for 
you."     We  think,  too,  that  Congress  will  not  say  to  the  railroads, 
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"  Those  who  prefer  the  national  incorporation  can  have  it  while  those 
who  have  special  refuge  under  the  powers  of  any  of  the  States  can 
retain  that."  We  believe  that  if  Congress  adopts  a  system  of  incor- 
poration at  all  it  will  make  it  uniform  and  will  not  permit  this  power 
of  election  between  the  various  railroads  of  the  country. 

Now,  gentlemen,  this  idea  of  incorporation  has  grown  in  this 
country.  I  have  in  my  hand  a  report  of  the  Committee  of  the 
National  Association  of  Railroad  Commissioners,  composed,  I  be- 
lieve, of  all  the  commissioners  of  all  the  States  as  well  as  of  the 
commissioners  of  the  United  States.  They  referred  this  matter  to 
one  of  their  committees.  I  assume  it  was  clone  a  year  ago ;  I  do  not 
know.  But  within  the  last  week  a  report  has  been  made  by  that  com- 
mittee. It  is  true  that  the  association  has  not  passed  upon  the  report. 
It  has  put  it  over  for  another  year,  but  the  report  has  been  made.  It 
has  been  made  by  the  State  commissioners.  It  is  unequivocal  in  its 
terms  and  is  an  expression  by  them  of  the  necessity  for  a  system  of 
national  incorporation.    I  will  read  a  summary  of  their  conclusions : 

In  conclusion  we  herewith  sunimai-ize  our  views  and  present  the  following 
recommendations : 

First.  That  the  Interstate  Commerce  Commission  bo  given  the  power  to 
regulate  the  stocks  and  bonds  of  the  Interstate  carriers. 

Second.  That  the  Interstate  Commerce  Commission,  or  some  other  Federal 
agency,  be  empowered  to  regulate  the  rates,  practices,  stocks,  and  bonds  of  the 
interstate  public  utilities. 

Third.  That  Congress  enact  the  necessary  legislation  to  provide  for  a  national 
incorporation  act  for  interstate  I'ailroads  and  interstate  public  utilities. 

Fourth.  That  the  Interstate  Commerce  Commission  be  empowered  to  exercise 
jurisdiction  over  mergers,  consolidations,  and  encumbrances  of  interstate  rail- 
roads. 

Fifth.  That  the  Interstate  Commerce  Commission  be  given  authority  to  exer- 
cise jurisdiction  in  receivership  proceedings  preferably  to  the  fullest  extent,  but 
at  least  over  all  matters  relating  to  capitalization. 

Sixth.  That  Federal  and  State  statutes  be  amended,  where  necessary,  to  per- 
mit of  issues  by  railroads  and  public  utilities  of  a  common  stock  without  par 
value. 

Seventh.  That  the  Interstate  ('ommerce  Commission  and  the  Public  Utility 
Commission  be  permitted  to  invoke  the  aid  of  the  Federal  Trade  Commission 
and  determine  the  reasonableness  of  cost  of  essential  materials  of  railroad  and 
public  utility  construction. 

Eighth.  That  adequate  legislation  be  enacted,  both  national  and  State,  to  pro- 
vide for  voluntary  wage  agreements,  methods  of  arbitration,  and  for  Federal 
and  State  intervention  in  emergencies,  to  adjust  wage  conditions  in  the  railroad 
and  public  utility  service ;  nothing  contained  in  such  legislation  to  require  men 
to  woi'k  against  their  will. 

Ninth.  That  such  legislation  as  is  consistent  with  public  interests  be  enacted 
for  the  enhancement  of  railroad  credits  and  for  the  protection  of  American 
railroads  against  competition  in  the  American  market  for  funds  for  private 
exploitation  in  foreign  countries. 

Tenth.  That  a  new  committee  be  appointed  by  this  association  to  study  the 
question  of  the  relationship  between  the  Government  and  the  railroads,  to  con- 
sider the  possibilities  of  cooperation  between  the  Government  and  the  railroads, 
and  report  to  this  association  at  its  next  annual  meeting. 

Edwin  O.  Edgerton   (Chairman,  California). 
John  F.  Shaughenessy,  of  Rhode  Island. 
WrLLiAM  C.  Bliss. 

I  have  the  States  from  which  these  gentlemen  come,  but  I  have 
not  got  it  here,  so  I  can  not  attempt  to  state  with  accuracy : 

Paul  B.  Framell — 

I  know  he  is  from  Georgia. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  103 

Clyde  B.  Atchison — 

Mr.  Atchison  concurred  in  part. 

Joins  for  the  purpose  of  bringing  tlie  report  before  tlie  convention. 
I  concur  in  the  reconnnondation  for  Federal  control  of  the  issuance  of  railway 
securities. 

JuDsoN  C.  Clements. 

Now,  gentlemen,  we  can  not  ignore  such  testimony  as  that.  What- 
ever may  be  done  by  that  commission  at  a  future  meeting — I  mean,  by 
those  commissioners  at  a  future  meeting — here  is  a  report  of  their 
committee,  made  after  a  year's  study,  as  I  suppose,  in  which  they 
indorse  as  a  national  necessity  the  idea  of  national  incorporation. 

The  Chairman.  Was  there  any  dissent  to  that  report? 

Mr.  Thom.  Only  such  as  I  have  read.  One  of  the  commissioners 
said  that  ho  concurred  in  part,  but  he  did  not  say  in  which  part. 

Mr.  Adamson.  Is  there  any  explanation  as  to  why  it  was  not 
adopted  by  the  convention  ? 

Mr.  Thom.  I  have  not  any,  sir. 

Mr.  Adamson.  I  thought  perhaps  the  context  would  afford  some. 

Mr.  Thom.  No;  I  think  not.  We  think  that  a  mightj'  truth  was 
dawning  on  those  gentlemen. 

Mr.  Adamson.  But  it  seems  it  did  not  spread  over  the  convention. 
That  is  what  I  am  inquiring  about. 

Mr.  Thom.  No.  Truth  does  not  always  spread  at  once,  but  it 
started  out  and  is  on  the  way. 

Mr.  Adamson.  Some  of  them  may  have  attained  your  constitu- 
tional view  about  the  Federal  incorporation. 

Mr.  Thom.  I  hope  they  did,  because  there  could  not  be  a  sounder 
one,  in  my  judgment. 

Mr.  Adamson.  I  have  more  confidence  in  that  thing  than  in  any- 
thing you  have  read. 

Mr.  Thom.  I  will  have  something  else  to  read  to  you  on  that  sub- 
ject before  I  have  concluded  my  argument. 

Now,  that,  in  brief,  is  the  suggestion  we  shall  make  to  this  commit- 
tee on  the  subject  of  incorporation. 

Our  third  suggestion  would  be — but  before  arriving  at  that  third 
suggestion  I  wish  to  state  that  I  do  not  for  a  moment  contend  that 
this  railroad  problem  will  have  its  panacea  by  the  mere  concentra- 
tion of  authority  in  the  hands  of  the  National  Government.  It  will 
be  helped;  it  will  be  simplified;  it  will  be  robbed  of  a  great  many 
of  its  dangers ;  but  there  still  remains  an  unsolved  problem.  It  will 
be  necessary,  in  addition  to  that,  to  perfect,  to  strengthen,  and  to 
reorganize  the  principles  of  Federal  regulation.  The  object  of  get- 
ting it  into  the  hands  of  one  body  is  to  have  it  where  its  processes 
can  be  readily  controlled  and  readily  perfected,  so  as  to  work  up  to  a 
real  solution  of  this  problem;  and  I  want,  just  here,  to  digress,  to  say 
that  if  all  we  propose  is  done,  there  will  not  be,  by  virtue  of  that  act 
alone,  a  single  cent  of  additional  revenue  brought  to  us. 

We  are  not  asking  this  committee  or  asking  Congress  to  pass  upon 
the  sufficiency  of  our  revenues ;  we  are  not  asking  them  by  act  or  by 
any  act  that  you  shall  recommend  or  that  Congress  shall  pass,  to  in- 
crease our  revenues.  We  are  simplj^  asking  that  you  shall  perfect 
machinery  that  can  readily  and  adequately  respond  to  a  condition 
which,  in  the  public  interest,  will  require  an  addition  to  our  revenues. 
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We  are  asking  for  the  perfection  of  a  system  that  will  take  into  con- 
sideration what  at  any  time  we  need  in  the  public  interest,  and  which 
will  be  wise  enough  and  independent  enough  to  pass  on  that  question 
in  the  way  the  public  interest  requires.  So  that  any  effort  to  make  this 
a  rate  hearing  ought  not  to  be  entertained,  because  we  are  asking 
nothing  herein  in  respect  to  rates ;  we  are  asking  only  a  perfection  of 
the  system  which  shall  pass  upon  that  and  every  other  matter  which 
concerns  the  efficiency  of  these  instrumentalities  up  to  the  standard  of 
the  public  requirement. 

Now,  passing  to  the  Interstate  Commerce  Commission,  we  shall  ask 
you  to  favorably  consider  this  as  the  third  proposal : 

The  Interstate  Commerce  Commission  has,  under  existing  law,  too 
much  to  do,  and  is,  consequently,  forced  to  confide  to  subordinates 
important  functions  which  the  regulating  body  ought  to  be  in  a  posi- 
tion to  perform  itself.    The  Interstate  Commerce  Commission  is  like- 
wise clothed   with  different   functions  which   are   inconsistent   and 
which  violate  the  principle  that  the  legislative,  executive,  and  judicial 
departments  shall  be  kept  separate  and  distinct.     To  reduce  the  pres- 
sure upon  the  Interstate  Commerce  Commission  and  to  separate  these 
inconsistent  functions,  there  should  be  withdrawn  from  the  Interstate 
Commerce  Commission  all  duties  except  those  which  are  judicial  and 
constructive,  such  as  the  power  over  rates  and  routes,  the  powers 
affecting  the  revenues  of  carriers,  and  the  remaining  duties,  being 
mainly  those  of  supervision,  detection,  prosecution,  and  correction, 
should  be  conferred  upon  a  new  commission,  which  may  be  named,  for 
convenience,  "  The  Federal  Railroad  Commission."     In  order  to  co- 
ordmate   and   harmonize   the  system   of   regulation,  the   Interstate 
Commerce  Commission  should  be  made  the  supreme  regulating  body 
and  should  have  the  right  of  review  of  any  order  made  by  the  Federal 
Railroad  Commission.    The  salaries  of  the  members  of  the  Interstate 
Commerce  Commission  should  be  increased,  and  their  terms  of  office 
extended.    The  salaries  of  the  members  of  the  Federal  Railroad  Com- 
mission, who  should  be  appointed  by  the  President  and  confirmed  by 
the  Senate,  should  also  be  made  adequate,  and  thev  should  be  given  a 
long  term.    Regional  commissions  should  be  established,  which  should 
assist  the  Interstate  Commerce  Commission  in  exercising  its  jurisdic- 
tion, and,  to  that  end,  should  make  all  such  investigations  and  hear 
and  determine  all  such  complaints  and  perform  such  other  duties  as 
the  Interstate  Commerce  Commission  may,  from  time  to  time,  by 
general  or  special  order  direct.    The  members  of  these  regional  coni- 
missions  should  be  presidential  appointees  at  adequate  salaries  and 
for  long  terms.     The  orders  of  the  regional  commissions  should  not 
become  effective  until  approved  by  the  Interstate  Commerce  Com- 
mission, but  should  stand  approved,  as  of  course,  unless  excepted  to 
within  a  time  to  be  limited.    The  regions  should  be  created  with  refer- 
ence to  lines  and  systems  of  transportation,  and  need  not  be  defined 
geographically.      Each    regional    commission   should   be   located   at 
such  place  in  its  district  as  the  Interstate  Commerce  Commission 
directs;  but  it  should  be  authorized  to  hold  its  sessions  and  perform 
its  duties  in  any  other  district,  when  so  directed  by  the  Interstate 
Commerce  Commission. 

This  proposal  has  to  do  with  the  reorganization  of  the  Federal 
system  of  commission.  The  foundation  of  our  national  liberties  is 
the  separation  of  what  are  termed  inconsistent  functions  of  govern- 
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meiit.  You  have  one  judicial  department;  you  have  one  executive 
department  Avliicli  is  not  judicial  and  not  legislative;  you  have  one 
legislative  dei)artment  which  is  not  judicial  and  which  is  not  execu- 
tive. The  ideal  of  free  government  is  that  those  functions  shall  be 
kept  distinct  from  one  another.  It  was  thought  that  if  a  legislator 
should  be  a  judge  there  would  be  no  use  for  a  judge,  because  he 
would  sustain  his  acts  as  a  legislator,  and  so  with  these  other  func- 
tions ;  in  order  to  be  useful,  each  department  must  be  protected  from 
the  invasion  of  the  other.  And  yet  we  find  that  whole  and  whole- 
some government  principle  is  violated  in  the  present  organization 
of  the  Interstate  Commerce  Commission.  They  are  judges;  they 
are,  in  a  measure,  legislators;  and  they  are  administrators  of  the 
system  of  regulation.  We  feel  as  long  as  men  are  human  that  they 
will  go  to  the  exercise  of  one  of  these  functions  influenced  by  the 
functions  that  they  are  performing  in  another  one  of  their  duties. 
We  think  that  if  there  is  a  question,  constructive  in  its  character, 
relating  to  all  the  railroads,  it  is  unfortunate  for  that  question  to  be 
determined  in  an  atmosphere  which  has  been  created  by  having  that 
commission  walk  out  of  the  next  room,  where  it  has  been  investigat- 
ing what  is  said  about  the  Alton  and  the  Rock  Island  and  the  Frisco 
railroads;  we  feel  that  human  nature  can  not  leave  in  the  adjoining 
room  the  impressions  which  they  have  got  in  the  exercise  of  their 
detective,  corrective,  and  punitive  functions  and  come  helpfully  to 
the  consideration  of  matters  which  go  to  the  very  vitals  of  the  whole 
system  of  transportation.  We  feel  that  men  ought  to  exercise  one 
of  those  functions  who  do  not  exercise  the  other ;  and,  as  the  matter 
of  building  up  the  system  of  transportation  in  this  country  is  of  the 
first  and  most  fundamental  importance  to  the  country  and  to  the 
public,  the  men  having  it  in  charge  ought  not  to  be  embarrassed, 
ought  not  to  be  limited,  ought  not  to  be  influenced  by  any  abuse 
which  they  have  found  in  some  single  road;  and  yet,  in  the  nature 
of  things,  all  these  things  that  are  wrong  are  spread  over  all  of  the 
railroads  of  the  country — guilty  or  innocent. 

Now,  bear  in  mind  that  I  am  not  asking  you  in  any  way  to  sur- 
render any  part  of  your  corrective  jurisdiction ;  I  am  not  advocating 
your  taking  away  from  the  regulating  bodies  any  part  of  the  power 
they  have  to  correct  abuses;  but  I  am  advocating  a  system  which 
will  prevent  the  great  good  that  will  come  to  the  people  from  a 
successful  system  of  transportation  being  in  any  way  affected  or 
obscured  by  the  inconsistent  functions  of  the  body  that  does  the 
regulating. 

Now,  as  to  regional  commissions :  We  think  that  there  is  a  sound 
underlying  support  for  the  popular  desire  that  government  shall  be 
brought  close  to  their  homes.  We  believe  that  if  you  take  the  power 
to  make  State  rates  and  put  it  in  the  hands  of  your  national  author- 
ity there  will  be  increased  reason  for  bringing  your  system  of  regu- 
lation to  the  doors  of  the  people,  so  that  their  needs,  their  aspirations, 
and  their  commercial  conditions  shall  be  considered  and  shall  be 
passed  on  by  men  resident  among  them. 

We  think,  however,  that  that  deference  to  local  w^ants,  that  con- 
sideration for  local  conditions,  ought  not  to  destroy  a  coordinated 
regulation;  but,  while  there  is  just  interest  of  localities  to  have  their 
needs  appreciated,  there  is  also  a  just  demand  on  the  part  of  localities 
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that  they  shall  do  their  commerce  on  terms  equal  to  the  terms  which 
are  granted  to  any  other  people  anywhere  in  this  country,  and  that  in 
consequence  these  regional  commissions  ought  to  be  established  in 
these  transportation  regions,  ought  to  live  there,  ought  to  hold  their 
sessions  there,  ought  to  take  their  evidence  there,  ought  to  reflect 
eyerythnig  that  is  sound  on  local  atmosphere,  and  yet  that  a  local 
view,  a  local  treatment  of  one  part  of  commerce  should  be  prevented 
by  requiring  their  reports  to  the  Interstate  Commerce  Commission, 
which  could  coordinate  the  regulation  of  commerce  in  all  parts  of  this 
country  and  see  that  it  is  impartial. 

The  functions  under  our  suggestion  of  these  regional  commissions 
would  be  like  the  functions  of  masters  in  chancery,  who  take  the  evi- 
dence and  make  the  report,  and  the  report  lies  subject  to  exception. 
The  exceptions  only  are  argued  before  the  court.  The  exceptions 
under  our  suggestions  would  be  the  only  thing  argued  before  the 
Interstate  Commerce  Commission,  unless  in  a  special  case  they  should 
direct  otherwise.  This  would  take  from  the  Interstate  Commerce 
Commission  an  immense  burden  of  work  and  would  concentrate  the 
controverted  matters  between  them  to  those  that  the  two  parties 
agreed  were  to  be  controverted  by  having  an  exception  filed.  In  that 
way  the  commerce  of  this  country  could  depend  for  its  original  con- 
sideration on  men  of  the  dignity  and  ability  that  would  be  appointed 
by  the  President  and  confirmed  by  the  Senate.  And  the  commercial 
interests  of  this  country  would  then  not  be  dependent  upon  exam- 
iners who  are  low-salaried  officers,  but  in  all  matters  of  controversies 
they  could,  by  operation  of  law  and  by  right  of  the  statutes,  go  on 
these  exceptions  and  argue  the  matter  before  the  commission  itself.  | 
Our  next  proposal  will  be  that  the  power  of  the  Interstate  Com-  ■ 
merce  Commission  over  rates  should  be  extended  so  as  to  authorize 
it  to  prescribe  minimum  rates  in  addition  to  its  present  power  to 
prescribe  maximum  rates.  And  it  should  also  be  given  the  extra 
power  to  determine  the  relations  of  rates  or  differentials  whenever 
necessary  or  appropriate  to  establish  or  maintain  a  rate  structure 
or  a  relation  or  a  differential  found  to  be  just  and  proper  by  the 
Interstate  Commerce  Commission. 

I  hope  it  is  apparent  from  the  argument  I  have  so  far  presented 
that  the  public  have  as  deep  an  interest  in  having  the  revenues  of 
these  carriers  adequate  to  the  furnishing  of  an  efficient  and  sufficient 
public  service  as  the  carriers  have.  The  public  depending  on  any 
special  railroad  can  not  with  equanimity  view  a  situation  where  the 
revenues  of  that  road  are  so  inadequate  as  to  affect  the  standards  of 
the  public  service  that  the  people  are  getting  there.  There  is  as  dis- 
tinct a  public  interest,  I  repeat,  in  the  community  to  have  the  reve- 
nues of  the  carriers  sufficient  to  guarantee  a  proper  service  as  any 
interest  the  carriers  may  have,  and  greater,  because  public  interests 
are  always  greater  than  private  interests. 

Moreover,  here  is  a  community  served  by  a  railroad  which  does 
its  business  with  a  great  market;  here  is  another  community  served 
by  a  different  railroad  doing  its  business  in  the  same  market.  It  is 
of  vital  importance  to  justice  in  commerce  that  the  terms  on  which 
those  two  communities  can  reach  that  market  should  be  equal.  If 
it  is  in  the  power  of  one  of  the  roads  to  give  to  its  communities  terms 
which  will  be  temporarily  advantageous,  lower  than  the  other  road 
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will  give  to  the  comniuiiities  it  serves,  then  there  is  an  inequality  of 
commercial  opportunity  whicli  is  indefensible. 

As  long  as  the  minimum  rate  is  not  regulated  by  Government  the 
two  conditions  will  follow ;  one  is  that  the  struggling  railroad,  which 
is  anxious  to  keep  its  head  above  water,  will  be  at  times  willing  to 
depress  its  rates  so  as  to  attract  a  temporary  business,  and  thereby 
deplete  its  opportunity  for  a  continuous  and  permanent  and  a  reli- 
able service  to  the  communities  which  it  serves.  That  is  one  of  the 
consequences.  The  other  consequence  is  that  unless  the  minimum 
rate  is  regulated  it  is  in  the  power  of  these  two  railroads  to  give 
different  commercial  oj^portunities  to  the  communities  they  serve. 
Now  we  believe  that  any  righteous  situation  ought  to  take  hold  of 
that  minimum  rate  and  control  it  in  the  public  interest  just  as  much 
as  the  maximum  rate ;  that  it  ought  to  be  able  to  say  whether  or  not 
one  community  on  one  railroad  is  to  receive  commercial  opportu- 
nities which  are  denied  to  a  community  on  another  railroad;  and 
that  it  ought  to  be  able  to  say,  "  If  you  are  going  to  take  charge  of 
the  instrumentality  of  interstate  commerce  and  make  it  efficient  for 
the  needs  of  all  the  people,  you  ought  to  be  able  to  say  that  its  reve- 
nues shall  not  be  depleted  unjustifiably  and  unreasonably  by  making 
the  rates  too  low,  so  that  the  result  is  simply  a  depletion  of  reve- 
nues at  the  same  time  that  it  produces  inequality  of  commercial 
opportunity. 

In  our  fifth  proposition  we  attempt  to  have  introduced  the  prin- 
ciples of  protection  to  these  carriers,  the  principle  of  the  protection 
and  maintenance  of  their  credit  by  prescribing  some  of  the  things 
that  the  Interstate  Commerce  Commission  must  take  into  considera- 
tion when  it  fixes  the  rates  of  the  carriers.     No.  5  is  as  follows : 

It  should  be  made  the  duty  of  the  Interstate  Commerce  Commis- 
sion in  the  exercise  of  its  powers  to  fix  reasonable  rates,  to  so  adjust 
these  rates  that  they  shall  be  just  at  once  to  the  public  and  to  the 
carriers.  To  that  end,  and  as  a  means  of  properly  safeguarding 
the  credit  of  the  carriers,  of  protecting  the  just  rights  of  the  owners, 
and  of  providing  a  basis  for  additional  facilities  from  time  to  time 
as  the  needs  of  commerce  may  require,  the  Interstate  Commerce 
Commission  should  be  required,  in  ascertaining  and  determining 
what  is  a  reasonable  rate  for  any  service,  to  take  into  account  and 
duly  consider  the  value  of  the  service,  the  rights  of  the  passenger, 
shippers,  and  owners  of  the  property  transported,  the  expenses  inci- 
dental to  the  maintenance  and  operation  of  the  carrier's  property, 
the  rights  and  the  interests  of  the  stockholders  and  creditors  of  the 
corporation,  the  necessity  for  the  maintenance  in  the  public  service  of 
efficient  means  of  transportation,  and  for  the  establishment  from 
time  to  time  of  additional  facilities  and  increased  service,  and  in 
addition  thereto  any  other  considerations  pertinent  to  be  considered 
in  arriving  at  a  just  conclusion. 

That  is  part  of  No.  5.     I  will  read  the  balance  in  a  moment. 

The  purpose  that  we  have  in  view  in  presenting  that  as  a  recom- 
mendation is  to  secure  a  legislative  mandate  to  the  regulating  body 
that  there  are  certain  things  essential  in  the  public  interest,  among 
them  a  principle,  among  them  is  the  establishment  of  adequate  rail- 
road facilities  and  the  assurance  that  those  facilities  will  grow  as 
commerce  grows  and  the  public  needs  increase.     That  they  shall 
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take  that  as  one  of  their  guiding  principles  in  exercising  their 
function  of  rate  making.  That  they  shall  realize  that  they  are 
deputized  by  Congress  as  an  instrumentality  of  government,  charged 
with  the  responsibility  of  seeing  that  the  instrumentalities  of  Con- 
gress are  made  and  kept  as  efficient  as  the  public  interest  requires. 
We  say  that  can  not  be  done  without  having  reference  to  the  credit 
of  the  carriers,  and  therefore  in  fixing  their  principles  of  rate  making 
they  must  have  due  reference  to  the  kind  of  credit  that  the  public 
interests  require ;  that  the  carrier  should  have  a  properly  fixed  revenue 
with  reference  to  that  as  one  of  the  standards. 

We  say  further  that,  as  the  public  is  interested  in  the  matter  of 
the  net  return,  in  the  encouragement  to  capital,  in  the  provision  of 
a  surplus  in  prosperous  years  to  meet,  the  efflux  in  lean  years,  that 
there  should  be  a  legislative  mandate  that  the  expenses  to'  which  the 
carrier  must  subrnit  in  the  way  of  providing  this  public  service  must 
be  taken  into  consideration  when  you  fix  the'a mount  of  their  revenues 
and  thus  protect  the  net  in  which  the  public  is  interested  as  much 
or  to  a  greater  extent  even  than  the  carriers  themselves.  I  say  as 
much  or  more,  because  the  carriers  at  last,  when  they  are  unable  to 
do  these  things  that  the  public  interests  require,  have  at  least  the 
refuge  of  having  the  Government  buy  the  properties  and  take  over 
the  burden  itself,  whereas  the  public  must  meet  the  problem  of  suffi- 
cient transportation  facilities,  either  under  a  system  of  private  owner-  i 
ship  or  under  a  system  of  Government  ownership.  ' 

The  remaining  part  of  No.  5  is  this :  ^ 

The  po\\er  of  the  comuiissioii  to  suspend  rates  should  be  confined  to  60  days 
from  the  date  the  tariff  is  filed.  If  the  conniiission  is  not  able  within  this  tirne 
limit  to  reach  a  conclusion,  the  rate  should  at  the  expiration  of  that  time  be 
allowed  to  go  into  effect  with  appropriate  provision  for  I'eparation  for  the  period 
not  exceeding  one  year  in  case  the  rate  should  subsequently  be  declared  to  be 
imreasonably  high. 

I  have  no  doubt  that  tliat  clause  will  give  rise  to  considerable  dif- 
ference of  opinion,  but  we  believe  that  that  can  be  sustained  by  the 
measure  of  the  public  interest,  like  the  other  matters  that  we  have 
suggested.  The  other  proposals  that  we  are  making  can  be  sustained. 
Always  remember  that  the  greatest  public  interest  is  in  facilities; 
always  remember  that  the  greatest  public  interest  is  in  the  assurance 
of  the  continuance  of  the  carrying  on  of  commerce.  Now,  suppose 
that  the  present  provision  in  regard  to  suspension  of  these  rates  for 
10  months  should  continue,  and  let  us  take  the  case,  first,  where  at 
the  expiration  of  10  months  it  is  found  that  the  proposed  rate  is  a 
just  one  and  should  have  been  put  in  effect  from  the  beginning. 

The  first  consequence  of  that  is  that  for  the  period  of  10  months 
the  carrier  has  been  deprived  of  a  legitimate  earning  of  a  legitimate 
income.  There  is  no  power  on  earth  to  give  that  to  it  again.  It  is 
gone.  It  is  irretrievably  gone.  Now,  under  the  supposition  that  it 
was  entitled  to  it  from  the  start,  the  loss  to  it  must  be  felt  in  some 
direction.  It  must  be  felt  either  in  some  other  part  of  the  traffic 
bearing  the  burden  which  ought  to  be  shifted  to  this,  which  violated 
the  principle  of  equality  among  the  patrons  of  the  railroad ;  or  if  it 
can  not  be  shifted  to  some  other  class  of  that  traffic,  it  means  an 
impaired  capacity  on  the  part  of  the  carriers  to  meet  the  public 
needs  in  regard  to  facilities.  It  puts  the  public  short  somewhere, 
either  by  transfer  onto  some  other  part  of  the  public  of  a  burden 
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which  oiiirht  to  be  borne  by  this  tnillic  or  by  depriving  the  public  of 
a  proper  basis  for  additional  facilities  or  for  adequate  service,  which 
is  their  prime  need  and  to  which  they  are,  as  a  fundamental  matter, 
entitled.  Now,  this  is  the  case  of  where  the  suspended  rate  is  found 
to  have  been  a  reasonable  rate  from  the  beginning.  Now,  let  us  take 
the  other  case,  the  case  where  it  is  found  that  the  rate  proposed  is  an 
unreasonable  rate  and  ought  not  to  be  allowed.  In  that  event  our 
proposal  is  that  we  shall  keep  our  books  in  such  a  way  that  where  we 
have  charged  during  that  period  from  the  very  beginning  more  than 
we  are  entitled  to  charge,  that  we  should  be  in  a  position  to  make  the 
refund  to  the  shipper  that  has  been  overcharged.  It  is  impossible,  if 
you  suspend  for  10  months  and  the  rate  is  a  reasonable  rate,  to  repay 
"us.  It  is  not  impossible,  if  you  suspend  for  60  days  and  the  rate  is 
declared  to  be  unreasonable,  for  us  to  repay  the  shippers.  We  take 
the  view  that  that  is  the  most  equitable  method  of  dealing  with  that 
question  of  suspension,  and  we  take  the  view  that  that  is  the  method 
of  dealing  with  it  which  is  best  in  the  public  interest. 
The  sixth  proposal  that  we  shall  make  is : 

That  the  Interstate  Commerce  Commission  should  be  vested  with  the  power 
and  it  slioiild  be  made  its  duty  to  provide,  upon  the  application  of  the  Post- 
master (General  or  any  interstate  carrier,  reasonable  rates  for  all  services  and 
facilities  connected  with  the  carrying  of  tlie  United  States  mail. 

That  proposal  is  so  clear  and  the  whole  subject  is  so  much  in  the 
minds  of  Congress  at  this  time  that  it  is  unnecessary  for  me  to  en- 
large upon  it  now. 

Our  seventh  proposal  is : 

There  should  be  in  the  Federal  Government  the  exclusive  governmental 
power  to  supervise  the  issue  of  stocks  and  bonds  by  railroad  carriers  engaged 
in  interstate  and  foreign  commerce. 

I  have  argued  that  proposal  at  length  during  the  remarks  which 
I  have  had  the  honor  to  submit,  and,  therefore,  it  is  unnecessary 
now  for  me  to  detain  you  at  this  period  of  the  discussion  with  any 
elaboration  of  it. 

Eighth : 

The  law  should  recognize  the  essential  difference  between  the  things  which 
restrain  trade,  in  the  case  of  ordinary  mercantile  concerns,  and  those  which 
restrain  trade  in  the  case  of  common  carriers.  While  the  question  of  com- 
petition may  be  a  fair  criterion  in  the  case  of  ordinary  mercantile  concerns,  it 
is  not  a  fair  criterion  in  the  case  of  common  carriers.  In  the  case  of  carriers 
the  test  should  be  whether  common  ownership  or  control  promotes  trade  and 
commerce,  bv  affording  facilities  for  the  interchange  of  traffic,  or  by  supple- 
menting facilities  for  transportation,  to  a  substantial  or  greater  extent  than 
such  counnon  ownership  or  control  restrains  trade  by  suppression  of  com- 
petition. 

You  gentlemen  will  appreciate  that  no  railroads  can  cross  each 
other,  can  closely  approximate  each  other  without  crossing,  or  can 
form  one  continuous  straight  line  without  there  being  competition 
between  them.  When  they  cross  there  is  an  area  around  the  point 
of  intersection  which  can  get  to  the  markets  of  the  world  over  either 
one  of  them.  When  they  closely  approximate  each  other,  coming 
close  enough  for  traffic  to  be  delivered  to  one  or  the  other,  then, 
within  that  region  where  a  common  service  or  common  public  service 
exists,  there  is  competition,  because  the  commerce  in  that  zone  can 
reach  the  markets  of  the  world  over  either.  Where  railroads  meet 
in  a  city  and  one  goes  out  due  north  and  the  other  goes  out  due  south, 
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I 
their  connections  are  such  that  a  market  anywhere  can  be  reached 
by  commerce  taking  either  one  of  those  railroads.  So  that  there 
is  a  necessity  of  competition  in  respect  to  the  railroad  business  at 
these  points  to  which  I  allude,  which  does  not  exist  in  mercantile 
concerns.  Moreover,  those  two  railroads  that  meet  end  on,  or  that 
are  so  situated  toward  each  other  as  to  furnish  an  available  means 
of  carrying  forward  on  the  one  railroad  the  traffic  originating  on 
the  other,  they  so  supplement  each  other  in  the  facilities  of  trans- 
portation that  the  service  they  render  as  connections  is  vastly  greater 
than  the  competition  which  exists  at  the  point  at  which  they  meet. 
The  facility  of  having  commerce  pass  uninterrupted  from  one  of 
these  connecting  railroads  toi  the  other  is  a  valuable  facility  where 
it  is  a  natural  condition,  and  when  we  come  to  ask  what  the  public 
interest  is  we  must  necessarily  balance  what  these  two  railroads  do 
in  the  way  of  suppressing  competition  against  the  advantage  they 
offer  in  the  way  of  supplementing  transportation. 

Now,  we  say,  therefore,  that  that  is  a  matter  plainly  demonstrable 
in  the  public  interest,  and  that  that  is  a  test  plainly  applicable  to  the 
laws  which  should  be  made  to  apply  to  them. 

What  is  the  greater  public  interest?     Is  the  greater  public  inter- ■ 
est  to  keep  its  rates  separate  because  there  is  some  competition  sup- • 
pressed,  or  is  it  in  the  public  interest  to  have  those  railroads  unite 
because  they  are  naturally  supplementary  to  each  other  and  they 
furnish  additional  and  needed  public  facilities? 

Now,  we  believe  that  the  determination  of  that  question  ought  to 
be  put  into  the  hands  of  the  Interstate  Commerce  Commission  and 
that  they  ought  to  be  required  to  determine  it  on  the  principles  which 
I  have  stated,  of  public  interest  as  shown  by  supplemented  and  im- 
proved facilities  on  the  one  side,  or  by  the  suppressing  of  competi- 
tion on  the  other.  We  say  more  than  that,  that  this  matter  of  sup- 
pressing competition,  of  restraining  trade,  of  enforcing  hard  and 
burdensome  terms  of  transportation,  is  taken  out  of  the  hands  of 
these  carriers  because  you  regulate  them  by  your  public  bodies.  The 
reason  for  your  antitrust  laws  in  respect  to  other  mercantile  matters 
is  because  of  the  hardship  that  great  combinations  may  put  upon  the 
people.  At  least,  as  to  the  terms  of  transportation,  it  is  impossible 
to  put  hardships  upon  the  public,  because  those  terms  are  prescribed 
by  public  authorit3^  Of  course  there  is  still  the  question  of  service. 
That  matter  would  have  to  be  determined  by  the  Interstate  Com- 
merce Commission  as  one  of  the  elements  of  determining  what  the 
public  interest  is.  But  when  you  have  applied  to  the  affairs  of  the 
railroads  the  strong  regulating  power  of  one  of  the  departments  of 
government,  the  same  conditions  do  not  apply  to  that;  the  public  is 
not  menaced  by  the  same  dangers  in  respect  to  that  as  it  is  by  an 
entirely  unregiilated  private  business,  and  these  essential  differences, 
we  think,  ought  to  be  recognized  in  the  system  of  regulation  which 
you  will  adopt. 

9.  The  law  should  expressly  provide  for  the  meeting  and  agreement  of  traffic, 
or  other  officers  of  railroads  in  respect  to  rate  practices.  This  should,  however, 
be  safeguarded  by  requiring  the  agreement  to  be  tiled  with  the  Interstate  Com- 
merce Commission  and  to  be  subject  to  be  disapproved  by  it. 

Now,  gentlemen,  no  man  acquainted  with  railroads,  with  the  neces- 
sity for  them  to  make  joint  rates  and  through  routes,  can  for  a 
moment  doubt  the  absolute  necessity  for  the  authorities  of  the  two 
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roads  to  meet  and  agree  upon  the  joint  rate  and  tlie  tlu-ough  route." 
There  can  be  no  such  thing  as  a  joint  rate  and  a  through  route  without 
agreement  unless  made  by  hiw  by  the  authority  of  the  Interstate 
Commerce  Commission.  The  law  requires  that  to  be  done  by  the 
voluntar}^  action  of  the  carriers.  It  is  impossible  to  have  that  volun- 
tary action  unless  they  can  meet  and  agree.  But  the  interest  of  the 
public  does  not  end  there.  The  interest  of  the  public  is  equality  of 
terms  of  doing  business.  When  two  railroads  serve  the  same  market ; 
when  two  railroads  tap  the  same  producing  territory,  there  is  a 
valuable  interest  on  the  part  of  the  public  that  those  whom  the  rail- 
roads serve  shall  have  equality  of  terms.  The  philosophy  of  that 
principle  of  transportation  is  universally  recognized  even  by  the 
regulating  authorities,  and  in  order  to  have  the  equality  of  terms  the 
traffic  officers  are  obliged  to  meet  and  to  make  known  to  each  other 
what  the  terms  are.  Of  course  you  appreciate  that  an  unrestricted 
power  of  agreement  may  open  the  doors  to  abuses,  but  our  proposition 
is  that  all  these  abuses  and  opportunities  for  abuses  can  be  obviated 
by  requiring  these  agreements  to  be  filed  with  the  Interstate  Com- 
merce Commission  before  they  shall  become  valid,  and  be  subject  to  be 
disapproved  by  that  body.  I  make  a  difference  betw^een  subjects  to  be 
disapproved  and  subjects  to  be  approved  because  the  time  for  ap- 
proval means  delay;  whereas  the  power  of  disapproval  is  a  power 
sufficient  to  meet  the  chance  of  abuse.  I  believe  you  will  find,  if  you 
ask  the  interstate-commerce  commissioners,  that  such  an  arrangement 
with  regard  to  the  meeting  of  the  traffic  officers  is  in  their  opinion 
essential  to  the  carrying  on  of  business  in  a  fair  and  equitable  way 
between  various  communities. 

Now,  gentlemen,  I  have  not  included  in  the  proposals  which  we 
shall  make  to  you  any  suggestions  on  the  labor  question.  All  these 
things  that  I  have  read  w^ere  agreed  upon  by  us  before  this  labor 
situation  became  such  a  menace  to  the  commerce  of  the  country. 
When  we  prepared  for  these  hearings  we  did  not  expect  to  introduce 
that  subject,  notwithstanding  its  importance,  because  of  its  hotly 
contested  character.  It  may  be  that  recent  events  have  put  the  labor 
controversy  in  such  a  situation  that  Congress  will  have  to  confront  it 
and  to  deal  with  it.  Wliether  that  will  be  done  by  this  committee 
or  by  some  other  committee  of  Congress,  we  are  not  advised.  There- 
fore, for  the  present,  I  shall  make  no  suggestions  in  respect  to  the 
labor  situation  because  it  seems  to  me  that  that  situation  ought  to  be 
met  when  it  arises,  and  after  proper  opportunity  for  exchange  of 
views  in  regard  to  various  proposals. 

I  have  now,  then,  gentlemen,  laid  before  you  with  the  frankness 
which  this  great  situation  demands,  and  with  the  frankness  with 
which  I  attempt  to  treat  every  public  subject  with  which  I  come  in 
contact,  so  that  you  may  know  entirely  the  views  that  we  entertain 
and  the  proposals  that  we  shall  make,  and  so  that  witnesses  who  shall 
appear  here  will  have  the  full  benefit  of  the  things  which  we  think 
are  wise  to  be  done  by  this  Congress.  It  may  be  that  in  the  light  of 
what  shall  be  developed  before  you  we  shall  take  a  different  view  on 
some  of  these  questions.  I  do  not  anticipate  that,  but  we  can  at 
least  assure  this  committee  that  we  wdll  approach  any  suggestion 
which  is  made  from  any  source  with  an  open  mind  and  always  with 
a  purpose  to  have  it  determined  by  the  standards  of  the  public  in- 
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terest  which  we  have  asked  to  be  applied  to  all  the  proposals  that 
we  ourselves  have  made. 

I  now  come  to  a  part  of  my  presentation  which  is  a  matter  of  pro- 
f oimdest  interest  to  me.  I  come  to  present  to  you  the  views  of  a  man 
occupying  a  position  of  supreme  authority  with  the  American  people. 
He  has  lived  a  long  life.  He  has  ornamented  and  led,  and  still  orna- 
meiits  and  leads,  the  American  bar.  He  has  held  high  office  from 
which  he  retired  with  an  untarnished  name  and  with  a  reputation 
established  and  safe  in  American  history.  He  entertains  the  demo- 
cratic view  of  the  rights  of  the  State.  He  occupied  no  position  of 
a  professional  or  other  character  to  this  investigation  except  the  posi- 
tion and  the  character  of  an  eminent  American  citizen.  It  has  been 
impossible  to  induce  him  to  leave  the  honorable  retirement  into  which 
he  went  by  even  the  offer  of  the  ambassadorship  to  the  Court  of  St. 
James,  which  I  understand  was  recently  made  to  him.  He  stands  out 
before  the  American  people  as  a  great  lawyer,  a  great  Democrat,  and 
a  man  who  occupied  with  distinguished  credit  to  himself  and  benefit 
to  the  people,  the  offices  of  Attorney  General  and  Secretary  of  State 
in  Mr.  Cleveland's  Cabinet.  I  refer  to  Mr.  Richard  Olney.  Unfor- 
tunately, his  condition  of  health  does  not  permit  him  to  appear  be- 
fore this  committee,  but  I  have  from  him  this  letter: 

Boston,  November  23,  1916, 
Alfred  P.  Thom,  Esq., 

Counsel  RaUwrn/  Executives'  Advisory  Committee, 

1360  Pennsylvania  Avenue,  NW.,  Washington,  D.  C. 
My  Deak  Mr.  Thom  :  For  reasons  you  are  familiar  with,  it  is  quite  imprac- 
ticable for  me  to  api)ear  before  the  conf?ressional  committee  at  Washington  for 
the  purpose  of  expressing  my  opinion  as  to  the  desirability,  perhaps  I  should 
say  necessity,  of  the  National  (Tovernment  proceeding  without  delay  to  insist 
upon  national  railroads  being  owned  and  operated  by  national  corporations. 

But,  if  my  opinion  is  of  any  value,  I  believe  it  will  not  lose  but  gain  if  stated 
in  writing  rather  than  by  word  of  mouth.  The  inclosed  "  Memorandum  "  is  an 
attempt  to  put  the  matter  in  a  little  more  orderly  shape  than  I  have  put  it  here- 
tofore. You  are,  of  course,  at  liberty  to  make  whatever  use  of  it  will  serve  the 
object  you  have  in  view,  in  which,  personally,  I  thoroughly  believe. 
Very  truly,  yours, 

(Signed)  Richard  Olney. 

The  memorandum  reads  as  follows: 

A   MEMORANDUM    BY    MR.    RICHARD    OLNEY. 

1.  For  all  the  purposes  and  functions  of  commerce  between  the  States  of  the 
United  States,  between  such  States  and  the  Territories  of  the  United  States,  and 
between  such  States  and  Territories  on  the  one  hand  and  foreign  nations  on  the 
other,  the  United  States  is  one  country  with  complete  and  exclusive  jurisdic- 
tion over  tlie  whole  subject — and  State  lines  and  jurisdictions  are  without 
significance. 

2.  Commerce,  in  the  constitutional  sense,  covers  transportation  and  inter- 
course in  all  forms  and  whetlier  existing  when  the  Constitution  was  adopted  or 
since  introduced  and  practiced. 

3.  The  national  commerce  power,  being  of  such  extent  and  exclusiveness, 
necessarily  subjects  to  national  regulation  and  control  all  the  agencies  and 
instrumentalities  by  which  national  commerce  is  carried  on. 

4.  It  can  not  lie  doubted  that  a  railroad  corporation  created  by  a  national 
charter  is  an  apt  instrument  for  the  carrying  on  of  national  transportation  and 
that  the  organization  of  such  corporation,  with  all  appropriate  powers  and 
duties,  is  a  fit  subject  foi-  treatment  under  the  commerce  power. 

5.  Nor  is  it  to  be  d()ul)tpd — because  ample  exjierience  has  shown — that,  in  this 
matter  of  national  transportation  by  railroads,  public  policy  and  the  public 
welfare  are  at  one  with  the  law  of  the  country.    They  imperatively  require  that 
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the  subject  should  be  deult  with  in  all  its  phases  by  a  single  authority  which 
can  be  no  other  than  the  Nation  itself.  The  mixed  jurisdiction  over  the  sub- 
ject now  prevailinj; — the  States  exercising  a  part  mostly  through  State  charters 
and  the  United  States  a  part  mostly  through  the  commerce  power — is  thoroughly 
archaic,  originated  before  tlie  true  scope  of  the  commerce  power  was  generally 
understood,  and  has  resulted  in  a  serious  waste  and  inefficiency  in  railroad 
operation  which  is  at  once  matter  of  public  notoriety  and  public  scandal. 

6.  In  view  of  the  settled  law  of  the  land  as  respects  the  national  commerce 
power — as  by  virtue  of  it  the  United  States  practically  undertakes  to  exercise 
the  power  for  the  benefit  of  the  several  States  and  of  all  the  people — and  as 
transportation  by  railroad  is  within  that  power  and  is  to-day  in  a  condition  most 
unsatisfactory  to  the  private  owners  of  railroads  as  well  as  seriously  prejudicial 
to  the  national  interests,  the  question  is  of  the  remedy  for  that  condition. 

It  may  be  claimed  that  Government  ownership  of  all  national  railroads  is  the 
only  true  and  adequate  solution,  a  claim  which  time  and  slifTicient  experiment 
may  show  to  be  well  founded.  Yet  Government  ownership  would  have  political 
bearings  of  such  pith  and  moment  as  ought  to  prevent  its  consideration  until 
and  unless  it  is  established  that  there  is  no  other  way  out.  It  is  best  to  assume 
in  the  first  instance,  therefore,  that  here  is  some  other  way  out ;  that  the 
question  is  essentially  administrative  rather  than  political ;  that  it  concerns  our 
national  housekeeping  rather  than  the  structure  and  stability  of  the  house 
itself. 

7.  If  the  correctness  of  the  foregoing  premises  be  assured,  and  if  it  be  also 
conceded,  as  apparently  it  must  be,  that  national  control  of  national  transporta- 
tion by  railroad  can  be  secureil  in  the  most  simple,  direct,  and  effective  manner 
by  requiring  all  parties  who  undertake  it  to  take  out  national  corporate  charters, 
the  real  and  practical  question  is  one  of  procedure. 

How  shall  the  United  States  rid  itself  of  the  present  order  of  things  and  sub- 
stitute the  desired  new  one — how  eliminate  any  present  State  control  of  national 
transportation  by  railroad  and  substitute  for  it  exclusive  national  control, 
through  national  incorporation  of  the  parties  undertaking  to  carry  on  such 
transportation?  Congress,  of  course,  must  enact  necessary  and  appropriate 
legislation.    What  must  be  its  essential  features? 

8.  The  practical  situation  is  complicated  and  difficult,  because,  as  a  whole, 
the  interstate-commerce  railroads  of  the  country  are  to-day  owned  and  operated 
by  State  corporations  under  State  charters.  Thus  (apart  from  the  general 
public)  the  parties  interested  in  the  displacement  of  State  railroad  corporations 
now  doing  a  national  commerce  business  by  national  corporations  are,  first,  the 
States  granting  the  existing  charters,  and  second,  the  stockholders  and  creditors 
of  such  State  corporations.  If  the  assent  of  these  several  parties  could  be 
counted  upon,  the  change  from  the  present  status  to  absolute  national  control 
of  national  transportation  by  railroads  through  the  medium  of  raih'oad  corpo- 
rations with  national  charters  would  be  easy.  But  such  assent,  for  obvious 
reasons,  is  not  to  be  taken  for  granted,  and  the  question  is  how  shall  the  United 
States  proceed  to  accomplish  the  desired  result  without  such  assent. 

(a)  To  consider  first  the  right  of  the  States  and  the  State  corporations — 
each  has  granted  franchises  enabling  a  railroad  corporation  of  the  State  by 
the  use  of  them  independently  or  in  connection  with  franchises  granted  by 
another  State  or  States  to  operate  a  national  railroad.  The  franchises  have 
been  accepted  so  that  there  is  an  apparent  duty  on  the  part  of  the  grantee  to 
execute  them  and  an  apparent  right  of  the  grantor  to  insist  upon  their  execu- 
tion. If  the  right  and  duty  were  real,  only  the  power  of  eminent  domain 
could  take  away  the  grantor's  right  to  claim  full  performance  or  impair  the 
grantee's  duty  to  make  such  performance.  But  on  the  legal  grounds  already 
developed  a  Siate  grant  to  a  State  corporation  of  the  franchise  to  operate  a 
national  railroad  must  be  regarded  either  as  void  ab  initio  or  as  provisional 
merely  and  as  becoming  void  whenever  the  National  Government  acts  upon 
the  subject.  Consequently,  neither  that  State  nor  the  State  corporation  would 
be  legally  aggrieved  if  a  grant  to  a  State  corporation  of  the  franchise  to  oper- 
ate a  national  railroad  were  annulled  by  a  grant  by  the  National  Government 
of  an  identical  franchise  to  a  national  corporation. 

(6)  Such  being  the  settled  law  of  the  land  as  respects  the  national  commerce 
power  and  its  application  to  national  transportation  by  railroad,  it  is  not  only 
the  right  but  the  duty  of  the  United  Sates  to  exercise  the  power  if  the  national 
welfare  demands  it.  In  various  instances  the  National  Government  has  by 
inaction  acquiesced  in  the  exercise  of  State  authority  over  matters  exclusively 
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within  the  national  jurisdiction.  In  such  cases  the  theory  of  the  courts  has 
Iieen  that  State  action  should  not  be  invalidated  so  long  as  the  National  Gov- 
ernment continued  to  impliedly  approve  of  it,  while  the  policy  of  the  National 
Government  has  been  thought  to  be  justified  by  the  view  that  State  action  on 
the  subjects  concerned  would  be  likely  to  be  more  intelligent  and  effective  than 
action  by  the  Nation.  So  far  as  national  transportation  by  railroad  is  con- 
cerned, however,  no  questions  of  that  sort  need  be  discussed.  Its  unsatisfar 
tory  condition  is  admitted  on  all  hands — is  bitterly  complained  of  by  the  private 
owners  of  railroads  and  Is  notoriously  prejudicial  to  the  national  interests — so 
that  the  clearest  possible  case  exists  for  the  affirmative  use  by  the  National 
Government  of  its  knowledge  power  over  the  whole  national  railroad  situa- 
tion. 

(c)  Feasible  and  adequate  legislation  for  putting  a  national  railroad  now 
operated  by  a  State  corporation  into  the  possession  and  control  of  a  national 
corporation  must  not  only  authorize  the  latter  to  operate  such  road,  but  should 
also  provide  the  ways  and  means  by  which  the  new  corporation  shall  succeed  to 
and  acquire  the  tangible  railroad  property  essential  to  and  actually  in  use  in 
the  operation  of  such  road. 

Such  property — the  entire  railroad  plant,  Including  roadbed,  rails,  stations, 
shops,  telegraph  and  telephone  equipment,  and  all  other  railroad  property  and 
appliances  employed  in  the  operation  of  the  national  railroad  concerned — should 
pass  from  the  old  State  corporation  to  the  new  national  corporation  as  a  unit, 
as  a  going  concern.  It  can  not  be  thus  conveyed  to  the  new  corporation  by 
the  United  States  because  the  United  States  does  not  own  it.  It  belongs  to 
the  old  corporation  and  its  stockholders,  whose  ownership  is  absolute  except 
so  far  as  their  creditors  may  have  claims  on  it,  and  neither  owners  nor 
creditors  can  be  deprived  of  their  interests  in  it  except  by  their  assent  or 
through  an  appropriate  exercise  of  the  power  of  eminent  domain. 

((Z)  Congressional  legislation  aiming  to  substitute  national  corporations  for 
State  corporations  in  the  control  and  operation  of  national  railroads  would 
obviously  be  ineffective  if  conditioned  upon  the  consent  of  all  parties  in  interest. 

It  follows,  unless  the  suggestions  above  made  are  unsound,  that  a  national 
statute  for  the  displacement  of  a  State  corporation  by  a  national  corporation 
as  the  owner  of  a  national  railroad  should  cover  the  following  points : 

First.  Incorporation  of  certain  designated  persons  with  powers  to  acquire, 
hold,  and  manage  all  the  franchises  and  property  of  the  old  corporation  and 
with  power  to  dispose  of  the  capital  stock  of  the  new  corporation  as  hereinafter 
indicated. 

Second.  Amount  of  capital  stock  to  be  same  as  that  of  old  corporation  except 
that  the  organizers  in  their  discretion  may  make  the  amount  larger  or  smaller. 

Third.  Debts  and  obligations  of  old  corporation  to  be  assumed  by  the  new 
with  recognition  of  any  liens  and  priorities  of  creditors  already  acquired  as 
against  assets  of  the  old. 

Fourth.  Stockholders  of  the  old  corporation,  common  or  preferred,  to  be 
offered  common  or  preferred  shares  or  such  other  interests  in  the  new  corpora- 
tion as,  in  the  judgment  of  the  organizers,  will  make  their  interests  in  the  new 
equivalent  to  their  interests  in  the  old. 

Fifth.  Shares  in  the  old  corporation  to  be  purchasable  for  the  new  corporation 
by  the  organizers  on  terms  which  they  may  deem  fair  and  not  injurious  to  other 
parties  to  the  proposed  organization ;  in  the  event  of  any  such  purchase  shares 
of  the  new  corporation  to  be  sold  by  the  organizers  to  an  amount  sufficient  to 
enable  them  to  pay  the  agreed  price. 

Sixth.  Shares  of  the  old  corporation  not  obtainable  by  exchange  or  pur- 
chase as  above  provided  to  be  taken  by  the  new  corporation  at  its  option  under 
the  power  of  eminent  domain  at  a  price  fixed  by  a  court  of  competent  jurisdic- 
tion or  by  such  court  and  a  jury  at  the  election  of  the  stockholder. 

Seventh.  The  organizers  to  operate  the  national  railroad  concerned  with  all 
the  powers  of  receivers  of  an  insolvent  railroad  until  a  majority  of  the  capital 
stock  of  the  new  corporation  shall  have  been  issued  as  hereinbefore  authorized. 
Upon  that  taking  place  the  organizers  shall  call  a  meeting  of  stockholders  for 
the  election  of  directors  who,  in  addition  to  the  powers  of  railroad  directors 
generally,  shall  have  the  special  powers  of  the  organizers  so  far  as  the  exercise 
of  the  same  is  necessary  to  fully  accomplish  the  purposes  of  the  charter. 

The  foregoing  list  is  not  claimed  to  be  exclusive.  But  it  is  confidently  be- 
lieved that  each  one  of  them  is  a  necessary  part  of  any  effective  plan  by  which 
a  national  railroad  corporation  is  to  be  substituted  for  a  State  corporation  in 
the  ownership  and  operation  of  a  national  railroad. 
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With  a  deference  almost  too  great  for  expression,  I  must  say  that 
I  am  in  complete  agreement  with  all  of  that  memorandum  except  as 
to  the  method  necessary  for  the  transfer  of  the  State  corporation  to 
the  national  one.  I  am  convinced,  as  to  the  latter,  that  a  method 
much  simpler  is  entirely  available  to  accomplish  this  transfer,  and 
at  the  proper  time  I  shall  ask  an  opportunity  to  develop  that  view 
before  this  committee.  I  feel  that  Mr.  Olney  has  performed  a  great 
public  service  in  contributing  that  thought  to  the  solution  of  the  im- 
mense problem  which  is  before  you. 

I  have  tried,  Mr.  Cliairman  and  gentlemen,  to  state  with  complete 
frankness  the  views  which  actuate  us  when  we  come  to  a  considera- 
tion of  this  immense  problem  of  transportation.  I  am  profoundly 
grateful  to  you  for  the  courtesy  you  have  extended  me  and  for  the 
consideration  .you  have  shown  during  the  tedious  hours  during  which 
I  have  been  obliged  to  ask  your  attention,  and  I  now  respectfully 
announce  that  the  opening  statement  which  I  was  delegated  to  make 
has  been  concluded. 

Senator  Underwood.  Mr.  Chairman,  I  suppose  the  committee  de- 
sires to  cross-examine  Mr.  Thom,  but  it  is  1  o'clock  and  Saturday,  and 
I  move  we  adjourn  now. 

Mr.  Adamson.  Let  us  have  an  executive  session. 

Senator  Underwood.  Do  you  want  an  executive  session? 

Mr.  Adainisox.  I  think  we  do. 

Senator  Underwood.  Then  I  move  an  executive  session. 

Mr.  CuLLOP.  Before  we  go  into  executive  session  is  it  understood 
Mr.  Thom  is  to  appear  Monday  for  cross-examination  at  the  opening 
of  the  session? 

The  Chairman.  It  is  so  understood. 

(The  motion  was  agreed  to,  and  at  1  o'clock  p.  m.  the  committee 
went  into  the  consideration  of  executive  business,  at  the  conclusion 
of  which  an  adjournment  was  taken  until  Monday,  November  27, 1916, 
at  10.30  o'clock  a.  m.) 
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MONDAY,  NOVEMBER  27.  1916. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington^  D.  C. 
The  joint  committee  met  at  10.30  o'clock  a.  m.,  pursuant  to  ad- 
journment, at  room  326  Senate  Office  Building,  Senator  Francis  G. 
Newlands,  presiding;  also  Vice  Chairman  William  C.  Adamson. 

STATEMENT  OF  MH,  ALFRED  P.  THOM,  COUNSEL  RAILWAY 
EXECUTIVES'  COMMITTEE— Resumed. 

The  Chairman.  The  committee  will  now  enter  upon  the  examina- 
tion of  Mr.  Thom  on  the  matters  concerning  which  he  has  addressed 
us,  and  the  members  of  the  committee,  commencing  with  the  chair- 
man and  vice  chairman,  will  examine  Mr.  Thom  in  turn,  according 
to  their  order,  alternating  between  the  Senate  and  the  House,  and 
later  on,  with  the  approval  of  the  committee,  I  shall  take  occasion  to 
reverse  this  order  so  as  to  give  all  the  members  of  the  committee  a 
fair  chance.  It  is  my  purpose  to  question  Mr.  Thom  regarding  the 
national  incorporation  of  railroads,  and  with  reference  to  certain 
bills  which  I  introduced  upon  that  subject  from  1905  down  to  the 
present  time,  the  bills  being  substantially  the  same,  but  varying  in 
certain  features  according  to  the  progress  of  the  discussion. 

With  the  consent  of  the  committee,  I  will  put  in  the  record  extracts 
from  these  bills,  the  views  expressed  by  me  in  certain  reports  of  the 
Interstate  Commerce  Committee,  notably  on  the  Hepburn  bill  and 
the  Commerce  Court  bill,  in  which  I  took  up  the  discussion  of  the 
question  of  the  national  incorporation  of  railroads,  and  also  certain 
extracts  from  the  hearings  upon  this  subject,  and  later  on  I  will 
invite  the  attention  of  Mr.  Thom  to,  and  will  interrogate  him  regard- 
ing, this  matter  inserted  in  the  hearings. 

I  also  wish  to  insert  in  the  hearing  a  magazine  article  of  the 
North  American  Review,  of  April,  1905,  entitled  "  Common  sense  of 
the  railroad  question,"  which  dwells  upon  the  subject  of  the  national 
incorporation,  and  I  invite  Mr.  Thom's  attention  to  that. 

Mr.  Adamson.  Mr.  Chairman,  is  that  article  by  the  chairman  ? 

The  Chairman.  Yes. 

(The  papers  referred  to  are  here  printed  in  full.) 

NATIONAL  INCORPORATION  OF  RAILROADS. 

[Extracts  from  speech  of  Hon.  Francis  G.  Newlands,  of  Nevada,  in  tlie   Senate  of  the 
United  States,  Wednesday,  January  11,  1905.] 

Mr.  Newlands.  Mr.  President,  in  accordance  with  the  notice  I  gave  yesterday, 
I  ask  unanimous  consent  that  tlie  joint  resolution  creating  a  commission  to 
frame  a  national  incorporation  act  for  railroads  engaged  In  interstate  commerce 
may  be  taken  up  for  discussion. 
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The  Presiding  Officer.  The  Chair  hiys  before  the  Senate  the  joint  resolution 
referred  to  by  the  Senator  from  Nevada,  which  will  be  read. 

The  Secretary  read  the  joint  resolution,  as  follows : 

"  Resolved,  etc.,  That  a  commission  .consisting  of  fourteen  members,  one  of 
whom  shall  be  experienced  in  railroad  traffic  management,  to  be  appointed  by 
the  President  of  the  United  States,  one  of  whom  shall  be  an  attorney  at  law, 
to  be  appointed  by  the  Attorney  General,  one  of  whom  shall  be  an  expert  in 
transportation,  to  be  appointed  by  the  Secretary  of  Commerce  and  Labor, 
one  of  whom  shall  be  an  expert  in  transportation  law,  to  be  appointed  by  the 
Interstate  Commerce  Commission,  five  of  whom  shall  be  Senators,  to  be  ap- 
pointed by  the  President  pro  tempore  of  the  Senate,  and  five  of  whom  shall  be 
Members  of  the  House  of  Representatives  reelected  to  the  Fifty-ninth  Congress, 
to  be  selected  by  the  Speaker  of  the  House,  shall  frame  and  report  to  the  Con- 
gress of  the  United  States  a  national  incorporation  act  for  railroads  engaged 
in  interstate  commerce,  providing  among  other  things  as  follows : 

"First.  For  the  construction  of  interstate  railroads  throughout  the  United 
States,  the  amount  of  the  bonds  and  stock  to  be  issued  by  such  corporations  to  be 
determined  by  the  Interstate  Commerce  Commission,  and  not  to  exceed  in  any 
event  the  actual  cost  of  such  railroads ; 

"  Second.  For  the  consolidation  of  railroads  now  engaged  in  interstate  com- 
merce, the  amount  of  stock  and  bonds  issued  for  such  consolidation  to  be  ap- 
proved by  the  Interstate  Commerce  Commission,  and  not  to  exceed  In  any  event 
the  actual  value  of  the  railroads  consolidated,  such  value  to  be  determined  by 
the  Interstate  Commerce  Commission ; 

"  Third.  For  the  increase  of  the  issues  of  bonds  or  stock  by  such  corporations 
for  the  purchase  of  connecting  or  intersecting  lines,  for  new  construction,  or  for 
betterment  of  the  roads,  the  amount  of  such  issue  of  stock  and  bonds  to  be 
determined  by  the  Interstate  Commerce  Commission,  and  not  to  exceed  in  any 
event  the  cost  of  such  new  construction,  the  betterments,  or  the  value  of  the 
intersecting  or  connecting  lines  acquired ; 

"  Fourth.  For  the  classification  by  such  railroad  corporations  of  all  articles  of 
freight  into  such  general  and  special  classes  as  may  be  necessary  and  expedient, 
and  also  the  fixing  of  transportation  rates  for  freight  and  passengers  by  such  rail- 
roads, such  classification  and  rates  to  be  subject  to  revision  and  amendment  by 
the  Interstate  Commerce  Commission  upon  complaint  of  shippers  and  localities'; 

"  Fifth.  For  the  reasonable  and  just  exercise  of  such  power  in  classifying 
and  regulating  such  rates  of  freight  and  fare  by  providing  that  such  power  shall 
be  exercised  by  the  Interstate  Commerce  Commission  in  such  a  way  as  to  yield 
each  railroad  corporation  a  fair  return  of  not  less  than  4  per  cent  per  annum 
upon  the  value  of  its  road  and  property,  such  value  to  be  ascertained  by  the  In- 
terstate Commerce  Commission ; 

"  Sixth.  For  the  hearing  by  such  commission  of  complaints  made  either  by 
such  railroad  corporations  or  other  party  at  interest  regarding  the  decision  of 
any  rate,  classification,  order,  or  regulation  adopted  by  such  commission,  and  for 
decision  thereon; 

"  Seventh.  For  summary  proceedings  in  the  courts  on  the  complaint  of  any 
railroad  company  or  other  party  at  interest  concerning  the  decision  of  any  rate, 
classification,  order,  or  regulation  adopted  by  such  commission ; 

"  Eighth.  For  the  imposition  of  a  percentage  tax  upon  the  gi-oss  receipts  of  all 
such  corporations  in  lieu  of  all  taxes  upon  the  property  of  such  railroad  corpo- 
rations and  its  stock  and  bonds,  and  in  lieu  of  all  taxes  upon  the  bonds  and  stock 
of  such  railroad  companies  in  the  hands  of  stockholders,  the  property  of  such 
railroads  and  their  bonds  and  stock  to  be  entirely  exempt  from  State,  county, 
or  municipal  taxation,  and  for  a  just  plan  of  distributing  such  taxes  by  the 
Federal  Government  among  the  States  in  which  such  railroads  operate  accord- 
ing to  trackage  or  volume  of  business,  or  such  other  fair  method  as  may  be 
deemed  advisable,  such  percentage  to  be  so  adjusted  as  to  yield  in  the  aggregate 
an  amount  equal  to  the  taxes  now  paid  by  such  railroads,  and  to  be  increased 
gradually  through  a  period  of  ten  years,  until  it  reaches  an  aggregate  of  5  per 
cent  upon  the  gross  receipts  of  such  corporations ; 

"Ninth.  For  the  correction  of  existing  abuses,  and  for  the  prevention  of 
rebates,  preferences,  and  discrimination,  whether  relating  to  communities  or 
individuals ; 

"  Tenth.  For  the  creation  of  a  pension  fund  for  railroad  employees  disquali- 
fied either  by  injury  or  by  age  for  active  service,  by  setting  aside  a  percentage 
of  the  gross  receipts  of  the  railroads  in  a  fund  in  the  Treasury,  to  be  invested 
according  to  rules  and  regulations  made  by  the  Interstate  Commerce  Commis- 
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sioii,  suc-li  luMision  syslcin  t<»  lu'  devised,  elifuisod,  and  modiliod  from  time  to 
time  i>.v  tlie  Intorst:ito  Commerce  Commission. 

"  Eleventh.  For  the  arI)itr;ition  of  all  disputes  between  such  railroad  corpora- 
tions and  their  eniployees  as  to  oonipensation.  hours  of  labor,  and  protection  to 
life  and  limb. 

"  Sec.  2.  That  the  sum  of  $5,000  is  hereby  appropriated  for  the  expenses  of 
such  connnission." 

'Sly.  Newlands.  INfr.  President,  this  joint  resolution  was  introduced  by  me  on 
the  4th  of  January  of  this  year.  It  is  the  result  of  a  hearing  before  the  Intei'- 
state  Commerce  Commit  l(>e  of  the  Senate  on  the  Kith  day  of  December,  just 
prior  to  the  holidays,  at  which  I\Ir.  Bacon,  chairman  of  the  Interstate  Commerce 
Law  Convention,  appeared  and  iirced  the  passa.ce  of  the  Quarles-Cooper  bill  for 
the  enlargement  of  the  powers  of  the  Interstate  Commerce  Commission.  Dur- 
ing that  inquiry  I  questioned  Mr.  Bacon  regarding  a  plan,  which  I  have  had 
inider  consideration  for  some  time,  as  to  the  simplification  and  uiutication 
under  one  national  taxing  power  and  one  national  rate-regulating  power,  of 
the  railroad  systems  of  this  country.  After  these  inquiries  were  made,  and  the 
questions  answered,  thei'e  was  some  discussion  among  the  Senators  present  as  to 
the  principles  of  this  proposed  national  incorporation  act,  and  it  was  suggested 
that  I  should  bring  the  matter  up  for  discussion  in  the  Senate. 

I  therefore  endeavored  to  frame  a  national  incori^oration  act,  but  I  found  that 
in  doing  so  I  would  be  obliged  to  enter  into  a  great  many  matters  of  detail  not 
essential  to  the  elucidation  of  the  principles  for  which  I  contended,  and  I 
feared  that  if  I  should  frame  an  elaborate  bill  more  attention  would  be  given 
to  the  details  than  to  the  principles.  Therefore  I  concluded  to  draw  up  a  joint 
resolution  providing  for  the  appointment  of  a  commission,  consisting  of  four 
experts  in  transportation  and  transportation  law,  five  Senators,  and  five  Rep- 
resentatives, and  instructing  them  to  frame  and  report  to  Congress  a  national 
incorporation  act.  prepared  upon  ('{M'tain  principles  declared  in  the  joint  resolu- 
tion. It  is  in  reference  to  those  principles  that  I  wish  to  address  the  Senate 
to-day.  in  the  hope  that  the  subject  may  become  a  matter  of  discussion,  and 
that  discussion  here  may  instruct  the  minds  of  the  members  of  the  Interstate 
Commerce  Committee  regarding  this  important  question. 

EAILWAT  EVOLUTION. 

Mr.  President,  we  find  that  to-day  in  this  country  there  are  about  200,000 
miles  of  railroad  in  the  ownership  and  control  of  over  2,000  railroad  corpora- 
tions incorporated  under  the  laws  of  the  various  States.  We  find  that  of  those 
2,000  corporations  only  about  600  are  operating  companies,  the  others  by  some 
method  having  come  under  control  of  these  operating  companies.  As  to  these 
operating  companies,  we  find  that  they  have  fallen  under  the  control  of  certain 
systems.  So  that  to-day  it  is  a  well-recognized  fact  in  this  country  that  almost 
all  the  railroad  trackage  of  the  country  is  under  the  control  of  8  or  10  systems, 
each  of  which  is  under  the  absolute  direction  and  control  of  either  a  single 
man  or  a  group  composed  of  a  small  number  of  men. 

So,  as  a  matter  of  fact,  although  our  railroads  are  incorporated  under  State 
laws,  the  boundary  lines  of  the  States  have  lieen  practically  ignored  in  the 
evolution  of  railroads,  and  to-day  we  speak  familiarly  of  the  Harriman  system, 
of  the  Hill  system,  of  the  Morgan  system,  and  of  the  Pennsylvania  system. 
each  system  covering  not  simply  a  single  corporation,  but  many  corporations 
joined  together,  often  without  express  sanction  of  the  law,  by  some  method  of 
lease  or  trackage  or  traffic  arrangement  or  through  holding  companies,  and 
each  system  under  tlie  absolute  control  either  of  one  man  or  of  a  set  of  men. 

I  regard  this  as  a  natural  and  practical  evolution  of  the  railroad  business, 
resulting,  so  far  as  the  economic  operation  of  the  roads  is  concerned,  in  ad- 
vantage and  not  disadvantage,  and  operating,  so  far  as  the  convenience  of  the 
public  is  concerned,  to  their  advantage  and  not  to  their  disadvantage,  and  only 
likely  to  be  operated  against  the  interest  of  the  country  when  we  consider  the 
questions  of  rates,  or  rebates,  and  of  discriminations. 

It  is  with  reference  to  these  matters,  then,  that  the  railroads  should  be 
brought  under  some  form  of  unified  control,  and  that  unified  control  should  be 
exercised  in  such  a  way  as  not  to  impair  the  initiative,  the  energy,  and  the 
entei-prise  of  the  operators  of  these  great  railroads. 

NATIONAL    POWER. 

Now,  I  assume  that  if  to-day  there  were  no  railroads  in  this  country  and  the 
United  States  should  conclude  to  enter  upon  the  construction  of  interstate  rail- 
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roads,  under  the  interstate-commerce  power  of  the  Constitution,  the  power  of 
the  Government  to  do  so  would  not  be  questioned.  It  has  uot  only  the  power  to 
regulate  commerce,  it  has  the  power  to  create  the  instrumentalities  for  the 
exercise  of  that  power;  and  if  in  its  judgment  it  concludes  to  enter  upon  the 
building  as  a  Government  enterprise  of  interstate  railways,  for  the  purpose 
not  only  of  exercising  the  interstate-commerce  power  of  the  Constitution,  but 
the  power  conferred  by  the  Constitution  upon  the  General  Government  with 
reference  to  the  mails  and  with  reference  to  the  military  defense,  I  imagine 
the  power  would  not  be  questioned. 

I  also  assume  that  if  the  Federal  Government  constructed  and  owned  these 
railroads  as  Federal  instrumentalities  for  the  exercise  of  national  powers,  the 
National  Government  would  not  permit  them  to  be  embarrassed  or  impeded  in 
their  operations  by  State  legislation — by  State  legislation  under  the  exercise  of 
the  taxing  power,  for  the  power  to  tax  would  involve  the  power  to  destroy ; 
and  the  Government  of  the  United  States,  as  a  sovereign,  exercising  its  power 
on  the  soil  of  each  one  of  the  States,  has  the  right  to  exercise  it  unimpeded 
and  unembarrassed  by  the  taxing  power  in  the  State. 

So,  also,  I  take  it  for  granted  that  it  would  be  unembarrassed  by  the  rate- 
regulating  power  of  the  various  States;  that  power  which  now  exists  over  do- 
mestic rates,  interstate  rates,  for  that  power,  if  exercised,  would  have  a  tend- 
ency to  impede  and  perhaps  destroy  the  Federal  instrumentality  just  as  much 
as  would  the  power  of  taxation.  It  would  probably  impede  and  embarrass  it 
even  to  a  greater  extent  than  the  exercise  of  the  power  of  taxation. 

So,  starting  off  with  that  assumption,  comes  the  further  assumption  that  if 
the  Federal  Government  chooses  to  incorporate  private  corporations  to  perform 
the  public  service  of  the  country,  for  the  purpose  of  carrying  out  this  constitu- 
tional power,  it  can  also  exempt  such  railroads  in  private  ownership,  but  sub- 
ject to  public  control,  from  any  power  of  the  States  that  embarrasses  or  tends 
to  destroy  the  Federal  instrumentality,  just  as  much  so  as  if  it  itself  owned  the 
railroads. 

Now,  then,  assuming  that  the  Federal  Government  has  the  power  to  incor- 
porate railroad  companies  for  the  purpose  of  carrying  out  the  interstate  com- 
merce power,  and  that  these  railroads  can  be  exempted  from  local  taxation  and 
from  local  regulation,  then  we  have  the  question  unembarrassed.  We  have 
railroads  organized  under  a  national  law,  their  stocks  and  bonds  fixed  as  to 
amount  by  law  or  by  the  Interstate  Commerce  Commission,  so  as  to  prevent 
inflation  or  the  watering  of  stocks  and  bonds;  and  we  have  one  taxing  power — 
the  Federal  Government;  and  we  have  one  rate-regulating  power — the  Federal 
Government. 

I  insist  upon  it  that  in  order  to  secure  the  proper  control  and  regulation  of 
the  railroads  of  the  country  it  is  essential  that  we  should  not  have  a  confusion 
of  taxation  and  a  confusion  of  rate  i-egulation. 

Mr.  Bacon.  Will  it  interrupt  the  Senator  if  I  ask  him  a  question  right  here? 
If  it  will,  I  will  defer  it. 

Mr.  Newlands.  I  would  prefer  it  if  the  Senator  would  let  me  proceed  consecu- 
tively, and  then  I  will  answer  any  question  later. 

STATE  LINES   SHOULD  BE  DISKEGAEDED. 

It  seems  to  me  it  must  be  manifest  that  if  we  are  to  have  a  system  of  railway 
extending  from  New  York  to  San  Francisco,  running  through  10  States,  and 
if  we  are  to  apply  the  principles  laid  down  by  the  Supreme  Court  of  the  United 
States  as  to  the  control  over  rates,  and  if  we  are  so  to  adjust  those  rates  in  the 
exercise  of  the  interstate  commerce  ]»<)wer  as  that  there  shall  be  a  fair  return 
to  the  corporations  upon  the  value  of  their  property,  it  is  essential  that  there 
should  be  but  one  body  to  value  and  but  one  body  to  fix  the  return.  And  yet 
under  existing  conditions  we  would  have  10  States  exercising  the  taxing  power 
regarding  that  system  of  railway,  10  States  through  their  legislatures  or  their 
local  commissions  valuing  the  railroads,  and  10  States  fixing  the  return  in  the 
shape  of  interest  upon  the  valuation. 

It  is  impossible  to  assume  that  they  will  all  come  to  the  same  conclusion,  and 
if  they  do  not  come  to  the  same  conclusion  we  will  have  each  one  of  those  States 
fixing  a  different  valuation  upon  the  part  of  the  road  that  goes  through  that 
State ;  each  one  of  the  States  taxing  the  road  upon  varying  systems ;  each  one 
fixing  a  different  return  in  interest  upon  the  valuation  of  the  road,  and  above 
and  beyond  all  that,  we  will  have  the  United  States  Government  making  its  own 
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valuation  through  the  Interstate  Commerce  Commission,  and  the  United  States 
throu{?li  that  commission  fixing  the  rate  of  return  in  the  shape  of  interest,  and 
we  will  have  varying  rates  of  interest,  interest  varying  all  the  way  from  4  to  10 
per  cent. 

«  *  *  «  *  4i  41 

Mr.  Newlands.  I  also  ask  permission  to  insert  in  the  Record  three  pages  of 
the  hearing  before  the  Senate  Interstate  Commerce  Committee  on  December  16, 
1904,  pages  11  to  13,  inclusive,  containing  the  examination  of  Mr.  Bacon. 

The  Presiding  Officer.  In  the  absence  of  objection,  the  request  of  the  Senator 
from  Nevada  will  be  granted. 

The  matter  referred  to  is  as  follows : 

"  Senator  Newlands.  Are  you  a  lawyer  yourself? 

"  Mr.  Bacon.  I  am  not  a  lawyer ;  I  am  a  business  man. 

"  Senator  Newlands.  Are  you  familiar  with  the  rules  the  courts  have  laid 
down  as  to  the  determination  of  what  shall  be  a  just  and  reasonable  rate? 

"  Mr.  Bacon.  I  have  followed  the  cases  to  some  extent  as  they  have  arisen 
under  the  workings  of  the  interstate  commerce  act. 

"  Senator  Newlands.  I  am  not  very  familiar  with  them,  but  I  understand  that 
they  have  determined  that  a  rate  must  be  reasonable  and  not  oppressive,  and 
that  you  must  have  in  view  a  return  upon  the  capital  that  has  been  invested. 

"  Mr.  Bacon.  The  Supreme  Court  has  specfically  decided  that  the  revenues 
of  a  railroad  company  must  be  sufficient  to  afford  a  fair  return  upon  the  actual 
capital  invested. 

"  Senator  Newlands.  Have  these  decisions  ever  determined  what  a  fair  re- 
turn, in  the  shape  of  interest,  shall  be? 

"  Mr.  Bacon.  Each  particular  case  has  been  taken  up  individually  and  con- 
sidered on  its  own  merits,  and  no  definite  percentage  of  interest  or  return  upon 
the  money  invested  has  been  indicated  by  the  court  as  proper  and  right,  so  far  as 
I  have  observed,  but  the  court  has  decided  that  point  in  a  general  way — that  it 
must  be  a  fair  return  on  the  investment.  That  is  something  that  may  vary  in 
different  years. 

"  Senator  Newlands.  Has  any  court,  to  your  knowledge,  ever  laid  down  a 
rule  for  determining  the  capital  or  value  upon  which  the  fair  return,  in  the  shape 
of  interest,  is  to  be  computed? 

"  Mr.  Bacon.  No  rule  has  been  laid  down,  but  different  processes  have  been 
pxu'sued  in  determining  the  cases  before  the  courts — sometimes  one  method, 
sometimes  two  or  three  combined ;  but  no  rule  has  been  laid  down. 

"  Senator  Newlands.  Take,  for  instance,  a  continuous  system  of  railways  ex- 
tending from  the  Atlantic  coast  to  the  Pacific  coast,  embracing  perhaps  as  many 
distinct  railroads  as  there  are  States'  through  which  it  passes,  each  one  of  these 
railroads  being  subject  to  control  by  a  local  commission  as  to  domestic  rates, 
and  also  being  under  control  by  the  Interstate  Commerce  Commission  as  to  inter- 
state rates:  I  ask  how  would  it  be  possible,  in  each  individual  case  before  the 
Interstate  Commerce  Commission  under  this  act,  to  determine  the  effect  of  a 
given  rate  upon  the  capital  or  value  invested  in  each  of  these  roads? 

"  Mr.  Bacon.  A  case  might  be  very  complicated,  as  you  suggest ;  still,  it  is  not 
beyond  human  wisdom  to  arrive  at  a  satisfactory  conclusion.  It  may  involve 
considerable  time  and  the  consideration  of  many  figures,  but  it  is  not  beyond 
human  capacity,  certainly. 

"  Senator  Newlands.  Do  you  not  think  that  with  the  number  of  cases  before 
the  Interstate  Commerce  Commission,  involving  both  classifications  and  specific 
rates,  and  also  with  the  number  of  cases  that  may  be  under  consideration  before 
each  one  of  the  local  commissions  as  to  domestic  rates  there  would  be  consider- 
able confusion  as  to  whether  or  not  a  proper  return  upon  capital  or  value  could 
be  had  as  a  result  of  these  changes? 

"  Mr.  Bacon.  I  do  not  think  there  would  be  any  difficulty  of  that  kind.  The 
cases  are  easily  susceptible  of  solution  with  proper  time  and  consideration  to  be 
given  them.  But  it  is  my  judgment  that  with  this  authority  conferred  upon  the 
Interstate  Commerce  Commission  it  would  operate  very  fairly  toward  the  pre- 
vention of  the  exaction  of  discriminative  or  unreasonable  rates. 

"  Senator  Newlands.  We  all  agree  that  that  is  what  we  want  to  have  accom- 
plished.   The  only  question  is  as  to  method. 

"  Senator  Quarles.  It  would  have  to  be  worked  out  by  the  courts. 

"  Senator  Newlands.  Yes ;  but  in  these  cases  we  would  have  perhaps  10 
different  circuit  courts  operating  at  the  same  time  in  suits  instituted  by  each 
one  of  these  railroads,  incorporated  under  the  laws  of  different  States,  and  each 
one  of  them  complaining  of  a  particular  interstate  rate  fixed  by  the  Interstate 
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Commerce  Commission.  It  strikes  me  that  this  would  be  lilcely  to  produce  a 
gi'eat  deal  of  confusion.  If  we  could  simplify  this  whole  system,  it  would  cer- 
tainly be  of  great  advantage. 

"  Let  me  just  suggest  a  line  of  thought  I  have  been  pursuing  for  some  little 
time  on  this  subject.  It  involves  a  radical  change  in  existing  conditions,  but  it 
seems  to  me  that  if  it  can  accomplish  good  we  ought  gradually  to  reach  out  for 
it.     It  is  this :  We  have  here,  say,  2,000  different  railroads  in  this  country 

"  Mr.  Bacon.  Only  about  600  operating  railroads,  however. 

"  Senator  Newlands.  Only  about  600  operating  railroads.  A  great  many  of 
these  operating  roads  are  classified  and  combined  into  systems,  so  that  practi- 
cally it  may  be  said  that  8  or  10  systems  of  railroads  control  all  the  mileage 
of  the  country.  That  is  acomplished  either  through  leases  or  holding  com- 
panies or  through  traffic  arrangements.  As  a  matter  of  fact,  however,  we  have 
this  large  number  of  corporations — although  only  600  operating  railroads,  as  you 
say — and  these  railroads  are  so  unified  that  no  more  than  8  or  10  systems 
control  them  all. 
*"  Mr.  Bacon.  Substantially,  yes. 

"  Senator  Newlands.  That  being  the  case,  that  being  the  evolution  of  railroad- 
ing, why  is  it  not  well  to  recognize  that  fact  and  bring  them  under  control? 

"  Mr.  Bacon.  That  is  just  what  we  are  seeking,  Senator. 

"  Senator  Newlands.  Let  me  suggest  right  there,  would  it  not  be  well  for  us, 
then,  to  frame  a  national  incorporation  act  for  interstate  commerce,  under  which 
these  various  railroads  now  consolidate  under  one  management — by  devious  de- 
vices that  no  one  understands — can  be  incorporated,  so  that  we  shall  have  one 
capitalization  fixed  by  the  Interstate  Commerce  Commission  or  by  the  courts, 
and  one  system  of  rates  to  act  upon,  as  well  as  one  system  of  taxation  to  act 
upon?  It  seems  to  me  that  the  evil  of  the  present  system  is  that,  while  the 
Supreme  Court  has  determined  that  there  must  be  a  fair  return  upon  value  or 
capital  invested,  yet  you  can  have  as  many  valuations  fixed  as  there  are  States, 
and  you  can  have  as  many  rates  of  interest  fixed  as  there  are  States,  according 
to  conditions. 

"  Then,  upon  the  question  of  return ;  this  return  must  be  found  after  operat- 
ing expenses  and  taxes  are  paid.  And  yet,  under  existing  conditions,  we  can 
have  45  different  systems  of  taxation,  each  of  them  variable  according  to  the 
judgment  of  a  legislature  or  according  to  the  caprice  of  assessing  bodies. 

"  It  strikes  me  if  we  could  have  a  national  incorporation  act  for  purely  inter- 
state commerce  and  permit  consolidation  of  these  great  corporations  with  a 
capitalization  fixed  by  law  or  judicially,  and  then  provide  for  a  percentage  tax 
upon  gross  receipts  absolutely  in  lieu  of  all  other  taxes— national,  State,  county, 
or  municipal  (regarding  these  incorporations  as  national  machines  for  interstate 
commerce,  the  National  Goverment  would  have  the  constitutional  power  to 
exempt  them  from  State  or  local  taxation) — and  then  provide  that  that  tax  shall 
be  distributed  by  the  United  States  among  the  various  States  according  to  some 
fair  rule  of  distribution — according  to  ti-ackage  or  volume  of  business — we  would 
then  fix  absolutely  the  rate  of  taxation  by  one  law,  and  that  at  the  same  time  no 
State  would  be  deprived  of  its  revenue. 

"  Thus  upon  this  question  of  operating  expenses  and  taxes  we  would  secure 
certainty  as  to  taxation,  at  all  events. 

"  The  next  step  would  be  the  fixing  of  the  proper  return  upon  capital  invested. 
This  law  could  fix  the  percentage  of  dividends  to  be  allowed — whether  4  per  cent. 
5,  6,  or  7  per  cent,  whatever  it  may  be — and  it  could  vary  that  return  according 
to  the  degree  of  risk  involved  in  the  interprise,  etc.,  or  it  could  leave  the  question 
of  interest  as  a  return  on  capital  to  the  decision  of  the  Interstate  Commerce 
Commission  or  to  the  courts. 

"  Those  things  being  fixed  with  absolute  certainty  (the  taxes  to  be  paid  to  the 
Government  and  the  dividends  paid  to  the  operators),  then  you  have  remaining 
only  the  question  of  operating  expenses,  and  it  seems  to  me  you  would  then  have 
one  body  that  would  fix  these  rates  and  you  would  not  be  subject  to  the  varying 
judgments  of  45  different  commissions  and  45  different  courts.  What  do  you 
think  of  that,  Mr.  Bacon? 

"  Mr.  Bacon.  That  is  a  very  comprehensive  plan.  Senator,  and  there  is  much 
merit  in  it,  but  it  will  take  many  years  to  work  that  out  in  legislation. 

"  Senator  Tillman.  I  want  to  suggest  to  my  friend  from  Nevada  that  he  put 
this  statement  in  the  Record,  for  it  is  the  most  magnificent  generalization  that 
has  ever  come  before  me.  So  I  hope  he  will  repeat  this  statement  in  the  Senate 
Chamber,  because  it  will  be  lost  to  the  public  unless  put  in  the  form  of  a  speech 
in  the  Senate  on  this  general  subject. 
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"  Senator  Nkwi.ands.  It  will  be  in  the  record  of  the  proceedings  of  this  com- 
mittee to-day.  but  I  should  like  Mr.  Bacon  and  his  associates  to  look  into  that 
(|uesrion :  I'oV  while  we  may  pass  something  of  this  kind  as  a  temporary  meas- 
ure, I  do  nut  believe  it  will  work  satisfactorily  as  such.  It  strikes  me  that 
the  minds  of  the  shippers,  as  well  as  of  the  legislators  of  the  country,  ought 
to  be  directed  to  some  plan  of  unifying  and  simplifying  the  entire  railroad  sys- 
tem of  the  country. 

"Mr.  Bacon.  That  is  entirely  worthy  of  consideration  with  reference  to  the 
future,  but  it  will  take  a  long  time  to  work  it  out.  But  here  we  have  before  us 
a  very  simi)le  plan  which  has  been  evolved  during  the  discussions  of  five  years 
in  regard  to  this  class  of  legislation,  and  it  seems  to  me  that  it  would  not  be 
best  now  to  take  up  any  such  comprehensive  and  general  plan.  Senators  may 
work  it  out  for  themselves. 

"  Senator  Foraker.  You  would  not  indorse  the  plan  suggested  by  the  Senator 
from  Nevada? 

"  Mr.  Bacon.  Not  on  the  moment's  consideration.  I  am  very  glad,  however, 
to  have  that  suggestion. 

"  Senator  Foraker.  So  am  I,  but  I  should  want  to  give  it  further  considera- 
tion. 

"  Exhibit  'A.' 
"  United  States  Senate  Committee  on  Interstate  Commerce, 

"  January  16,  1905. 

"additional   statement   of   MR.   EDWARD   P.   BACON. 

"  Senator  Newlands.  Mr.  Bacon,  I  understand  your  position  to  be  that  you 
would  like  this  hill  (the  Quarles-Cooi)er  Inll)  passed,  but  you  pi'opose  to  follow 
it  up  by  measures  to  be  urged  hereafter,  with  the  expectation  in  the  end  to 
reach  a  scientific  and  comprehensive  plan  covering  whatever  is  best  in  the  way 
of  railway  legislation. 

"  Mr.  Bacon.  That  is  my  idea  exactly. 

"  Senator  Newlands.  I  desire  to  question  you  a  little  about  such  a  general 
and  comprehensive  plan,  not  with  a  view  to  delay  the  consideration  of  this 
particular  bill,  but  with  a  view  to  seeing  whether  this  bill,  if  it  should  pass, 
will  fit  into  the  general  plan. 

"  Mr.  Bacon.  It  is  the  groundwork  of  the  plan. 

"  Senator  Newlands.  I  questioned  you  the  other  day  when  you  were  before 
the  committee  regarding  a  plan  that  I  had  in  mind  for  unifying  and  simplify- 
ing the  railway  systems  of  the  country  through  a  national  incorporation  law. 

"  Mr.  Bacon.  I  was  very  much  interested  in  it. 

"  Senator  Newlands.  That  plan  involved  the  valuation  of  the  railroads  by 
the  Interstate  Commerce  Commission ;  a  fixed  percentage  upon  gross  receipts, 
so  that  taxes  would  be  certain,  such  taxes  to  be  distributed  among  the  States, 
and  a  return  to  the  stockholders  of  not  less  than  4  per  cent  on  the  valuation 
fixed  by  the  commission,  so  as  to  make  dividends  certain,  thus  leaving  the 
profits  from  any  increase  in  business  to  go  largely  to  the  betterment  of  the 
roads,  the  increase  of  wages,  or  the  reduction  of  rates.  Now,  I  desire  to  ask 
you  whether  you  have  thought  over  that  plan  at  all  since  you  were  here  last. 

"Mr.  Bacon.  I  have  read  your  remarks  on  that  subject  in  the  Senate  with  a 
great  deal  of  interest,  and  I  can  say  that  they  meet  my  hearty  concurrence,  and 
that  great  good  will  come  from  it  if  it  can  be  worked  out.  But,  as  I  said  before, 
when  you  were  interrogating  me  before  the  committee,  it  will  take  time  to  ac- 
complish it.  However,  it  is  a  good  thing  to  have  it  under  consideration,  and  I 
think  the  more  it  is  studied  and  considered  the  more  it  will  commend  itself  to 
the  minds  of  those  who  study  it.    But  it  will  take  a  long  time  to  bring  it  about." 


rS.  Kept.  No.  1242,  59th  Cong.,  1st  sess.] 

Views  of  INIr.  Newlands. 

[To  accompany  H.  R.  12987,  59th  Cong.,  1st  sess.] 

While  I  have  joined  in  the  report  on  House  bill  No.  12987,  amendatory  of 
the  interstate-commerce  act,  and  am  in  sympathy  with  its  general  purposes, 
and  believe  that  it  is  well  framed  to  cover  its  main  purpose  as  to  the  regidation 
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of  rates,  I  think  it  should  be  classed  with  the  incomplete  and  fragmentary  legis- 
lation regarding  interstate  commerce  in  which  Congress  has  thus  far  indulged. 

I  believe  that  this  is  the  time  for  full  and  comprehensive  legislation.  I  do 
not  believe  that  our  legislation  will  be  as  effective  as  it  should  be  unless  it 
adds  to  the  pending  measure  provisions  for  the  national  incorporation  of  rail- 
ways engaged  in  interstate  commerce,  guarding  against  overcapitalization,  fix- 
ing with  certainty  the  rule  for  the  taxation  of  such  railway  property  by  the 
States,  and  prescribing  a  fixed  limit  for  dividends. 

Such  legislation  should  not  simply  cover  the  interests  of  the  shippers  and  the 
common  carriers;  it  should  embrace  the  interests  of  labor  by  providing  for 
an  insurance  fund  against  accidents  and  old  age  and  for  conciliation  of  dis- 
putes between  carriers  and  their  employees.  Such  legislation  should  be  simple, 
definite,  certain;  should  cover  every  question  relating  to  the  regulation  of 
interstate  commerce,  including  the  creation  of  the  artificial  beings  called  cor- 
porations that  are  to  conduct  it.  It  should  frankly  recognize  the  economic 
necessity  of  consolidation  and  combination  and  the  essentially  monopolistic 
character  of  the  business,  ^nd  regulate  consolidation,  combination,  and  monopoly 
with  a  proper  regard  for  the  interests  of  the  public  served  by  it,  the  property 
rights  of  the  capital  employed  in  it,  and  the  human  rights  of  the  labor  employed 
by  it. 

EAILEOAD    GROWTH    AND    CONSOLIDATION. 

The  railroad  mileage  has  increased  from  23  miles  in  1830  to  213,000  miles 
in  1905.  This  mileage  is  owned  by  over  2,000  railroad  corporations  created  by 
State  laws.  As  the  result  of  consolidation,  combination,  and  recombination, 
the  operation  of  these  2,000  railroads  has  been  mainly  unified  under  the  con- 
trol of  less  than  ten  systems,  each  organized  under  the  laws  of  a  single  State, 
generally  bearing  the  name  of  a  single  man,  who  is  regarded  as  the  dominant 
factor  in  its  control. 

The  controllers  of  these  systems  resort  for  the  machinery  of  combination  to 
the  States  whose  laws  are  most  lax  in  proper  restrictions  regarding  combina- 
tion and  overcapitalization. 

CONTROL   OF   PRODUCTION. 

In  many  cases  the  controlling  corporation  of  a  system,  in  addition  to  secur- 
ing the  control  of  a  vast  mileage  through  purchase  or  lease,  also  buys  the 
stock  of  troublesome  rivals,  and  thus  gradually  brings  about  a  community  of 
interests  which  results  in  the  suppression  of  competition  and  the  stability  of 
rates.  It  also  in  some  cases  purchases  the  control  of  producing  companies  in 
coal  and  iron,  and  thus,  in  connection  with  other  corporations  bound  to  it  by 
a  community  of  interest,  controls  the  production  of  coal  and  iron  in  such  States 
as  Pennsylvania  and  West  Virginia. 

In  addition  to  this,  the  men  who  control  the  great  industrial  combinations 
have  become  the  controlling  spirits  of  the  great  railroad  combinations,  and  thus 
monopoly  in  transportation  and  monopoly  in  productoin  have  become  united  in 
the  realization  of  profit.     The  pending  bill  provides  no  remedy  for  this  abuse. 

CONTROL    OF    CAPITALIZATION. 

As  a  rule,  in  the  formation  of  these  great  railroad  combinations  there  is  no 
public  supervision  or  control  over  the  amount  of  their  capitalization,  this  being 
left  entirely  to  the  judgment  of  those  interested.  States  which  require  the 
approval  by  a  public  tribunal  of  stock  and  bond  issues  made  for  consolidation 
and  combination,  such  as  Massachusetts  and  Texas,  are  avoided  in  the  creation 
of  such  combinations.  The  States  whose  legislation  is  most  lax  in  such  matters 
are  resorted  to  for  corporate  powers.  The  capitalization  of  all  the  railroads 
engaged  in  interstate  commerce  is  about  thirteen  billions  of  dollars,  about  half 
in  bonds  and  half  in  stock. 

The  bonds  for  the  most  part  represent  genuine  investment ;  the  stocks,  it  is 
claimed,  have  been  largely  watered. 

The  President  in  his  message  has  called  attention  to  the  evils  of  overcapitali- 
zation in   the  following  words : 

"  Of  these  abuses  perhaps  the  chief,  although  by  no  means  the  only  one,  is 
overcapitalization — generally  itself  the  result  of  dishonest  promotion — because 
of  the  myriad  evils  it  brings  in  its  train;  for  such  capitalization  often  means  an 
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Inflation  that  invites  business  panic;  it  always  conceals  the  true  relation  of  the 
profit  earned  to  the  capital  actually  invested,  and  it  creates  a  burden  of  interest 
payments  which  is  a  fertile  cause  of  improper  reduction  in  or  limitation  of 
wases ;  it  daniaj^es  the  small  investor,  discourages  thrift,  and  encourages  gam- 
bling and  speculation;  while,  perhaps,  worst  of  all  is  the  trickiness  and  dis- 
honestv  which  it  implies,  for  harm  to  morals  is  worse  than  any  possible  harm 
to  material  interests,  and  the  debauchery  of  politics  and  business  by  great 
dishonest  corporations  is  far  worse  than  any  actual  material  evil  they  do  the 
pul>lic." 

This  measure  does  not  reach  this  abuse : 

CHANGES    IN    RAILROAD    CONDITIONS    SINCE    1887. 

In  the  World's  Work  for  October,  1905,  appears  an  article  by  Prof.  Ripley,  of 
Harvard   University,   entitled   as   above. 

In  this  article  Prof.  Ripley  states  that  from  1889  to  1903  "  while  population 
and  mileage  increased  one-third,  the  railroads  in  1903  hauled  the  equivalent  of 
two  and  a  half  times  the  total  volume  of  freight  traffic  handled  in  1889,  the 
year  of  the  earliest  official  statistics."     He  adds : 

"  If  the  freight  business  of  the  United  States  increased  five  times  as  fast  as 
population  or  mileage  in  14  years,  the  imagination  runs  riot  concerning  its 
probable  magnitude  50  or  100  years  hence." 

In  this  article  also  appears  the  following  statistical  statement : 

"  Gross  revenues  of  American  railroads  in  1889  were  about  $1,000,000,000,  and 
in  1903  they  were  about  one  billion  nine  hundred  millions.  The  preliminary 
figures  for  i904  show  that  they  have  practically  doubled  in  the  brief  period  of 
15  years. 

"  The  net  income  available  for  dividends  has  grown  even  faster.  The 
increase  to  1903  was.  roughly  speaking,  about  250  per  cent,  namely,  from  one 
hundred  millions  in  1889  to  three  hundred  and  fifty-seven  millions  in  1903. 
There  is  every  probability  that  by  1905  the  net  revenue  will  be  more  than 
fourfold  the  fi'gures  in  1889." 

GROWTH    OF   CONSOLIDATION. 

Prof.  Ripley  speaks  of  the  enormous  growth  of  consolidation  since  1887  and 
calls  attention  to  the  fact  that  before  1890  a  five  thousand  mile  railroad  was 
about  the  maximum,  and  that  the  next  decade.  1900,  witnessed  the  growth  of 
systems  of  about  twice  that  size.     He  then  adds : 

'  "  Since  then  not  simply  consolidations  but  recombinations  of  systems,  each  in 
itself  the  result  of  antecedent  consolidations,  have  made  their  appearance.  The 
Morgan.  Vandei'bilt,  Pennsylvania,  Hnrriman,  and  Gould  properties  during  the 
last  five  years  attained  lengths  of  15,000  to  20,000  miles,  and  shall  anyone  be 
rash  enough  to  predict  that  the  end  is  yet  in  sight?" 

In  addition  to  this  form  of  consolidation.  Prof.  Ripley  says: 
"  Great  systems  are  quietly  assuming  control  of  their  lesser  and  parallel 
rivals  through  investment  of  surplus  funds  in  their  securities.  In  this  way 
trunk-line  territory  has  been  practically  closed  to  competition.  The  New  York 
Central  has  secured  the  Lake  Shore  and  through  it  purchased  a  large  interest 
in  the  Philadelphia  &  Reading  Railway.  At  the  same  time  the  Pennsylvania 
Co.,  through  the  Baltimore  &  Ohio,  purchased  control  of  its  former  troublesome 
rivals  in  the  South,  the  Chesapeake  &  Ohio  and  the  Norfolk  &  Western.  The 
Baltimore  &  Ohio  is  also  used  by  the  Pennsylvania  as  a  catspaw  to  assist  in 
pulling  the  Philadelphia  &  Reading  out  of  the  fire  of  competition.  The  last 
company,  thus  jointly  controlled  at  arm's  length  by  the  two  great  trunk  lines, . 
becomes  the  principal  factor  in  the  gi-eat  anthracite  coal  combination,  which 
includes  four  or  five  other  companies.  With  the  Vanderbilt  and  Morgan  control 
of  the  Delaware,  Lackawanna  &  Western  and  the  Lehigh  Valley  it  will  be 
apparent  how  little  room  there  is  for  competition  in  this  territory.  The  only 
free  lance  in  any  sense  is  the  Erie,  and  rumor  has  it  that  the  New  York  Central, 
through  the  Lake  Shore  and  the  Pennsylvania,  is  buying  into  its  control  at  the 
present  time." 

INTERCORPORATE  OWNERSHIP. 

Under  this  heading  Prof.  Ripley  speaks  of  another  form  of  consolidation 
which  is  going  on.  In  14  years,  he  says,  outstanding  stocks  and  bonds  of  rail- 
roads owned  by  the  public  increased  only  25  per  cent,  while  railroad  ownership 
of  such  securities  increased  four  times  as  fast,  or  100  per  cent. 
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"  In  other  words,"  says  Prof.  Ripley,  "  railroad  investments  in  other  ral 
roads  have  been  growing  about  four  times  as  fast  as  ownership  by  the  genera 
public,  until  in  1903  about  one-fourth  of  the  outstanding  issues  of  railwa 
stocks  and  bonds  were  owned  by  these  corporations  themselves." 

This  tendency  has  been  accelerating  during  the  past  few  years.  Prof.  Rilejj 
cites  as  an  illustration  the  case  of  the  Union  Pacific  Railroad,  whose  holding 
five  years  ago  of  miscellaneous  securities  were  about  eleven  millions  of  dollars 

"  In  its  annual  report  for  1904  this  item  is  represented  by  $211,800,000,  mainlji 
stocks  of  other  roads  with  a  few  bonds.  Including  its  holdings  through  auxiy 
iary  companies  its  investments  have  grown  in  five  years  from  $90,686,000  tc 
$342,587,000." 

Prof.  Ripley  shows  how  suitable  counterpoises  of  nonvoting  stocks  and  bone 
enable  control  of  these  parent  companies  to  be  held  with  comparative  ease  by  al 
few  men,  and  adds : 

"This  is  our  dilemma,  then.  Such  an  inverted  financial  pyramid,  if  it  prove 
its  worth,  must  unconscionably  enrich  the  few  who  control  it — the  public  danger 
of  the  overwealthy.  If  it  threaten  to  prove  top-heavy,  it  can  be  upheld  only 
through  larger  exactions  from  the  shipping  and  consuming  public — extortionate 
rates :  while,  if  it  topple  over,  vast  losses  must  come  to  the  innocent  public 
which  provided  nine-tenths  of  the  real  capital  investment — witness  widespread 
bankruptcy." 

THE  EISE  IN    RATES   IN   RECENT   YEARS. 

Prof.  Ripley,  after  showing  that  during  the  period  from  1887  to  1900  a  great 
reduction  was  accomplished  in  the  ton-mileage  of  the  country  and  that  it  was 
the  well-nigh  universal  opinion  among  traffic  experts  that  these  low  freights 
had  come  to  stay,  states  that  the  experience  of  the  last  five  years  has  rudely 
shaken  this  belief,  and  that  since  1900  freight  rates  have  been  sharply  advanced, 
and  that  whilst  opinions  dilfer  as  to  the  exact  degree  and  the  relative  justifica- 
tion of  these  increases  no  denial  of  the  fact  is  made.  He  goes  on  to  show  that 
most  of  the  import  traffic  for  the  current  season  is  being  carried  on  less  than 
tariif  rates,  and  that  a  vast  amount  of  freight  is  also  moved  on  special  or  com- 
modity rates  for  the  purpose  of  enabling  some  shipper,  who  otherwise  might  not 
be  able  profitably  to  reach  a  certain  market,  to  engage  in  competition  for  the 
trade,  and  that  it  is  the  common  opinion  of  railroad  men  that  approximately 
three-fourths  of  all  the  tonnage  of  the  railroads  goes  on  such  schedules. 

Assuming,  therefore,  that  the  rates  on  this  proportion  of  the  tonnage  is  fixed 
by  competitive  conditions  that  can  not  be  raised  at  will.  Prof.  Ripley  argues 
that  the  burthen  of  of  making  provision  for  additional  revenue  must  fall  upon 
the  standard  or  high-grade  freight,  most  of  which  is  domestic  and  local.  Ac- 
cepting, therefore,  the  figures  given  by  the  carriers  for  the  increase  in  ton-mile 
revenue  of  5  per  cent  on  all  traffic  and  concentrating  this  entirely  on  one- 
fourth  or  one-fifth  of  the  tonnage.  Prof.  Ripley  argues  we  should  have  an  in- 
crease to  20  or  25  per  cent  between  1900  and  1903.  This,  he  shows,  has  been 
accomplished,  not  so  much  by  raising  rates  as  by  a  change  in  classification,  and 
in  yet  other  ways  by  the  abolition  of  demurrage,  by  increase  in  charges  for 
switching  and  terminal  delivery,  by  increased  fees  for  icing,  refrigerator  cars, 
or  feeding  or  bedding  stock,  etc.  He  claims  that  great  restlessness  among  the 
shipping  public  has  been  engendered  by  this  increase  of  charges  mainly  because 
"  they  indicate  indubitably  "  the  utter  impotence  of  the  public  when  the  carriers 
all  agree  to  act  in  unison. 

THE  VAST  POWER  OF  THE  UNITED  RAILWAYS. 

Under  this  heading  Prof.  Ripley  says : 

"  To-day  the  public,  every  merchant,  and  every  community  is  confronted  with 
the  colossal  power  constituted  of  all  the  railroads  acting  in  unison ;  this,  too,  in 
spite  of  antipooling  and  antitrust  laws  of  the  most  stringent  sort.  It  is  the  irre- 
sistable  character  and  universal  scope  of  these  freight-rate  changes  which 
menace  the  future." 

Prof.  Ripley  quotes  from  a  decision  of  the  United  States  circuit  court  for 
southern  Georgia  concerning  the  increase  of  freight  rates  on  lumber  as  fully 
illustrating  this  point,  in  which  the  court  says : 

"After  a  careful  consideration  of  the  extensive  record  there  seems  to  have 
been  an  utter  absence  of  excuse  or  justification  for  the  concerted  action  of  the 
railroads  which  advanced  the  rates  on  lumber  throughout  the  South.  *  *  * 
A  highly  significant  feature  of  this  case  is  the  fact  that  the  rates  complained  of 


INTERSTATE  AND   FOREIGN   TRANSPORTATION.  127 

are  the  result  of  coucert  of  action  on  (he  part  of  the  members  of  the  Southeastern 
Freight  Association.  *  *  *  in  tliat  territory,  as  rejj;ards  every  interest  de- 
pendent upon  the  transportation  of  connnodities,  tlie  action  of  the  association 
is  more  auihoritative  tlian  the  tirman  of  tlie  Sultan  or  the  ukase  of  the 
Czar.  *  *  *  '£\^^,  marked  increase  of  charjies  did  not  orij;inate  from  a  nor- 
mal or  reasonable  exigency  of  the  respontlent's  business.  On  the  contrary,  it 
was  an  arbitrary  exaction  imposed  by  a  combination  of  railroad  agents  made  in 
restraint  of  the  natural  movement  of  the  produce  in  the  lumber  trade." 

IS    CONSOI.IUATION    DESIK.MU.E    AND    LEGAL? 

It  may  be  safely  stated  that  consolidation  has  for  the  most  part  resulted  in 
greater  economy  and  etliciency  of  operation,  in  better  and  quicker  service,  in  a 
more  equal  service,  and  in  stability  of  rates.  As  to  whether  it  has  worked  a 
reduction  of  rates  is  disputed.  The  verdict  of  the  people  would  probably  be  in 
favor  of  controlled  consolidation  and  against  uncontrolled  consolidation.  None 
of  these  consolidations  have  been  tested  in  the  courts  except  that  accomplished 
through  the  agency  of  the  Northern  Securities  Co.  It  was  condenmed  and  dis- 
solved. It  is  probable  that  others  are  equally  illegal,  but  there  seems  to  be 
little  disposition  to  attempt  to  break  them  up.  Consolidation  and  merger  of 
railroads  engaged  in  inter.state  commerce  constitute  a  part  of  the  economic 
development    of   such    commerce. 

This  measure  provides  no  .supervision  or  control  over  consolidation  or  merger. 

CORPORATE  ACTIVITY  IN  POLITICS. 

The  activity  of  these  great  railroad  combinations  in  politics  has  been  increas- 
ing ever  since  1S9G.  They  are  in  politics  because  they  feel  that  their  propert.y 
may  be  at  any  time  the  subject  of  attack  either  by  legis'atures  or  by  administra- 
tive otiicers.  Their  vast  propert,v  is  between  the  upper  and  the  nether  mill- 
stone— the  upper  millstone  of  the  rate-regulating  power,  the  nether  millstone 
of  the  taxing  power.  Between  the  two,  save  for  the  protection  of  the  courts, 
they  could  be  ground  to  destruction. 

Participation  in  politics  is  stimulated  by  the  uncertainty  and  insecurity  of 
their  situation.  In  the  States,  as  a  rule,  they  take  part  in  the  selection  and 
election  of  officials  whose  duty  is  likely  to  trench  in  any  degree  upon  the  taxing 
and  rate-regulating  power.  In  addition  to  being  subject  to  the  control  of  Con- 
gress as  to  interstate  rates,  they  are  subject  to  the  control  of  4.5  different  State 
legislatures  or  conunissions  as  to  the  rates  of  State  commerce.  They  are  also 
taxed  under  45  different  systems  embraced  in  the  laws  of  as  many  States. 

There  is  no  certainty,  no  uniformity,  no  permanency.  Thousands  of  local 
officials  are  engaged  in  making  the  valuations  and  fixing  the  tax  rates.  The 
railroads  are  therefore  in  politics,  and  as  they  do  everything  systematically 
their  participation  in  politics  means  either  organization  of  or  identification  with 
a  machine  in  most  of  the  States  of  the  Union,  and  since,  as  a  matter  of  business, 
they  pursue  the  lines  of  least  resistance,  this  often  means  alliance  with  cor- 
rupt elements  of  the  communities  in  which  they  operate.  Having  been  drawn- 
into  politics  by  the  necessity  for  protection,  they  are  likely  to  become  aggres- 
sive and  dominant  in  political  control.  It  is  expensive  business  for  the  railroads 
and  it  is  a  grave  menace  to  the  Institutions  of  the  Republic. 

This  measure  fixes  no  certain  rules  or  principles  for  the  ascertainment  of 
either  rates  or  taxes.  It  increases  the  uncertainty  of  the  railroads;  it  will 
en'arge  the  area  of  their  political  activity. 

UNDOTniTED    POWERS    OF    THE    NATIONAL    GOVERNMENT. 

No  one  can  question  the  power  of  the  National  Government  to  create  corpora- 
tions for  the  purpose  of  carrying  out  the  powers  entrusted  to  it  by  the  Constitu- 
tion. Under  the  granted  powers  of  the  Constitution  we  have  created  national 
banks  we  have  acquired  and  are  now  completing  the  Panama  Canal,  and  have 
acquired  the  stock  of  and  are  operating  the  Panama  Railroad.  Under  these 
powers  we  have  also  incorporated  several  railroads,  among  others  the  Union 
Pacific,  the  Atlantic  Pacific,  and  the  Texas  Pacific  railroads,  the  two  former 
constructed  through  Territories,  the  latter  constructed  from  a  point  in  Texas  to 
a  point  in  California,  all  done  under  the  powers  graiited  in  the  Constitution  to 
provide  for  the  national  defense,  to  establish  post  offices  and  post  roads,  and  to 
regulate  commerce  with  foreign  nations  and  among  the  States. 
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Economic  efficiency  requires  that  the  same  raih-oad  should  accommodate  both 
State  and  interstate  commerce.  State  commerce  is  subject  to  tlie  regulation  of 
the  State,  interstate  commerce  is  subject  to  the  regulation  of  the  United  States. 
There  should  be  no  dilKculty  concerning  the  harmonious  cooperation  of  the 
greater  and  the  lesser  sovereignties  under  a  national  incorporation  act. 

When  I  tirst  introduced  a  joint  resolution  for  the  creation  of  a  commission  to 
frame  a  national  incorporation  act  for  railroads,  I  presented  the  view  that  it 
was  unnecessary  to  seek  either  the  cooperation  or  the  consent  of  the  States; 
that  the  United  States  had  the  power  to  create  corporations  for  the  transporta- 
tion of  interstate  traffic ;  that  it  had  the  power  to  exempt  the  instrumentalities 
it  chose  for  this  purpose  from  all  State  burthens,  either  as  to  taxation  or  as  to 
regulation  of  rates,  upon  the  theory  that  the  States  could  not  put  burthens 
upon  national  instrumentalities  which  might  destroy  their  efficiency.  But  upon 
reflection  I  am  convinced  that  it  is  wiser  to  secure  the  cooperation  of  the  two 
sovereignties.     I  would  suggest,  therefore,  the  following  legislation : 

WHAT    NATIONAL   INCORPORATION    SHOULD   INCLUDE. 

It  is  clear  to  my  mind  that  we  should  have  a  national  law  for  the  incorpora- 
tion of  railways  engaged  in  interstate  commerce ;  that  no  corporation  formed 
under  it  should  be  permitted  to  enter  upon  its  work  until  its  certificate  of 
incorporation  defining  its  purpose  and  powers  should  be  submitted  to  and 
approved  by  the  Interstate  Commerce  ('onunission ;  that  such  corporation  should 
not  be  permitted  to  commence  construction  or  to  purchase  or  acquire  existing 
railroads  until  its  plans  and  estimates  are  approved  by  the  Interstate  Com- 
merce Commission ;  that  such  corporation  should  not  be  permitted  to  issue  its 
bonds  or  stock  until  the  amount  thereof  and  the  consideration  therefor  are 
submitted  to  and  approved  by  the  Interstate  Commerce  Conunission.  after  a 
public  hearing;  that  all  subsequent  issues  of  stock  and  bonds  should  require  a 
similar  hearing  and  appx'oval ;  that  no  existing  railroad  now  owned  by  a  cor- 
poration created  by  the  laws  of  any  State  should  be  acquired  or  purchased 
without  the  consent  of  such  State;  that  railroads  so  constructed  and  acquired 
by  such  national  corporation  should  be  subject  to  the  reasonable  police  laws  of 
the  States  in  which  they  are  operated  :  that  the  stock  and  bonds  of  such  national 
corporations  should  be  exempt  from  all  taxation,  but  that  the  actual  property 
and  equipment  of  such  corporations  should  be  assessed  by  the  States  in  which 
they  are  located  at  such  i)ercentage  of  its  value  as  is  customary  and  general, 
and  should  be  taxed  at  the  same  rate  as  other  property,  or,  better,  that  the 
State  should  levy  a  tax  not  exceeding  4  per  cent  upon  such  proportion  of  the 
gross  receipts  of  the  railroad  as  the  mileage  of  such  railroad  within  the  State 
bears  to  the  entire  mileage  operated;  that  nothing  in  the  act  should  interfere 
with  the  power  of  the  State  to  regulate  the  rates  for  the  State  traffic  upon  such 
railroad ;  that  the  Interstate  Commerce  Conunission  should  make  a  valuation 
both  of  the  road  constructed  and  the  road  and  equipment  purchased  or  acquired 
and  should  make  a  record  of  the  same,  and  that  tlie  issue  of  bonds  and  stock 
should  equal  such  value  and  no  more,  and  that  all  subsequent  Issues  of  stock 
and  bonds  shoukl  represent  the  actual  value  of  property  construcred  or  ac- 
quired ;  that  such  corporation  should  be  authorized  to  collect  rates  which  would 
yield  gross  receipts,  which,  after  paying  the  expenses  of  operation,  the  cost  of 
maintenance,  the  taxes,  the  interest  on  debt  and  other  fixed  charges  should  be 
sufficient  to  pay  a  dividend  of  5  per  cent  per  annum. 

APPROVAL  OF   STOCK    AND   BOND   ISSUES. 

A  national  incorporation  act  should  limit  stock  and  bond  issues  to  the  cash 
paid  in,  or  to  the  value  of  the  property  acquired,  and  so  strict  should  this  pro- 
vision be  that  no  issue  of  stock  or  bonds  should  be  permitted  save  with  the 
approval  of  the  Interstate  Commerce  Commission.  There  are  two  States  in 
the  Union  to-day  whose  corporate  ie,gislation  is  of  the  highest  character — the 
State  of  IMassachusetts  and  the  State  of  Texas.  In  both  of  these  States  the 
railroad  commission  must  approve  the  issues  of  stocks  and  bonds,  and  in  Texas 
no  stock  or  bond  issue  is  legal  unless  the  approval  is  indorsed  upon  the  stocks 
or   bonds. 

What  we  wish  to  do  is  to  nationalize  either  the  system  of  Texas  or  the 
system  of  Massachusetts,  and  to  denationalize  the  system  of  New  Jersey.  It  is 
possible  that  we  may  have  to  use  powers  both  of  persuasion  and  of  coercion  in 
bringing  in  existing  corporations  under  a  national  charter.     It  may  be  that  we 
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will  hiivi'  to  validate  a  !ai-f;o  iKHtion  of  tlio  cajiitalizatioii  already  created,  but  if 
we  can  save  the  country  from  the  ovei-capitalizatiun  of  tlie  future,  even  though 
we  validate  a  ]ar.i,'e  part  of  the  overcaiiitalizatiou  of  tlie  past,  we  will  confer  a 
lasting'  Itencfit  ui»on  the  American  people. 

A   FAIU   RETURN. 

Tlie  i-eturn  which  national  coi-[»orations  are  to  have  upon  tlieir  cai)ital  sliould 
be  a  fair  rate  of  interest  on  a  fair  valuati(tn,  and  in  jiiving  the  franchises  to 
CMtllect  tolls  we  sliould  provide  tliat  it  sliould  l)e  exercised  in  sudi  a  way  as  t<j 
guard  tlie  pulilic  interest  and  save  the  public  from  extortion.  Tlie  Siipreine 
Court  has  declared  that  tlie  railroads  are  pulilic  higliways ;  that  tlie  riglit  to 
collect  tolls  can  not  be  exercised  witliout  a  grant  from  the  sovereign;  that  the 
tolls  must  be  reasonable,  and  that  in  a  judicial  inquiry  tlie  reasonableness  of  the 
toil  must  be  determined  l)y  a  consideration  of  the  value  of  the  property  em- 
ployed in  the  ]iublic  use,  the  gross  receipts,  the  operating  expenses,  the  cost  of 
maintenance,  the  taxes,  the  interest  on  debts,  etc.,  and  that  rates  should  be  so 
adjusted  as  to  yield,  after  all  reasonable  allowances,  a  fair  return  tipon  such 
valuation. 

The  best  way  of  maintaining  for  all  time  the  valuation  of  these  roads  is  to 
have  the  capital  stock  express  the  real  capital  employed,  and  not  a  fictitious 
capital,  and  then  we  will  know  upon  what  amount  a  fair  return  should  be 
paid.  My  own  belief  is  that  the  return  should  be  5  per  cent  per  annum  with 
an  allowance  to  the  company  for  dividends  of  one-third  of  all  profits  that  may 
be  realized  above  5  per  cent,  the  remaining  surplus  profits  to  go  toward  a  guar- 
antee fund  for  dividends  and  an  insurance  or  pension  fund  for  employees.  This 
would  mean  automatic  regulation  in  time  so  that  the  Interstate  Commerce  Com- 
mission would  have  almost  nothing  to  do,  for  automatically  as  the  business  of 
the  country  increases  the  limitation  on  dividends  would  force  the  betterment  of 
the  railroads  and  the  reduction  of  rates. 

In  Smyth  v.  Ames  (1G9  U.  S.,  546),  the  Supreme  Court  says: 

"  We  hold,  however,  that  the  basis  of  all  calculations  as  to  the  reasonableness 
of  rates  to  be  charged  by  a  corporation  maintaining  a  highway  under  legislative 
sanction  must  be  the  fair  value  of  the  property  being  used  by  it  for  the  con- 
venience of  the  public.  And  in  order  to  ascertain  that  value  the  original  cost  of 
construction,  the  amotmt  expended  in  permanent  improvements,  the  amount  and 
market  value  of  its  bonds  and  stock,  the  present  as  compared  with  the  original 
cost  of  construction,  the  probable  earning  capacity  of  the  property  under  the 
particular  rates  prescribed  by  statute,  and  the  sum  required  to  meet  operating 
expenses  aa'e  all  matters  for  consideration,  and  are  to  be  given  such  weight  as 
may  be  just  and  right  in  each  case.  We  do  not  say  that  there  may  not  be  other 
matters  to  be  regarded  in  estimating  the  value  of  the  property.  What  the  com- 
pany is  entitled  to  ask  is  a  fair  return  upon  the  value  of  tliat  which  it  employs 
for  the  public  convenience.  On  the  other  hand,  wdtat  the  public  is  entitled  "to 
demand  is  that  no  more  be  exacted  from  it  for  the  use  of  a  public  highway  than 
the  services  rendered  by  it  are  reasonably  worth." 

And  yet,  although  the  Supreme  Court  has  laid  down  the  rule  for  the  regulation 
of  rates,  as  involving  :i  fair  return  upon  the  va  ue  of  the  i)roperty  alfected,  in 
the  consideration  of  which  certain  factors  are  to  be  considered,  such  as  the 
stock  and  bond  issues,  the  actual  cost,  the  actual  cost  of  reproduction,  etc.,  we 
in  our  legislation  do  not  provide  the  factors  by  which  the  Interstate  Commerce 
Commissiim  can  be  guided.  We  should  furnish  them  with  the  means  of  con- 
trolling the  capitalization  of  these  corporations,  and  if  we  do  not  enter  upon  a 
national  iiicori)oration  of  railways  we  should  at  all  events  proviile  that  the 
Interstate  Commerce  Commission  should  enter  upon  a  valuation  of  the  railroads, 
and  to  that  valuation  should  be  added  from  time  to  time  the  increases  of  bond 
and  stock  issues  made  by  the  corporation  with  the  approval  of  the  commission. 

THE  GO\ERNMENT  SHOULD  DETERMINE  WHAT  SHALL  BE  A  FAIR  RETURN   ON   CAPITAL. 

But  there  is  another  thing  we  can  determine.  We  can  determine  the  return 
upon  capital.  This  is  no  innovation.  It  has  existed  throughout  the  history  of 
this  country.  When  we  organized  the  Union  Pacific  Railroad  we  provided  that 
the  rates  should  be  diminished  after  the  income  reached  10  per  cent.  In  Massa- 
chusetts to-day  the  limitation  upon  the  return  on  capital  in  electric  railroads, 
which  are  being  built  all  over  the  State,  is  6  per  cent,  with  an  allowance  of 
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one  half  of  the  additional  profits  to  the  corporation  and  the  other  halt  to  be 
paid  to  the  State. 

The  result  is  that  nothing  has  ever  been  paid  to  the  State.  The  corporation 
itself  has  never  received  the  other  half  of  the  profits  in  the  shai)e  of  dividends, 
but  all  excesses  over  6  per  cent  have  gone  to  the  betterment  and  extension  of 
roads  and  toward  reasonable  reductions  of  rates.  The  advantage  of  a  limitation 
upon  the  dividend  return  on  capital  is  that  it  works  automatically  either  toward 
the  betterment  of  the  road,  the  reduction  in  rate,  or  to  an  inci*ease  of  wages,  all 
of  which  are  to  the  interest  of  the  country.  Otherwise  an  increase  of  business 
tends  simply  to  the  increase  of  profit  to  the  stockholder. 

This  system,  while  securing  to  him  a  fair  return  upon  his  investment,  gives 
the  balance  of  the  profit,  caused  by  an  increase  of  population  and  an  increase 
of  business,  to  the  public  in  tlie  shape  of  the  betterment  of  the  road,  in  the  shape 
of  increased  wages  to  employees,  in  the  shape  of  reduced  rates.  If  we  enter 
upon  a  system  of  proper  capitalization  of  these  roads,  involving  a  fair  and  fixed 
return  in  the  shape  of  dividends,  the  Interstate  Commerce  Commission  will 
hardly  ever  have  cause  to  act,  and  automatically  the  entire  administration  of 
these  roads  will  tend  toward  impartiality  in  place  of  partiality,  to  reasonable 
rates  instead  of  unreasonable  rates,  to  the  betterment  of  roads  instead  of  ex- 
hausting the  roads  with  a  view  to  paying  dividends  on  watered  capital. 

AUTOMATIC   ADJUSTMENT. 

Thus  we  would  have  an  automatic  kind  of  adjustment  under  national  control, 
which  would  do  away  not  only  with  excessive  rates  but  all  the  abuses  arising 
from  preferences  and  discriminations  as  to  individuals  or  localities.  The  tend- 
ency would  be  to  equality  and  reasonableness  of  service. 

TAXATION. 

Then  there  is  the  question  of  a  uniform  system  of  taxation  to  be  devised. 
Whenever  the  National  Government  creates  a  corporation  for  the  carrying  out 
of  a  great  public  purpose,  and  when  the  National  Government  uses  the  property 
of  that  corporation  as  an  instrumentality  for  carrying  but  the  powers  conferred 
by  the  Constitution,  it  can,  if  it  chooses,  absolutely  exempt  such  property  from 
State  burdens,  for  the  power  to  tax  involves  the  power  to  destroy.  If  it  can 
do  this,  it  can  certainly  do  what  I  contend  for,  namely,  lay  down  the  rule  by 
which  States  shall  tax  the  property  of  such  corporations  within  their  boundaries. 

We  all  know  the  looseness  of  the  State  laws  regarding  the  taxation  of  rail- 
roads. We  know  that  the  range  of  assessment  is  a  wide  one;  that  the  lesser 
degree  of  assessment  is  simply  a  valuation  of  the  tracks  and  of  the  right  of  way, 
and  that  the  higher  degi-ee  of  assessment  involves  the  combined  value  of  the 
stock  and  bonds.  In  addition  to  this,  the  stock  and  bonds  themselves  in  the 
haiuls  of  the  stockholders  can  be  assessed  in  most  of  the  States,  and  thus  we 
have  a  double  system  of  taxation.  As  long  as  the  taxation  of  railroads  is  subject 
to  the  confiicting  laws  of  45  different  States  is  it  to  be  wondered  that  railroads 
keep  in  politics?  Can  we  throw  ten  billion  dollars'  worth  of  property  into  the 
political  arena,  subject  to  public  control,  both  as  to  rates  and  to  taxes,  and  then 
ask  the  ten  billion  dollars  to  keep  out  of  politics? 

The  United  States  Government  should  fix  a  rational  and  fair  rule  for  the 
taxation  of  railroad  properties  which  would  leave  nothing  to  discretion  and 
which  could  be  ascertained  with  mathematical  certainty.  Such  a  tax  is  a  per- 
centage tax  upon  gross  receipts  levied  by  the  various  States  in  proportion  to 
mileage.  It  has  the  advantage  of  mathematical  certainty  and  would  relieve 
railroads  of  all  necessity,  so  far  as  taxation  is  concerned,  of  interfering  in 
politics. 

Besides  this,  if  the  Interstate  Commerce  Commission  is  to  fix  the  rates  it  is 
absolutely  essential  it  should  have  all  the  factors  for  determining  what  is  a  fair 
return  upon  the  capital  invested,  and  one  of  those  features  is  the  allowance  of 
the  taxes;  and  if  these  taxes  can  be  rudely  disturbed  from  time  to  time  by 
political  action,  involving  violent  readjustments,  there  can  be  no  certainty  either 
in  the  action  which  they  take  or  in  the  rates  for  transportation  which  are  the 
result  of  their  action.  '  Such  legislation  would  be  part  of  a  rational  adjust- 
ment of  regulation,  for  it  would  involve  not  an  absolute  surrender  to  an  Inter- 
state Commerce  Commission  of  the  legislative  powers  belonging  to  Congress,  but 
would  involve  the  fixing  of  a  rule  working  mathematically  toward  certain  re- 
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suits  iiiid  Iciivinjr  the   Interstate  ('(Hiiiiierce  ( '(Hiiiiiissioii  tlie  discretion  ami   tla- 
jiid^'iiiont  to  \vorl<  out  tlie  i-esuits  accordiuj;  to  the  rule. 

Tlio  diniculty  Willi  most  of  tiie  propositions  sujr.irested  for  the  fixing;  of  rates 
l),v  the  Interstate  ('iinuneree  ( 'oinniission  is  tliut  tliey  confiM-  >ipon  an  adminis- 
trative tril)unal  all  the  le.Ldslative  powers  conferred  liy  the  Constitution  U])!)u 
Conjrress  in  this  mattt'r,  and  it  may  he  a  serious  (|uestioii  in  the  future  as  to 
whether  the  Congress  can  turn  over  all  this  power.  It  is  claimed,  of  course, 
that  ('on.i.'ress  fixes  the  standard  in  declaring'  that  all  rates  nuist  he  just  and 
reasonahie.  and  intrusts  to  the  commission  the  duty  only  of  adjustinj;  the  rates 
to  the  standard,  hut  it  must  he  rememhered  that  the  only  power  which  Conjrress 
lias  over  rates  is  to  fix  just  and  i-easoiiahle  rates,  and  that  in  turiiiiif-;  this  power 
over  to  an  administrative  commission  it  delegates  all  the  power  it  has.  It  may 
be  a  serious  (piestion  as  to  whether  Con^rress  can  ro  so  far.  A  provision  that 
the  commission  should  value  the  pro])erty  and  should  allow  such  rates  as,  al'ler 
the  allowance  of  operatinji  expenses,  interest  on  deht,  hxed  charges,  etc..  should 
yield  a  certain  percentage  on  such  value,  would  he  sure  to  stand  the  tost  of  the 
courts. 

RAir.rv0.\.r)  employees. 

There  are  othei"  provisions  which  a  national  incorporation  act  should  contain. 
One  is  an  insurance  and  pension  fund  for  employees.  One  per  cent  of  the  gross 
receipts  of  all  the  railroads  of  the  country,  amounting  at  present  to  over 
.$2.0(K\tlO(».()00  annually.  w<mld  be  .$20,000.(X»0  annually.  This  sum  put  into  an 
insurance  and  pension  fund  and  investe<l  under  the  direction  of  the  Secretary  of 
the  Treasury  would  yield  amjile  returns  for  the  relief  of  employees  suffering 
from  injuryor  old  age.  The  charge  should  be  frankly  imposed  on  the  public  as 
one  of  the  tixed  charges  of  oiieration.  and  allowance  should  be  made  therefor  in 
fixing  rates. 

The  Interstate  Commerce  Commission  should  be  made  a  board  of  conciliation 
as  to  all  disputes  between  employees  and  the  railroads.  As  it  is,  whenever 
there  is  a  disinite  between  a  railroad  company  and  its  employees,  if  they  fail  to 
agree,  there  is  war — war  which  does  not  involve  them  only  but  which  involves 
the  entire  country,  threatening  an  impairment  and  even  destruction  of  the  com- 
merce between  the  States  and  between  communities.  Can  it  be  said  that  it  is 
wise  to  adhere  to  a  system  which  threatens  at  any  time  to  paralyze  trade  and  to 
lock  up  the  activities  of  the  entire  country?  I  would  not  provide  compulsory 
arbitration,  but  I  believe  that  the  conciliation  of  the  Interstate  Commerce  Com- 
mission would  be  as  effective  in  such  matters  as  has  been  the  conciliation  of 
the  railroad  commission  of  Massachusetts  in  disputes  between  railroads  and 
shippers. 

THE    XATION    SHOCLD   ACT. 

The.se  are  the  questions  which  come  before  us  in  the  consideriition  of  national 
ini-or)ioration.  We  are  considering  ([uestions  of  the  general  welfare,  of  the 
national  defense,  of  the  National  Po.stal  Service,  of  the  national  connnerce.  and 
of  foreign  commerce — all  of  them  intrusted  by  the  Constitution  to  tlie  repre- 
sentatives of  the  people  of  the  United  States  in  Congress  assembled.  We  have 
not  exerted  these  iwwers  to  the  full.  Is  it  time  that  in  the  interests  of  the 
entire  countrv  we  should  assume  the  functions  plainly  given  to  us  by  the  Con- 
stitution and  "provide  with  deliberation  and  judgment  for  their  full  exercise? 

GOVERNMENT   OWNERSHIP. 

Ir  is  plain  that  the  people  are  restive  under  existing  conditions.  They 
realize  that  consolidation,  capitalization,  and  return  on  capital  are  practically 
uncontrolled:  that  a  few  men  in  the  great  financial  centers  have  almost  absolute 
power  in  these  matters:  that  our  dual  system  of  government  tends  to  a  con- 
fusion in  ccmtrol  which  practically  exempts  them  from  all  control;  that  the 
complexity  of  the  situation  makes  the  railroad  men  the  dominant  power  in 
politics;  that  the  confusion  of  bond  and  stock  issues,  of  stock  watering,  ot 
leases  mergers,  and  combinations  absolutely  paralyzes  the  ju<lginent  of  the 
average  right-thinking  man  and  is  a  fruitful  source  of  corruption  and  fraud, 
political   and  financial.  ,  .    -,     ^  ■   , 

Thev  realize  that  the  men  who  are  prominent  in  the  .great  industrial  corpora- 
tions are  getting  control  over  the  transportation  of  the  country,  and  that  the 
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union  (.f  (-(.nti-ol  of  tl.e  finances,  the  Dro.luction,  and  the  transnort-itinn  nf  fha 

ine.\    mil   look   tor   smin  icitv   in    whatever   nl-m   ,.f   i-Jic^f  ic.   ,  ,  , 

unless  we  unify  and  sin„„!fy  the  c-onn^f  oj  n-aS!;^:.  ati^  S  a^^^^ZSn.^' 
controHed  iii-eat  national  corporations  whose  finances  muoUrtionr,^!f^^^^^ 
easdy  nnderstood  and  wliose  functions  will  he  e.itirpiv  tli-1,,  I  1=  ^'1".'^^ 
they  Will  .irift  to  national  ..wnership  as  the  easIe^^slIlSioIf' ""  ""  ''  ^"''^'^^• 
tJ}l%fl'r'Tl\  K'''  -i""^'''^  '^"^^  ^'''''"-  «»«•  "  "^itside  of  the  United  Stites 
not  tn,     ■  ^lie  tmckase  of  the  world  is  in  national  ownership    wh'  ;iioi  fd 

not  America  own  her  rai  roads?     If  the  univei-sa    n..„i,.nr.,-  ;     f    Vi"        '    •^""}'  '' 

j^-  nations^  why  should  not  we  foih.w  t,:^^s^ij,^f  ?^\,  J  ^^  1:;;;::;^;;:  i;;; 

the  most  gigantic  puhlic  work  of  mo<lern  times,  thi  I'anama   Inal     u  d    f  j      • 

It  wo  dd  he  easy  to  authorize  the  Interstate  Connnerce  (^onunissio  to  insti 
tute  suit  to  condemn  the  shares  of  stock  in  all  the  railroads  ii  1  e  c  un  r  e 
gaged  111  interstate  commerce,  leaving  the  honds  outstanding  as  lien  ,,  n  the 
property.  Thus  the  interests  of  the  stockholders  would  he  urciasei  by  he 
-NatK.n.  and  the  Interstate  Commerce  Commission  could  step  int  the  posi«on  of 
directors  of  the  various  companies  with  their  present  organi/itioi  Vo?offic -,  s 
and  employees  and  couhl  gradually  work  out  a  method  of"  na  hS  a    niids  'r  , 

at  aboil  4i  per  cent,  for  which  (iovernment  bonds  at  2*  or  3  per  cent  culdi<^^^ 
gradually  substituted  as  the  railroad  bonds  matured"  thns  a«'o m  lish  nV  m 
saving  of  .1^90  000,000  to  $120,000,000  annually.  Thec-ap  1  s?ock  h^^^^^^ 
va  ue  aggregate.s  about  $0,000,000,000.  and  whose  market  value  ggregates  a 
ittle  less  could  be  condemned  at  approxin:atelv  the  market  rates  nd  nl^id  Vr 
by  the  sale  of  2*  or  3  per  cent  United  States  bonds  ^        ^^^ 

As  the  i)resent  annual  revenue  of  all  the  railroads  is  over  $2  000  000  000  it 
wou  d  turnish  a  sufficient  sum  to  pay  all  the  fixe,l  <-harges  of  the  c  mp^^  i^^^^^^ 
the  low  rate  ot  interest  upon  the  (fovernment  bonds  issued  f<.r  the  u  "^^^^^^ 
stock  and  produce  a  surplus  which  would  make  ample  provision  for  bett^ rn  ln?s 
and  ex  e.isions  and  also  pr<.vi,le  a  sinking  fun<l  which  would  extimniish  1  e 
entire  d.ebt  in  hfty  years.  There  can  be  no  d<.ubt  about  the  legalit  o  s el  a 
promlure.  A  similar  bill  was  passed  unanimouslv  in  the  Senate  at  the  list 
?ldfnf;//    1  lV'"n^'  "'^  '-''^"^'^^^'"^iti-'n  of  the  stock  of  the  Panama  Railroad.     By 

e  c  nt    11  of '^l^;^'^'"^  r''^'^  '^'T!^'*^  ''"''^''''''  '^"■^'  i-evoluti,mary  methods 

the  contiol  of  all  the  railroads  engaged  in  interstate  commerce  in  the  country 
and  assuming  that  the  administration  was  honc^st  and  efficient  the  saviu- 
elfected    by    the    substitution    of    low-rate   bonds    for   high-rate    stock    and     he 

JvenJSlirpayr-  theSij^ls"^  ""^'^  ^^  "'""'^  '"''^'  '^^^'^  '^'  ^"^^'"^'^^  ^^^'^ 
Should  the  country  determine  to  simply  take  hold  of  the  railroad  .■onstruction 
of  the  future,  leaving  the  existing  railroads  in  the  hands  of  their  present  owners 
the  Government  could  easily  build  a  railroad  of  3.000  miles  across  tlie  continent 
from  .Norfolk  or  Charleston  to  Los  Angeles  or  San  Diego,  wliic-h  would  become 
the  spinal  eolimm  of  a  great  governmental  system.  Government  ownt^rshin 
presents  no  difficulties,  either  constitutional  or  practical,  except  possibly  the 
difficulty  ot  honest  and  efficient  administration,  and  the  countrv  wiUcertainh 
dritt  to  It  unless  the  existing  abuses  of  uncontrolled  monopolv,  of  overcapitaliza- 
f'f"-,?f.''i7<^'"I^'''^'>^*l  ""•<»"  between  the  producing  and  transportation  interests 
Ot  political  control,  and  of  unjust  preferences  and  discriminations  are  done  awav 
with.  Even  assuming  that  the  (Jovernnient  management  mav  not  be  as  eco- 
nomical, the  time  may  yet  come  when  the  people  will  regard  equalitv  of  service 
as  ot  more  importance  than  economy  of  .service.  Such  briefiv  is  the  argument 
for  national   ownership.  ' 

But  I  believe  the  policy  I  am  advocating  would  give  the  countrv  all  the  l)ene- 
nt.s  ot  (Toyernnient  ownership  with  none  of  its  dangers.  It  would  abolish  the 
eMls  which  have  arisen  fi-om  unrestricted  monopoly,  automaticallv  bring  about 
a  reduction  m  rates,  put  the  railroads  out  of  politics,  close  the' door  again.st 
the  entrance  of  over  a  million  men  into  tlie  political  patronage,  and  retain  the 
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nianafienient  of  tlie  able  men  whose  jieiiius  created  (»ur  present  eflicient  system 
of  transportation  out  of  the  crude  conditions  which  prevailed  a  j^eneration  af?o. 

Francis  G.  Newlands. 

I  append  hereto  a  hill  which  I  have  introduced  creating  a  commission  to  con- 
sider and  reconnuend  le^iislation  relating  to  the  national  incorporation  of  com- 
mon carriers  engiiged  in  commerce  hetween  tlie  States.  I  trust  tliat  the  pro- 
visions of  this  hill  may  l)e  added  to  the  pending  hill  in  order  that  a  full  report 
upon  this  important  (piestion  may  i)e  presented  at  the  next  session.  I  also  pre- 
sent for  consideration  certain  sections  of  a  proposed  national  incorporation  act 
upon  which  I  have  heeu  engaged.  It  is  unnecessary  to  include  the  purely  formal 
parts  of  such  an  act  relating  to  organization,  by-laws,  etc.  These  provisions  are 
merely  suggestive  and  are  intended  as  a  practical  examplification  of  my  argu- 
ment. They  are  presented  siiiiiily  in  a  tentative  way,  and  I  do  not  pretend  to 
have  come  to  any  final  conclusion  regarding  them.  As  I  have  not  attempted  in 
this  report  to  review  the  authorities  upon  the  legal  questions  here  presented,  I 
append  a  statement  on  this  subject  made  by  me  before  the  Senate  Committee  on 
Interstate  Commerce  at  its  recent  hearings. 


Appendix  A. 

'  [S.  4471,  Fifty-ninth  Congress,  first  session.] 

Mr.  Newlands  introduced  the  following  bill : 

A  BILL  Creating  a  commission  to  consider  and  recommend  legislation  relating  to  the 
incorporation  of  common  carriers  engaged  in  commerce  between  the  States  and  foreign 
countries,  preventing  the  overcapitalization  of  such  corporations,  and  promoting  a 
uniform  method  of  taxing  the  property  and  securities  of  such  corporations,  and  for 
other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assetnbled,  That  a  commission  is  hereby  created 
to  be  composed  as  follows:  Five  members  of  the  Senate  of  the  United  States 
and  five  members  of  the  House  of  Representatives  of  the  United  States,  to  be  ap- 
pointed by  the  presiding  officer  of  each  House  of  Congress,  respectively :  Pro- 
vided, That  not  more  than  three  of  said  members  of  the  Senate  and  not  more 
than  three  of  said  members  of  the  House  of  Representatives  shall  be  members 
of  the  same  party. 

Sec.  2.  That  it  shall  l>e  the  duty  of  this  commission  to  investigate  and  report 
to  the  Congress  on  or  before  the  first  day  of  its  next  session  what  legislation,  if 
any.  is  desirable  for  tlie  iucoipiuation  or  consolidation  of  common  carriers  en- 
ga.L':(-d  in  commerce  between  the  States  or  with  foreign  nations,  and  also  what 
legislation,  if  any,  is  desirable  for  the  prevention  of  overcapitalization  by  such 
carriers,  aijd  what  legislation,  if  any,  is  desirable  for  the  purpose  of  securing  a 
just  and  uniform  method  of  taxing  the  property  and  securities  of  such  common 
carriers  by  the  various  States,  and  what  legislation,  if  any,  is  desirable  for  the 
purpose  of  insuring  the  employees  of  such  carriers  against  the  risks  incident  to 
their  employment,  and  what  legislation,  if  any,  is  desirable  for  the  purpose  of 
securing  the  conciliation  of  disputes  between  such  common  carriers  and  their 
employees. 

Sec.  3.  That  the  commission  shall  give  reasonable  times  for  hearings,  if 
deemed  necessary,  and  if  necessary  it  may  appoint  a  subcommission  or  subcom- 
missions  of  its  own  members  to  make  any  investigation  in  any  part  of  the  United 
States,  and  it  shall  be  allowed  actual  necessary  expenses  for  the  same.  It  shall 
have  the  authority  to  send  for  the  persons  and  papers  and  to  administer  oaths 
and  affirmations.  All  necessary  expenses,  including  clerks,  stenographers,  mes- 
sengers, rent  for  place  of  meeting,  and  printing  and  stationery,  shall  be  paid 
from  any  money  in  the  Treasury  not  otherwise  appropriated ;  however,  not  to 
excet^d  five  thousand  dollars  for  expenditure  under  this  section,  to  be  paid  upon 
vouchers  to  be  approved  by  the  chairman  of  the  commission. 

Sec.  4.  That  any  vacancies  occurring  in  the  conmiission,  by  reason  of  death, 
disability,  or  from  any  other  cause,  shall  be  filled  by  appointment  by  the  officer 
and  in  the  same  manner  as  was  the  member  whose  retirement  from  the  com- 
mission creates  the  vacancy. 
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Appendix  B. 

[Hearings  of  Senate  Committee  on  Interstate  Commerce.] 

rp,               ,,,  Tuesday,  Maij  23,  1905. 
The  committee  met  pursuant  to  adjournment. 

Present:   Senators  Elkins   (chairman).  Cullom.  Kean.   Dolliver    Clann    and 

Newlands.  ' 

May  23,  1905. 

XATIOXAL   INCORPORATION    OF    INTERSTATE    RAILROADS. 

Additional  Statement  of  Senator  Newlands. 

[The  first  part  of  this  statement  will  be  found  on  page  776,  Vol.   II.] 

Mr.  Chairman  :  On  April  17,  1905,  after  maldng  my  statement  regarding  mv 
resolution  for  the  national  incorporation  of  the  interstate  railroads  of  the 
United  States,  Senator  Foraker  asked  me  certain  questions  relative  to  mv  pro- 
posed plan,  which  are  to  be  found  on  pages  12  and  13  of  these  hearings,  and 
suggested  that  I  write  out  my  answers  and  put  them  in  the  record  I  avail 
myself  of  this  privilege,  and  have  the  honor  to  submit  the  following : 

******* 

meaning    of    "  REGULATE." 

In  answer  to  the  first  question,  I  would  say  that  the  right  to  pass  a  national 
act  for  the  incorporation  of  railroads  engaged  in  interstate  commerce  does  not 
depend  entirely  upon  the  interstate-commerce  clause  of  the  Constitution  It 
depends  upon  the  power  given  to  Congress  under  section  S.  Article  I,  "to  pro- 
vide for  the  common  defense  and  general  welfare  of  the  United  States ;  "  "  to 
regulate  commerce  with  foreign  nations  and  among  the  several  States  "  and  "  to 
establish  post  offices  and  post  roads." 

_  The  word  "  regulate  "  in  the  Constitution  has  been  given  no  narrow  construc- 
tion. The  term  "  to  regulate  "  does  not  mean  simply  to  prescribe  the  rule.  It 
has  been  held  to  sanction  legislation  absolutely  prohibiting  interstate  commerce, 
as  m  the  case  of  the  lotteries.  It  has  been  held  to  applv  to  legislation  facilitat- 
ing or  promoting  interstate  and  foreign  commerce.  Under  this  power,  among 
others,  the  Northern  Pacific  and  other  railroads  were  incorporated ;  under  this 
power,  among  others,  the  Panama  Canal  is  being  built  to-dav,  involving  not 
only  the  construction  of  the  canal,  but  the  ownership  and  operation  of  a  rail- 
road and  the  conduct  of  the  business  of  a  common  carrier. 

So  also  the  term  "  establish  "  in  connection  with  post  offices  and  post  roads 
has  been  used  in  no  narrow  sense.  It  includes  the  leasing  or  construction  and 
ownership  of  post  offices.  It  includes  not  simply  the  establishing  of  post  roads, 
but  the  construction,  as  in  the  case  of  the  Cumberland  Road.  It  includes  the 
operation  of  post  offices  and  post  roads.  It  includes  the  actual  carrying  of  the 
mails  by  Government  employees.  Instead  of  intrusting  this  work"  to"  agents, 
incorporated  or  otherwise,  or  instead  of  simply  determining  the  rule  by  which 
post  offices  and  post  roads  are  to  be  conducted.  Congress  has  not  only  estab- 
lished post  offices,  but  given  their  establishment  an  entire  monopolv  of  certain 
kinds  of  business,  even  punishing  as  a  crime  any  participation  in  them  by 
virtue  of  State  authority  or  otherwise.  Under  these  powers  the  National  Gov- 
ernment could  undoubtedly  construct  a  railroad.  If  it  could  construct  a  rail- 
road it  could  operate  it,  and  if  it  should  not  choose  to  do  either  it  could  select 
an  agent  for  the  purpose  of  constructing  and  operating  it.  It  can  select  any 
instrumentality  for  the  exercise  of  the  broad  powers  employed  in  the  control  of 
the  postal  service,  interstate  commerce,  and  the  military  defense.  Being  sover- 
eign in  the  exercise  of  these  powers,  it  acts  upon  every  foot  of  American  soil, 
regardless  of  State  lines  and  unimpeded  and  unobstructed  by  State  legislation. 
It  can  select  any  agents  it  chooses  for  carrying  out  such  powers.  It  can  select 
as  such  agents  individuals,  or  can  itself  create  corporations  for  the  purpose  of 
carrying  out  those  great  governmental  powers. 

TAXATION    OF   NATIONAL  INSTRUMENTALITIES. 

When  the  Government  condemns  for  public  use  and  constructs  a  post  road, 
that  moment  the  post  road  is  free  from  State  taxation.     If  the  Government 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  135 

buys  real  estate  and  Ixiilds  a  i)()st  oflice,  that  nioinent  the  real  estate  and  huild- 
injr  ar«>  exenii)t  from  State  taxation.  If  the  National  (Jovernment  should  con- 
struct railroads  for  the  purpose  of  carrying  out  these  powers,  such  railroads 
would  he  exenii)t  from  State  taxation,  just  as  post  odices  and  customhouses  are, 
and  just  as  post  roads  would  he  if  built.  If  it  intrusts  such  work  to  a  corpora- 
Tion  created  by  itself,  the  coriioration  is  the  ajjent  for  the  purpose  of  carrying 
out  governmental  powers,  and  none  of  irs  powers  or  operations  can  be  taxe<l  by 
'a  State.  If  it  selects  certain  property  as  tlie  instrumentality  or  means  through 
wliich  its  powers  are  to  be  «'xercise(l,  so  also  would  such  property  be  exempt 
from  State  taxation,  for  just  as  the  powers  and  the  operations  of  the  Govern- 
ment agent  would  be  ex«>nipt  from  all  local  taxation,  so  also  would  he  the  i»r<»p- 
erty  selected  as  the  chosen  instrument  for  the  exercise  of  those  powers.  The 
l»owers  and  operations  would  be  exempt  without  any  express  declaration  to  that 
effect  by  Congress.  A  different  rule  would  probably  apply  to  the  property  se- 
lected as  the  chosen  instrument  for  the  exercise  of  a  national  power.  In  that 
case  it  would  be  necessary  to  show  unmistakably  that  the  property  was  selected 
as  the  instrumentality,  and  that  it  was  the  purpose  of  Congress  that  it  should 
be  taken  out  of  the  domain  of  State  taxation. 

The  i>roper  organization  of  a  system  of  transportation  is  just  as  essential  to 
the  welfare  of  the  people  as  is  the  creation  of  a  proper  financial  system.  In 
the  early  histor\  of  the  country  it  was  determined  to  establish  a  United  States 
bank  to  promote  the  fiscal  operations  of  the  Government.  The  State  of  Mary- 
land sought  to  impose  a  tax  upon  the  notes  of  a  United  States  bank  in  Maryland. 
The  notes  were  property  just  as  a  railroad  is  property,  and  yet  the  court 
held  that  the  State  of  Maryland  could  not  in  the  exercise  of  its  taxing  power 
tax  those  notes.  It  is  true  that  in  that  case  Chief  Justice  Marshall  held  that 
so  far  as  the  bank  building  was  concerned  the  exemption  would  not  apply,  but 
lie  so  held  upon  the  ground  that  the  ownership  of  the  bank  building  was  not 
essential  to  the  operation  of  the  bank ;  the  bank  could  be  conducted  uixtn 
leased  property,  and  therefore  the  bank  building  could  not  be  regarded  as  a 
national  instrumentality  for  the  purpose  of  carrying  out  the  powers  conferred 
by  the  National  Government  upon  the  bank,  but  all  property  absolutely  essential 
to  the  powers  conferred  upon  the  bank,  such  as  promissory  notes,  bills  of  ex- 
change, etc.,  were  exempt  from  State  taxation. 

It  should  be  noted  that  a  railroad  is  a  very  different  proi>erty  from  a  bank 
building.  The  ownership  of  a  bank  building  is  not  essential  to  the  operation 
of  a  banking  corporation.  The  ownership  of  a  railroad  is  absolutely  essential 
to  the  operation  of  a  railroad  corporation.  If  Congress  therefore,  under  the 
interstate-connnerce  power,  authorizes  the  construction  of  a  railroad,  it  makes 
that  railroad  the  instrumentality  for  the  purpose  of  carrying  out  its  powers — 
the  means  of  the  exercise  of  the  power  itself.  The  operation  of  the  railroad 
can  not  be  segregated  from  the  right  of  way,  the  track,  the  station  buildings, 
and  the  general  equipment  of  the  road.  If  they  belonged  to  the  Government 
they  would  be  exempt  from  State  taxation,  and  if  tlie  Government  selects  as  its 
agent  a  corporation  of  its  own  creation  and  makes  its  property  the  instru- 
mentality for  the  exercise  of  governmental  powers,  and  unmistakably  shows 
its  intention  that  this  instrumentality  shall  not  be  embarrassed  by  State  taxa- 
tion, clearly  the  property  selected  as  the  instrumentality  must  be  as  free  from 
taxation  as  the  powers  tliemselves. 

In  this  connection  it  is  proper  to  say  that  my  contention  as  to  the  right  of  the 
United  States  to  exempt  a  railroad  incorporated  under  a  national  law  for  inter- 
state commerce  from  State  taxation  is  not  urged  for  the  purpose  of  freeing  such 
roads  from  sharing  the  burden  of  government,  but  simply  for  the  purpose  of 
securing  uniformity  and  certainty,  with  a  view  to  facilitating  the  public  regu- 
lation of  railroad  corporations  in  which  the  fixed  charge  of  taxes  is  an  impor- 
tant considei'ation. 

Under  the  rule  laid  down  in  Van  Allen  r.  The  Assessors  (3  Wall.,  573),  it 
would  be  competent  for  the  Congress  of  the  United  States  to  submit  the  prop- 
erty of  national  railroads  engaged  in  interstate  commerce  to  State  taxation, 
first  prescribing  the  rule  by  which  such  property  should  be  taxed.  In  this  way 
Congress  could  secure  uniformity  and  certainty  in  the  taxes,  by  laying  down 
the  rule  which  should  be  followed  by  the  States,  and  could  thus  relieve  the 
National  Government  of  the  duty  of  collecting  and  distributing  the  tax.  This 
might  be  a  better  method  than  the  one  suggested  by  my  resolution.  It  entirely 
relieves  the  United  States  from  the  position  of  a  collector  and  distributer  of 
taxes,  and  yet  would  accomplish  the  same  purix)se. 
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THE   AUTHOBITIES. 

In  Liixton  r.  North  River  Bridge  Company  (153  U.  S..  525)  it  was  held  thai 
under  the  power  to  regulate  commerce  among  the  States,  Congress  mav  creab 
a  corporation  to  buihl  a  bridge  across  navigable  water  between  two  States   an 
T     t'}'^«  private  land  for  that  purpose,   making  just  compensation.     And  M 
.Instice  Gray,  delivering  the  opinion  of  the  court,  said  • 

"  The  Congress  of  the  United  States,  being  empowered  by  the  Constitution  to 
regulate  commerce  among  the  several  States,  and  pass  all  laws  necessarv  and 
proi)er  for  carrying  into  execution  any  of  the  powers  specificallv  conferred  mav 
"i^,f  "m,  ''^"'^'  ''^PPi'opriate  means  for  this  end.  As  said  bv  (iiief  Justice  Mar- 
.shall  The  power  of  creating  a  corporation,  though  appertaining  to  sovereigutv 
IS  not,  like  the  power  of  making  war,  or  levying  taxes,  or  of  regulating  coui- 
nierce,  a  great  substantive  and  independent  power  which  can  not  be  implied  as 
incidental  to  other  powers  or  used  as  a  means  of  executing  them  It  is  never 
the  end  for  which  other  iwwers  are  exerci.sed,  but  a  means  bv  which  other 
objects  are  accomplished.'  Congi-ess,  therefore,  mav  create  corporations  as 
appropriate  means  of  executing  the  powers  of  government,  as,  for  instance  a 
bank  for  the  purpose  of  carrying  on  the  fiscal  operation  of  the  United  States 
or  a  railroad  corporation  fen-  the  purpose  of  promoting  commerce  amon^  the 
States.  (McCulloch  v.  Maryland,  4  Wheat.,  316,  411,  422-  Osborn  v  Bank  of 
U.  S.,  9  Wheat.,  738,  861-873;  Pacific  R.  R.  Removal  Cases,  115  U  S  1  IS- 
California  v.  Pacific  R.  R.,  127  U.  S.,  1,  39.)  Congi-e.ss  has  likewlse'the  power' 
exercised  early  m  this  country  by  successive  acts  in  the  case  of  the  Cumberland 
or  National  Road  from  the  Potomac  across  the  Alleghenies  to  the  Ohio  to  au- 
thorize the  construction  of  a  public  highway  connecting  several  States  See 
Indiana  v.  United  States,  148  U.  S.,  148.      (153  U.  S.,  529)  " 

In  California  r.  Pacific  Railroad  (127  U.  S.,  1)  it 'was  directlv  adjudged  that 
Congress  has  authority,  in  the  exercise  of  its  power  to  regulate  commerce  among 
the  several  States,  to  authorize  corporations  to  construct  railroads  across  the 
States,  as  well  as  the  Territories  of  the  Unitefl  States ;  and  Mr.  Justice  Bradley 
speaking  for  the  court,  and  referring  to  the  acts  of  Congress  establishing  cor- 
porations to  build  railroads  across  the  continent,  said : 

"  It  can  not  at  the  present  day  be  doubted  that  Congress,  under  the  power  to 
regulate  commerce  among  the  several  States,  as  well  as  to  provide  for  postal 
accommodations  and  military  exigencies,  had  authority  to  pass  these  laws.  The 
power  to  construct,  or  to  authorize  individuals  or  corporations  to  construct, 
raitional  highways  and' bridges  from  State  to  State  is  es.sential  to  the  complete 
control  and  regulation  of  interstate  commerce.  Without  authority  in  Congress 
to  establish  and  maintain  such  highways  and  bridges,  it  would  l)e  without 
authority  to  regulate  one  of  the  most  important  adjuncts  of  Congress.  This 
power  in  former  times  was  exerted  to  a  very  limited  extent,  the  Cumberland. 
or  National,  Road  being  the  most  notable  instance.  Its  exertion  was  but  little 
called  for,  as  commerce  was  mostly  then  conducted  by  water,  and  manv  of  our 
statesmen  entertained  doubts  as  to  the  existence  of  the  power  to  establish  ways 
of  communication  by  land.  But  since,  in  consequence  of  the  expansion  of  the 
country,  the  multiplication  of  its  products,  and  the  inventions  of  railroads  and 
locomotion  by  steam,  land  transportation  has  so  vastly  increased,  a  sounder  con- 
sideration of  the  subject  has  prevailed  and  led  to  the  conclusion  that  Congress 
has  plenary  power  over  the  whole  subject.  Of  course  the  authority  of  Congress 
over  the  Territories  of  the  United  States  and  its  power  to  grant  franchises 
exercisable  therein  are,  and  ever  have  been,  undoubted.  But  the  wider  power 
was  very  freely  exercised,  and  nuich  to  the  general  satisfaction,  in  the  creation 
of  the  vast  system  of  railroads  connecting  the  East  with  the  Pacific,  traversing 
States  as  well  as  Territories,  and  employing  the  agency  of  the  State  as  well  as 
Federal  corporati(ms.      (127  U.  S.,  39-40.)." 

McCulloch  V.  Maryland  (4  Wheat.,  485). — This  case  decided  that  a  .stamp  tax 
on  the  notes  issued  by  a  Federal  bank  was  a  tax  on  the  operation  of  a  Federal 
agency  and  therefore  void.  The  essence  of  the  decision  is  the  imixjtency  of  the 
States  to  burden  the  operation  of  the  Federal  Government. 

As  to  a  tax  on  property  as  distinguished  from  operations,  the  court  said,  in 
conclusion : 

"  The  States  have  no  power,  by  taxation  or  otherwise,  to  retard,  impede, 
burden,  or  in  any  manner  control  the  operations  of  the  constitutional  laws 
enacted  by  Congress  to  carry  into  execution  the  powers  vested  in  the  General 
Government.     *     *     * 
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"  Tliis  opinion  *  *  *  doos  not  i^xtend  to  a  tax  ])ai(l  by  tlio  real  i)roi)i'rt>' 
of  tlie  l)ank  in  fonnnon  witli  tlie  other  ival  property  witliln  the  State,  nor  to  a 
tax  iiniiost'd  on  tlio  interest  which  the  citizens  of  Maryland  may  liold  in  this 
institntion.  in  connnon  willi  otlior  pi'oi>erty  of  the  same  (U'scription  thron.uliont 
the  State." 

()sl)orne  r.  United  States  Banl<  (9  Wheat..  737). — Practically  a  r(>statement  ot 
the  preceding  case  on  the  points  in  issue.  The  court  said,  pa.i^e  S(;7,  that  a  con- 
tractor could  not  l)e  taxed  for  su])plyinji-  a  military  ]iost  with  i)rovisions  or  for 
transporting,'  pi'ovisions  to  troops  in  l»(>lialf  of  the  Federal  (government;  but  "it 
is  true  that  tlu>  jiroperty  of  the  contractor  may  be  taxed  as  the  projierty  of 
othei-  citizens,  and  so  may  the  local  i)roiierty  of  the  bank.  I>ut  we  do  not  admit 
that  the  act  of  purcJiasinji'  or  of  conveyin.u  tiie  articles  purchased  can  be  under 
State  control." 

This  casi>  continues  the  principle  of  the  INIcCuUoch  ca.se  by  layiuj,'  emphasis 
on  the  operations  of  the  (Jovernment  and  the  impotency  of  the  States  to  inter- 
t\'re  therewith. 

Tliompson  v.  l'<ici/ir  Railroad  (9  Wall.,  .i79). — This  was  a  case  of  taxation 
1>y  a  State  of  a  railroad  actinsi'  under  a  Federal  charter  as  well  as  a  State 
<-harter.     The  court  said   ( {).  590)  : 

•'  We  do  not  think  ourselves  warranted,  therefore,  in  extending  the  exemptioh 
established  by  the  case  of  McCulloch  r.  Maryland  beycmd  its  terms.  We  can  not 
apply  it  to  the  case  of  a  corporation  dcrirhui  its  c.Hstoicc  from  State  laic,  exer- 
fisiiij/  iffi  fraiirtiise  under  State  hnr.  and  holding  its  propertii  within  State 
jurixdietion  and  under  State  proteetion." 

In  this  case  the  court  considered  the  possibility  of  what  would  hapiten  if  Con- 
gress shouhl  do  what  it  had  not  done,  to  wit.  explicitly  exempt  its  a.iient  from 
taxation.     The  court  said  (p.  588)  : 

"  We  do  not  doubt,  however,  that  *  *  *  Congress  may  *  *  *  p^. 
cmpt,  in  its  discretion,  the  agencies  employed  in  such  service  from  any  State 
taxation  which  will  really  prevent  or  impede  the  performance  of  them. 

"  P'ut  can  the  right  of  this  road  to  exemption  from  such  taxaticm  be  main- 
t.-iined  in  the  absence  of  any  legislation  by  Congress  to  that  effect?" 

Throughout  this  case  it  will  be  noted  that  the  court  is  careful  to  say  that  the 
ca.se  did  not  present  the  feature  of  any  positive  attempt  on  the  part  of  Congress 
to  exempt  the  property  from  State  taxation,  and  the  inference  is  clear  that  in 
such  a  case  the  exemption  would  have  been  operative  and  the  State  tax  invalid. 

This  case  emphasizes  the  dilTerence  between  property  and  the  operations  of 
an  agent  of  the  (Government,  as  follows  (p.  591)  : 

"  We  fully  recognize  the  soundness  of  the  doctrine  that  no  State  has  a  '  right 
to  tax  tlie  means  employed  by  the  Government  of  the  Union  for  the  execution 
of  its  powers.'  Rut  we  think  there  is  a  clear  distincti(m  between  the  meauis 
employed  by  the  (Government  and  the  pr<»perty  of  agents  employed  by  the  (Jov- 
ernment.  Taxation  of  the  agency  is  t^i^^'^tion  of  the  means;  taxation  of  the 
Jiroperty  of  the  agent  is  not  ahvays.  or  generally,  taxation  of  the  means. 

"  No  one  questions  that  the  power  to  tax  all  property,  business,  and  persons, 
within  their  respective  limits,  is  original  in  the  States  and  has  never  been  sur- 
I'endered.  It  can  not  be  so  used,  indeed,  as  to  defeat  or  hinder  the  operations 
of  the  National  (Tovernment ;  hut  it  will  be  safe  to  conclude,  in  general,  in 
reference  to  persons  and  State  corporations  employed  in  rJovernment  service, 
that  )rhen  Conf/rests  has  not  i)iterposed  to  protect  their  property  from  Statb 
taxation,  such  taxation  is  not  obnoxious  to  that  objection." 

Again  obviously  intimating  a  different  opinion  had  Congress  expressly  estab- 
lished sucli  exemption. 

Railway  Company  r.  I'eniston  (IS  Wallace.  5). — This  case  arose  out  of  the 
claim  on  the  part  of  the  State  of  Nebraska  of  the  power  to  tax  roadbed,  depots, 
wood  stations,  water  stations,  and  other  realty,  telegraph  poles,  telegraph  wires, 
l)rldges,  boats,  papers,  office  furniture  and  fixtures,  money  and  credits,  mov- 
able property,  engines,  etc.,  of  the  Union  Pacific  Hailroad  Company. 

The  company  was  created  by  the  act  of  Congress  of  July  1,  1862,  entitler  "An 
act  to  aid  in  the  construction  of  a  railroad  and  telegraph  line  from  tiie  Mis- 
sissippi Kiver  to  the  Pacific  (Icean,  and  to  secure  to  the  Government  the  use 
of  the  same  for  postal,  military,  and  other  purposes."  Various  amendments 
were  made  to  the  origin.-il  act  at  later  sessions  of  Congres.s.  but  neither  in  the 
original  act  nor  in  any  amendment  was  any  provision  made  by  Congress  respect- 
ing the  taxation  of  it  or  its  property  by  the  States  tlu-ough  which  the  road 
might  run. 
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The  tax  was  resisted  by  the  company  on  the  ground  that,  having  been  incor- 
porated by  Congress — 

"  The  State  of  Nebraska  has  no  power  to  subject  to  taxation  for  State  pur- 
poses the  roadbed,  rolling  stock,  and  other  property  necessary  for  the  use  and 
operation  of  the  road,  such  power  resting  exclusively  in  the  Government  of  the 
United  States." 

It  was  distinctly  stated  by  Mr.  Chief  Justice  Strong,  who  delivered  the 
opinion,  that — 

"  The  States  may  not  levy  taxes  the  direct  effect  of  which  shall  be  to  hinder 
the  exercise  of  any  powers  which  belong  to  the  National  Government.  The 
Constitution  contemplates  that  none  of  those  powers  may  be  restrained  by  State 
legislation  "  (p.  30). 

After  referring  to  the  legislation  treating  the  Union  Pacific  road  and  ad- 
verting to  the  objects  and  purposes  of  that  legislation,  the  justice  further 
said  (p.  32)  : 

"  Admitting,  then,  fully,  as  we  do,  that  the  company  is  an  agent  of  the  General 
Government,  designed  to  be  employed,  and  actually  employed,  in  the  legitimate 
service  of  the  Government,  both  military  and  postal,  does  it  ncressarily  follow 
that  its  property  is  exempt  from  State  taxation?" 

Emphasizing  tlie  difference  between  the  operations  of  an  agent  and  the  prcjp- 
erty  thereof.  Justice  Strong  said  (p.  33)  : 

"  It  may  therefore  be  considered  as  settled  that  no  constitutional  implications 
prohibit  a  State  tax  upon  the  property  of  an  agent  of  the  Government  merely 
because  it  is  the  property  of  such  an  agent." 

Then,  after  consideration  of  the  various  cases  bearing  upon  the  general  ques- 
tion. Justice  Strong  summed  up  as  follows  (pp.  36-37)  : 

"  It  is,  therefore,  manifest  that  exemption  f)f  Federal  agencies  from  State 
taxation  is  dependent,  not  upon  the  nature  of  the  agents,  or  upon  the  mode  of 
their  constitution,  or  upon  the  fact  that  they  are  agents,  but  upon  the  effect 
of  the  tax ;  that  is,  upon  the  question  whether  the  tax  does  in  truth  deprive 
them  of  power  to  serve  the  Government  as  they  were  intended  to  serve  it,  or 
does  hinder  the  efficient  exercise  of  their  power.  A  tax  upon  their  property  has 
no  such  neccHsary  effect.  It  leaves  them  free  to  discharge  the  duties  they  have 
undertaken  to  perform.  A  tax  upon  their  operations  is  a  direct  obstruction  to 
the  exercise  of  Federal  powers." 

Eight  justices  heard  this  case,  and  the  opinion  of  the  court  upholding  the 
validity  of  tlie  tax  was  concurred  in  by  four  of  them.  A  fifth.  Judge  Swayne, 
concurred  in  the  judgment,  hut  said : 

"  I  see  no  reason  to  doubt  that  it  was  the  intention  of  Congress  not  to  give 
the  exemption  claimed.  The  exercise  of  the  iiower  may  be  waived,  but  I  hold 
that  the  road  is  a  national  Instrumentality  of  such  a  character  that  Congress 
may  interpose  and  protect  it  from  State  taxation  whenever  that  body  shall 
deem  it  proper  to  do  so." 

So  that  Judge  Swayne  would  have  decided  against  the  majority  of  the  court 
had  there  been  exempting  legislation.  Two  other  justices  flat  dissented,  giving 
an  opinion  to  the  effect  that  such  State  taxation  was  invalid,  even  in  the  silence 
of  Congress.  And  the  eighth  justice  merely  remarked  :  "  I  dissent  from  the 
opinion  of  the  court." 

So  that  all  that  can  be  claimed  from  this  decision  as  to  the  power  of  Congress 
to  exempt  a  corporation  from  taxation  by  affirmative  legislation  is  that  the  court 
was  evenly  divided,  and  even  this  can  not  be  fairly  claimed,  for  the  case  of 
exempting  legislation  was  not  before  the  court,  and  the  opinions  of  the  four 
justices  who  upheld  the  tax  do  not  contain  a  word  which  denies  the  power  of 
Congress  to  exempt  the  property  which  it  expressly  declares  to  be  its  chosen 
instrumentality. 

Mr.  Justice  Bradley,  for  himself  and  ]\Ir.  Justice  Field,  delivered  a  vigorous 
dissenting  opinion,  in  the  course  of  which  he  said  (p.  47)  : 

"The  Union  Pacific  Railroad  Company,  therefore,  being  a  United  States  cor- 
poration, created  for  national  objects  and  purposes,  and  deriving  its  existence, 
its  powers,  its  duties,  its  liabilities,  from  the  United  States  alone;  being  re- 
sponsible to  the  United  States,  now  as  formerly,  for  a  whole  congeries  of  duties 
and  observances;  being  subjected  to  the  forfeiture  of  its  corporate  franchises, 
powers,  and  property  to  the  United  States,  and  not  to  any  individual  State; 
being  charged  with  imjiortant  duties  connected  with  the  very  functions  of  the 
Government,  every  consideration  adduced  in  the  cases  of  McCulloch  r.  Mtiryland 
and  Csborn  r.  The  Bank  would  seem  to  require  that  it  should  be  exempt  not 
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only  from  Stiitc  tuxation,  l)ut  from  Stato  control  and  interference,  except  so 
far'  as  relates  to  the  preservation  of  tlie  peace  and  the  i)erforniance  of  its 
ohlifxations  and  contracts.  In  reference  to  tliese  and  to  tlu>  ordinary  police 
r(>trnl*ations  imposed  for  sanitary  purposes  and  the  preservation  of  good  order, 
of  cours;'  it  is  am(Miai)le  to  State  and  local  laws. 

•'As  an  instrument  of  national  commerce  as  well  as  Government  operations, 
it  has  heen  regulated  hv  Compress.  Can  it  he  further  reguhited  hy  State  legis- 
lation*? Can  the  State"  alter  its  route,  its  gaiige,  its  coiuiections,  its  fares,  its 
franchises,  or  anv  part  of  its  charter?  Can  the  State  step  in  between  it  and 
the  superior  power  or  sovereignty  to  which  it  is  responsible?  Such  an  hy- 
l)othesis  it  seems  to  me,  is  inadmissilde  and  repugnant  to  the  necessary  rela- 
tions arising  and  existing  in  the  case.  Such  an  hypothesis  would  greatly 
derogate  from  and  render  almost  useless  and  ineffective  that  hitherto  vvc.rc- 
nited  poircr  of  Congress  to  regulate  commerce  by  land  among  the  several 
States.  If  it  be  declared  in  advance  that  no  agency  of  such  connnerce,  which 
Congress  may  hereafter  establish,  ((iii  he  freed  from  local  iiiipositioiis,  taxation, 
avd'^tolls,  tlie  hopes  of  future  free  and  unrestricted  intercourse  between  all 
parts  of  this  great  country  will  be  greatly  discouraged  and  repressed." 

Again  : 

"  But  it  is  contended  that  the  laying  of  a  tax  on  the  roadbed  of  the  company 
is  nothinu-  more  than  laving  a  tax  on  ordinary  real  estate,  which  was  con- 
ceded might  be  done  in  the  case  of  the  United  States  Bank,  in  reference  to  its 
banking  house  or  other  lands  taken  for  claims  due  in  the  course  of  its  business. 
This  is  a  plausible  suggestion,  but,  in  my  apprehension,  not  a  sound  one.  In 
ascertaining  what  is  essential  in  every  case,  respect  must  always  be  had  to  the 
suhlect-matter.  The  State  of  Maryland  undertook  to  tax  the  circulation  of  the 
I'liited  States  branch  bank  established  in  that  State  by  requiring  stamps  to  be 
affixed  thereto:  the  States  of  Ohio  imposed  a  general  tax  of  $50,000  upon  the 
branch  established  therein.  These  taxes  were  declared  unconstitutional  and 
void.  They  impeded  the  operations  of  the  bank  as  a  financial  agent.  Real 
estJ^te  was'not  a  necessarv  appurtenant  to  the  exercise  of  the  functions  of  tlie 
bank.  It  might  hire  rooms  for  its  office,  or  it  might  purchase  or  erect  a 
building. 

"But  the  primarv  object  of  a  railroad  company  is  commerce  and  transporta- 
tion. In  its  case  a  railroad  track  is  .iust  as  essential  to  its  operations  as  the 
use  of  a  currencv  or  the  issue  or  purchase  of  bills  of  exchange  is  to  the  opera- 
tions of  a  bank.  "  To  tax  the  road  is  to  tax  the  very  instrumentality  which  Con- 
gress desired  to  establish,  and  to  operate  which  it  created  the  corporation. 

"  Besides,  all  that  a  railroad  company  possesses  in  reference  to  its  roadbed  is 
the  right  of  wav  and  the  right  to  use  that  land  for  the  purpose  of  way.  This  is 
a  franchise  conferred  bv  the  Government,  and  inseparately  connected  with  the 
other  franchises  which  'enable  it  to  perform  the  duties  for  the  performance  of 
which  it  was  created.  Any  estate  in  the  land— the  soil,  the  underlying  earth- 
beyond  this  belongs  to  the 'original  proprietor,  and  that  proprietor  in  the  present 
case  is  the  Government  itself.  So  that,  look  at  it  what  way  we  will,  there  is 
no  room  for  the  taxing  power  of  the  State.  The  estate  in  the  soil  can  not  be 
taxed  for  that  remains  in  the  X'nited  States;  the  franchise  of  right  of  way  and 
materials  of  track  can  not  be  taxed,  because  they  are  essentially  connected 
with  and  form  a  part  of  the  powers,  faculties,  and  capital  by  wdiich  the  national 
purposes  of  the  organization  are  accomplished. 

"  If  the  roadbed  may  be  taxed,  it  may  be  seized  and  sold  for  nonpayment  of 
t.^xes — seized  and  sold'in  parts  and  parcels,  separated  by  county  or  State  lines — 
and  thus  the  whole  purpose  of  Congress  in  creating  the  corporation  and  estab- 
lishing the  line  mav  be  subverted  and  destroyed. 

"  In  my  iudgment,  the  tax  laid  in  this  case  was  an  unconstitutional  inter- 
ference witii  the  instrumentalities  created  by  the  National  Government  in  carry- 
ing out  the  objects  and   powers  conferred  upon   it  by   the   Constitution    (pp. 

Van  Brocklin  v.  State  of  Tennessee  (117  U.  S.,  151).— In  this  case  Mr.  Justice 
Grav,  speaking  for  the  court,  said : 

"  The  liabilitv  of  the  property  of  the  Pacific  Railroad  companies  to  State 
taxation  has  been  upheld  on  the  distinction  *  *  *  that,  although  the  rail- 
road corporations  were  agents  of  the  United  States,  the  property  taxed  was  not 
the  propertv  of  the  United  States,  and  a  State  might  tax  the  property  of  the 
agents  provided  it  did  not  tax  the  means  employed  by  the  National  Govern- 
ment." 
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And  he  there  quoted  with  apitroval  the  foUowins  fmni  the  dissenthis  opinion 
of  Mr.  Justice  Bradley  in  the  Peniston  case : 

"  The  States  can  not  tax  the  ))o\vers,  the  operations  of  tlie  property  of  the 
I'nited  States,  nor  the  means  which  it  eniph)ys  to  carry  its  powers  into  execu- 
tion." 

California  r.  Central  Pacific  Railroad  Conijiany  (127  V.  S.,  1). — The  question 
of  taxation  hy  the  State  of  California  of  the  franchise  of  the  Central  Pacific 
Railroad  Company  came  hefore  the  Supreme  Court  in  this  case,  and  the  courr, 
speaking  by  Mr.  Justice  Bradley,  unanimously  held  that  such  franchise  was 
not  suh.1ect  to  taxation  by  the  State.  In  the  opinion  the  following  hinguage  is 
used  : 

"  It  seems  very  clear  that  the  State  of  California  can  neither  take  them  (the 
franchises  held  by  the  company)  away,  nf)r  destroy  nor  abridge  them,  nor 
cripple  them  by  onerous  burdens.  Can  it  tax  them?  It  may  undoubtedly  tax 
outside  visible  property  of  the  company  situated  within  the  State.  That  is 
a  different  thing.  But  may  it  tax  the  franchises  which  are  the  grant  of  the 
United  States?  In  our  .iudgment  it  can  not.  What  is  a  franchise?  *  *  * 
Ceneralized  and  divested  of  the  special  form  which  it  assumes  under  a  monar- 
chial  government  based  on  feudal  traditions,  a  franchise  is  a  right,  privilege, 
or  power  of  ))ul)lic  concern,  which  ought  not  to  be  exercised  l)y  jirivate  indi- 
viduals at  their  mei'e  will  and  i)leasure.  Init  should  be  reserved  for  iniblic  con- 
trol and  administration,  either  by  the  Government  directly  or  by  public  agents, 
acting  under  such  conditions  and  regulations  as  the  Government  may  impose 
in  the  public  interest  and  for  the  public  security.  Such  rights  and  powers  must 
exist  under  every  form  of  society.  They  are  always  educed  by  the  laws  and 
customs  of  the  community.  Under  our  system  their  existence  and  disjiosal  are 
under  the  control  of  the  legislative  department  of  the  Government,  and  they 
can  not  be  assumed  or  exercised  without  legislative  authority.  No  private 
person  can  establish  a  public  highway,  or  a  public  ferry,  or  a  railroad,  or 
charge  tolls  for  the  use  of  the  same,  without  authority  from  the  legislatui'e, 
direct  or  derived.  These  are  franchises.  *  *  *  x,,  persons  can  make  them- 
selves a  body  corporate  and  politic  without  legislative  authority.  Corporate 
capacit.v  is  a  franchise.     *     *     * 

"  In  view  of  this  desci-iiition  of  the  nature  of  a  franchise,  how  can  it  be 
possible  that  a  franchise  granted  by  Congress  can  be  subject  to  taxation  by  a 
State  without  the  consent  of  Congress?  Taxation  is  a  burden,  and  may  be 
laid  so  heavily  as  to  destroy  the  thing  taxed,  or  render  it  valueless.  As  Chief 
Justice  Marshall  said  in  McCulloch  ?•.  Maryland,  '  the  power  to  tax  involves  the 
))ower  to  destroy.'  Recollpcting  the  fundamental  principle  that  the  Constitu- 
tion, laws,  and  treaties  of  the  United  States  are  the  supreme  law  of  the  land,  it 
seems  to  us  almost  absurd  to  contend  that  a  power  given  to  a  person  or  corpora- 
tion by  the  United  States  may  be  subjected  to  taxation  by  a  State.  The  power 
confei-red  emanates  from,  and  is  a  portion  of,  the  power  of  the  government  that 
cr)nfers  it.  To  tax  it  is  not  only  derogatory  to  the  dignity,  but  subversive  of  the 
])owers  of  the  government  and  repugnant  to  its  paramount  sovereignty.  *  *  * 
It  may  be  added  that  these  views  are  not  in  conflict  with  the  decisions  of  this 
court  in  Thomson  r.  Pacific  Railroad  (9  Wall.,  ~u9).  and  Railroad  Company 
r.  Peni.ston  (18  Wall..  5).  As  explained  in  the  opinion  of  the  court  in  the 
latter  case,  the  tax  there  was  uiion  the  property  of  the  company  and  not  ui)on 
its  franchises  or  operations.      (127  V.  S.,  40-41.)" 

Reagan  r.  Mercantile  Trust  Company  (154  U.  S.,  413). — While  the  language 
in  this  case  is  not  wholly  clear,  it  seems  to  indicate  a  belief  that  Congress 
might  exempt  such  a  railroad  from  State  taxation.    Page  416: 

"  Similarly  we  think  it  may  be  said  that,  conceding  to  Congress  the  power 
to  remove  the  corporation  in  all  its  operations  from  the  control  of  the  State, 
there  is  in  the  act  creating  this  company  nothing  which  indicates  an  intent  on 
the  part  of  (I'ongress  to  so  remove  it.  *  *  *  It  (Congress  )must  have  known 
that,  in  the  nature  of  things,  the  control  of  that  business  would  be  exercised  by 
th<^  Slate,  and  if  it  deemed  that  the  interests  of  the  Nation  and  the  discharge 
of  the  duties  required  on  behalf  of  the  Nation  from  this  corporation  demanded 
exemption  in  all  things  from  State  control  it  would  miquestionably  have  ex- 
pressed such  intention  in  language  who.se  meaning  would  be  clear.  Its  silence 
in  this  respect  is  satisfactory  assurance  that,  in  so  far  as  this  corporation 
should  engage  in  business  wholly  within  the  State,  it  intended  that  it  -should  be 
subjected  to  the  ordinai'y  cfintrol  exercised  by  the  State  over  such  business." 
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Central  Pacific  Riiiln.ad  (Vmipany  r.  California    (1G2  U.  S.,  125)  : 

"  It  may  be  i-e^iarded  as  tirnily  settled  that  altlioujih  corporations  may  be 
agents  of  the  United  States  their  jjroperty  is  not  tlie  i)roperty  of  the  United 
States,  but  the  jjroperty  of  the  agents,  and  that  a  State  may  tax  the  property 
of  the  ajrents,  subject  to  (be  limitations  pointed  out  in  Railroad  Com[)any  f. 
Peniston.  etc. 

"O/  coiirsc,  if  Cotuncss  uliouhl  tlii)ih-  it  necessary  for  the  protection  of  the 
United  Htutcs  to  (leclarc  .s»c/(  property  exempted,  that  icould  prenent  a  different 
question." 

Van  Allen  v.  The  Assessors  (3  Wall.,  70  U.  S.,  p.  573).— The  court  in  this 
case  considered  the  act  of  June  3.  1864,  "To  provide  a  national  currency."  etc., 
which  subjected  the  shares  of  the  bank  associations  in  the  hands  of,  share- 
liolders  to  taxation  by  the  States,  under  certain  limitations.  It  also  considered 
the  act  of  March  9,  18(i5,  of  the  Lejiislature  of  New  York,  which  taxed  such 
shares  but  did  not  tax  .them  by  the  same  rule  as  the  shares  of  State  banks,  and 
held  this  statute  unwarranted  by  the  act  of  Conj^ress  and  void.  The  court  said 
(p.  591)  : 

"That  Congress  may  constitutionally  organize  or  constitute  ajiencies  for 
carrying:  into  effect  the  national  powers  .^ranted  by  the  Constitution  ;  that  these 
ajiencies  nia.v  be  or.uanized  by  the  voluntary  association  of  individuals,  sanc- 
tioned by  Conjiress;  that  Conjiress  may  give  to  such  asencies  so  orjranized  cor- 
porate unity,  permanence,  and  efficiency  ;  and  that  such  agencies  in  their  being, 
capital,  franchises,  and  operations  are  not  subject  to  the  taxing' power  of  the 
States,  have  ever  been  regarded  since  those  decisions  as  settled  doctrines  of 
this  court." 

It  will  be  perceived  in  this  case  that  Congress  laid  down  the  rule  under  which 
a  State  tax  could  be  levied  upon  the  capital  invested  in  a  national  corporation, 
and  as  the  rule  laid  down  by  Congress  was  violated  by  the  State,  the  tax  of  the 
State  was  held  to  be  invalid. 

From  the  foregoing  authorities  it  seems  abundantly  clear — 

First.  That  Congress,  under  the  power  to  regulate  interstate  commerce,  can 
create  corporations  for  the  purpose  of  engaging  in  such  commerce. 

Second.  That  a  State  can  not  tax  the  franchises  of  such  corporations,  nor  can 
it  interfere  with  the  operations  of  a  corporation  chartered  by  the  United  States 
for  such  purposes,  or  hinder,  impede,  or  burden  such  corporation  in  carrying 
out  such  purposes. 

Third.  That  while  the  State  may  tax  the  tangible  property  of  the  corpora- 
tion within  its  territorial  limits,  in  the  absence  of  any  restriction  uix)n  the 
taxing  power  of  the  State  contained  in  the  charter  of  the  corporation,  never- 
theless Congress  may  in  terms  expressly  provide  against  such  State  taxation 
by  a  declaration  that  all  the  property  of  the  corporation  necessary  for  the 
carrying  out  of  the  purposes  for  which  it  w^as  incorporated  shall  not  be  subject 
to  State  taxation,  or  it  can  prescribe  the  rule  for  State  taxation.  In  other 
words.  Congress  itself  can  declare  what  shall  be  regarded  as  the  instrumental- 
ities of  government,  can  define  such  instrumentalities  in  the  charter  itself,  and 
upon  such  instrumentalities  the  States  can  not  levy  any  tax  if  Congress  forbids. 

NATIONAL    INCORPOKATION    OF    EXISTING    RAILROADS. 

In  his  second  question  Senator  Foraker  inquires  whether  we  could  compel 
the  roads  already  in  existence  to  incorporate  under  an  act  of  Congress,  and  if 
they  were  willing  to  do  so,  could  they  get  rid  of  their  outstanding  stocks  and 
bonds?  ^ 

In  reply  I  would  say  that  I  am  uncertain  as  to  whether  we  should  take 
measures  to  compel  existing  roads  to  incorporate  under  a  national  act.  I  would 
prefer  to  so  shape  a  wise,  fair,  and  comprehensive  law,  simplifying  their  opera- 
tions and  relieving  them  of  many  existing  embarrassments,  which  tend  to  the 
injury  of  the  public  as  well  as  of  the  roads  themselves,  as  to  induce  them  to 
accept  its  provisions. 

Of  course,  we  could  not  compel  those  roads  to  accept  a  national  charter,  but 
we  could  by  law  prevent  them  from  engaging  in  interstate  commerce  unless 
they  accepted  a  national  charter.  As  three-fourths  of  the  business  of  the  roads 
is  interstate,  it  is  clear  that  self-interest  would  compel  the  roads  under  such 
conditions  to  accept  a  national  charter. 

But  I  do  not  think  any  compulsory  process  is  necessary.  The  railroads  them- 
selves must  be  desirous  of  getting  rid  of  the  present  complexity.  It  is  amazing 
how  they  have  been  able  to  develop  their  groups  or  systems  under  the  machinery 
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now  afforded  by  the  law.  We  have  the  anomaly  of  the  lesser  sovereignty 
creating  the  agency  which  is  to  do  the  greater  "sovereignty's  business  •  the 
lesser  sovereignty,  the  State,  can  create  a  corporation  for  the  purpose  of'  con- 
structing a  railroad  in  that  State.  Such  a  railroad  is  a  foreign  corporation  In 
all  other  States  and  can  operate  in  such  States  only  by  their  comity.  Thus  the 
Baltimore  and  Ohio  Railroad  is  incorporated  under  the  laws  of  Maryland.  As 
to  that  State  it  is  a  domestic  corporation,  but  as  to  the  10  or  12  other  States 
in  which  it  operates  it  is  a  foreign  corporation. 

The  Baltimore  and  Ohio  Railroad  Company  has  been  obliged  to  incorporate 
a  great  number  of  subsidiary  companies  in  other  States  of  which  it  owns  the 
stock.  All  this  tends  to  complexity,  both  as  to  the  finances,  taxation,  and 
regulation  either  by  a  State  or  National  Government.  Similar  conditions  exist 
in  the  case  of  the  Pennsylvania  Company  and  the  New  York  Central  Railroad 
Company.  The  Rock  Island  system  is  consolidated  under  a  holding  company 
organized  under  the  laws  of  New  Jersey,  in  which  there  is  not  a  single  foot 
of  Rock  Island  track.  I  take  it  for  granted  that  if  in  a  given  State  a  railroad 
is  to  be  operated  by  a  foreign  corporation  it  would  prefer  that  that  corporation 
should  be  the  creation  of  the  National  Government,  in  which  it  has  a  share 
rather  than  the  creation  of  a  foreign  State  government  in  which  it  has  no 
share. 

Undoubtedly,  had  it  been  foreseen  that  the  railroad  systems  of  the  country 
would  assume  their  present  enormous  proportions  and  that  interstate  conunerc'e 
would  be  the  dominant  factor  in  the  business  of  each  railroad,  involving  the 
practical  obliteration  of  State  lines,  so  far  as  the  railroad  business  was  con- 
cerned, national  machinery  would  have  been  established  for  the  purpose  of  creat- 
ing such  agencies  of  interstate  commerce.  But  railroading  has  been  an  evolu- 
tion. Railroads  in  the  first  instance  were  short  roads  entirely  within  the 
boundaries  of  a  single  State.  As  no  national  legislation  was  given,  they  have 
been  compelled  to  work  out  their  system  through  the  States  by  the  creation  of 
State  corporations,  \\hich  were  domestic  corporations  in  the  States  which 
created  them  and  which  were  foreign  corporations  in  all  other  States  in  which 
they  operated.  The  result  is  that  in  many  cases  the  laws  have  been  too  lax 
and  in  other  cases  too  restricted,  and  it  is  amazing  that  under  these  difficulties 
the  railroad  operators  could  have  worked  out  so  splendid  a  system.  The  evolu- 
tion of  railroads  has  been  accomplished  under  the  greatest  'difficulty.  It  is  a 
question  as  to  whether  many  of  the  practical  consolidations  now  existing  would 
stand  the  legal  test. 

All  such  embarrassments  and  uncertainties  tend  to  make  railroad  financing 
and  railroad  operation  difficult.  It  seems  to  me  we  should  frankly  recognize 
the  evolution  of  railroading  by  a  national  law,  and  that  we  should  do  every- 
thing that  is  possible  to  simplify  the  operation  of  taxation  and  the  regulation 
of  railroads,  and  this  can  only  be  done  under  a  charter  given  by  a  sovereisu 
whose  dominion  within  the  powers  conferred  by  the  Constitution,  of  which 
interstate  commerce  is  one.  rests  upon  every  foot  of  American  soil  regardless  of 
State  lines,  and  that  the  legislation  regarding  it  should  be  the  legislation  of 
the  whole  Nation,  and  not  the  complex,  varying,  and  contradictory  legislation 
of  the  various  parts. 

Senator  Foraker  also  inquires  as  to  how  the  existing  railroads,  in  case  they 
accepted  national  charters,  could  get  rid  of  their  outstanding  stocks  and  bonds. 

As  to  the  bonds,  the  answer  is  simple.  Each  railway  system,  would  organize 
a  national  corporation  under  a  national  law.  and  would  transfer  all  its  property 
to  such  corporations  subject  to  the  existing  bonded  indebtedness.  As  the  exist- 
ing bonds  m.ifurcd  they  would  be  retired  by  an  issue  of  the  bonds  of  the  new 
companv.  and  thus  in  the  end  the  bonds  of  the  new  national  corporation  would 
he  subMtuted  for  the  bonds  of  the  constituent  State  corporations.  As  to  the 
stock,  the  process  would  be  no  more  difficult  than  that  frequentlv  cone  through 
with  in  existing  consolidations  of  State  corporations.  The  stock  of  the  old 
companies  would  be  surrendered  and  the  stock  of  the  new  company  substituted. 
Of  course,  the  stock  issue  of  the  new  company  must  be  sub.iect  to  the  approval 
of  some  tribunal,  such  as  the  Interstate  Commerce  Commission,  in  order  to 
avoid  overcapitalization.  But  I  take  it  that  a  fair  method  of  valuation  of  the 
stock  of  the  existing  road  could  be  secured.  Individuailv  I  should  favor  a  very 
liberal  adjustment. 

I  should  recognize  the  market  value  of  existing  stocks,  whether  watered  or 
not.  The  watering  of  stock  in  the  past  has  had  many  causes,  among  them  the 
difficulty  of  promoting  such  enterprises  without  giving  investors  some  specula- 
tive chance.    The  railroads  have  been  obliged  to  work  out  their  own  salvation 
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unaided  bv  wise  laws,  and  while  possibly  some  of  these  exaggerated  stock  issues 

e  been  the  creation  simply  of  stock  speculaf.rs  many  of  them  have  been 

V-essha  e,    bv  financial  exigencies.     At  all  events,  the  stocks  are  ""^v  in  the 

UH  s     f  the  investing  public  and  have  largely  gone  out  of  the  hands  of  those 

V       originally  issued  them.     If  we  can  only  guard  the  stock  an.    bond  issues  of 

he  future  and  prevent  overcapitalization-all  of  which  is  provided  for  by  my 

proposition-we  can  easily  afford  to  validate  much  of  the  overcapitalization  ot 

"  TliTamount  of  stock  which  should  be  issued  in  new  national  corporations  to 
tlie  old  constituent  companies  could  he  determined  in  two  ways.  One  would  be 
1)V  irov  d  ng  a  special  charter  for  each  of  the  eight  or  ten  existing  systems 
Congress  in  that  event,  could  determine  in  each  case  by  the  sta  ute  itself  wha 
slun7ld  be  the  issue  of  the  new  corporation.  A  better  method,  however  would 
be  to  shai)e  a  general  law  and  leave  the  approval  of  the  stock  and  bond  issues 
to  some  trilninal  such  as  the  Interstate  Commerce  Commission. 


STATE   COMMERCE. 


Senator  Foraker's  third  question  is  as  to  how  we  would  deal  with  trans- 
porfation  originating  and  ending  in  a  State,  but  which  is  conducted  by  those 

"^f  do  no^t  see"  how  there  is  any  difliculty  in  this.  Surely  an  interstate  railroad 
can  engage  in  State  business  if  a  State  railroad  can  engage  in  interstate  busi- 
ness- and  if  as  is  the  rule,  the  interstate  business  is  three-fourths  of  the 
business  of  eVery  railroad  in  the  country,  it  would  seem  proper  tliat  the  rail- 
road conducting  "such  business  should  be  an  interstate  road  rather  than  a  State 
road  It  is  true  that  I  would  prefer  that  there  should  not  be  two  systems  of 
regulation  of  rates  If  we  accomplish  the  consolidation  of  these  great  systems 
of* railroads  through  a  national  charter,  we  will,  of  course,  so  regulate  tlie 
business  of  such  corporations  as  to  prevent  extortion,  preference,  and  discrimi- 
nation The  regulation  of  the  greater  will  necessarily  include  the  regulation 
of  the  less  audit  onlv  produces  complexity  when  we  have  the  legislatures,  tne 
railwav  commissions, "and  the  taxing  powers  of  forty-five  States  all  operating 
at  the  "same  time  upon  these  national  highways.  It  would  be  much  better  for 
them  and  much  better  for  the  public  if.  instead  of  being  under  the  control  of 
fortv-six  sovereigns,  namely,  forty-tive  States  and  the  Nation,  they  were  under 
but  "one  national  control.  It  will  be  easy,  however,  to  take  the  sentiment  ot 
the  States  as  represented  in  Congress  upon  this  subject.  If  they  desire  to 
reserve  the  control  and  regulation  of  State  commerce,  and  also  the  police 
powers   there  is  no  reason  why  it  should  not  be  so  provided  in  tlie  act. 

^Iv  proposition  does  not  involve  the  taking  away  from  the  State  of  the 
DOwer  of  regulating  State  commerce.  It  can  exercise  that  power  over  corpo- 
rations organized  bv  the  State  and  doing  business  in  it.  It  can  exercise  that 
power  with  reference  to  corporations  organized  under  a  national  incorporation 
act  unless  there  is  a  declaration  in  the  incorporation  act  that  the  pow-er  shal 
not  be  exercised  so  far  as  the  Government  instrumentality  is  concerned.  Such 
a  declaration  would  leave  the  power  still  existing,  but  would  simply  assert  that 
the  power  should  not  be  exercised  as  to  the  instrumentality  created  by  the 
National  Government. 

The  power  of  Congress  to  exempt  national  roads  from  State  regulation  would 
rest  uix.n  the  same  principle  as  the  power  to  exempt  them  from  State  taxation, 
viz  that  the  powder  to  regulate,  like  the  power  to  tax,  is  the  power  to  destroy. 
It  is  not  quite  so  clear,  however,  as  the  power  to  regulate  would  only  apply  to 
a  small  part  of  the  business  of  an  interstate  road,  viz.  the  commerce  beginning 
and  ending  in  a  State ;  and  the  destructive  effect  of  this  could  not  be  gi-eat. 


11  IE  FEDERAL   COUETS. 


Another  objection  urged  to  national  incorporation  is  that  all  national  railroad 
corporations  would  have  the  right  to  carry  their  cases  into  the  United  States 
court  The  an.swer  to  this  is  that  the  right  to  carry  the  case  into  the  United 
States  court  would  depend  upon  the  cause  of  action  and  not  upon  the  national 
character  of  the  corporation.  If  the  case  was  one  arising  under  the  law  or 
the  Constitution  of  the  United  States,  the  corporation  would  liave  the  right 
to  carry  such  case  into  the  Federal  courts,  whether  it  was  a  national  or  a  State 
corporation. 
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This  cmiUl  be  made  certain  by  the  statiite  itself,  as  in  the  case  of  tlie  national 
banks ;  for  under  the  law  regarding  the  incorporation  of  national  banks,  act  of 
July  12,  1SS2  (22  Stat.,  162,  sec.  4),  it  is  expressly  provided  that  the  jurisdic- 
tion for  suits  hereafter  brought  by  or  against  any  association  established  under 
any  law  providing  for  national-bank  associations,  except  suits  between  them 
and  the  United  States  or  its  officers  and  agents,  shall  be  the  same  as,  and  not 
other  than,  the  jurisdiction  for  suits  by  or  against  banks  not  organized  under 
any  law  of  the  United  States  which  do,  or  might  do,  banking  business,  when 
such  suits  may  be  begun,  and  all  laws  and  parts  of  laws  of  the  United  States 
inconsistent  with  this  provision  be,  and  rhe  same  hereby  are,  repelled. 

In  the  case  of  the  Leather  Manufacturers'  Bank  v.  Cooper  (120  U.  S.,  p.  778), 
the  court,  in  considering  the  above  section  of  the  act  of  1882,  said : 

''  This  was  evidently  intended  to  put  national  banks  on  the  same  footing  as 
the  banks  of  the  State  wliere  they  were  located  for  all  the  purposes  of  the 
jurisdiction  of  the  courts  of  the  United  States." 

But  it  will  thus  be  seen  that  under  the  national  statute  incorporating  rail- 
roads the  railroads  can  be  prevented  from  claiming  their  Federal  origin  as  a 
reason  for  invoking  the  jurisdiction  of  the  United  States  courts,  and  thus  the 
objection  to  the  inconvenience  of  compelling  all  persons  in  litigation  with 
national  railroad  companies  to  go  into  the  Federal  courts  would  be  obviated. 


Appendix  G. 

SUGGESTIONS  AS  TO  LEADING  PROVISIONS  OF  A   NATIONAL  INCORPORATION 

ACT  FOR  RAILROADS, 

FORMATION. 

Section  1.  Any  number  of  persons  not  less  than  fifteen  may,  under  this  act, 
form  a  corporation  for  the  purpose  of  constructing,  maintaining,  and  operating 
an  interstate  railroad,  or  for  the  purpose  of  acquiring  and  operating  a  railroad 
or  railroads,  already  constructed  and  engaged  in  interstate  commerce. 


capitalization. 

Sec.  3.  Such  corporation  shall  issue  only  such  amount  of  bonds  and  stock  as 
may  be  necessary  for  the  construction,  purchase,  and  equipment  of  the  railroads 
constructed  or  acquired.  No  bonds  or  stock  shall  be  issued  except  for  money 
paid  or  for  property  acquired  at  its  actual  value.  The  amount  of  such  issue  of 
stock  or  bonds  shall  in  every  case  require  the  approval  of  the  Interstate  Com- 
merce Commission,  which  shall  grant  public  hearing  regarding  the  same,  to 
which  all  parties  interested  shall  by  public  notice  given  by  the  commission  be 
invited.  The  United  States  shall  be  represented  at  such  hearing  by  the  Attorney 
General  or  one  of  his  assistants.  The  commission  shall  certify  in  writing  to  the 
incorporators  or  to  the  corporation  its  determination,  and  shall  record  the  same 
in  its  records,  and  all  bonds  and  stock  not  issued  in  compliance  with  such  deter- 
mination shall  be  void  as  against  such  corporation. 


reports. 

Sec  14.  All  corporations  formed  under  this  act  shall  make  to  the  Interstate 
Commerce  Commission  such  reports  as  are  now  by  law  required  to  be  made  to 
said  commission,  and  such  further  reports  as  the  rules  of  said  commission  shall 
from  time  to  time  require. 


taxation. 

Sec.  17.  National  corporations  duly  organized  under  this  act  are  hereby  de- 
clared to  be  military  and  post  roads,  and  instrumentalities  for  the  regulation  of 
interstate  commerce.  The  franchises,  stocks,  bonds,  fixed  evidences  of  indebt- 
edness, operations,  and  traffic,  and  the  corporation  itself,  shall  be  exempt  from 
all  taxation  by  any  State  or  Territory,  other  than  as  provided  in  this  act,  but 
the  property  of  such  corporation,  including  its  right  of  way,  track,  real  estate. 
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stiitions.  olMce  huildin.u's,  mikI  i'<niii)iii(>nt.  sliall  l)e  suliject  to  asscssnioiit  and  at 
suc-h  avera.iro  pt'icoiita^c  of  their  actual  value  as  shall  he  customary  with  refer- 
ence to  other  property  in  such  State  or  Territory.  In  lieu  of  such  tax  any  State 
or  Territory  may  imjiose  a  tax  not  exceedini;-  four  per  cent  on  such  proportion 
of  tlie  .trross  receii)ts  of  such  corporation  as  the  numher  of  miles  of  track  in  such 
State  or  Territory  bear  to  tlie  total  miles  of  track  operated  by  such  corporation. 
In  estimatinji  the  miles  of  track  each  mile  of  second  track  siiall  he  regarded  as 
equal  to  one-half  mile  of  track,  and  each  mile  of  third  or  fourth  track  or  siding 
shall  be  estimated  as  equal  to  one-third  of  each  mile  of  main  track.  For  the 
purpose  of  coni])Utation  by  each  State  the  Interstate  Commerce  Commission 
shall  certify  to  tiie  taxing  authorities  of  each  State  or  Territory  the  gross  re- 
ceipts for  the  preceding  year  of  tlie  total  mileage,  as  aforesaid,  sind  the  propor- 
tion of  such  total  mileage  operated  in  such  Stiite  or  Territory. 

STATE   POLICE   AND    STATE   RATES. 

Sec.  18.  Nothing  herein  contained  shall  be  construed  as  interfering  with  the 
police  laws  of  any  State  regarding  railroads  incorporated  under  this  act  and 
oi)erating  in  such  States,  nor  shall  anything  herein  contained  be  construed  as 
affecting  the  right  and  power  of  each  State  to  regulate  purely  State  commerce 
on  railroads  organized  under  this  act.  Rut  the  Interstate  Commerce  Commis- 
sion may  hold  conferences  from  time  to  time  with  the  regulating  power  of  any 
State  with  a  view  to  such  harmonious  adjustment  and  regulation  of  State  com- 
merce and  interstate  connnerce  as  will  protect  the  public  against  abuses  or 
extortion,  and  the  railroads  against  inadequate  returns  upon  their  investment, 
and  promote  the  ethciency  of  such  corporations  as  common  carriers. 

ACQUISITION   OF   STATE  RAILROADS. 

Sec.  19.  Such  corporation  may.  with  the  consent  of  any  State,  upon  the  ap- 
proval of  the  Interstate  Commerce  Commission,  acquire  the  railroad  of  any 
corporation  now  organized  under  the  laws  of  such  State,  and  may  issue  for  the 
purchase  thereof  such  aniomit  of  lionds  and  stock  as  may  be  authorized  by  the 
Interstate  Connnerce  Connnission  :  but  such  authorization  shall  only  l)e  made 
after  a  public  hearing,  at  which  the  Attorney  General  shall  appear,  "either  per- 
sonally or  by  one  of  his  assistants,  and  no  issue  of  bonds  or  stock  therefor  shall 
exceed  the  value  of  such  road  as  ascertained  by  said  commission. 

With  the  consent  of  the.  State  under  which  any  railroad  corporation  is  or  may 
be  organized,  merger  between  such  corporation  and  a  corporation  organized 
under  this  act  may  be  accomplished  under  this  act,  and  bonds  and  stock  may  be 
issued  by  any  corporation  organized  imder  this  act  for  such  purpose,  provided 
such  proposed  merger  is  approved  by  the  Interstate  Commerce  Commission  and 
the  bonds  and  stocks  issued  in  the  accomplishment  of  such  merger  are  also 
approved  by  such  commission. 

accident  and  insurance  find. 

Sec.  20.  It  shall  be  a  condition  of  the  grant  and  continuance  of  an.v  franchise 
to  do  business  under  this  act  that  the  corporation  holding  such  franchise  shall 
set  aside  annually  1  per  cent  of  the  gross  receipts  of  said  corporation  to  be 
held  as  a  fund  in  the  Treasury  of  the  United  States  for  the  payment  of  pensions 
to  the  employees  of  such  corporation  who  shall  have  been  disqualified  for  active 
service  either  by  in.iur.v  in  the  service  or  by  age.  The  amount  and  time  of 
I.ayments,  the  investment  of  the  fund,  the  disbursing  of  the  same,  and  the  entire 
management  thereof  shall  be  under  rules  and  regulations  to  be  made  and  from 
time  to  time  altered  by  the  Interstate  Connnerce  Commission. 

BOARD  or  conciliation. 

Sec.  21.  The  Interstate  Connnerce  Commission  is  hereby  empowered  and  di- 
rected to  act  as  a  board  of  conciliation  between  corporations  organized  under 
tins  act  and  their  employees  as  to  any  dispute  arising  between  said  corporation 
and  its  employees  in  the  matter  of  compensation,  hours  and  conditions  of  labor, 
the  protection  of  life  and  limb  of  said  employees,  and  such  power  shall  be  exer- 
cised by  such  commission  in  accordance  witli  rules  and  regulations  to  be  made 
sind  from  time  to  time  altered  by  said  commission. 
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PKNALTIES. 

Sec.  22.  Any  officer,  director,  or  asent  of  siicli  corporation  Avho  shall  be  en- 
gaged in  proniotmg  or  opposing  any  legislation  or  uovernniental  action  either 
national  or  State,  shall  from  time  to  time  make  oath  to  the  Inter.state  Com- 
merce Commis.sion  to  a  statement  of  his  expenditures  made  in  tliat  behalf  No 
corporation  organized  under  this  act  shall  make  any  expenditure  whatever  for 
/  the  purpose  of  aiding  or  defeating  any  political  partv  or  candidate  for  office 
and  for  e^•ery  such  offen.se  such  corporation  shall,  on  conviction  be  sublect  to  a 
fine  of  dollars. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  and 
knowmgly  make,  assist  in  making,  cause  or  direct  to  be  made  any  false  "state- 
ment, material  misrepresentation,  or  false  entry  in  any  book,  report  return 
account,  or  certilicate  required  by  the  act  to  be  kept,  made,  or  filed,  shall  be 

upon   conviction,    subject   to    a    tine   of   not   more   than  dollars,    or   to 

imprisonment  for  not  more  than  one  year,  or  both,  and  shall  furthermoi-e  be 
liable  in  a  civil  action  for  damages  caused  to  anv  creditor  or  .stockholder 
thereby. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  refuse 
or  neglect  to  perform  any  duty  imposed  upon  him  by  this  act  for  which"  refusal 
or  neglect  a  penalty  is  not  therein  otherwise  expressly  provided,  shall  be  sub- 
ject, upon  conviction,  to  a  fine  of  not  more  than  dollars,  or  to  imprison- 
ment for  not  more  than  one  year,  or  both. 

All  fines  under  this  act  shall  be  paid  into  the  accident  and  insurance  fund 
aforesaid. 

I)IVIDE^fDS. 

Sec.  23.  No  such  corporation  shall  pay  or  distribute  to  its  stockliolders  in  any 
form  during  any  one  year  a  dividend  or  dividends  exceeding  in  total  amount 
five  per  centum  upon  the  entire  capital  stock.  If  after  the  payment  by  such 
corporation  of  its  operating  expenses,  maintenance  improvements,  and  better- 
ments, its  taxes,  its  interest  on  lionded  or  other  indebtedness,  and  its  contribu- 
tion to  the  acciclent  and  insurance  fund,  there  shall  be  a  surplus  over  and  above 
the  amount  necessary  to  pay  such  dividend  of  five  per  centum  per  auiium  the 
surplus  shall  be  apportioned  as  follows:  One-half  thereof  shall  be  paid  into  a 
guarantee  fund  in  the  Treasury  of  the  United  States  for  future  dividends  in 
case  of  a  slackening  of  business,  such  fund  to  be  controlled  and  invested  by  the 
Interstate  Connnerce  Commission,  and  one-half  thereof  shall  be  paid  into  the 
accident  and  insurance  fund  provided  for  by  this  act. 

No  reduction  of  rates  as  to  any  given  railroad  shall  be  made  or  ordered  by  the 
Interstate  Commerce  Commission,  or  ]>y  any  other  governmental  agency,  which 
shall  make  it  reasonably  probable  that  such  five  per  centiun  dividends  can  not 
he  earned  upon  the  total  capital  stock  of  the  corporation. 

.TT"RISniCTIOX   OF   Sl'ITS    I5Y   AXI)   AGAINST   F.ATTAVAY   COjrPAXTES. 

Sec  24.  All  national  railway  companies  incorjiorated  under  the  laws  of  the 
United  States  shall,  for  the  purpose  of  all  actions  by  or  against  them,  whether 
at  law  or  in  equity,  be  deemed  citizens  of  the  States  in  Avhich  they  are  respec- 
tively operating,  and  in  such  cases  United  States  circuit  and  district  courts 
shall  not  have  .iurisdiction  other  than  such  as  they  would  have  in  case  such 
corporations  were  individual  citizens  of  such  States  respectively.  The  provi- 
sions of  this  section  shall  not  be  held  to  affect  the  .iurisdiction  of  the  courts  of 
the  United  States  in  cases  in  which  the  United  States  is  a  iiarty  or  cases  for 
winding  up  the  affairs  of  any  siich  corporation. 


Sec.  25.  The  Interstate  Commerce  Commission  may  make  rules  necessary  for 
the  complete  enforcement  of  the  provisions  of  this  act  and  from  time  to  time 
alter,  amend,  or  repeal  the  same. 

AMENDMENT  OB  APPEAL. 

Sec.  26.  This  act  shall  be  at  all  times  subject  to  amendment,  alteration,  or 
repeal  by  act  of  Congress. 
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ItEfJUI.ATION  OF  RAILROAD  RATES— NATIONAL  INOORIM  )UATI<  )X  OF 
RAII>R()A1>S— NATIONAL  OWNIOltSIIIP  OF  RAlLROAI>S. 

[Extracts   from   spppch   of  lion.    Francis  G.   Newlands,   of  Nevada,   in   the   Senate  of  the 
United  States,  Wednesday  and  Thursday,  Apr.  4  and  5,  1906.] 

The  Senato  Iiavin;;-  under  ronsideration  the  bill  (H.  R.  12987)  to  amend  an 
act  entitle<l  "An  ad  to  reuulate  comnierce,"  approved  February  4,  1887,  and  all 
acts  amendatory  thereof,  and  to  (>nlar,w  tlie  powers  of  the  Interstate  Comnierce 
C'onnnisslon — 

Mr.  Nkwiands  said: 

"  Mr.  President.  Althou.irh  I  Joined  in  reporting  the  pending  bill  from  the 
Committee  on  Interstate  Commerce,  I  do  not  regard  it  as  a  comprehensive 
measure.  I  think  that  now  is  the  time  to  secure  full  and  comprehensive  action 
upon  the  subject  of  interstate  commerce,  and  that  we  should  not  content  our- 
.selves  with  such  fragmentary  legislation  as  we  have  hitherto  enacted. 

"  I  believe  that  in  legislating  upon  the  subject  we  should,  in  the  first  place, 
create  the  great  carrying  corporations  that  operate  between  States.  We  should 
then  provide  against  overcapitalization.  We  should  provide  for  a  simple  system 
of  taxation  by  the  States  that  would  be  mathematically  certain  in  its  computa- 
tion, and  we  should  fix  a  definite  return  to  tlie  stockholders  upon  the  capital 
invested.  We  should  also  take  into  considerati<ai  the  relations  of  the  employees 
of  the  railroads  to  these  corporations.  We  should  provide  for  an  insurance 
fund  against  accidents  and  old  age,  and  we  should  also  provide  for  a  concilia- 
tion of  disputes  between  carriers  and  their  employees.  We  should  frankly 
recognize  the  economic  necessity  of  consolidation  and  combination  and  the 
monopolistic  character  of  the  business,  and  regulate  all  with  a  proper  regard 
for  the  interests  of  the  public  served  by  it,  the  property  rights  of  the  capital 
employed  in  it,  and  the  human  rights  of  the  labor  employed  by  it. 

******* 

"  Government  ownership  presents  no  difficulties,  either  constitutional  or  prac- 
tical, and  the  country  will  certainly  drift  to  it  unless  the  existing  abuses  of 
uncontrolled  monopoly,  of  overcapitalization,  of  accomplished  union  between  the 
producing  and  transportation  interests  of  the  country,  of  political  control,  and 
of  unjust  preferences  and  discriminations  are  done  away  with.  Even  assuming 
that  the  Government  management  may  not  be  economical,  the  time  may  come 
when  the  people  will  regard  equality  of  service  as  of  more  importance  than 
economy  of  service.  But  the  plan  of  national  incorporation  would  give  the 
country  the  benefits  of  Government  ownership  with  none  of  its  dangers.  It 
would  "abolish  the  evils  which  have  arisen  from  unrestricted  monopoly,  auto- 
matically Ining  about  a  reduction  in  rates.  i)u't  the  railroads  out  of  politics, 
and  retsiin  the  managemen.t  of  the  able  men  whose  genius  created  our  present 
efficient  svstem  of  transportation.  No  complaint  can  be  made  as  to  this  effi- 
ciencv  :  no  complaint  can  be  made  as  to  consolidation  properly  controlled,  in  its 
capitalization.  No  attempt  should  be  made  to  raid  the  property  of  railroad 
investors.  No  attempt  should  be  made  to  destroy  or  impair  the  existing  values 
of  their  securities.  Unity  of  control,  simplicity  of  organization,  certainty  in 
valuation  of  railroad  property  and  in  return  upon  such  valuation  to  the  stock- 
holders, certainty  in  taxts.  fair  recognition  of  the  dangerous  character  of  the 
service  of  the  eiiiplovees,  proper  provision  for  insurance  against  accidents  and 
old  a^'-e  concilitition'of  disputes  l>etween  the  carriers  and  their  employees,  are 
part><  of  the  full  and  comprehensive  legislation  which  this  subject  requires  and 
which  would  differentiate  our  legislation  from  the  incomplete  and  fragmentary 
legislation  in  which  Congress  has  thus  far  indulged  regarding  interstate 
transportation. 

r  attention  is  called  to  the  queries  and  comments  of  Senators  Spooner,  Bacon,  Heyburn, 
Galiinger,  and  Teller  during  the  delivery  of  the  foregoing  speech.] 


COMMON  SENSE  OF  THE  RAILROAD  QUESTION. 

IBv  Francis  G    Newlands,  United  States  Senato.-  from  Nevada,   April,   1905.— Reprinted 
^^'  ■  from  the  North  American  Review.] 

From  the  days  of  the  fathers  the  Nation  has  dealt  ^^V^^V^he  problems  of 
self-government,  one  after  another,  as  they  have  arisen.  It  has  f^en  yev^ed 
theni  first,  with  apprehension,  then  grapiiled  with  them,  solved  them,  and 
passed  on. 
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v<'^,l\%Tt'!T.  ""^  "'"^  '"''"■  i'  ^"0"«l^«lJ'  in  instriimentalitie.s  and  c.mniodities 
t^H  «  H?o  '-""V''"  S*"'"^''"*  '^"'^  l>rosperity.  Of  these,  the  first  to  be  leaU 
^an!Vthi":S^.^^   transportation.     There   are   three  .enera.    views    i,l 

tioT/''^  TiT!-^  finaneiei-s  and  raih-oad  operators  are  opposed  to  any  public  regula- 
tion Ihej  believe  the  problems  should  be  left  to  the  praotica  and  experi- 
TEenlT"  '      '  """^^'^  "'"^  transportation  system  to  its  pres^l^  s^'Jf 

The  President  and  a  very  lar-e  majority  of  the  H.nise  of  Representatives 
believe  that  the  Interstate  Commer.-e  Commission  should  be  emp.nvered  to 
revise  rates  upon  complaint,  subject  to  review  by  a  court  of  transp.'rtation  \ 
bill  has  recently  passed  the  House  to  this  effect 

.    '^'^^^'^  ^'^  "^^rl  ^''^^^■'  ^^'l^f-l'  «'  ems  to  be  growin-  rapidiv  in  p,.pular  esteem 
in  favor  of  outright  Government  ownership.  i    i  u  <u   i,  leem, 

I  can  not  agree  with  the  railroad  operators  that  nothing  should  be  done  The 
power  to  fix  rates  of  transportation  is  the  power  to  affect  the  cost  of  every- 
thing which  enters  into  common  C(msumption,  and.  thus,  in  great  measure  to 
regulate  the  standard  of  living  of  our  people.  Such  tremendous  power  can  not 
safely  be  left,  without  restraint,  in  private  hands. 

As  to  the  measure  which  passed  the  House  by  the  overwhelming  vote  of  S'^G 
to  17,  I  fear  it  will  be  disappointing  in  its  results.  It  does  not  present  a  scien- 
tihc  solution  of  the  problem.  It  leaves  the  power  of  taxation  with  4^^  States 
and  thousands  of  local  political  subdivisions,  so  that  there  can  be  nothing-  in 
the  way  of  uniformity  or  permanency  in  this  item.  It  makes  no  provision" for 
the  valuation  of  the  property,  nor  does  it  make  anv  attempt  to  indicate  what 
would  constitute  a  reasonable  rate  of  interest  on  the  investment.  It  does  not 
touch  the  evil  of  overcapitalization,  nor  d(tes  it  propose  anvthing  which  would 
iibate  the  alarming  evil  of  political  control  which  has  come  as  an  unavoidable 
incident  in  the  growth  of  corporate  power. 

While  the  sentiment  favoring  Government  ownership  is  increasing  it  is  plain 
that  the  country  is  not  ready  for  such  ownership  at  this  time  The  in(»st 
serious  objection  to  it  is  that  it  would  interject  1.300,000  emplovees  into  the 
political  patronage  and  render  it  difficult  to  drive  from  ix)wer  the  party  con- 
trolling this  vast  influence,  however  desirable  a  change  of  administration 
might  be. 

On  .January  4  I  introduced  a  joint  resolution  in  the  Senate  (S.  lies.  86.  .")9th 
Cong.,  3d  sess.)  providing  for  the  appointment  of  a  special  commission  to  con- 
sist of  four  experts  on  transportation  and  transportation  law,  five  Senators 
iind  five  Representatives,  instructed  to  frame  and  report  to  Congress  a  national 
incorporation  act  prepared  upon  certain  principles.  This  resolutioii  was  re- 
ferred to  the  Interstate  Commerce  Committee,  which  has  called  upon  the 
Interstate  Commerce  Commission  and  the  Bureau  of  Corptirations  to  make 
report,  as  to  the  plan  outlined,  with  such  suggestions  as  mav  be  deemed 
advisable. 

The  object  of  my  resolution  is  to  unify  and  simplify  the  railroad  administra- 
tion of  the  country;  to  recognize  the  evolution  in 'railroading,  under  which 
the  operation  and  management  of  almost  the  entire  railroad  mileage  has  come 
under  the  control  of  about  six  well-known  groups  or  systems;  to  place  such 
jystems  under  national  incorporation  and  control :  to  make  the  taxes  of  the 
railroads  fixed  and  certain  ;  and  to  provide  for  fixed  dividends,  so  that  here" 
:after  any  increase  of  business  will  tend  mathematically  either  to  a  betterment 
of  the  roads,  to  an  increase  in  wages,  or  to  a  diminution  in  rates.  These  pur- 
poses I  would  accomplish  by  the  following  methods: 

1.  The  requirement  that  all  railroads  engaging  in  interstate  commerce  shall 
incorporate  under  a  national  law  in  accordance  with  certain  conditions  not  only 
permitting  but  favoring  the  consolidation  of  railroads. 

2.  The  valuation  of  all  such  railroads  by  the  Interstate  Commerce  Commis- 
sion, and  a  capitalization  not  exceeding  such  valuation. 


3.  The  revision  by  the  Interstate  Commerce  Commission  of  all  rates  so 
applied  as  to  yield  an  annual  return  of  not  less  than  4  per  cent  on  such 
valuation. 

4.  The  exemption  of  railroad  property,  including  stocks  and  bonds,  from  all 
taxes  except  a  tax  on  gross  receipts,  such  tax  to  begin  at  3  per  cent  and  increase 
at  the  rate  of  one-fifth  of  1  per  cent  each  year  until  if  reaches  the  maximum  of 
5  i>er  cent.  This  tax  to  be  collected  by  the  (Government,  then  distributed  among 
the  States  and  Territories  on  some  equitable  basis. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.  149 

5.  The  creation  of  a  pension  fund  for  employees  disquulified,  either  hy  injury 
or  by  age,  from  active  service  by  setting  aside  in  tlie  Treasury  a  percentage  of 
the  gross  receipts  of  the  railroads. 

G.  Tiie  arbitration  of  all  disputes  between  such  railroad  corporations  and 
tlieir  employees  as  to  compensation,  hours  of  labor,  and  protection  to  life  and 

In  the  United  States  there  are  200.001)  miles  of  railroad,  owned  by  about 
2,000  corporations  and  controlled  by  about  000  operating  companies.  But  tliese 
operating  companies  have  gradually  come  under  the  management  of  G  groups 
of  ownership,  each  group  <l(Mninated  by  a  single  individual  or  by  a  few  indi- 
viduals. These  groups  are  popularly  known  as  "  the  Morgan,"  "  the  Gould- 
irockefeller,"  the  "  Harriman,"  "  the  ^'anderbilt,"  "  the  Pennsylvania,"  and 
•'  the  Moore  "  groups. 

With  two  or  three  exceptions  these  2,000  corporations  are  organized  under 
State  laws,  though  under  the  existing  groups  and  systems  they  are  operated 
regardless  of  State  lines,  three-fourths  of  the  transportation  business  of  the 
country  being  interstate.  Corporations  organized  in  one  State  can  operate  in 
other  States  only  by  the  comity  of  the  latter.  The  general  policy  of  both  tlie 
State  and  National  Governments  has  been  against  pooling  or  consolidation  of 
any  kind,  on  the  theory  that  competition  is  desirable  as  a  means  of  preventing 
excessive  rates  and  securing  imi>roved  service.  Nevertheless,  practical  consoli- 
dation has  been  effected  and  competition  largely  eliminated  through  various 
niethotls  of  leasing,  trackage  arrangements,  holding  companies,  and  community 
of  interest.  As  a  rule  these  methods  have  not  been  tested  in  the  courts,  but 
in  the  case  t)f  the  Northern  Securities  Co.  the  method  was  tested  and  adjudged 

invalid.  ^  ^  -, 

The  fact  is  that  the  railroad,  whether  in  the  hands  of  the  Government  or  of  a 
private  corporation,  is  a  natural  monopoly.  The  steady  trend  of  consolidation 
is  the  outcome  of  economic  forces  which  can  not  be  controlled  or  appreciably 
impeded  by  legislation.  The  present  system  is  complicated  and  expensive,  in- 
volving the  maintenance  of  many  unnecessary  corporations,  the  bond  and  stock 
issnes'of  which  constitute  a  mass  of  perplexity  confusing  alike  to  the  investor, 
to  the  tax  assessor,  and  to  the  rate-regulating  commission. 

It  is  clear  that  there  should  be  unity  of  ownership,  recognized  by  the  law,  of 
such  railroads  as  are  now  linked  together  in  interstate  commerce  regardless  of 
State  lines  As  State  legislation  can  not  accomplish  this  the  railroad  corpora- 
tion should  be  national— the  creation  of  the  Government,  whose  jurisiliction  is 
as  broad  as  interstate  commerce  itself  and  whose  sovereignty  rests  on  every 
foot  of  American  soil.  The  power  to  create  such  corporations  can  not  be  ques- 
tioned It  was  exercised  in  the  case  of  the  Union  Pacific  and  Northern  Pacific 
Cos  The  constitutional  powers  of  the  Federal  Government  relating  to  post 
roads,  military  defense,  and  the  regulation  of  interstate  commerce  involve  the 
creation  of  all  the  instrumentalities  necessary  to  carry  out  such  powers. 

I  would  require  all  railroads  engaged  in  interstate  commerce  to  incorporate 
under  a  national  law,  and  thus  remove  every  barrier  in  the  way  of  complete 
consolidation.  I  would  provide  that  the  amount  of  stocks  and  bonds  issued  for 
such  consolidation  should  be  approved  by  the  Interstate  Commerce  Commission, 
and  that  they  should  not  exceed  the  actual  value  of  the  railroads  consolidated, 
such  value  to  be  determined  by  the  commission.  I  would  provide  that  the  com- 
mission should  approve  the  amount  of  bonds  and  stocks  to  be  issued  for  the  pur- 
chase of  connecting  or  intersecting  lines,  for  the  betterment  of  existing  roads, 
and  the  construction  of  new  ones ;  and  I  would  make  a  rigid  requirement  to  the 
effect  that  these  securities  should  not  exceed  the  value  of  the  property  acquired 
or  the  actual  cost  of  the  work  conslructed.  The  method  would  effectually 
prevent  future  overcapitalization.  „       ^. 

Neither  of  our  political  parties  should  object  to  this  plan  of  national  incorpo- 
ration on  the  ground  that  it  favors  centralization  of  power.  The  Republican 
Partv  strongly  nationalist  as  it  is,  could  not;  while  the  Democratic  Party 
should  not  It  is  quite  as  Democratic  to  insist  upon  the  full  exercise  of  powers 
plainly  given  to  the  National  Government  as  it  is  to  insist  upon  the  reserved 
right  "of  the  States.  .  ^       ^  ,      4.-  „ 

I  think  there  would  be  no  serious  difficulty  in  arriving  at  a  true  valuation 
of  railroad  propertv.  The  basis  should  be  the  market  value  of  their  securities, 
though  other  facto'rs  mav  be  taken  into  consideration.  We  can  afford  to  be 
liberal  with  the  present  investors  if  we  can  secure  for  all  time  a  valuation 
based  on  present  conditions  and  prevent  the  enormous  valuation  of  the  future 
which  increased  business  and  profit  will  give.    Nor  should  there  be  much  ditti- 
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culty  in  determining  the  rate  of  interest  t(i  lie  iillowefl  on  this  valuation.  In 
my  resolution  I  suggest  "  not  less  than  4  per  cent,"  leaving  the  maximum  to 
the  determination  of  the  commission.  But  if  we  are  to  have  an  absolutely 
scientific  adjustment  of  the  matter,  the  dividends  should  be  definitely  fixed  on 
a  permanent  basis,  so  as  to  yield  an  honest  return  upon  an  honest  investment. 
The  advantage  of  my  plan  is  also  apparent  in  the  matter  of  taxes.  Railroads 
are  now  taxed  under  45  different  systems  embraced  in  the  laws  of  as  many 
States.  In  some  they  are  taxed  upon  gross  receipts ;  in  others  upon  a  valuation 
of  track,  and  real  and  personal  property ;  in  others  franciiises  are  included ; 
and  in  some  States  a  rapid  movement  is  being  made  toward  assessing  them 
upon  the  market  value  of  the  stocks  and  bonds  issued,  the  contention  being 
that  taxes  should  be  imposed  upon  the  same  value  as  that  on  which  rates  are 
collected.  The  laws  of  many  States  also  permit  taxation  of  bonds  and  stock  in 
the  hands  of  holders — a  form  of  double  taxation.  There  is  no  uniformity, 
no  permanency.  Thousands  of  local  officials  are  engaged  in  making  the  valua- 
tion and  fixing  the  tax  rates.  Since  the  amount  of  taxes  paid  is  one  of  the 
vital  factors  in  determining  the  net  earnings  of  the  property,  there  can  be  no 
scientific  basis  for  fixing  dividends  while  this  crude  and  chaotic  system  prevails. 

I  would  exempt  all  railroad  property,  including  bonds  and  stocks,  from  all 
taxation  except  a  tax  on  gross  receipts,  to  be  collected  by  the  national  authori- 
ties and  distributed  among  the  States  in  proportion  to  mileage  or  volume  of 
business.  Under  this  method  stockholders  and  bondholders  would  be  relieved 
of  that  double  taxation  of  which  they  .iustly  complain,  and  we  would  secure 
absolute  uniformity  in  railroad  taxation  throughout  the  land.  The  total  taxes  of 
all  the  roads  during  the  past  year  amounted  to  about  $58,000,000,  equal  to  about 
3  per  cent  upon  the  gross  receipts.  I  would  take  this  as  a  starting  point,  but 
provide  that  taxes  should  be  gradually  increased,  at  the  rate  of  one-fifth  of  1 
per  cent  per  annum,  until  they  reached  a  maximum  of  5  per  cent  on  gross  re- 
ceipts. With  the  present  earnings,  this  ^\■ould  yield  about  $80,000,000  per 
annum,  but  earnings  are  rapidly  increasing.  The  States  should  not  complain 
of  this  arrangement,  since  they  would  receive  from  the  first  all  of  the  revenue 
they  now  enjoy  from  this  source,  and  without  the  expense  of  collecting  it. 
Ultimately  they  would  receive  much  more  than  their  present  revenue. 

The  question  will  natm-ally  arise.  Has  Congress  the  constitutional  power  to 
exempt  national  railroads  from  taxation  by  th;^  States?  I  think  it  has.  Under 
a  national  incorporation  act  the  railroads  woiild  be  the  instrumentalities  of 
the  National  Government  for  the  purpose  of  caiTying  out  its  constitutional 
function  of  regulating  interstate  commerce.  As  such  instrumentalities,  the  act 
should  exempt  them  from  all  State  and  local  taxation,  because  "  the  power  to 
tax  is  the  power  to  destroy,"  and  the  Nation  can  not  permit  the  destruction  or 
impairment  of  its  chosen  instrumentalities. 

The  same  argument  applies  to  the  rate-making  feature  of  my  plan.  It  would 
be  desirable  to  exempt  such  national  railroads  from  State  regulation  as  to 
local  rates.  It  is  confusing  to  have  the  national  conmiission  and  45  different 
State  commissions  at  the  same  time  act  in  judgment  upon  the  same  subject. 
And  just  as  there  should  be  but  one  taxing  power,  so  also  shoidd  there  be  bvit 
one  rate-regulating  power — this  in  the  interest  of  simplicity,  convenience,  and 
certainty.  It  might  be  possible  for  a  national  incorporation  act  to  exempt 
national  railroads  from  State  regidation  of  local  rates,  upon  the  assumption 
that  the  power  to  fix  rates,  like  the  power  to  tax,  involves  the  power  to 
destroy.  But  if  it  should  not  be  thought  advisable  to  attempt  this,  doubtless 
some  method  of  amicable  cooperation  between  the  Interstate  Connnerce  Com- 
mission and  the  State  commissions  could  be  effected  which  would  materially 
increase  the  certainty  of  the  calculations. 

There  is  another  advantage  which  would  surely  arise  from  the  adoption  of 
this  policy,  and  which  is  of  consequence  equal  to,  if  not  greater  than,  the  ad- 
vantages which  would  follow  fixed  taxes  and  dividends  and  permanent  peace 
for  the  railroad  industry.  This  is  the  fact  that  the  railroad  would  go  out  of 
politics.  The  railroad  is  in  politics  to-day  because  its  vast  property,  amounting 
to  more  than  ten  billions,  is  between  the  iipper  and  the  nether  millstone — the 
upper  millstone  of  the  rate-regulating  power,  and  the  nether  millstone  of  the 
taxing  power.  Between  the  two,  save  for  the  protection  of  the  courts,  these 
properties  can  be  ground  to  destruction.  The  uncertainty  and  insecurity  of 
their  situation  compels  the  railroads  to  go  into  politics.  Hence  they  take  part 
in  the  election  of  every  official  whose  duty  is  likely  to  trench  in  any  <legree 
upon  the  taxing  and  rate-regulating  power.  Doing  everything  systematically, 
their  participation  in  politics  means  the  organization  of  a  machine  in  every 
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State  of  the  Union;  and  since  they  pnrsue  tlu>  lines  of  least  I'esistance,  this 
often  means  alliance  with  the  corrupt  element  of  every  coniinunity.  It  is 
expensive  for  the  railroads  and,  worse  than  that,  it  is  a  grave  menace  to  the 
institutions  of  the  K(^puhlic. 

I  suhmit  that  thi>se  jtlans  may  reasonahly  be  characterized  as  the  common 
sense  of  the  railroad  (|uestion.  Railroad  monopoly  has  come  in  the  course  of 
natural  evolution.  AVe  have  learned  that  monopoly  is  inherent  in  our  modern 
method  of  transi)ortation.  Let  it  he  no  lonj^er  outlawed,  Iiut  frankly  recognized, 
welcomed,  and  made  legal.  The  way  to  do  this  is  by  means  of  national  incor- 
poration. 

Vast  capital  is  required  to  create  and  maintain  transportation  facilities  ade- 
quate to  the  needs  of  our  growing  country.  This  capital  is  .justly  entitled  to 
its  fair  reward,  yet  can  not  be  permitted  to  fix  its  own  protits ;  for  it  is  not 
in  human  nature,  and  certainly  not  in  the  nature  of  corporations,  to  consider 
protits  from  an  unseltish  standpoint.  Not  only  is  this  true,  but  the  railroad  is 
so  intimately  related  to  every  other  industry,  and  to  the  daily  life  of  all  our 
people,  as  to  make  it  desirable  that  the  best  service  should  be  rendered  at  the 
lowest  cost.  Indeed,  every  saving  that  can  be  effected  in  this  regard  tends  to 
raise  the  standard  of  living  of  the  masses.  How  shall  we  realize  the  best 
service  at  the  lowest  cost?  Clearly,  by  giving  the  railroad  investment  the 
largest  measure  of  security  and  the  greatest  certainty  of  earning  power. 
Consolidation  under  national  incorporation  is  the  sure  road  to  this  result.  It 
means  increased  efficiency,  greater  economy,  cessation  of  wasteful  competition 
and  of  demoralizing  strife  between  the  railroads  and  the  people.  It  means, 
too,  fixed  dividends  upon  an  agreed  valuation. 

There  is  a  feature  of  all  railroad  regulation  which  seems  to  have  escaped 
the  attention  of  these  who  have  framed  bills  on  the  subject.  Rate  regulation 
means,  unquestionably,  the  limitation  of  dividends  upon  the  investment.  This 
is,  in  a  sense,  an  invasion  of  property  rights,  and  demands  the  concession  of 
compensating  advantages.  When  the  public  limits  the  dividends  upon  a  given 
investment,  the  public  ought  to  secure  them.  This  is  what  will  happen  under 
the  proposed  plan.  Virtually,  the  nation  would  guarantee  a  certain  low  rate 
of  interest  upon  the  investment. 

Under  this  plan,  the  vast  increase  of  transportation  business  in  the  future 
will  tend  to  the  reduction  of  rates  and  the  advantage  of  the  people.  The  appre- 
ciation of  values  which  has  occurred  up  to  the  time  this  act  goes  into  effect 
rightfully  belongs  to  the  owners  of  railroad  property.  They  invested  in  a  specu' 
lative  undertaking,  took  their  chances,  and  created  a  property  valuable  to 
themselves  and  indispensable  to  the  public.  But  now  we  propose  to  eliminate 
the  speculative  element,  and  to  create  conditions  which  will  make  railroad 
securities  almost  as  good  as  Government  bonds.  In  return  for  this  great  advan- 
tage, we  ask  that  capital  shall  be  content  with  a  reasonable  dividend  upon 
present  valuation.  The  increase  in  business  which  will  inevitably  arise  in  the 
future  with  the  growth  of  the  country  will  then  inure  to  the  benefit  of  the 
people  in  three  forms.  First,  they  will  get  it  in  the  form  of  l)etterments,  exten- 
sions, and  constantly  improving  service.  They  will  get  it  in  the  form  of  better 
conditions  of  employment — higher  wages  and  shorter  hours  for  the  1,300.000  men 
actually  engaged  in  the  railroad  industry,  and  a  pension  fund  to  secure  them 
in  sickness  or  old  age.  Finally,  this  increase  will  be  transmuted  into  public 
benefits,  in  the  form  of  constantly  lowering  rates  of  freight  and  passenger 
traffic. 

The  evils  of  overcapitalization,  of  stock  speculation,  and  of  corporate  control 
of  political  affairs  are  not  touched  by  the  measure  passed  by  the  House  of 
Representatives.  Under  my  plan,  the  first  would  be  completely  done  away  with, 
the  second  would  be  greatly  modified,  and  the  third  would  be  eliminated  in  so 
far  as  it  arises  from  the  regulation  of  taxes  and  rates. 

While  this  joint  resolution  does  not  intend  to  be  a  perfected  piece  of  legisla- 
tion, I  believe  it  contains  the  germ  of  a  railroad  policy  which  will  do  equal 
and  exact  justice  to  all  parties  concerned.  To  capital,  it  will  give  security  and 
assureil  dividends ;  to  labor,  it  will  give  an  impartial  tribunal  for  the  arbitration 
of  disputes  as  to  wages,  hours,  and  safety  appliances;  to  the  public,  the  lowest 
rates  consistent  with  the  investment  and  that  high  degree  of  efficiency  which  is 
born  of  modern  methods.  And  to  the  capital  invested,  labor  employed,  and  the 
public  served,  it  will,  through  the  action  of  an  impartial  tribunal  of  high 
character  and  dignity,  charged  with  the  duty  of  settling  all  disputes,  bring 
peace  and  immunity  from  constant  agitation,  and  put  an  end  to  the  continuous 
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warfare  which  has  heretofore  existed  between  the  railroad  and  its  employees 
and  the  railroad  and  the  public. 

It  is  plain  enough  that  the  people  are  restive  under  existing  conditions  Thev 
are  alarmed  by  the  evidence  that  railroad  rates  are  likelv  to  fall  under  the 
absolute  control  of  a  few  men,  and  that  individuals  will  be  subject  to  the 
absolute  sway  of  these  few  men  in  matters  vitally  affecting  their  interests 
The  railroads  are  public  highways.  The  service  is  a  pul)lic  service  and  the 
conviction  is  gradually  growing  in  favor  of  Government  ownership. 

Unless  the  railroad  system  is  unified  and  simplified,  the  complexity  of  the 
situation  will  drive  the  country  to  Government  ownership  as  a  solution  of  the 
!l'5^^"^^^'-  ^l'"^  argument  in  favor  of  it  is  simple.  It  is  urged  that  the  Post 
Oftice  Department  is  already  engaged  in  transportation  which  is  conducted  to 
the  entire  satisfaction  of  the  people ;  that  its  work  now  involves  expenditures 
equal  to  about  one-seventh  of  the  operating  expenses  of  all  the  railroads-  that 
an  enlargement  of  its  operations  could  be  secured  bv  organizing  a  division  of 
transportation  in  this  department ;  putting  at  its  head  a  capable  man,  trained 
and  experienced  in  railroading;  authorizing  suit  for  condemnation  against  all 
railroads,  the  Government  entering  into  immediate  possession  and  retaining- 
the  present  force  of  employees  and  officials,  eliminating  such  of  the  latter  as 
may  be  unnecessary  under  unified  conditions ;  the  condemnation  to  cover  simplv 
the  interest  of  the  stockholders,  the  market  value  of  which  is  now  "^about 
$4,000,000,000,  leaving  existing  bonds  aggregating  about  .$6,000,0(X)  000  as  a 
lien  upon  the  property,  to  be  retired  as  they  mature  with  Government  bonds  at 
2*  per  cent,  the  stock  to  be  paid  for  by  a  present  issue  of  Government  bonds  at 
the  same  rate. 

The  railroads  are  now  capitalized  at  about  $12,000,000,000,  one-half  in  bonds 
and  one-half  in  stocks.  The  market  value  of  the  total  issue  is  now  about 
$10,000,000,000.  The  gross  revenue  of  all  the  railroads  for  the  past  year  was 
about  $1,950,000,000,  an  increase  over  the  preceding  year  of  about  $175  000  000 
The  operating  expenses  now  aggregate  about  $1,2G0,000,(KJ0,  leaving  about 
$690,000,000  as  the  net  income.  It  is  urged  that,  under  Government  ownership, 
the  Government  would  have  to  pay  out  of  this  net  income  the  present  interest 
on  existing  bonds,  amounting  to  about  $270,000,000,  and  2*  per  cent  on  the 
$4,000,000,000  of  the  Government  bonds,  issued  in  lieu  of  existing  stock  about 
$100,000,000,  or  $370,000,000  in  all,  leaving  $320,000,000  for  betterments,  exten- 
sions, and  a  sinking  fund  for  the  redemption  of  the  bonds.  This  latter  sum 
can  be  increased  by  the  gradual  reduction  of  the  interest  on  the  railroad  bonds 
from  an  average  of  44  per  cent  to  2i  per  cent,  a  saving  of  $120,000,000  an- 
nually. It  is  contended  that  a  sinking  fund  could  thus  be  provided  which 
would  extinguish  the  entire  debt  in  less  than  50  years  and  leave  the  operating 
expense  alone  as  a  charge  upon  the  commerce  of  the  country. 

Such  is  the  attractive  side  of  Government  ownership;"  but  it  ignore;*,  of 
course,  the  possible  evils  of  bureaucracy,  unbusinesslike  methods,  political 
patronage,  etc. 

The  plan  of  Government  ownership  has  the  attractiveness  of  simplicity  and 
directness.  National  ownership  can,  in  my  judgment,  be  met  successfully  only 
by  a  policy  of  national  incorporation  and  control,  which  has  the  advantage  of 
almost  equal  simplicity  and  directness.  I  believe  the  policy  I  am  advocating 
would  give  the  country  nearly  all  the  benefits  of  Government  ownership,  with 
none  of  its  dangers.  It  would  abolish  the  evils  arising  from  unrestricted 
monopoly,  prevent  the  entrance  of  over  a  million  men  into  the  political  patron- 
age, eliminate  the  present  corporate  interference  with  and  control  of  our 
politics  and  retain  in  the  transportation  service  the  initiative,  the  enterprise, 
and  the  administrative  capacity  of  the  brilliant  men  whose  genius  created  our 
present  magnificent  system  of  transportation  out  of  the  crude  conditions  which 
prevailed  a  generation  ago. 

SOLVING  THE  RAILROAD  QUESTION. 

[By  Francis  G.  Newlands,  United  States  Senator  from  Nevada. — From  The  IndeDendent. 

Mar.   14,  1907.] 

The  question  of  governmental  control  of  railroads  was  not  fully  and  finally 
settled  in  last  year's  legislation  on  the  subject.  Very  few  expected  that  is  would 
prove  to  be  satisfactorily  adjusted  in  all  respects.  It  was  an  effort  to  cope  with 
many   disturbing  features  and  some  conditions  were  improved ;  but  there  is 
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abumlant  evidence  that  until  the  system  is  simplified  and  unified  there  will 
continue  to  be  the  cry  that  the  cunii)lexity  of  the  situation  demands  Govern- 
ment ownersiiii)  as  the  solution  of  the  problem. 

The  arguments  in  favor  of  Government  ownership  are  attractive  and  ap- 
parently convincing,'.  They  tell  us  that  outside  the  United  States  three-fifths  of 
the  tracka^'e  is  in  national  ownership,  and  ask  "Why  should  not  America  also 
own  her  own  railways V"  They  say :  "  If  the  universal  tendency  is  to  ownership 
by  nations,  why  should  not  we  follow  their  ex;impleV  If  the  Nation  can  build 
the  most  ,ui^'!intic  work  of  modern  times — the  I'amima  Canal — and  if  it  can  own 
and  operate  a  railroad  from  ocean  to  ocean  in  I'aiuima,  why  can  it  not  build  and 
own  and  operate  railroads  in  the  United  States?  If  Ghica^'o  can  contemplate 
the  ownership  of  interurban  railroads,  costing  hundreds  of  nullions,  can  not  the 
Nation  take  a  hand  in  the  ownership  of  interstate  railroads  costing  billions?" 

Such,  in  brief,  is  the  argument  for  the  Government  ownership  of  the  railroads. 
The  method  of  accomp'ishment  is  not  ditlicult.  It  would  be  easy  to  authorize 
the  Interstate  Connnerce  Conunission  to  institute  suit  to  condemn  the  shares 
of  stock  in  all  railroads  in  the  country  engaged  in  interstate  commerce,  leaving 
the  bonds  outstanding  as  a  lieu  upon  the  property.  The  interests  of  the  stock- 
holders would  thus  be  purchased  by  the  Na^tion.  The  Interstate  Commerce  Com- 
mission would  step  into  the  position  of  directors  of  the  various  companies, 
working  out  a  method  of  national  adnnnistration.  The  present  bond  issue 
amounts  to  about  $U,UOO,(K)0,0()0,  for  which  Government  bonds  could  gradually 
be  substituted  at  a  saving  of  interest  of  about  $100,000,000  annually.  The 
capital  stock,  which  also  aggregates  about  .$6,000,0tM).00O.  with  a  market  value 
a  little  less,  could  be  condenmed  at  its  market  value  and  paid  for  in  United 

The  present  annual  revenue  of  the  railroads  is  over  .$2,000,000,000,  which 
would  amplv  insure  payment  of  all  the  fixed  charges  and  interest  on  the  bonds, 
produce  a  surplus  which  would  make  provision  for  betterments  and  extensions, 
and  also  provide  a  sinking  fund,  which  would  extinguish  the  entire  debt  in 
50  years  There  can  be  no  doubt  about  the  legality  of  the  procedure.  A  simdar 
bill  unanimously  passed  the  Senate  authorizing  the  condemnation  of  the  stock 
of  the  Panama  Railroad.  So  far  as  the  method  is  concerned.  Government  owner- 
ship presents  no  difliculties.  either  constitutional  or  practical— except  possibly 
the  difficulty  of  securing  honest  and  efficient  administration— and  the  country 
will  certaiidy  drift  toward  it  unless  existing  evils  are  effectually  abolished. 
Even  assuming  that  Government  management  may  not  be  as  economical,  the 
time  may  vet  come  when  the  people  will  regard  equaUty  of  service  as  of  greater 
importance  than  economy  of  service.  But  while  the  sentiment  in  favor  of  Gov- 
ernment ownership  is  increasing,  it  is  perfectly  plain,  for  other  reasons,  that  the 
country  is  not  as  vet,  prepared  for  such  o\\nership.  Among  these  reasons  a  most 
serious  objection  is  that  it  would  interject  1,300,000  employees  into  Government 
patronage  and  render  it  difficult  to  drive  from  power  the  party  controlling  this 
vast  influence,  however  desirable  a  change  of  administration  might  be. 

I  believe  there  is  a  better  poMcy— a  rational  middle  ground,  solving  the  rail- 
road question,  giving  the  country  all  of  the  benefits  of  Government  ownership 
with  none  of  its  dangers;  abolishing  the  evils  which  have  arisen  from  unre- 
stricted monopolv;  automatically  bringing  about  a  reduction  in  rates;  putting 
the  railroads  out  of  politics,  preventing  political  patronage  for  employees,  and 
retaining  the  management  of  the  ab^e  men  whose  genius  created  our  present 
efficient  system  of  transportation  out  of  the  crude  conditions  which  prevailed 
half  a  century  ago.  ,  .  ,  „      ^,  , 

The  history  of  the  roads,  which  they  have  been  working  out  ^ oi"  th«^™sely^^, 
su<-"ests  it  In  1S30  there  were  23  miles  of  railroad  in  America ;  in  1905,  213,000 
miles  This  mileage  is  owned  by  over  2,000  railroad  corporations  created  by 
State  laws  As  the  result  of  consolidation,  combination,  and  recombination  the 
operation  of  these  2,000  railroads  has  been  mainly  unified  under  the  control  of 
less  than  10  systems,  each  organized  under  the  laws  of  a  single  State,  gen- 
erallv  bearing  the  name  of  a  single  man,  who  is  regarded  as  the  dominant 
factor  in  its  administration.  For  the  machinery  of  combination  the  con- 
trollers naturally  resort  to  the  States  whose  laws  are  most  lax  m  proper  re- 
strictions as  to  overcapitalization  and  other  evils.  _ 

A  railroad  whether  in  the  hands  of  the  Government  or  of  a  private  corpora- 
tion is  naturally  a  monopoly.  The  steady  trend  to  consolidation  is  the  outcome 
of  economic  foi-ces  which  can  not  be  controlled  or  appreciably  impeded  by 
le-islation  The  present  svstem  is  complicated  and  expensive,  involving  the 
maintenance  of  many  unnecessary  corporations,  the  bond  and  stock  issues  of 
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which  constitute  a  mass  of  perplexing  detail,  confusion  alike  to  the  investor, 
the  tax  assessor,  and  the  rate  regulating  counnission.  It  is  clear  that  there 
should  be  unity  of  ownership,  recognized  by  law,  of  such  railroads  as  are  now, 
with  advantage  to  the  public,  linked  together  in  interstate  conuuerce  regardless 
of  State  lines.  As  State  legislation  can  not  accomplish  this  the  railroad  cor- 
porations should  be  national  corporations — the  creation  of  the  Governmeut, 
whose  jurisdiction  is  as  broad  as  interstate  commerce  itself,  and  whose  sov- 
ereignty rests  on  every  foot  of  American  soil. 

It  must  be  admitted  that  for  the  most  part  consolidation  has  thus  far  resulted 
in  greater  economy  and  efficiency  ;  in  better,  quicker,  and  more  equal  service, 
and  in  stability  of  rates.  As  to  whether  it  has  worked  any  reduction  of  rates  is 
disputed,  and  whether  such  combinations  are  legal  is  very  doubtful  since  the 
Northern  Securities  decision ;  but  con.soli(.lation  and  merger  of  railroads  en- 
gaged in  interstate  commerce  constitute  a  part  of  the  economic  development  of 
such  commerce. 

The  activity  of  these  great  railroad  combinations  in  politics  has  been  rapidly 
increasing.  They  are  in  politics  because  they  realize  that  their  property  may 
be  at  any  time  assailed  either  by  legislatures  or  by  administrative  officers. 
Their  vast  concerns  are  between  the  Tapper  and  the  nether  milestones — the  rate- 
regulating  power  and  the  taxing  power.  Participation  in  politics  is  stimulated 
by  the  uncertainty  and  insecurity  of  their  situations.  In  the  States,  as  a  rule, 
the  ralroads  enter  into  the  elections  of  officials,  whose  duties  are  likely  to 
trench  in  any  way  upon  the  taxing  or  rate-regulating  power.  They  are  subject 
to  control  of  Congress  in  interstate  matters  and  subject  to  the  dictates  of  45 
State  legislatures  or  commissions  as  to  State  commerce.  'They  are  also  taxed 
under  45  different  systems.  There  is  no  certainty,  no  uniformity,  no  per- 
manency. Therefore  the  railroads  are  in  politics,  and  as  they  do  everything 
systematically,  their  participation  in  politics  means  either  their  organization  of 
01-  identification  with  a  machine  in  most  of  the  States.  As  a  matter  of  busi- 
ness, they  naturally  pursue  the  lines  of  least  resistance,  which  frequently 
means  alliance  with  corrupt  elements  of  the  communities  in  which  they  operate. 
Once  drawn  into  politics  by  the  necessities  of  protection  they  naturally  become 
aggressive  and  dominant  in  political  control.  It  is  expensive  business  for 
the  rai' roads  and  it  is  a  grave  menace  to  the  institutions  of  the  Republic. 

For  this  reason  I  believe  that  the  railroads  themselves,  as  well  as  the  public, 
would  welcome  some  efficient  simplification  which  should  guarantee  their  integ- 
rity and  legitimate  business  freedom,  under  established  national  administration 
and  recognized  authority,  removing  the  necessity  and  temptation  for  sharp 
political  practices. 

It  is  clear  to  my  mind  that  this  can  easily  be  accomplished  by  a  national  law 
for  the  incorporation  of  railways  engaged  in  interstate  commerce,  subjecting 
their  capitalization,  their  stock  and  bond  issues  and  their  relations  with  their 
employees  and  the  public  to  the  approval  and  control  of  the  Interstate  Commerc-e 
Commission.  The  roads  should  still  be  subject  to  the  reasonable  police  laws  of 
each  State  in  which  they  are  located,  but  the  stocks  and  bonds  of  such  national 
corporations  should  be  free  from  taxation,  as  representing  simply  parts  of  or 
interests  in  railroads,  which  should  be  assessed  and  taxed  in  their  entirety.  If 
the  whole  is  taxed  the  parts  should  not  be  also  taxed.  The  actual  property  and 
equipment  of  such  corporations  should  either  be  assessed  in  the  State  in  which 
they  are  located  at  such  a  percentage  of  their  vahie  as  is  customary  and  taxed 
at  the  same  rate  as  other  property ;  or  better,  a  regulated  tax  should  be  laid 
upon  the  gross  receipts  of  the  road,  and  such  proportion  collected  by  each  State 
as  the  gross  mileage  in  the  State  bears  to  the  entire  mileage  of  the  road.  A 
rule  of  taxation  of  national  instrumentalities  by  the  States  could  be  established 
by  Congress  in  the  case  of  interstate  railroads,  as  is  now  done  in  the  case  of 
national  banks. 

A  national  incorporation  law  should  limit  stock  and  bond  issues  to  cash  paid 
in.  or  to  the  value  of  property  acquired,  and  no  issue  of  stock  or  bonds  should 
be  legal  without  the  approval"  of  the  conunission.  There  are  two  States  in  tlie 
Union  to-dav  whose  corporate  legislation  is  of  the  highest  character — the  State 
of  Massachu'setts  and  the  State  of  Texas.  What  we  ought  to  do  is  to  nationalize 
either  the  .system  of  Massachusetts  or  of  Texas  and  denationalize  the  system  of 
New  Jersey.  It  is  possible  that  we  might  in  some  cases  have  to  use  the  powers 
both  of  persuasion  and  coercion  to  bring  a  few  of  the  firmly  intrenched  corpora- 
tions out  of  their  shelter  and  under  national  charter.  It  might  be,  too.  that  we 
should  have  to  validate  to  a  large  extent  overcapitalization  already  created. 
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l)ut  if  by  this  iiiciiiis  w.^  cnn  save  repetition  of  the  errors  in  the  future  wo  shall 
be  conferriufi-  a  histinj:  benelit  upon  the  American  people.  ,    .    ,    ^ 

The  best  wav  to  maintain  for  all  time  the  value  of  these  roads  is  to  have  the 
(-apital  stoek  express  the  I'eal  capital  employed.  It  will  be  easy  then  for  the 
<-ommission  to  determine  a  just  return.  In  fact,  this  plan  carried  out  m  detai 
would  mean  automatic  iviiuUition.  so  that  in  a  short  lime  the  connmssion  would 
have  hardly  anvthinu-  to  do.  A  linutation  on  the  dividends  would  enforce  not 
only  betterment  of  the  road  but  reduction  in  rates.  This  is  no  lunovation. 
Wlien  we  orpinized  the  Union  Pacific  Railroad  we  provided  that  the  rates 
should  be  diminished  after  the  income  reached  10  per  cent.  In  Massachusetts  to- 
dav  the  limitation  upon  the  return  on  capital  in  electric  roads,  which  are  being 
built  all  over  the  State,  is  6  per  cent,  with  an  allowance  of  one-half  of  rhe  addi- 
tional profits  to  the  corporation,  the  other  half  to  be  paid  to  the  State,  ^oth- 
in<-  has  ever  been  paid  to  the  State;  neither,  of  course,  has  the  corporation 
received  the  other  half.  Beyond  the  G  i)er  cent  limit  everythins  has  naturally 
<rone  to  the  betterment  and  extension  of  the  roads  and  the  reduction  of  rates. 
The  advantage  of  a  limitation  of  the  dividend  return  on  capital  is  that  it  works 
•lutomaticallv  toward  betterment  of  roads,  reduction  of  rates,  and  increase  of 
\va"es  all  of  which  are  public  benefits.  Otherwise,  advantages  secured  and 
increase  of  business  tend  only  to  increase  the  profit  of  the  stockholder  The 
svstem  which  I  propose,  while  securing  to  the  stockholder  a  fair  return  for  his 
investment  gives  the  balance  of  increasing  profit  to  the  public.  The  system  will 
do  awav  with  occasion  for  irregularities.  It  will  prevent  any  instigation  to 
illegal  practices  and  will  tend  directly  to  improving  instead  of  impoverishing 
both  the  service  and  the  country. 

No  one  can  doubt  the  power  of  the  National  Government  to  create  corporations 
for  the  purpose  of  carrving  out  the  authority  intrusted  to  it  by  the  Constitution. 
We  have  created  national  !>anks  and  have  acquired  and  are  now  operating  the 
Panama  Railroad.  We  incorporated  the  Union  Pacific,  the  Atlantic  Pacific,  the 
Texas  Pacific  railroads  under  the  powers  granted  to  Congress  by  the  Consti- 
tution to  establish  post  ofiices  and  post  roads  and  regulate  commerce  between 

Economic  efliciencv  demands  that  the  same  road  should  accommodate  both 
State  and  interstate  commerce.  State  commerce  is  subject  to  the  regulation  ot 
the  State  Interstate  commerce  is  subject  to  the  regulation  of  the  United  states, 
but  when  it  is  all  so  distinctly  for  the  common  good  there  should  be  no  dith- 
rulty  concerning  the  cooiieration  of  the  greater  and  the  lesser  sovereignties 
nnder  a  national  incorporation  act.  '  ^nv,.,r;n<r 

Whenever  the  National  Government  creates  a  corporation  for  the  caiiying 
out  of  a  great  public  purpose,  and  when  the  National  Government  nses  the  prop- 
erty of  that  corporation  as  an  instrumentality  for  the  carrying  out  ot  the 
powers  conferred  bv  the  Constitution,  it  can,  if  it  chooses,  absolutely  exempt 
such  property  from' State  burdens,  for  the  power  to  tax  involves  tli^  power  to 
destroy  If  it  can  do  this  it  can  certainly  lay  down  the  rule  by  which  States 
^hall  tax  the  propertv  of  such  corporations  within  their  boundaries. 
'  We  all  know  the  looseness  of  State  laws  regar.ling  the  taxation  of  railroatls 
The  range  of  assessment  is  wide,  from  the  valuation  of  the  tracks  and  ngW  of 
wav  to  the  combined  valuation  of  all  the  stocks  and  bonds,  which  in  most  States 
are'  also  assessed  again  in  the  hands  of  the  holders.  Being  thus  subject  to  the 
conflicting  legislation  of  45  different  States,  is  it^to  be  ^yo^^^^^'^t  .^t  ^^J.*.  ^ 
railroads  are  well  up  in  political  manipulation?  Can  we  throw  $10,000,000,000 
worth  of  propertv  into  the  political  arena,  subject  to  public  control  both  as  to 
rates  and  taxes,  and  ask  that  .$10,000,000,000  to  keep  out  of  politics? 

The  United  States  Government  should  fix  a  rational  and  fair  rule  for  the  tax- 
ation of  railroad  properties  which  would  leave  nothing  to  discretion,  which 
could  be  ascertained  to  mathematical  certainty,  such  as  w(mld  be  the  percentage 
tax  on  -ross  receipts,  levied  bv  the  various  States  in  proportion  to  their  mileage. 
There  are  other  provisions  which  a  national  incorporation  act  should  contain. 
One  is  an  insuranc-  and  pension  fund  for  employees.  One  per  cent  of  the  gross 
receil^trof  all  the  railroads  of  the  country  would  be  about  $20,000,000  annually. 
This  sum  put  into  a  pension  fund  invested  under  the  direction  of  the  Secretary 
of  the  Treasury  would  vield  a  wide  and  important  benefit.  The  Interstate  Com- 
merce Commission  should  also  be  made  an  effective  board  of  conci  lation  be- 
tween emplovees  and  railroads  to  prevent  the  war  which  no^y  follows  then- 
failure  to  agree— war  which  does  not  involve  them  only,  and  to  the  detriment  of 
both,  hut  which  involves  the  entire  country,  sometimes  threatening  the  destruc- 
tion'of  commerce  between  States  and  communities. 
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Under  this  plan  the  vast  increase  of  transportation  business  througli  the 
future  of  necessity  will  tend  to  the  reduction  of  rates  and  the  advantage  of  the 
people.  They  will  feel  it  in  the  form  of  betterments,  extensions,  and  improve- 
ment in  service.  They  will  feel  it  in  improved  conditions  of  employment — 
higher  wages  and  shorter  hours  for  the  million  and  a  half  engaged  in  the  rail- 
road industry  and  a  pension  fund  for  sickness  and  old  age.  They  will  feel  it 
in  constantly  lowering  freight  rates  and  passenger  rates.  To  capital  it  will  give 
security  and  assured  dividends.  To  hdxtr  it  will  give  an  impartial  tribunal. 
To  the  public  it  will  give  the  lowest  rates  that  are  consistent  with  the  highest 
degree  of  efficiency  born  of  modern  methods.  It  will  bring  peace  and  immunity 
from  agitation  and  put  an  end  to  the  continuous  warfare  which  has  hitherto 
existed,  and  still  exists  in  spite  of  all  past  legislation,  between  the  railroad  and 
its  employees  and  the  railroad   and   the  public. 

The  plan  of  Government  ownership  has  its  attractiveness  of  simplicity  and 
directness,  but  it  also  has  the  grave  dangers  of  bureaucracy,  unbusinesslike 
methods,  political  patronage,  and  many  minor  objections.  The  benefits  of 
national  ownership  can  be  more  successfuly  secured  by  the  policy  of  national 
incorporation  and  control  which  pos.sesses  the  advantages  without  the  dangers. 
The  people  demand  simplicity  in  whatever  plan  is  proposed,  and  unless  we  unify 
and  simplify  the  control  of  transportation  in  great  national  corporations  whose 
finances  and  operations  can  be  easily  understood,  and  whose  fmictions  will  be 
entirely  taken  out  of  politics,  the  public  will  continue  to  drift  with  popular 
agitation  toward  national  ownership  as  the  most  easily  comprehended  solution. 


[Senate  Report  855,  part  3,  Sixty-first  Congress,  second  session.] 

COURT  OF  COMMERCE— INTERSTATE  COMMERCE— NATIONAL  INCOR- 
PORATION  OF  RAILROAD  AND  NAVIGATION   LINES. 

[March  7.  1910. — Ordered  to  be  printed.] 

Views  of  Mr.  Newlands. 

[Of  the  Committee  on  Interstate  Commerce.] 
[To  accompany  8.  0737.] 

This  bill,  creating  an  interstate-commerce  court  and  to  amend  the  interstate 
commerce  act,  was  prepared  by  the  Attorney  General  under  the  instructions 
of  the  President,  and  has  been  submitted  by  the  President  to  Congress  under 
that  clause  of  the  Constitution  which  gives  the  President  the  power  to  recom- 
mend to  the  consideration  of  Congress  such  measures  as  he  may  deem  necessary 
and  expedient.  It  has  many  admirable  features  and  is  in  some  respects  a  step 
far  in  advance  of  past  legislation  upon  the  subject ;  but  as  its  full  consideration 
in  the  Committee  on  Interstate  Commerce  was  interrupted  by  a  premature 
motion  to  report  it  to  the  Senate  I  have  not  yet  come  to  a  conclusion  regarding 
all  of  its  provisions  and  shall  therefore  refrain  from  comment  or  criticism  re- 
garding  them    until   the   debate   in    the    Senate. 

I  avail  myself,  however,  of  the  opportunity  of  a  minority  report  to  emphasize 
the  views  expressed  by  me  in  the  report  of  the  so-called  "  Hepburn  bill  "  four 
years  ago  that  the  legislation  regarding  interstate  commerce  in  which  Congress 
has  thus  far  indulged  has  been  incomplete  and  fragmentary.  The  pending  bill, 
whilst  more  comprehensive  than  previous  legislation,  lacks  completeness  in 
that  it  fails  to  provide  for  the  valuations  of  railways  and  for  the  creation  of 
national  corporate  agencies  for  the  conduct  of  interstate  transportation. 

The  Constitution  has  vested  in  Congress  the  power  to  regulate  conmierce 
between  the  States  and  with  foreign  countries.  Interstate  transportation  has 
grown  so  prodigiously  that,  according  to  the  opinion  of  experts,  it  now  constitutes 
three-fourths  of  the  trafflq  of  the  country.  The  States  having  divested  them- 
selves of  the  power  to  regulate  interstate  commerce,  and  having  vested  it  in 
the  Nation,  have  a  right  to  demand  that  the  Nation  should  exercise  this  power 
in  the  fullest  and  most  comprehensive  way  for  the  general  welfare.  Thus  far 
the  Nation  has  exercised  its  power  in  a  lame  and  halting  fashion,  and  so  abuses 
have  sprung  up  which  the  States  are  powerless  to  control  and  which  the  Nation, 
whose  jurisdiction  is  as  l)road  as  interstate  conunerce  itself,  can  alone  correct. 
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TIIK    EVOLI'TION    OF    RAILROADS. 

Originally,  railroads  were  orfranizod.  constructed,  and  operated  entirely 
within  the"  boundaries  of  tlie  resi»ective  States.  Interstate  connection  was 
hat«'r  made  at  State  boundaries,  but  eacli  line  was  operated  separately.  Then 
came  throufih  service  of  cars  and  trains  by  traffic  arrangement.  Then  came 
consolidation  of  control  throu^di  leases  or  sale  with  the  legislative  sanction  of 
the  States  affected,  the  purchasing  or  leasing  road  l)eing  incorporated  under 
the  laws  of  one  State  and  its  acqnisitions  in  other  States  being  accomplished 
with  the  consent  of  their  lt>gislatures.  Then  came  the  great  holding  company, 
genei-ally  organized  in  the  State  most  lax  in  corporate  control,  securing  control 
of  railroads  in  many  States  by  acquiring  the  majority  of  their  stock,  such 
transaction  being  accomplished  l)y  exchanging  the  exaggerated  issues  of  stocks 
and  bonds  of  the  holding  comiiany  for  shares  of  the  constituent  comi)anies. 

In  this  way  hundreds  of  railroad  companies  organized  and  operating  under 
the  laws  of  different  States  would  be  brought  under  the  control  of  a  foreign 
corporation  organized  under  the  laws  of  a  State  in  which  not  a  mile  of  the 
railroad  operated  existed.  Some  States  derive  large  revenues  from  granting 
roving  charters  of  this  nature.  In  most  cases  the  consolidation  of  the  roads, 
save  where  it  involved  competing  lines,  resulted  favorably  to  the  public 
through  the  perfection  of  administration  and  service;  but  it  also  resulted  In 
lar"-e  overcapitalization  and  in  a  complexity  of  financing,  puzzling  both  to  the 
investor  and  to  the  regulating  tribunals.  Had  Congress  anticipated  this  con- 
solidation bv  providing  the  machinery  for  it  through  a  national  incorporation 
act,  consolidation  would  have  been  accomplished  without  these  attendant  evils. 

NATIONAL    INCORrORATION. 

It  is  my  purpose  to  offer  as  an  amendment  to  the  bill  under  consideration  an 
additional    section,    which    is    appended    (Appendix    A).     This    amendment    is 
similar  in  terms,  though  somewhat  altered  in  details,  to  a  bill  which  I  have 
offered  at  everv  session  for  the  past  five  years.     It  provides  for  the  formation 
of  national  corporations  for  railroad  and  navigation  lines  engaged  in  interstate 
and  foreign  commerce ;  for  the  acquisition  of  State  railroads  by  such  corpora- 
tions by  purchase,  consolidation,   or  merger,   with  the  consent  of  the   States 
affected    and  for  the  control  of  their  stock  and  bond  issues.     It  subjects  the 
phvsical  propertv  and  equipment  of  such  corporations  to  the  taxation  of  the 
States    but  protects  them,  as  national  instrumentalities,  against  the  taxation 
of  their  franchises,  stocks,  and  bonds.     It  provides  for  the  exercise  of  the  power 
of  eminent  domain  under  the  judicial  procedure  of  the  States.     It  disclaims 
interference  with  the  police  laws  of  the  States,  and  by  declaring  that  any 
corporation  organized  under  the  act  shall  be  deemed  a  citizen  of  every  State 
in  which  its  lines  are  located  preserves  the  jurisdiction  of  the  State  courts 
except  where  a  Federal  question  is  involved.     It  provides  for  an  accident  and 
insurance  fund  for  the  relief  of  em])loyees  disqualified  by  injury  or  age.     It 
authorizes  the  Interstate   Commerce   Commission   to   act   as  a    board   ot   con- 
ciliation in  all  disputes  between  corporations  and  their  employees      It  limits 
dividends  to  7  per  cent,  Init  provides  that  the  Interstate  Commerce  Commission 
mav  direct  the  application  of  surplus  profits,  in  whole  or  in  part,  to  betterment 
uf  the  roads  or  of  e<iuipment  or  to  extra  dividends,  or  to  a  guaranty  fund 
against  future  inadequacy  of  earnings. 

The  argument  in  behalf  of  national  incorporation  of  transportation  companies 
was  presented  by  me  in  a  report  upon  the  so-called  Hepburn  bill,  filed  March 
l.").  1916,  and  is  as  follows : 

[The  report  here  referred  to  is  printed  above.]  t  •,  <-  ^-i  ^ 

There  is  little  to  be  added  to  the  foregoing,  except  to  say  that  whilst  the 
Hepburn  bill  has  been  efficacious  in  correcting  many  abuses,  the  evils  of  over- 
capitalization, of  consolidation  of  competing  lines,  and  of  lack  of  control  over 
great  holding  companies  have  not  been  diminished.  The  valuation  of  railroads 
has  not  been  made  and  the  abuses  of  great  consolidating  and  holding  companies, 
created  by  an  irresponsible  sovereign,  have  not  been  abated. 

NAVIGATION    LINES. 

It  Will  be  observed  that  the  proposed  amendment  also  covers  the  national 
incorporation  of  navigation  lines.  The  agitation  which  has  been  inaugurated 
for  the  improvement  of  our  inland  waterways  is  constantly  increasing  in  mo- 
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mentum.  and  public  opinion  now  demands  the  expenditure  of  at  least  $50  000- 
000  annnally  under  comprehensive  plans  which  will  tie  the  bavs  and  sounds  and 
inland  waterways  of  the  Atlantic  and  Gulf  coasts  together  byXSa  can^?s 
which  will  secure  the  full  development  of  our  Pacific  coast  wate?s  wliS  wui 
connect  the  Cxreat  Lakes  with  the  Mississippi  and  Ohio  Rivers  \dichw 
secnre  the  full  development  of  the  Mississippi  River  and  its  tribu  aries  no 
only  for  navigation  under  the  national  power,  but  by  the  cooperation  of  ?he 
States,  for  irrigation  swamp-land  reclamation,  the  utilization  of  water  power 
and  every  other  useful  purpose.  These  plans  also  involve  the  coordination  of 
rail  and  water  transportation  by  the  improvement  of  transfer  facilities  and 
sites,  and  the  cooperation  of  each  with  the  other  in  diminishing  the  genera 
cost  of  transportation.  Such  a  system  of  waterways  would  vastTv  relieve  the 
exKSting  congestion  of  transportation.  The  perfection  of  the  transportation 
system  of  the  country  will  involve  the  creation  by  the  Nation  of  common  cai- 
riers  which  will  not  only  own  great  trunk  lines  of  r.ailwav,  but  also  lines  of 
steamers  on  the  lakes,  the  rivers,  and  the  ocean,  thus  bringing  our  foreign 
transportation  in  cooperation  with  domestic  transportation,  and  perfecting  a 
system  similar  to  that  of  Germany,  where  rail,  river,  and  ocean  lines  all  wSrk 
in  harmony  for  the  purpose  of  developing  the  trade  of  the  countrv.  Combina- 
tion is  an  essential  part  of  the  development  of  transportation.  A  perfect  sys- 
tem would  involve,  as  far  as  possible,  one  control  from  shippers  to  consignee- 
and  this  can  only  be  accomplished  by  transportation  lines  operating  regardless 
of  State  or  national  boundaries.  ^Yhich  will  utilize  the  railwavs,  the  rivers  and 
the  ocean  by  methods  of  carriage  adapted  to  each. 

If  a  proper  system  were  created,  most  of  the  evils  now  complained  of  would 
disappear.  A  system  of  transportation  could  be  easilv  devised  which  would 
enlist  the  best  powers  of  the  National  Government  without  infringing  at  all 
upon  the  powers  of  the  States,  one  which  would  protect  alike  the  railway  in- 
vestor, the  railway  employee,  the  shipper,  and  the  public  in  their  respective 
rights,  and  at  the  same  time  protect  the  States  in  all  their  legitimate  powers 
and  change  the  hostility  of  the  railways  toward  waterwavs  into  friendly 
cooperation  in  the  interest  of  the  entire  people. 

THE    PROCESS     OF    UNIONIZING. 

The  purpose  of  the  Constitution  was  not  to  centralize,  but  to  unionize  gov- 
ernment where  the  general  welfare  was  affected.  We  unionized  the  quarantine 
because  we  realized  that  disease  had  no  respect  for  State  lines-  we  unionized 
navigation  because  nature  failed  to  place  the  rivers  entirely  within  State 
boundaries;  we  unionized  banking  because  the  interest  of  the  entire  people 
required  one  money,  a  common  denominator  acceptable  anvwliere.  and  a  system 
of  exchange  inviting  universal  confidence:  and  all  the  reasons  which  led  to  the 
unionizing  of  these  functions  of  government  in  the  past  exist  in  far  greater  and 
stronger  degree  at  this  time  with  reference  to  the  unionizing  of  transportation 
We  have  just  reached  the  threshold  of  this  great  question,  and  it  is  important 
that  we  shall  start  right  by  insisting  that  the  Nation  should  create  its  own 
agents  and  not  permit  a  lesser  sovereignty  to  do  so.  All  thoughtful  men  will 
agree  that  the  mergers  of  the  railways  are  necessary  to  the  proper  develop- 
ment of  the  transportation  system  of  the  country,  and  that  the  fullest  powers 
of  combination  should  be  exercised,  under  proper  restraints  as  to  capitalization, 
rates  and  profits.  To  break  up  these  mergers  and  resolve  them  into  their  in- 
tegral parts,  bounded  and  circumscribed  in  their  operations  by  State  lines, 
would  be  a  national  calamity,  as  grievous  to  the  public  as  to  the  railroads.' 
Leaving  out  of  consideration  for  the  present  the  combination  of  competing 
lines,  these  mergers  have  been  of  immense  service  to  the  country,  although  the 
machinery  for  perfecting  them  has  been  most  complicated.  The  thing  com- 
plained of  is  not  the  fact  of  combination,  but  the  method  of  combination,  oft- 
times  accomplished  by  evasion  of  the  laws,  unrestrained  by  adequate  law,  and 
fruitful  of  evercapitalization.  frauds  on  stockholders,  and  frauds  on  shippers. 

Appended  hereto  as  an  exhibit  is  the  amendment  which  I  shall  offer  as  an 
additional  section  to  the  bill. 

Francis  G.  Newlands. 
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Appendix  A. 

AMENDMENT  Intended  to  be  proposed  by  Mr.  Newlands  to  the  bill  (S.  (>737)  to  create 
a  court  of  commerce  and  to  amend  the  net  entitled  "  An  Act  to  rogulate  commerce," 
approved  February  fourth,  eightei'n  hundred  and  eighty-seven,  as  heretofore  amended, 
and  for  other  purposes,  viz  :  Add  an  additional  section,  as  follows  : 

Skc.  is.  (A)  That  an.v  miiiihor  of  por.sons  not  less  than  fifteen  may,  under 
and  suh.1ect  to  the  requirements  and  conditions  in  tills  act  provided,  form  a 
corporation  for  tlie  purpose  of  constructing,  eciuipping,  maintaininji-,  imiiroving, 
ami  extending,  and,  as  a  conuuon  carrier,  operating,  a  line  or  lines  of  railroad 
or  navigation  between  points  in  different  States  of  the  United  States,  or  ])etween 
a  State  and  a  Territory,  or  in  a  Territory,  or  l)etween  a  State  and  the  District 
of  Columbia,  or  between  the  United  States  and  forei.gn  countries,  or  for  the 
pnriiose  of  acquiring  by  purchase  or  lease  and  operating  any  such  line  or  lines 
of  railroad  or  navigation  already  constructed  or  established,  or  for  all  of  such 
purposes. 

POWERS. 

(B)  That  every  corporation  organized  under  this  act  shall  have  powers  and  be 
subject  to  restrictions  as  follows : 

To  assume  a  corporate  name,  and  under  such  name  to  have  corporate  succes- 
sion for  a  period  stated  in  its  certificate  of  incorporation,  and  if  no  other  period 
be  therein  named,  such  succession  shall  be  perpetual. 

To  sue  and  be  sued  in  its  corporate  name. 

To  issue  bonds  and  capital  stock  as  hereinafter  provided. 

To  adopt,  use,  and  alter  a  corporate  seal. 

To  elect  all  necessary  officers  and  appoint  managers  and  agents  as  hereinafter 
provided. 

To  hold,  purchase,  convey,  mortgage,  or  lease  such  real  or  personal  property 
as  the  lawful  purposes  of  the  corporation  may  require,  including  the  right  to 
acquire  and  hold  the  capital  stock  or  bonds,  or  both,  of  other  railroad  corpora- 
tions and  corporations  properly  subsidiary  or  incidental  to  the  management  and 
operation  of  the  railroad  business,  including  navigation  lines,  and  to  lease  the 
property  of  such  other  corporations :  Provided,  That  such  right  to  acquire  and 
hold  capital  stock  of  other  railroad  corporations  and  corporations  so  subsidiary 
thereto  shall  be  exercised  only  by  a  national  railway  corporation  which  itself 
operates  the  railroad  or  navigation  lines  of  which  the  stock  is  so  acquired  and 
held. 

To  manage  its  business,  make  contracts,  incur  liabilities,  and  borrow  money, 
subject  to  the  requirements  or  provisions  or  other  conditions  in  this  act  con- 
tained. 

To  make  by-laws  not  inconsistent  with  the  laws  applicable  to  such  corpora- 
tion or  the  rules  of  the  Interstate  Commerce  Commission. 

CAPITALIZATION. 

(C)  That  such  coi'poration  shall  provide  for  and  issue  only  such  amount  of 
bonds  and  stocks  as  may  be  necessary  for  such  construction  or  purchase  or  for 
the  improvement  or  equipment  of  the  railroad  and  navigation  lines  constructed, 
established,  or  acquired,  together  with  the  proper  cost  of  organizing  and  promot- 
ing the  comi»any  and  the  amount  of  capital  reasonably  required  in  addition  for 
working  capital.  No  bonds  or  stock  shall  be  issued  except  for  money  paid  or  for 
property  acquired  at  its  actual  cash  value.  The  issuance  of  stock  or  bonds  and 
the  amount  thereof  shall  in  every  case  be  subject  to  the  approval  of  the  Inter- 
state Commerce  Commission,  which  shall  grant  full  public  hearings  in  rela- 
tion thereto,  and  of  such  hearings  public  notice  shall  be  given  by  or  under  the 
direction  of  the  commission.  The  United  States  shall  be  represented  at  such 
hearing  by  the  Attorney  General  or  one  of  his  assistants.  The  commission 
shall  certify  in  writing  to  the  incorporators  or  to  the  corporation  its  determina- 
tion, and  shall  record  the  same  in  its  records,  and  all  bonds  and  stock  not 
issued  in  compliance  with  such  determination  shall  be  void  as  against  such 
corporation. 

CERTIFICATE  OF  INCORPORATION. 

(D)  That  the  original  incorporators  shall  sign  and  acknowledge  a  certificate 
setting  forth  the  following  facts : 

The  name  of  the  company,  which  shall  contain  the  words  "  National  Railway 
Company,"  and  which  shall  not  be  the  same  as  that  of  any  other  corporation 
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organized  under  this  act  or  sufficiently  similar  thereto  to  cause  confusion 
therewith. 

Nature  of  the  business  proposed  to  be  engaged  in. 

Duration  of  corporate  existence. 

Principal  place  of  business. 

Route  of  railway  already  built. 

Route  of  railway  proposed  to  be  built. 

The  proposed  amount  of  bonds  and  stock,  which  shall  be  determined  as  pro- 
vided in  section  three,  and  the  respective  amounts,  conditions,  and  privileges  of 
the  separate  classes  of  stock  if  it  is  desired  to  have  more  than  one  class. 

The  par  value  of  the  shares. 

The  number  of  shares  subscribed  by  each  incorporator. 

The  said  certificate,  together  with  the  engineer's  report  provided  for  under 
section  six  in  cases  where  such  report  is  required,  shall  be  submitted  to  the 
Interstate  Commerce  Commission,  which  shall  direct  such  amendments  therein 
or  additions  thereto  as  may  be  deemed  necessai\v,  and  shall,  when  such  certifi- 
cate is  in  comformity  to  law  and  in  other  respects  is  approved  by  the  commis- 
sion, indorse  the  approval  of  the  commission  thereon,  and  record  the  said  certifi- 
cate, with  such  indorsement,  and  the  day  and  hour  of  the  submission  of  the 
approved  certificate,  in  proper  books  kept  by  the  commission  for  such  purpose. 
The  corporate  existence  shall  commence  with  such  day  and  hour,  and  such 
record  and  a  duly  certified  copy  thereof  shall  be  prima  facie  evidence  of  such 
corporate  existence. 

FINDING  OF  PUBLIC  NECESSITY. 

(E)  That  in  case  such  certificate  shall  provide  for  the  construction  or  estab- 
lishment of  new  lines  of  railroad  or  navigation,  the  commission,  as  a  condition 
precedent  to  such  corporate  existence,  and  before  approving  such  certificate, 
shall  determine,  after  public  hearing,  whether  public  convenience  and  necessity 
require  the  building  of  such  new  lines  said  determination  and  the  method  of 
arriving  thereat  to  be  in  accordance  with  rules  established  by  said  commission. 
If  such  determination  shall  be  to  approve  the  construction  aforesaid,  it  shall  be 
recorded  with  said  certificate  of  incorporation.  If  such  certificate  shall  pro- 
vide for  the  acquisition  by  purchase,  lease,  or  otherwise,  of  any  line  already 
constructed  or  in  course  of  construction,  it  shall  be  lawful  for  the  commission, 
after  hearing,  to  deny  the  filing  of  such  certificate  if,  in  its  judgment,  after 
public  hearing,  such  acquisition  would  be  detrimental  to  the  public  interest. 
But  if  the  ommission  shall  approve  such  acquisition,  as  in  the  public  interest, 
its  determination  shall  in  like  manner  be  recorded  with  said  certificate  of  incor- 
poration. 

The  construction,  extension,  or  acquisition  of  additions  to  any  line  or  lines  of 
railroad  or  navigation,  or  the  acquisition  of  any  other  lines  or  parts  of  lines  or 
shares  of  stock  in  other  companies  as  aforesaid,  by  any  company  incorporated 
imder  this  act,  is  hereby  prohiluted  miless  and  until  such  construction,  exten- 
sion, or  acquisition  shall  receive  the  approval  of  the  commission,  as  of  public 
necessity  or  in  the  public  interest,  upon  application  therefor  duly  filed  and 
public  hearing  held;  and  any  such  approval  shall  be  stated  by  the  connnission  in 
writing,  with  its  reasons  therefor,  and  recorded  in  its  records. 

engineer's  report. 

(F)  That  no  certificate  of  incorporation  provided  for  in  this  act  shall  be 
filed  or  recorded  unless  the  same  is  accompanied  by  the  sworn  report  of  one  or 
more  skillful  engineers,  showing,  as  far  as  practicable,  the  character,  structure, 
grades,  cost  of  duplication,  cost  of  construction,  and  the  manner  of  construc- 
tion of  the  road  or  roads,  line  or  lines,  proposed  to  be  built,  established,  or 
required,  and  containing  statements  in  relation  to  such  other  matters  as  rules 
adopted  by  the  commission  may  require. 

meeting  of  stockholders. 

(G)  That  the  commission  shall  establish  rules  governing  the  first  and  other 
meetings  of  stockholders,  notices  thereof  and  quorums  required  thereat,  the 
election  of  the  board  of  directors,  executive  committee,  president  and  other 
officers  of  the  company,  and  for  the  adoption  of  by-laws.  Such  rules  shall  pro- 
vide for  not  less  than  five  nor  more  than  fifteen  directors,  an  executive  com- 
mittee of  the  board  of  directors,  with  managing  powers,  the  election  of  a  presi- 
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dent,  vice  i)resi(lent,  treasurer,  secretary,  and  sncli  other  officers  as  the  hy-laws 
shall  require.  Tlie  by-laws  of  the  company  shall  not  he  effective  until  approved 
by  the  coniniission.  as  in  accordance  with  its  rules.  The  comniissidii  shall  have 
authority  t()  amend  such  rules  from  time  to  time  as  may.  in  its  judgment,  be 
required.  The  hy-laws  of  the  company  shall  provide  for  the  removal  of  direc- 
tors by  votes  representing  two-thirds  of  the  stock  issued  and  outstanding?  at  any 
annual  or  .sjHH'ial  meeting:.  Stock  held  in  the  company's  treasury  shall  not  be 
voted  at  any  meetinji. 

STOCKS    ANU   150NDS. 

(H)  That  in  case  the  entire  stock  shall  not  have  l)een  subsci-ihed  for  prior  to 
the  filin.u-  of  th(>  certiticate  of  incori)oration.  the  directors  shall  open  books  of 
subscription  (o  such  stock  in  such  manner  as  may  be  provided  for  by  the  rules 
of  the  Interstate  Commerce  Commission.  Before  issuing  the  bonds  of  such  cor- 
poration the  amount  and  time  and  term  thereof  and  the  rate  of  interest  must 
be  approved  by  said  commission.  Before  offering  such  bonds  upon  the  general 
market  they  must  be  offered  to  the  stockholders  at  not  less  than  par.  and  there- 
after such  portion  thereof  as  shall  not  be  taken  by  the  stockholders  may  be 
sold  in  the  general  market  upon  such  notice  as  the  Interstate  Commerce  Com- 
mission shall  by  rule  prescribe. 

CEKTIFICATE   OF   ORGANIZATION. 

(I)  That  when  at  least  one-half  of  the  capital  stock  shall  have  been  sub- 
scribed for  a  majority  of  the  directors  shall  make  and  swear  to  a  certificate 
setting  forth  the  following  facts: 

Names  and  addresses  of  directors. 

Names  and  addresses  of  officers. 

Amount  of  capital  stock  subscribed  for. 

Amount  of  capital  stock  paid  for  in  other  than  cash,  specifying  separately 
and  in  detail  the  nature  of  such  consideration  and  the  total  amount  of  stock 
separately  allowed  for  other  than  cash. 

All  delegated  powers  conferred  by  the  by-laws  on  others  than  the  board  of 
directors. 

A  complete  and  true  copy  of  the  by-laws  of  the  corporation.  And  it  shall  be 
the  duty  of  the  board  of  directors,  within  thirty  days  after  the  passage  of  any 
vote,  amendment,  altering,  repealing,  or  adding  to  the  by-laws  of  the  corpora- 
tion, to  file  with  the  Interstate  Commerce  Commission  a  complete  and  true  copy 
of  such  vote,  amendment,  alteration,  repeal,  or  addition. 

Such  certificate  shall  be  submitted  to  the  commission,  and  after  having  been 
amended  under  the  direction  of  the  commission  to  conform  to  the  requirements 
of  this  section,  if  such  amendment  be  necessary,  the  approval  of  the  commission 
shall  be  indorsed  thereon,  and  the  certificate,  with  its  indorsement,  shall  be 
recorded  in  full  in  a  proper  book  kept  by  said  commission  for  such  purposes, 
together  with  the  day  and  hour  of  the  submission  of  the  approved  certificate, 
and  said  corporation  may  begin  business  on  and  after  such  time. 

CAPITAL    STOCK. 

(.1)  That  the  par  value  of  eacli  share  of  stock  shall  be  one  hundred  dollars. 
No  stockholder  shall  be  liable  for  the  debts  of  the  corporation  beyond  the 
amount  of  his  subscription  to  the  capital  stock,  except  as  expressly  provided  in 
this  act.  Each  stockholder  shall  be  entitled  to  a  certificate  of  stock,  which 
shall  evidence  the  amount  of  stocli  held  by  him.  The  stock  shall  be  personal 
property ;  shall  be  transferable  only  on  the  books  of  the  company,  in  such  form 
as  the  by-laws  may  prescrilje ;  and  shall  be  subject  to  a  lien  in  favor  of  the 
corporation  for  all  debts  due  to  said  corporation  from  the  owner  of  said  stock. 
The  stock  may  be  sold  for  unpaid  subscriptions  in  such  manner  as  may  be 
prescribed  by  the  rules  of  the  commission.  Each  share  of  stock  shall  entitle 
the  holder  of  record  to  one  vote,  and  in  voting  for  directors  any  stockholder 
may  cast  his  vote  or  any  part  thereof  for  one  candidate,  so  as  to  exercise  the 
privilege  of  a  cumulative  vote.  Votes  may  be  cast  by  proxies,  and  the  form  of 
such  proxies  and  the  list  of  stockholders  entitled  to  vote  shall  be  prepared  as 
provided  by  the  by-laws  in  accordance  with  the  rules  of  the  Interstate  Commerce 
Commission. 

Stockholders,  by  two-thirds  vote  of  each  class  of  stock,  may  create  different 
classes  of  stock,  either  in  the  original  or  in  subsequent  issues,  if  the  Interstate 
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Commerce  Commission  sliall  find  tliat  the  creation  of  such  classes  of  stock  is 
proper  and  necessary  for  the  purposes  of  the  corporation,  and  such  stock- 
liolders  may,  by  such  vote,  determine  the  preference,  conditions,  and  privileges 
attaching  to  such  classes,  respectively :  Provided,  That  preferred  stock  so  issued 
and  any  stock  so  issued  other  than  common  stock  shall  have  no  voting  powers. 


(K)  That  the  corporation  may,  by  a  majority  vote  of  its  stockholders,  issue 
bonds,  notes,  or  other  evidence  of  indebtedness,  but  the  total  of  all  such  obliga- 
tions of  the  corporation  shall  be  determined  by  the  Interstate  Commerce 
Commission. 

MEETINGS INCREASE  OF  DECREASE  OF  STOCK. 

(L)  That  annual' and  special  meetings  of  stockholders  shall  be  held,  notices 
thereof  issued,  and  quorums  required  thereat,  in  such  manner  and  form  as 
provided  by  the  by-laws,  in  accordance  with  the  rules  of  the  Interstate  Com- 
merce Commission.  The  stockholders  shall  have  power  to  elect  directors  and 
by  two-thirds  vote  to  remove  them ;  by  majority  vote  to  increase  the  issue  of 
any  class  of  stock,  subject  to  the  provisions  of  this  act,  and  by  such  vote  to 
decrease  any  class  of  stock. 

Stockholders  may  also  by  such  vote  of  each  class  of  stock  make  any  alteration 
or  amendment  in  the  certificate  of  incorporation  of  the  company  not  inconsistent 
with  law  which  it  would  have  been  lawful  to  insert  or  omit  or  make  in  its 
original  certificate  of  incorporation,  such  alteration  or  amendment  to  be  sub- 
ject to  the  approval  of  the  Interstate  Conmierce  Commission. 

REGULATION  BY  INTERSTATE  COMMERCE  COMMISSION. 

(M)   That  all  corporations  organized  under  this  act  shall  be  subject  to  the 
provisions  of  the  act  entitled  "An  act  to  regulate  commerce."  approved  February    - 
fourth,  eighteen  hundred  and  eighty-seven,  and  all  acts  amendatory  thereof.  | 

BOOKS  AND  RECORDS. 

(N)  That  the  treasurer  shall  keep  proper  books  of  account  of  all  transac- 
tions of  the  corporation,  and  the  secretary  shall  keep  proper  and  full  records  of 
the  transactions  of  all  meetings  of  the  stockholders,  the  board  of  directors,  and 
the  executive  committee,  and  all  of  said  books  shall  he  open  to  the  inspection 
of  the  commission  at  any  time,  and  also  to  the  insp<K'tion  of  any  stockholder  at 
any  reasonable  time  and  place.  It  shall  be  the  duty  of  the  respective  officers 
having  charge  of  such  books  and  records  to  permit  upon  demand,  after  ten 
days'  previous  notice,  such  inspection  by  a  stockholder,  unless  such  right  of 
inspection  shall  be  enjoined  as  above  provided. 


(O)  That  all  corporations  formed  under  this  act  shall  make  to  the  Interstate 
Commerce  Commission  such  reports  as  are  now  by  law  required  to  be  made  to 
said  commission,  and  such  furtlier  reports  as  the  rules  of  said  commission  shall 
from  time  to  time  require. 

DISSOLUTION. 

(P)  That  any  such  corporation  may.  after  lawful  private  or  public  sale  of  the 
railway  property  and  equipment,  upon  the  vote  of  three-fourths  of  its  capital 
stock,  wind  up  and  close  its  liusiness  and  dissolve  under  such  forms  of  pro- 
cedure as  to  claims,  distribution  of  assets,  notice  to  creditors,  publication  of 
votes  and  certificates  of  dissolution  as  may  be  prescribed  by  the  rules  of  the 
Interstate  Commerce  Commission. 

EMINENT    DOilAIN. 

(Q)  That  any  corporation  organized  under  this  act  may  acquire  riglits  or 
property  necessary  for  the  proper  execution  of  its  corporate  purposes,  including 
right  of  way,  sidings,  terminals,  depots,  water  rights,  gravel,  and  stone.  In 
case  the  corporation  and  the  owner  of  such  rights  or  property  ai-e  unnble  to 
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agrco  upon  a  price  therefor  and  the  same  can  not  he  ac(]uired  hy  ajireenient,  the 
corporation  may  proceed  in  any  competent  court  in  the  State  or  Territory  where 
such  proi)erty  is  located  for  the  condemnation  of  such  ri.^hts  or  property.  Such 
proceedinjjs  shall  be  conducted  pursuant  to  the  existing:  statutes  of  such  State 
or  Territory  reganliny  the  condemnation  of  property  for  public  use. 

TAXATION. 

ill)  That  railioads  and  navigation  lines  owned  by  corporations  duly  organ- 
ized under  this  act  are  hereby  declared  to  be  instrumentalities  for  the  regula- 
tion of  interstate  and  foreign  commerce.  The  franchises,  stocks,  bonds,  fixed 
evidences  of  indebtedness,  operations  and  traffic,  and  the  corporation  itself 
shall  not  be  subject  to  taxation  by  any  State  or  Territory,  but  the  property  of 
such  corporation  situate  in  a  State  or  Territory,  including  its  right  of  way,  its 
real  estate,  stations,  office  buildings  and  equipment,  shall  be  subject  to  assess- 
ment at  such  average  percentage  of  their  actual  value  as  shall  be  customary 
with  reference  to  other  property  in  such  State  ov  Teriitory,  and  to  the  custom- 
ary taxes  on  such  assessment. 

STATE   POLICK    AND    STATE    EATES. 

(S)  That  nothing  herein  contained  shall  be  construed  as  interfering  with  the 
police  laws  of  any  State  regarding  railroads  incorporated  under  this  act,  and 
operating  in  such  States,  nor  shall  anything  herein  contained  be  construed  as 
affecting  the  right  and  power  of  each  State  to  regulate  purely  State  commerce  on 
railroads  organized  under  this  act.  But  the  Interstate  Commerce  Commission 
shall  hold  conferences  from  time  to  time  with  the  regulating  power  of  any  State 
Avith  a  view  to  such  harmonious  adjustment  and  regulation  of  State  conuuerce 
and  interstate  commerce  as  will  protect  the  public  against  abuses  or  extortion, 
and  the  railroads  against  inadequate  returns  upon  their  investment,  and  as  will 
promote  the  efficiency  of  such  corporations  as  common  carriers.  With  such 
end  in  view  the  said  commission  shall  call  and  hold  at  least  once  each  year  a 
conference  with  the  railroad  commissioners  of  the  several  States,  and  with  other 
State  officers  having  any  duty  of  supervision,  taxation,  or  regulation  of  rail- 
roads within  their  respectve  States.  Such  conference  shall  be  held  in  the 
District  of  Columbia,  and  the  presiding  officer  at  such  conference  shall  be  the 
chairman  of  the  Interstate  Commerce  Commission,  or  some  other  member  of 
said  conunission  designated  by  its  chairman.  The  proceedings  of  such  confer- 
ence shall  be  printed  or  distributed  by  or  under  the  direction  of  the  Interstate 
Commerce  Commission. 

ACQUISITION  OF   STATE  RAIEEOADS. 

(T)  That  such  corporation  may,  with  the  consent  of  any  State,  upon  the 
approval  of  the  Interstate  Commerce  Commission,  acquire  the  railroad  of  any 
corporation  now  organized  under  the  laws  of  such  State,  and  may  issue  for  the 
purchase  thereof  such  amount  of  bonds  and  stock  as  may  be  authorized  by  said 
commission,  but  such  authorization  shall  only  be  made  after  a  full  public  hear- 
ing, at  which  the  Attorney  General  shall  appear,  either  personally  or  by  one  of 
his  assistants,  and  no  issue  of  bonds  or  stocks  therefor  shall  exceed  the  value 
of  such  road  as  ascertained  by  said  commision. 

With  the  consent  of  the  State  under  which  any  railroad  corporation  is  or  may 
be  organized,  merger  between  the  coi-poration  owning  such  road  and  a  corpora- 
tion organized  under  this  act  may  be  accomplished  under  this  act;  and  bonds 
and  stock  may  be  issued  by  any  corporation  organized  under  this  act  for  such 
pui-pose :  Providecl.  That  such  proposed  merger  is  approved  by  the  Interstate 
Commerce  Commission,  and  the  amount  of  the  bonds  issued,  together  with  the 
rate  of  interest  thereon,  and  of  the  stock  issued  in  the  accomplishment  of  such 
merger,  are  also  approved  by  said  commission.  Such  issues  of  bonds  and  stock 
may  include  a  reasonable  allowance  for  the  expenses  of  merger  and  promotion. 
Such  merger  shall  not  include  transportation  lines  which  are  directly  or  sub- 
stantially competitive. 

ACCIDENT   AND   INSUKANCE   FUND. 

(U)  That  it  shall  be  a  condition  of  the  grant  and  continuance  of  any  fran- 
chise to  do  business  under  this  act  that  the  corporation  holding  such  franchise 
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shall  set  aside  annually  a  percentage  of  the  gross  receipts  of  said  corporation, 
not  exceeding  one  per  centum,  to  be  held  as  a  fui^d  in  the  Treasury  of  the 
United  States  for  the  payment  of  pensions  to  the  employees  of  such  corpora- 
tion who  shall  have  been  disqualified  for  active  service,  either  by  injury  in  the 
service  or  by  age.  The  conditions  entitling  employees  to  pensions,  the  amount 
and  time  of  payment,  the  investment  of  the  fund,  the  disbursing  of  the  same, 
and  the  entire  management  thereof  shall  be  iinder  rules  and  regulations  to  be 
made,  and  from  time  to  time  amended,  by  the  Interstate  Commerce  Commission. 

BOARD   OF    CONCrLIATION. 

(V)  That  the  Interstate  Commerce  Commission  is  hereby  empowered  and 
directed  to  act  as  a  board  of  concilation  between  corporations  organized  under 
this  act  and  their  employees  as  to  any  dispute  arising  between  such  corporation 
and  their  employees  in  the  matter  of  compensation,  hours,  and  conditions  of 
labor,  the  protection  of  life  and  limb  of  said  employees,  and  such  power  shall 
be  exercised  by  said  commission  in  accordance  with  the  rules  and  regulations 
to  be  made  and  from  time  to  time  altered  by  said  commission.  AH  powers 
and  duties  now  exercised  by  the  chairman  of  said  commission  and  the  Com- 
missioner of  Labor  under  the  act  entitled  "  An  act  concerning  carriers  engaged 
in  interstate  commerce  and  their  employees,"  approved  June  first,  eighteen  hun- 
dred and  ninety-eight,  are  hereby  transferred  to,  vested  in,  and  required  of  the 
Interstate  Commerce  Commission.  ., 

i 

PENALTIES. 

(W)  That  no  corporation  organized  under  this  act  shall  make  any  expendi- 
ture whatever  for  the  purpose  of  aiding  or  defeating  any  political  party  or 
candidate  for  office,  and  for  every  such  offense  such  corporation  shall  be  subject 
to  a  fine  of  — —  dollars. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  make, 
assist  in  making,  cause,  or  direct  to  be  made,  any  false  statement,  material  mis- 
representation, or  false  entry  in  any  book,  report,  return,  account,  or  certificate 
required  by  or  under  this  act  to  be  kept  shall  be,  upon  conviction,  subject  to  a 

fine  of  not  more  than  dollars,  or  to  imprisonment  for  not  more  than  one 

year,  or  both,  and  shall  furthermore  be  liable  in  a  civil  action  for  damages 
caused  to  any  creditor  or  stockholder  thereby. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  refuse 
or  neglect  to  perform  any  duty  imposed  upon  him  by  this  act,  for  which  refusal 
or  neglect  a  penalty  is  not  herein  otherwise  expressly  provided,  shall  be  sub- 
ject, upon  conviction,  to  a  fine  of  not  more  than  thousand  dollars  or  to 

imprisonment  for  not  more  than  one  year,  or  both. 

Any  corporation  organised  under  this  act  which  shall  fail  to  conform  to  and 
comply  with  any  of  the  requirements,  or  observe  any  of  the  prohibitions,  in  this 

act  contained  shall  be  subject,  upon  conviction,  to  a  fine  of  not  less  than  

dollars  nor  more  than  dollars,  and  each  day  of  the  continuance  of  such 

failure  shall  be  deemed  a  separate  offense. 

AH  fines  collected  under  this  act  shall  be  paid  into  the  accident  and  insurance 
fund  herein  provided. 

DIVIDENDS. 

(X)  That  no  corporation  organized  under  this  act  shall  pay  or  distribute  to 
its  stockholders  in  any  form,  during  any  one  year,  a  dividend  or  dividends 
exceeding  in  total  amount  seven  per  centum  upon  its  capital  stock  without  the 
consent  of  the  Interstate  Commerce  Commission.  If,  after  the  payment  by  such 
corporation  of  its  operating  expenses,  maintenance,  improvements  and  better- 
ments, its  taxes,  its  interest  on  bond  or  on  other  indebtedness,  and  its  contri- 
bution to  the  accident  and  insurance  fund,  there  shall  be  a  surplus  over  and 
above  the  amount  necessary  to  pay  such  dividend  of  seven  per  centum  per 
annum,  such  surplus  shall  be  reported  to  the  Interstate  Commerce  Commission, 
which  may  direct  the  same  to  be  applied,  in  whole  or  in  part,  to  betterment 
of  the  road  or  equipment,  or  to  extra  dividends,  or  to  a  guaranty  fund  in  the 
Treasury  of  the  United  States  against  future  inadequacy  of  earnings  or  reduc- 
tion in  dividends,  such  fund  to  be  controlled  and  invested  under  the  direction 
of  the  Interstate  Commerce  Commission. 
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.n^RISDICTION   OF   SITITS   IJY   AND  ACJAINST  RAILWAY  COMPANIES. 

(Y)  Thiit  any  corporation  orjranized  under  this  act  shall,  tor  the  imrjiosc  of 
all  actions  by  or  against  it,  real,  personal,  or  mixed,  and  all  suits  in  equity, 
be  deemed  a  citizen  of  every  State  in  which  Its  lines  are  located,  and  in  such 
cases  circuit  and  district  courts  of  the  Ignited  States  shall  not  have  .iurisdic- 
tion  other  than  such  as  they  would  have  in  cases  between  individual  citizens 
of  the  same  State.  The  provisions  of  tliis  section  shall  not  be  held  to  affect  the 
jurisdiction  of  the  courts  of  the  United  States  in  ca.ses  by  the  United  States, 
or  by  direction  of  an  officer  therein,  or  cases  for  winding  up  the  affairs  of  any 
such  corporation. 

Any  case  involvinu'  the  recovery  of  fines  or  penalties  under  this  act  may  be 
bri>u,s:ht  in  the  circuit  court  of  the  United  States  for  any  .judicial  district 
wherein  the  coritoi-ation  has  its  principal  office  or  throuiih  which  the  line  or  any 
part  thereof  may  run.  In  every  .such  case,  for  the  purposes  thei*eof,  the  juris- 
diction of  the  court  shall  be  coextensive  with  the  territory  of  the  United  States, 
and  in  writs  of  subpteuii,  removal  of  persons,  execution,  and  all  other  process 
shall  run  throush<Hit  the  United  States.  All  existing  laws  pertaining  to  the 
taking  and  compelling  of  testimony  in  cases  arising  under  the  act  to  regulate 
commerce,  or  its  amendments,  shall  apply  in  cases  arising  under  this  act. 


(Z)  That  the  Interstate  Commerce  Commission  shall  make  and  from  time  to 
time  alter,  amend,  or  repeal  rules  necessary  for  the  complete  enforcement  of 
the  provisions  of  this  act. 

AMENDMENT  OR  REPEAL. 

(ZZ)  Thitt  this  section  and  all  franchises  acquired  under  it  shall  be  at  all 
times  subject  to  amendment,  alteration,  or  repeal  by  act  of  Congress. 

The  Chairman.  Mr.  Thorn,  we  all  understand  that  the  numerous 
railways  of  the  country,  aggregating  at  one  time  many  thousands, 
have  been  organized  in  great  systems,  each  one  of  these  systems  em- 
bracing numerous  States.  Will  you  please  state  under  what  method 
of  organization  these  consolidations  of  State  railways  have  been 
organized,  and  the  advantages  or  defects  which  those  methods  of 
organization  have? 

Mr.  Thom.  The  methods  have  very  greatly  differed.  At  times 
there  have  been  conditions  of  universal  bankruptcy  in  certain  sec- 
tions which  resulted  in  sales  under  foreclosure  of  a  great  many 
roads.  In  cases  of  that  kind  it  not  infrequently  happens  that  the 
ph5''sical  properties  have  been  bought  by  the  same  interest  and  are 
in  the  hands  of  one  company.  It  also  happens  that  in  obtaining 
ownership  of  the  properties  there  has  been  a  purchase  of  the  capital 
stock  by  what  became  then  the  parent  company,  with  control  and 
operation  of  the  stock  ownership.  It  also  happens  that  a  great  many 
of  the  physical  properties  have  been  leased  to  one  company  and  the 
operation  has  been  continued  under  long-term  leases — the  operation 
of  the  physical  property.  So  that  the  three  methods  have  been  the 
actual  acquisition  and  ownership  of  physical  properties,  the  acquisi- 
tion of  stock,  and  thereby  control  of  the  acquired  property,  and  a 
lease  of  the  physical  property  and  the  operation  under  the  lease. 

The  Chairman.  The  main*  corporation  in  these  systems  is  organ- 
ized under  the  laws  of  a  single  State,  is  it  not? 

Mr.  TiiOM.  Yes ;  it  may  be  at  times  that  they  also  have  corporations 
or  franchises  from  other"^  States,  but  the  parent  State,  and  sometimes 
there  is  statutory  power  conferred  upon  the  company  of  another 
States  by  express  terms,  as,  for  example,  the  Baltimore  &  Ohio  Rail- 
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road  operating  in  the  State  of  Virginia,  conferred  upon  the  Maryland 
corporation  certain  powers.  There  are  also,  at  times,  corporations 
ot  various  btates.  the  company  being  built  under  the  corporate  char- 
ter granted  by  several  adjoining  States,  and  then  the  lines  united. 
Illustrations  of  that  may  be  given.  There  have  been  a  great  variety 
ot  methods  m  the  creation  of  these  continuous  lines. 

The  Chairman.  Now,  where  a  corporation  organized  under  the 
law  o±  one  State,  for  the  purpose  of  constructing  or  operating  a  road 
in  that  State,  seeks  to  acquire  the  property  of  railroads  engaged  in 
operating  in  other  States,  has  it  been  customary  to  obtain  the  con- 
sent of  the  States? 

Mr   Thom.  Very  frequently  there  has  been  sufficient  power  under 
the  charter  of  the  acquired  road  to  dispose  of  its  property   or  the 
stock,  to  the  corporation  of  another  State.     Wherever  that  is  not 
^^l'  ^^co^^i^s®'  you  have  to  have  special  authority  from  the  State. 
Ihe  Chairman.  From  the  State  in  Avhich  the  property  lies? 
Mr.  TiioM.  From  the  State  in  which  the  property  lies. 
The  Chairman.  As  a  rule,  are  there  general  statutes  covering  those 
subjects  so  as  to  make  acquisition  easy,  or  do  the  corporations  have  to 
get  special  legislation  upon  the  subject? 

Mr.  Thom.  It  has  been  mostly  done  under  the  original  charters, 
my  impression  is.  Of  course,  I  am  speaking  now  from  general  im- 
pression. I  have  not  gone  into  this  thins:  in  any  great  deal  of  detail, 
but  my  general  impression  is  that  there'has  been  a  tendency  on  the 
part  of  the  States,  in  giving  the  charters,  to  grant  powers  adequate 
to  this  transfer  from  one  to  another.  There  have  been  a  great  many 
makeshifts  necessary.  I  suppose  the  ideal  way  of  creating  a  property 
is  that  there  shall  be  one  title  to  the  whole  "property ;  the  company 
shall  own  all  the  physical  property  tha£  it  operates.  That  is  the  ideal 
way.  Instead  of  that  there  are  a  very  great  many  makeshifts  that 
have  to  be  adopted,  and  that  is  so  of  perhaps  nearly  all  the  railroads 
of  the  country.  The  Pennsylvania  Railroad  at  this  time,  I  think,  has 
over  100  diiferent  corporations  within  its  system — how  many  I  do  not 
know.  The  figure  that  is  in  my  mind  is  149,  but  I  can  not  be  accurate 
about  that.  I  have  never  looked  into  it.  But  it  is  a  great  many,  and 
they  are  feeling  the  difficulty  of  this  tremendous  number  of  corporate 
entities  in  a  single  system. 

The  Chairman.  Where  a  railroad  system,  organized  in  one  State, 
has  sought  to  acquire  property  in  other  States  with  a  view  to  meeting 
the  national  requirements  for  interstate  commerce,  has  there  been 
thus  far  very  much  complexity  in  the  arrangements  ? 

Mr.  Thom.  There  has  been  very  considerable  complexity.  In 
some  places  it  is  absolutely  impossible— you  take,  for  example,'  in  the 
State  of  Texas — the  State  of  Texas  does  not  permit  a  foreion  cor- 
poration to  own  a  railroad  in  that  State.  The  only  way,  therefore, 
you  can  have  a  through  line — continuous  line — made  up  of  any  part 
of  a  railroad  in  Texas  is  that  a  Texas  corporation  shall  owii  that 
property,  and  the  outside  corporation  has  to  own  the  stock.  A  very 
serious  situation  arises  about  that  in  Texas  for  this  reason :  The  law's 
of  that  State,  as  I  understand  it,  have  required  valuation  of  prop- 
erties in  Texas — railroad  properties — and  they  will  not  issue  any — 
will  not  permit  the  issue  of  any  securities  in  excess  of  that  valua- 
tion. The  valuation  is  away  down  below  the  capitalization  at  the 
time  the  valuation  was  made.    As  a  result  there  have  not  been  any 
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Texas  roiuls  that  have  been  able  to  get  any  money  at  all  on  their 
property,  and  the  only  way  they  could  be  kept  up  to  anything  like 
the  reciuireinents  of  tlie  public  was  that  the  parent  company  outside 
of  Texas  should  lend  its  credit  to  raise  the  required  funds,  and  m 
that  way  to  furnish  the  tracks  and  the  yards  and  the  e(iuii)mcnt  neces- 
sary for  the  Texas  roads. 

The  CiiAiKMAN.  That  parent  company  is  popularly  known  as  the 
holding  company,  is  it  not? 

Mr.  TiiOM.  No;  it  is  iu)t  the  holding  company.  That  is  not  what 
my  understanding  is  of  a  holding  company.  I  do  not  understand 
that  a  company  that  is  itself  an  operating  company,  engaged  m  that 
business,  and  simply  increases  its  system  by  operating  and  holding 
the  stock  of  another  company  is  what  is  ordinarily  known  as  a  hold- 
ing company.  A  holding  coinpany,  as  I  understand  it,  is  a  company 
that  docs  not  operate  at  all,  but  holds  the  stock  of  a  good  many  roads 
merely  as  a  corporate  entity,  created  for  the  purpose  of  holding 
them."  Now,  it  is  all  a  matter  of  definition.  Of  course,  you  can  call 
it  either  way  you  please.  The  operating  company  does  hold  the 
stock,  but  it  is  not  what  I  have  understood  to  be  popularly  known  as 
a  holding  company. 

The  Chairman.'  There  are  companies  that  are  exclusively  holding 
companies  that  do  not  operate  the  roads? 

Mr.  Thom.  Yes. 

The  Chairman.  There  are  other  companies  that  own  roads,  and 
also  are  holding  companies,  in  the  sense  that  instead  of  owning  the 
physical  properties  thev  own  the  stock  of  operating  companies? 

Mr.  Thom.  That  is  true. 

The  Chairman.  You  referred  to  three  classes  of  railway  com- 
panies, one  holding  roads  under  ownership,  another  controlling  roads 
throudi  the  ownership  of  their  stock,  without  operation,  and  others 
controlling  roads  by  lease.  I  imagine  you  would  add  to  that  a  fourth 
class,  the  corporations  to  which  you'  have  referred,  that  hold  the 
physical  property  and  also  hold  the  control  through  the  ownership 
of  stock? 

Mr.  Thom.  I  understand  the  latter  one  that  you  mention  to  be 
covered  by  my  first  division  into  three,  and  this  other  one  that  has 
been  added  about  holding  companies  has  come  up  since,  but  you  can 
divide  them  into  those  four  classes — four  methods. 

The  Chairman.  Now,  about  how  many  large  systems  are  there  in 
the  United  States,  and  what  proportion  of  the  mileage  of  the  counti^ 
do  they  own? 

Mr.  Thom.  Now,  I  can  not  answer  that,  Senator.  I  do  not  know 
how  many  there  are,  and  I  have  not  made  any  estimate  of  the  amount 
of  mileage  that  they  hold.  I  think  I  have  seen  it  stated  in  some  of 
your  writings  that  there  are  about  10. 

The  Chairman.  Yes. 

Mr.  Thom.  But  I  have  not  gone  over  that  myself  and  do  not  know. 

The  Chairman.  Would  the  system  which  you  propose  of  national 
incorporation  of  railways  have  the  advantage  of  simplicity  in  organi- 
zation ? 

Mr.  Thom.  Undoubtedly. 

The  Chairman.  And  operation,  as  compared  with  the  present 
system  ? 
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Mr.  Thom.  Both.     It  would  also  have  advantages  in  methods  of 
hnancmg— simi^licity  of  financing. 

^1  ^\^  Chairiman.  take  the  system  with  which  you  are  familiar, 
the  Southern  Railway  System,  which,  I  presume,  is  a  fair  illustra- 
tion ot  the  method  of  organization  of  the  great  svstems  of  railwavs 
m  the  country.  Will  you  state  what  is  the  State  of  the  parent  orgaiii- 
zation  ?  ^ 

Mr.  Thom.  The  State  of  the  parent  organization  is  Virginia,  and 
It  has  large  and  liberal  powers,  botli  in  respect  to  acquiring  prop- 
erties of  other  roads  and  being  acquired  by  other  companies.  It  also 
nas  large  powers  m  respect  to  the  question  of  stock  in  other  roads 
and  there  could  probably  be  no  better  illustration  of  the  different 
methods  of  ownership  than  are  presented  bv  that  problem.  For 
example,  you  take  what  is  known  as  the  general  mortgage.  You  will 
find  there  a  great  many  pages— perhaps  50— describing  the  various 
properties  that  are  mortgaged ;  describing  everv  conceivable  method 
of  ownership ;  the  stock  of  such  and  such  a  road  is  mortgaged ;  the 
trackage  right  on  another  road  is  mortgaged ;  the  leasehold  right  on 
another  road  is  mortgaged:  the  physical  propertv  actually  owned  is 
mortgaged ;  and  so  it  goes  on  for  pages,  describing  the  methods  of 
ownership,  or  the  interest  the  Southern  Railway  has  in  these  various 
properties. 

The  Chairmax.  In  hoAv  manv  States  does  that  svstem  operate^ 

Mr.  Thom.  Eleven. 

The  Chairman.  All  of  them  Southern  States? 

Mr.   Thom.  No;   in  addition  to  the   tier  of   States   between   the 
Potomac  and  the  Mississippi   River  and   south   of  the   Ohio   they 
operate  also  m  the  States  of  Indiana  and  Illinois. 
_    The  Chairman.  How  many  different  railwavs  have  been  gi^aduallv 
incorporated  in  the  Southern  Railway  System"? 

Mr.  Thom.  I  could  not  tell  you  that,  but  a  great  manv. 

The  Chairman.  A  hundred? 

Mr.  Thom.  I  would  have  to  verify  that.  I  have  never  enumerated 
them. 

The  Chairman.  How  do  the  various  States  within  wlrose  bounda^ 
ries  the  Southern  System  operates,  outside  of  Virginia,  regard  the 
control  of  the  operations  of  the  roads  within  their  boundaries,  bv  a 
foreign  corporation,  organized  under  the  laws  of  Virginia? 

Mr.  Thom.  I  must  say  that  I  have  never  seen  any  A'ery  marked 
degree  of  jealousy  about  that. 

The  Chairman.  You  have  not  seen  anv  marked  opposition  to  the 
inclusion  of  these  various  State  railwavs,  in  the  svstem  organized 
under  the  laws  of  Virginia?  '  '  '^ 

Mv.  Thom.  No  :  it  is  true  that  I  came  into  the  life  of  that  road 
after  that  had  all  been  accomplished. 

Tlie  Chairman.  When  did  you  become  associated  with  the  Southern 
Railway  Co.? 

Mr.  Thom.  I  came  in— I  was  leased  into  the  Southern  with  the 
Atlantic  &  Danville  road. 

The  Chairiman.  And  when  was  that? 

Mr.  Thom.  They  acquired  me  by  lease  in  1899. 

The  Chairman.  There  were  a  large  number  of  roads  absorbed  in 
that  system,  were  there  not? 
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Mr.  Thom.  a  XAvy  lar^e  number;  yes,  sir. 

The  Chairman.  Has  that  union  of  roads  under  a  Virginia  corpo- 
ration resulted  to  the  advantage  of  tlie  efficiency  of  transportation? 

Mr.  TiioM.  Oh.  iunnensely!  That  has  been  done  as  a  distinct 
answer  of  tlie  transportation  people  to  the  econouiic  necessities  of  the 
communities  thev  serve.  The  Southein  Railroad  is  in  a  small 
market;  that  is,  practically  small  markets.  Of  course  there  are  large 
and  valuable  markets  in  "that  section,  but  the  great  demand  of  the 
people  there  is  for  access  to  the  larger  markets,  both  of  this  country 
and  of  the  world,  and  in  order  to  accommodate  that  movement  of 
commerce,  these  roads  were  thrown  together.  I  do  not  mean  by  that 
to  say  tliat  there  were  not  reasons  of  financial  nature  which  appealed 
to  the  i)eople  having  that  in  charge,  too,  but  that  union  would  have 
been  impossible  if  only  the  financial  views  of  the  managers  had  been 
involved.  The  financial  views  of  the  managers  were  sustained  by  the 
universal  recognition  that  the  movement  of  commerce  required  these 
long,  continuous  lines. 

The  CHAiR^iiAK.  You  speak  of  the  universal  recognition.  Do  you 
understand  by  that  that  the  public  opinion  of  the  region  in  which 
your  roads  are  operated  sustained  this  union  of  railw^ays? 

Mr.  Thom.  Undoubtedly. 

The  Chairman.  Have  yon  observed  any  signs  of  dissatisfaction 
with  it  and  a  disposition' to  return  to  the  old  system  of  separated 
railways? 

Mr.  Thom.  None  whatever.  It  is  an  answer  to  the  absolute  neces- 
sity of  commerce. 

The  Chairman.  Then  your  contention  is  that  this  method  has  been 
the  result  of  economic  necessities? 

Mr.  Thom.  Yes;  and  commercial  evolution. 

The  Chairman.  Now,  would  it  have  been  much  easier  and  simpler 
to  have  accomplished  that  union  of  railroads  necessary  to  the  eco- 
nomic development  of  the  South  under  a  national  incorporation  act 
than  under  the  present  system? 

Mr.  Thom.  Undoubtedly. 

The  Chairman.  Would  it  have  been  attended  with  less  expense, 
in  yoiir  judgment? 

Mr.  Thom.  Yes;  undoubtedly. 

The  Chairman.  And  less  friction? 

Mr.  Thom.  Undoubtedly :  and  would  haye  made  a  more  absolutely 
workable  instrument.  You  would  have  had  a  unit  then.  The  sys- 
tems are  now  held  together  in  an  artificial  way.  They  are  contriv- 
ances to  meet  legal  difficulties.  They  are  not  made  one  complete 
and  homogeneous  unit. 

The  Chairman.  Are  we  to  understand  that  the  railway  executives 
and  managers  throughout  the  country  are  now  agreed  upon  the  im- 
portance of  national  incorporation  of  railways  ? 

Mr.  Thom.  Of  course,  in  a  large  body  of  men,  in  railroad  life  as 
well  as  in  any  other,  you  will  find  men  of  different  views.  You 
find  also,  of  course,  every  now  and  then  a  company  peculiarly  situ- 
ated, having  advantages  "under  the  present  conditions  which  they  do 
not  feel  that  they  could  surrender  for  an  untried  condition.  But  I 
think  I  can  say— I  refer  to  that  class  of  people  merely  to  emphasize 
the  unity  of  view  which  the  railway  managers  of  the  country  have 
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come  to  in  respect  to  this  matter.  We  have  debated  this  question 
a  good  deal  among  ourselves,  and  on  the  committee  of  council,  of 
which  I  am  chairman,  which  has  associated  with  it  the  committee 
of  executives,  known  as  the  Railway  Executives'  Advisory  Commit- 
tee, when  we  first  commenced  to  debate  it  there  were  two  who  were 
very  much  opposed  to  it.  I  imagined,  of  course,  that  they  were 
representing  the  policies  of  their  management,  and  we  had  anoppor- 
timity  subsequent  to  that  time  to  debate  the  question  before  the  presi- 
dents. I  found  that  I  had  been  correct  in  supposing  these  gentlemen 
^vere  representing  the  policies  of  their  companies,  and  they  were  two 
of  the  very  important  companies  of  the  country.  After  debating  it 
the  executives  came  in  to  the  plan  of  a  compulsory  incorporation  bill, 
not  an  elective  one,  because  they  believed  it  would  be  best  for  the 
country,  while  they  might  have  to  give  up  some  of  the  special  fea- 
tures of  their  charters,  their  privileges,  which  they  valued,  they  be-  ■ 
lieved  they  would  get  more  in  the  way  of  helpfulness  by  coming  to  a 
system  of  this  sort  than  otherwise,  and  so  those  who  do"^not  agree  are 
in  number  very  small.  I  do  not  know  but  one.  There  may  be  two  or 
three. 

The  Chairman.  I  will  state,  Mr.  Thom,  that  in  1904  and  1905  an 
mvestigation  was  made  by  the  Interstate  Commerce  Committee  of 
the  Senate,  of  which  I  was  a  member,  regarding  the  requirements  of 
interstate  commerce,  and  particularly  the  advisability  of  giving  the 
Interstate  Commerce  Commission  the  power  to  fix  rates,  and  during 
that  investigation  I  presented  a  scheme  for  national  incorporation 
and  questioned  a  great  many  of  the  railroad  executives  and  managers 
regarding  it,  and  I  found  that  apparently  none  of  them  viewed  it 
hospitably,  so  I  was  com]3elled  to~  present  my  views  in  a  separate 
document  in  connection  with  the  report  of  the  committee  upon  this 
subject.  I  also  took  up  the  question  again  in  the  Commerce  Court 
investigation,  and  there  found  that  the  views  were  not  hospitably 
entertained  by  the  railways,  and  by  few  of  the  members  of  the  com- 
mittee itself,  as  was  the  case  v.ith  the  previous  committee  considering 
the  Hepburn  bill.  I  believe  the  only  witness  during  all  that  time 
who  encouraged  me  at  all  in  the  views  which  I  entertained  was 
Senator  Cummins,  who  was  then  governor  of  the  State  of  Iowa,  and 
who  appeared  before  the  committee.  That  was  on  the  Hepburn  bill. 
Now,  has  this  change  of  view  upon  the  part  of  the  railway  executives 
been  a  recent  change,  and  what  has  occasioned  it  ? 

Mr.  Thom.  It  has  been  a  gradual  change  to  a  realization  of  what 
is  noAv  believed  to  be  a  necessity.  The  difficulties  of  railroad  man- 
agement have  been  becoming  more  and  more  apparent;  the  view  that 
no  industry  could  flourish  where  both  its  income  and  its  expenses 
were  beyond  the  control  of  the  owner,  and  especially  that  that 
could  not  be  done  if  the  income  was  subject  not  only  to  one  com- 
prehensive governmental  control,  but  could  be  cut  down  by  in- 
numerable governmental  bodies  with  different  policies,  different  out- 
looks, who  were,  in  the  nature  of  things,  unable  to  take  more  than 
a  partial  view  of  the  property;  this  has  led  those  responsible  for  the 
success,  primarily  responsible  for  the  success  of  these  instrumentali- 
ties of  commerce,  to  look  to  a  method  of  strengthening  them  in  the 
public  confidence,  and  they  have  come  to  believe  that  that  is  im- 
practicable unless  the  United  States  Government  will  take  charge  of 
the  instrument  of  interstate  commerce  and  will  regulate  it  in  ac- 
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cordaiice  with  what  probably  actually  is.  It  is  a  national  problem, 
and  the  standard  of  the  sufficiency  ought  to  be  fixed  by  one  authority, 
which  can  take  a  comprehensive  enough  view  to  determine  how  good 
it  ought  to  be  and  what  is  necessary  to  its  successful  service.  Now, 
that  ied  to  the  conchision  that  wdien  you  once  concede  that  there 
must  be  governmental  regulation — it  led  to  the  conclusion  that  there 
should  be  a  system  of  single  governmental  regulation.  The  differing 
views  of  the  States  in  regard  to  wdiat  a  railroad  ought  to  be  allow^ed 
to  do  in  the  way  of  improvement,  what  it  ought  to  be  allowed  to  do 
in  the  way  of  equality  of  terms,  as  between  the  different  States,  and 
similar  problems,  have  borne  in  upon  the  railroad  management  until 
they  are  convinced  that  they  can  no  longer  cope  wdth  their  prob- 
lems unless  they  have  a  single  regulating  power.  From  that  it  Avas 
easy  enough  to  see  that  they  had  been  mistaken  heretofore  in  their 
view  that  there  should  not  be  a  system  of  national  incorporation, 
because  national  incorporation  is  an  essential  facility  in  the  way  of 
having  complete  national  regulation. 

Now,  of  course,  we  are  all  obliged  to  admit  that  on  the  part  of  the 
owners  of  railroads  and  on  the  part  of  the  managers  of  railroads 
there  has  been  an  unw^illingness  to  accept  any  governmental  regula- 
tion to  a  greater  extent  than  was  necessary.  That  has  been  a  slow 
process.  It  started  in  the  beginning  by  a  denial  of  the  propriety 
and  justice  of  any  regulation,  but  step  by  step  the  soundness  of  the 
public  view  that  there  should  be  governmental  regulation  has  been 
more  and  more  accepted.  Railroad  managers  have  changed;  a  gen- 
eration has  come  and  gone  since  this  thing  w-as  started  29  years  ago. 
Men  have  come  into  railroad  management  who  were  separated  from 
the  first  and  early  conce]:)tions  of  these  matters,  and  they  appreciate 
that  there  must  be,  and  I  think  I  may  say  for  them  generally,  that 
there  ought  to  be  a  system  of  governmental  regulation;  but  they  be- 
lieve that  it  ought  to  be  a  philosophical  system;  that  it  ought  not  to 
present  complexities  which  will  repel  investors;  that  it  ought  to  be 
helpful:  that  it  ought  to  provide  the  necessary  protection  to  the  in- 
strumentality of  commerce  wdiich  will  make  it  always  efficient  for  the 
service  which  is  required  of  it;  and  they  can  not  see  now,  after  de- 
bating the  logic  of  those  concessions,  and  after  the  adoption  of  those 
views,  they  can  not  see  where  the  stopping  point  is,  or  if  all  those 
views  are  sound  wdiore  they  can  stop ;  and  insist  on  the  wisdom  and 
advantage  of  national  regulation  alone,  and  still  leave  the  actual 
corporate  control  of  these  instrumentalities  in  the  hands  of  an  au- 
thority other  than  the  Nation.  It  seems  that  the  power  to  control  the 
national  entity  itself  must  necessarily  follow^  the  power  of  regulation 
by  the  Nation  itself.  The  logic  of  that  view  has  been  now  accepted 
by  the  railroad  managers  of  the  country,  with  the  rare  exceptions  to 
which  I  have  alluded. 

The  Chairman.  INIr.  Thorn,  there  are  two  forms  of  meeting  this 
requirement  for  national  organization  to  which  you  refer.  One  is 
the  creation,  under  national  law,  of  national  corporations  that  will 
oAvn  the  phj^sical  property  of  the  railroads  in  the  various  States,  and 
the  other  is  the  creation  of  holding  companies  under  national  law 
which  will  own  the  stocks  of  corporations  organized  under  the  laws 
of  and  operating  in  the  various  States.  The  latter,  you  will  observe 
has  Avhat  might  be  regarded  as  an  advantage — that  the  entity  of  the 
State  corporations  is  maintained,  whilst  the  union  of  these  corpora- 
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tions  is  effected  under  the  national  law  through  a  holding  company. 
Will  you  please  state  your  views  as  to  the  comparative  advantages  of 
these  two  systems? 

Mr.  Thom.  We  think  that  there  should  be  a  nationally  created  cor- 
poration wdiich  shall  own  the  physical  property.  We  do  not  see  any 
disadvantage  in  that  whatever.  Of  course  the  parties  in  interest  in 
respect  to  it  are  three :  One  is  the  State  in  its  corporate  capacity,  the 
second  is  the  security  holders  of  the  State  corporations,  and  the  third 
is  the  general  public.  The  State  in  reality,  in  its  corporate  capacity, 
has  no  interest;  its  interest  as  a  State  is  fully  protected  by  having 
the  Nation,  which  represents  that  State  as  all  the  others,  create 
a  system  which  shall  be  fair  as  between  the  two.  The  logic  and 
soundness  of  the  view  that  no  State  can  with  propriety  adhere  to 
the  view  that  it  must  hold  on  to  some  advantage  for  itself  over 
its  sister  State  in  these  matters  of  commerce  which  affect  both  is 
making  tremendous  progress  in  this  country.  For  example,  every 
railroad  that  runs  into  the  South — every  large  system  that  runs  into 
the  South  and  goes  from  this  section  of  the  country  is  an  incorpora- 
tion of  the  State  of  Virginia.  The  Atlantic  Coast  Line,  the  Sea- 
board Air  Line,  the  Southern,  the  Norfolk  &  Western,  and  the  Chesa- 
peake &  Ohio  are  all  Virginia  corporations.  The  only  three  roads 
in  the  South  that  I  know  of,  of  any  importance,  which  are  not  Vir- 
ginia corporations,  are  the  Louisville  &  Nashville,  the  Central  of 
Georgia,  and  the  Illinois  Central.  There  are  five  of  the  great  rail- 
road systems  of  the  South  that  are  incorporated  by  the  State  of 
Virginia. 

Now,  everybody  sees  that  no  individual  views  of  the  State  of  Vir- 
ginia ought  to  be  imposed  on  North  Carolina  or  Tennessee,  or  on  any 
of  the  other  Southern  States.  The  State  policy  which  might  put  a 
limitation  on  one  of  those  five  systems  in  Virginia  of  course  would 
naturally  be  resented  by  the  other  States  if  they  did  not  agree  with 
that  policy ;  and  the  question  ought  not  to  be  left — the  public  is  be- 
ginning to  see  that  the  power  ought  not  to  be  left  in  the  State  of 
Virginia  to  put  a  limitation  on  the  charter  of  those  five  companies, 
Avhich  will  be  felt  throughout  the  system,  but  that  there  ought  to  be 
a  power  that  represents  every  one  of  those  States — Georgia  and  Ala- 
bama and  Tennessee,  as  well  as  Virginia — that  would  pass  on  those 
questions  of  charter  limitation;  so  that  the  view  of  the  power  of  the 
State  to  put  limitations  or  to  give  privileges  is  being  rejected  by  the 
public  thought  of  this  coimtry,  for  the  reason  that  there  you  come 
across  what  Chief  Justice  Marshall  so  many  years  ago  said,  that 
while  Virginia  might  be  willing  to  do  that,  the  other  States  are  not 
willing  for  it  to  do  it.  They  w^ant  those  questions  of  vital  commer- 
cial interest  to  themselves  passed  on  by  a  body  that  is  not  simply  one 
of  the  States,  but  that  represents  all  of  the  States;  so  that  we  can 
eliminate  the  interests  of  the  State,  as  a  State,  in  that  matter. 

Now,  as  to  the  interest  of  the  stockholders  and  the  creditors,  it  is 
our  belief  that  there  is  a  simple  constitutional  proposition  underlying 
their  rights.  When  they  made  their  contract  rights  with  a  corpora- 
tion chartered  to  do  interstate  and  foreign  business,  they  acquired 
their  contract  rights  subject  to  the  full  exercise  in  the  future  by  the 
Federal  Government  of  the  power  to  regulate  commerce.  In  the 
nature  of  things,  there  could  not  be  a  contract  right  acquired  by  one 
of  the  investors  in  these  railroads  chartered  to  do  an  interstate  busi- 
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ness  which  woukl  limit  the  power  of  the  Federal  Government  to 
fully  regulate  that  instrumentality.    The  State  itself  had  created  it 
to  do  this  interstate  business ;  the  people  that  had  gone  in  as  stock- 
holders or  creditors  had  gone  in  to  a  concern  organized,  m  the  first 
instance,  to  do  an  interstate  business.     They  found  in  the  Constitu- 
tion of  the  ITnited  States  a  provision  giving  to  the  Federal  Govern- 
ment the  full  power  to  regulate  interstate  business— interstate  com- 
merce.    They  then  took  their  rights  subject  to  the  future  exercise  by 
Congress  of 'that  power  to  reg-ulate  connnerce  to  the  fullest  extent 
that*' Congress  might   feel  that  the  public  interest  might  demand. 
You  gentlemen  will  remember  that  that  question  has  been  passed  on 
already  by  the  Supreme  Court  of  the  United   States.     Years  ago 
there  was  "a  man  who  was  injured  in  a  railroad  wreck  on  the  Louis- 
ville &  Nashville  road,  giving  him  a  legitimate  claim  against  that 
company  for  damages.     He  settled  that  claim  by  assuming  a  con- 
tract relationship  Avith  the  Louisville  &  Nashville.     He  got  a  pass 
for  life  from  the  Louisville  &  Nashville,  in  consideration  of  this  claim 
that  he  had  against  the  road.     That  was  legitimate ;  that  was  lawful 
at  the  time  it  was  done.     There  was  nothing  in  the  laws  of  Congi^ess 
to  prevent  it  when  that  contract  was  made ;  but  as  years  came  along 
Congress  undertook  to  regulate  how  people  could  pass  on  a  rail- 
Poad— the  terms  on  wdiich"  thev  must  deal  with  the  railroad;  that 
there  must  be  absolute  equality,  and  that  nothing  should  be  taken 
except  money  for  passage  on  a  railroad,  and  that  case  was  carried 
up  to  the  Supreme  Court,  and  the  Supreme  Court  there  said  that  this 
man  took  his  contract  right  with  the  road  subject  to  the  future  exer- 
cise by  Congress,  to  the  fullest  extent,  of  the  right  to  regulate  com- 
merce and  that  his  rights  under  that  contract  must  fall,  because 
Congress  had  seen  fit  to  regulate  commerce  to  an  extent  greater  than 
it  had  undertaken  to  do  at  the  time  that  contract  right  was  created. 
Now,  we  believe  that  these  stockholders'  rights  and  these  bond- 
holders' rights  do  not  stand  on  any  higher  basis.     We  believe  that 
when  the  bondholder  lent  his  money  to  a  railroad  engaged  m  inter- 
state commerce,  and  when  the  stockholder  made  his  contribution  to 
the  capital  of  railroads  engaged  in  interstate  commerce,  that  ex 
necessitati  thev  both  did  that  subject  to  any  legitimate  regulation  of 
commerce  in  the  future  which  Congi-ess  might  undertake.     There- 
fore, we  ask  ourselves  the  question  whether  a  system  of  national  in- 
corporation is  the  legitinuite  exercise  by  Congress  of  the  power  to 
regulate  commerce.     We  think  it  is.     We  think  that  everywhere  it 
appears  in  the  authorities  that  it  is.     If  we  are  right  m  thinking 
that  Congress,  under  the  power  to  regulate  commerce,  may  adopt  a 
national  incorporation  law,  then  these  stockholders  and  bondholders 
took  their  rights  in  the  corporation  subject  to  that  possible  exercise 
in  the  future,  and  thev  have  no  complaint;  they  have  no  case  for 
compensation  in  the  event  that  Congress  does  exercise  that  power  of 
regulating  commerce  to  the  extent  of  adopting  a  national  system  of 
incorporation.  ,  .  t  t 

So  that  our  view  is  that  Congress  can  pass  a  law  forbidding  any 
railroad  company,  after  a  date  to  be  fixed  by  Congress,  to  engage 
in  interstate  and  foreign  commerce  unless  they  have  taken  out  a 
license  under  the  National  Government,  or  unless  they  have  taken 
out  a  charter  under  the  National  Government,  and  when  that  is  done 
the  stockholders  of  that  corporation  may  meet  and  by  a  majority — 
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not  by  a  unanimous  but  by  a  majority  vote — bind  everybody  in  it, 
jjind  the  minority  to  a  system  of  national  incorporation,  because  that 
is  one  of  the  purposes  which  they  went  into  business  for,  to  do  an 
interstate-commerce  business. 

That  is  the  other  method  of  doing  it,  and  we  think,  therefore,  that 
there  will  be  no  difficulty  about  the  matter,  and  that  there  will  be 
no  right  on  the  part  of  anybody  to  object.  But  we  do  think  this :  We 
think  that  every  right  that  has  attached  in  that  property,  whether 
it  be  the  right  of  creditor  or  right  of  a  stockholder,  must  be  pre- 
served against  the  assets  that  pass  into  the  national  incorporation; 
that  they  must  stand  when  they  get  there  just  as  they  stood  in  the 
corporation  of  the  State.  It  is  not  a  legitimate  method  of  regula- 
tion to  try  their  rights  interstice,  or  their  rights  as  to  the  corpus  of 
the  property,  but  as  to  the  management  of  the  property,  as  to  the 
form  in  which  it  stands ;  that  that  is  a  matter  which  is  fully  within 
the  regulating  power  of  Congress,  and  that  when  Congress  preserves 
their  contract  rights  in  regard  to  the  assets  of  the  companv  they  have 
guarded;  that  is.  Congress  has  guarded— every  constitutional  right 
of  the  creditor  or  the  security  holder,  and  still  retains  unimpaired 
its  po\yer  to  regulate  and  direct  the  instrument  of  interstate  com- 
merce in  its  business  in  commercial  operation. 

Now,  the  other  class  of  people  to  whom  I  referred  as  having  an 
interest  is  the  public,  and  the  problem  is  merely  before  you  gentle- 
men to  determine  wliether  the  public  interest  requires  this  action. 
You  may  say  it  does,  or  you  may  say  that  it  does  not.  That  is  for 
you  to  say.  But  if  you  say  it  does,  we  are  absolutely  convinced  that 
that  IS  no  constitutional  abstacle  in  your  way :  that  neither  the  State 
nor  any  of  the  security  holders  occupy  any  position  that  can  in  any 
way  impede  you  in  the  full  exercise  of  your  power  of  regulating 
commerce.  " 

The  Chairman.  Do  you  think  that  the  consent  of  the  State  is 
required  as  to  the  acquisition  and  absorption  of  the  property  and 
powers  and  functions  of  a  State  corporation  by  a  national  incorpora- 
tion organized  under  the  national  law  ? 

Mr.  Thom.  No,  sir.  You  do  not  transfer  to  the  national  incor- 
poration any  franchise  granted  by  the  State.  You  might  confer 
upon  the  State  corporation— I  mean  upon  the  national  corporation— 
every  franchise  that  the  State  has  conferred  upon  it,  but  it  will  be 
yom-  gift  then  and  not  the  State's.  The  source  of  its  franchise  then 
IS  Congress,  not  the  State.  You  would  only  acquire  the  physical 
property.  You  acquire  none  of  the  rights  granted  bv  the  States, 
but  acquire  the  physical  property. 

It  is  inconceivable  that  Congress  can  be  charged  with  the  duty  of 
regulating  and  assuring  that  there  shall  be  such  a  thing  as  inter- 
state commerce  unless  it  can  enter  upon  the  territory  of  the  State 
and  acquire  the  means  of  doing  it,  and  it  has  been  held  that  Congi^ess 
can  do  that  through  the  exercise  of  the  right  of  eminent  domain. 
Ihe  Supreme  Court  has  decided  that,  even  if  the  property  did  not 
belong  to  the  railroads,  even  if  it  belonged  to  a  citizen  of  the  State 
Congress  can  go  into  one  of  the  courts  of  that  State  and  can  have 
the  property  of  an  individual  citizen  condemned  in  order  to  create 
a  system  of  interstate  commerce. 

Now,  when  the  whole  property  has  gone  into  an  individual— I 
niean  gone  into  an  individual  company— and  becomes  the  property 
of  a  State  corporation  no  longer,  the  property  of  an  individual  in 
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the  State,  and  Avas  acquired  for  the  purpose  of  devoting  it  to  inter- 
state commerce  and  subject  to  regidation  of  Congress,  then,  of  course, 
there  can  be  no  doubt  of  the  power  to  transfer  it  to  a  better  system 
of  reguhition  and  to  a  more  extensive  system  of , regulation  than  that 
which  existed  at  the  time  that  property  was  acquired. 

The  CuAiRiirAN.  I  take  it,  then,  that  you  think  a  system  of  holding 
companies,  organized  under  national  law,  would  not  meet  the  re- 
quirements of  the  situation? 

Mv.  Thom.  I  do  not  think  it  would  at  all.  I  feel  that  that  would 
lead  to  some  diversified  situation  of  conflicting,  or  accumulated  neces- 
sity for  corporate  action  which  will  retain  all  the  complexities  of  the 
present  situation,  and  that  the  whole  thing  can  be  simplified  and 
unified  by  making  one  national  corporation  of  the  railroad  system 
and  letting  that  corporation  own  the  physical  property  and  be 
charged  with  the  direct  obligation  to  the  country  for  their  proper 
operation. 

The  Chairman.  Assuming  that  the  national  system  of  incorpora- 
tion of  railroads  is  adopted^  what,  in  your  judgment,  would  be  the 
application  of  the  police  laws  of  the  various  States  to  railroads 
owned  by  such  national  corporations  ? 

For  instance,  with  reference  to  the  gradings  and  crossings  of 
railroads,  with  reference  to  the  use  of  separate  cars  in  the  Southern 
States  by  the  blacks — would  the  local  police  laws  apply  to  such 
national  instrumentalities? 

Mr.  Thom.  My  view — or  perhaps  our  view,  I  may  say — is  that 
the  police  powers  of  the  State  ought  to  be  affected  to  the  least  pos- 
sible extent  consistent  with  an  efficient  regulation  of_  commerce. 
The  people  of  this  country  value  local  government.  It  is  a  natural 
and  it  is  a  proper  view.  Men  have  always  wanted  their  government 
near  enough  to  their  homes  to  let  the  government  understand  the 
spirit  of  their  civilization.  Those  police  powers  ought  not  to  be 
affected  in  any  way  except  under  the  compulsion  of  finding  that  any 
one  police  powder  is  inconsistent  with  the  national  object  which 
Congress  has  in  view. 

Now,  take  this  matter  of  taxation.  Of  course,  if  there  were  Gov- 
ernment ownership  there  should  be  nothing  but  National  Government 
ownership.  There  has  been  no  suggestion  anywhere  that  the  States 
should  begin  and  own  these  roads,  but  if  the  Government  ownership 
should  be  a  general  concurrence  in  the  view  that  the  only  govern- 
mental agencv  at  all  is  the  United  States,  of  course  that  is  a  recogni- 
tion of  the  fundamental  of  interstate  commerce ;  that  it  has  national 
aspects  and  necessities  which  can  not  be  dealt  with  locally.  No 
State's  rights  man,  no  matter  how  deeply  imbued  he  may  be  with 
that  governmental  philosophy,  would  for  an  instant  think  that  any 
State  should  own  these  ageiicies  of  national  commerce.  All  must 
concede  that  the  United  States  Government  must  own  them,  if  any 
Government  owns  them,  and  that  that  conclusion  comes  out  of  the 
very  nature  of  the  business  itself.  It  is  national  in  its  aspects.  I  say 
that  all  the  contention  for  Government  ownership,  therefore,  recog- 
nizes the  fundamentals  of  the  plea  that  we  are  making  for  national 
regulation. 

Now.  if  there  was  that  system  of  national  ownership  of  course  that 
would  take  away  from  the  States  the  right  of  taxation.     It  seems 
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to  US  that  in  any  system  of  national  incorporation  there  should  be 
a  provision  leaving  to  the  States  the  right  to  tax  all  railroad  property 
withm  their  respective  borders  to  the  full  extent  that  it  would  tax 
any  other  property  there.  I  suppose  the  right  of  taxation  is  in  the 
nature  of  a  police  power.  Then  we  go  to  the  other  police  powers. 
We  think  that  Congress  ought  to  start  a  system  of  regulation  by 
putting  on  the  State  side  of  the  line  of  the  division  between  the 
national  authority  and  State  authority  all  those  matters  where  there 
IS  a  possibility,  or  I  should  say  a  probability,  of  the  power  bein^  exer- 
cised in  a  way  not  to  interfere  with  the  national  purpose  of  regulatinff 
commerce.  &  & 

The  philosophy  of  this  all  would  be,  of  course,  to  take  this  matter 
ot  grade  crossings,  and  matters  of  that  kind,  as  possibly  affecting 
m  a  large  way  the  instrumentality  of  commerce,  and  therefore  neces 
sary  to  be  controlled  by  the  National  Government.  But  we  do  not 
think  that  that  ought  to  be  taken  for  granted.  We  think  that  ought 
to  be  left  to  the  State  until  such  time  as  it  is  demonstrated  it  interferes 
with  the  general  policies  Congress  has  in  view.  We  think  that  ought 
to  be  left  to  the  State.  ^ 

We  think  also,  in  the  matter  to  which  you  speciallv  alluded  the 
niatter  of  separate  costs  and  separate  rates,  where  aiiy  one  section 
of  the  country  there  are  susceptibilities  on  that  subject  which  do  not 
exist  m  others,  we  think  those  matters  ought  to  be  respected,  and 
where  there  is  any  valid  law  of  the  State  controlling  that  matter 
we  thmk  that  law  ought  to  be  left  undisturbed  by  an  act  of  Congress 
Ihere  ought  to  b*e,  m  our  judgment,  the  powers  taken  over  by  "Con- 
gress which  Congress  can  now  see  are  essential  to  the  successful  oper- 
ation of  interstate  commerce,  and  of  a  complete  guarantee  to  the 
public  of  the  efficiency  of  their  commercial  facilities.  But  nothing 
else,  no  other  matter— I  will  not  sav  right— but  no  other  matter 
ought  to  be  disturbed  until  it  shall  come  to  appear  that  the  power 
which  is  left  where  it  is  now  is  being  exercised  in  a  way  to  affect 
adversely  the  public  interests. 

The  matter  of  State  rates  I  have  attempted  to  show  you  is  a 
matter  which  now  is  undoubtedly  burdening  the  various  States. 
The  action  of  one  State  is  undoubtedly  burdening  the  commerce  of 
another  State  and  is  undoubtedly  burdening  interstate  commerce 
We  think  that  undoubtedly  ought  to  be  taken  hold  of,  because  you 
can  not  divide  these  instrumentalities  and  let  some  essential  function 
of  them  be  regulated  by  one  system  of  government,  and  other  essen- 
tial functions  of  them  be  regulated  by  other  systems  of  government, 
and  at  the  same  time  preserve  the  equality  that  ou^ht  to  exist  be- 
tween them  and  ought  to  exist  between  the  "commercial  affairs  of  the 
country. 

We  think  also  there  ought  to  be  taken  such  matters  as  the  equip- 
ment of  trains  which  run  unbroken  across  the  continent,  or  half 
across  the  continent.  We  think  there  ought  to  be  no  necessity  for 
stopping  at  State  lines  and  changing  the  equipment;  but,  broadly 
speaking,  our  contention  is  that  wherever  there  is  a  matter,  whether 
even  admittedly  within  the  power  of  Congress,  which  can  be,  and 
probably  will  be,  exercised  by  the  States,  without  a  disadvantage  to 
the  instrument  of  interstate  commerce  and  its  efficiency  in  the  public 
service,  it  ought  to  be  left  to  the  States. 
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The  Chairman.  Upon  tlie  subject  of  taxation  you  referred  to  the 
fact  that  if  the  roads  were  owned  by  the  Government  there  would 
be  no  taxation,  of  course,  and  that  if  they  are  to  be  nationally  incor- 
porated we  will  all  a<jree  they  must,  of  course,  contribute  to  the 
expenses  of  the  Stale  and  numicipal  oovernments  and  to  the  National 
Government.  Do  you  find  that  there  is  much  variance  in  the  laws 
of  the  various  States  with  reference  to  the  taxation  of  railroads? 

iNIr.  TiiOM.  Yes:  we  find  a  great  difference,  and  a  o-reat  ditference 
in  the  tax  burden  of  the  States. 

The  Chairman.  Do  you  find  that  variance  as  to  huv  and  variance 
as  to  the  amount  of  burden  imposes  any  difficulty  as  to  the  negotia- 
tion of  securities  at  Ioav  rates  of  interest? 

Mr.  Tiio^i.  I  am  not  able  to  say  that  I  do.  I  think  there  are  great 
ine(iualities  lietween  the  various  States  with  respect  to  the  imposition 
of  the  tax  luirdens:  that  thei-eby  the  State  that  imposes  the  greatest 
burden  is  taking  an  undue  part  of  the  revenues  of  the  company  for 
its  own  purposes  and  is  putting — theoretically  at  least,  and  it  would 
all  depend  on  the  amount  of  the  tax — a  burden  on  the  other  States. 
That  money  has  got  to  be  made  up  somewhere.  That  is.  one  of  the 
things  that  must  be  taken  into  consideration  when  rates  are  fixed, 
and  the  State  that  im}:)Oses  the  largest  tax,  in  proportion  to  some 
other  State,  to  that  extent  increastvs  that  burden  and  adds  to  the 
aggregate  expense. 

Notwithstanding  that,  in  striking  a  balance  between  the  public 
interest,  on  the  one  hand,  and  having  a  consistent  and  efficient  sys- 
tem of  transportation,  necessary  at  all  times  for  its  purposes,  and 
the  interest  of  the  public  not  to, see  sources  of  State  revenue  impaired 
unnecessarily,  I  believe  that  for  the  present  at  least — and  I  think 
it  will  prove  to  be  so  for  all  the  future— that  this  power  of  taxation 
should  be  left  with  the  States  to  be  imposed  on  this  class  of  prop- 
erty in  the  same  way  it  imposes  and  to  the  same  extent  it  imposes 
taxation  on  other  property  belonging  to  the  people  in  that  State. 

Great  debts  have  grown  up  in  municipalities  and  in  States,  based 
upon  all  the  assets  in  the  State  and  among  them  railroad  assets.  I 
do  not  believe  that  it  would  be  accepted  as  a  fair  consideration  for 
those  conditions  if  Congress  were  just  to  take  away  from  the  States 
this  poAver  of  taxation  on  any  very  considerable  part  of  the  assets. 
No  nmtter  if  it  had  the  power,  I  do  not  believe  that  it  would  be 
accepted  as  a  fair  consideration  for  those  local  conditions  for  Con- 
gress to  do  that. 

The  Chairman.  You  are  aware,  as  to  national-bank  corporations, 
the  national  law  fixed  a  rule  for  their  taxation,  are  you  not? 

Mr.  Thom.  Y^es,  sir. 

The  Chairman.  In  the  incorporation  bill  which  I  framed  I  in- 
serted a  provision  regarding  taxation  providing  that  the  stocks  and 
bonds  of  corporations  should  be  exempt  from  taxation  as  being 
merely  interests  in  the  property  of  the  corporation,  but  that  the 
physical  property  of  the  corporation  itself  within  the  boundaries 
of  "a  State  should  lie  assessed  and  taxed  under  the  laws  of  that  State. 
What  do  you  think  of  such  a  rule  of  taxation? 

Mr.  Tho:m.  Mv  own  belief  in  the  system  of  taxation  is  that  you 
ought  to  tax  the  pro]5erty.  Now.  the  stock  in  a  corporation  is  nothing 
more  than  the  certificate  of  the  ownership  of  the  holder  in  the  cor- 
poration.   Here  is  a  corporation  with  100  shares  of  stock.    A  person 
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owns  1  share  of  that  stock.  That  means  that  he  owns  a  one-hundredth 
interest  in  that  corporation.  Now,  I  do  not  see  how  that  diflPers  from 
the  man  who  holds  a  deed  to  his  farm.  The  title  of  the  owner  of 
the  farm  is  his  deed.  To  tax  both  the  farm  and  the  deed  would  be 
double  taxation.  To  tax  both  the  property  of  the  railroad  and  the 
stock  IS  double  taxation  for  the  reason  that  I  have  just  narrated.  The 
certificate  of  stock  stands  in  the  place  of  the  deed  of  the  owner  of  the 
farm  as  a  muniment  of  his  title.  When  we  get  to  taxation  of  bonds, 
we  get  into  a  very  difficult  situation ;  not  difficult  in  itself,  having  no 
inherent  qualities  of  difficulty,  but  difficult  because  there  has  grown 
up  in  this  country  such  an  immense  accumulation  of  public  debt  that 
you  have  got  to  look  everywhere  for  sources  of  taxation,  and  to 
withdraw  all  of  a  sudden  the  entire  bonded  indebtedness  of  the 
country  as  a  source  of  taxation  would  greatly  disturb  an  intensely 
practical  situation.  I  think  that  ought  to  be  done  myself  on  any 
legitimate  basis,  but  I  do  not  think  that  is  a  practical  thing  to  do. 
I  do  not  think  it  is  possible  to  do  it. 

The  Chairman,  Does  not  the  bond  also  represent  an  interest  in  the 
property  just  as  the  stock  does? 

Mr.  Thom.  In  reality  it  is  a  debt  that  the  property  owes.  It  is  not 
a  part  of  the  title  of  the  property  (secured  by  a  mortgage,  it  is  true), 
but  it  is  a  lien  and  is  not  an  interest  in  it.  It  is  secured  by  the  prop- 
erty, but  not  an  interest  in  it. 

The  Chairman.  If  you  tax  the  full  value  of  the  property,  or  assess, 
rather,  the  full  value  of  the  property,  and  then  assess  the  full  value 
of  the  bonds  and  the  stocks,  is  not  that  double  taxation  ? 

Mr.  Thom.  Yes,  sir ;  but  that,  of  course,  assumes,  as  it  is  generally 
true,  that  the  proceeds  of  the  bond  had  gone  into  the  property  and 
the  stock. 

The  Chairman.  You  dwelt  upon  the  importance,  in  the  public 
interest,  of  so  regulating  our  railway  systems  as  to  enable  them 
always  to  obtain  sufficient  capital  for  development  and  extensions  at 
reasonable  rates  of  interest.  Now,  from  that  point  of  view,  does 
not  the  taxing  system  of  a  particular  State  affect  the  negotiability 
of  bonds  and  stocks 

Mr.  Thom.  Undoubtedly. 

The  Chairman.  At  reasonable  rates  of  interest? 

Mr.  Thom.  Undoubtedly.  Before  I  came  to  Washington,  in  the 
community  where  I  lived  in  Virginia  the  rate  of  taxation  on  what 
is  known  as  intangible  property  was  so  high  that  there  was  not  any- 
body in  the  city  that  could  afford  to  own  a  bond.  You  could  get 
a  bond  then,  when  I  came  here,  at  a  low  rate — it  was  a  period  of  low 
interest — and  it  was  generally  the  case  that  bonds  could  be  issued 
at  4  per  cent,  but  the  rate  of  taxation  on  that  bond  was  over  2.  So, 
of  course,  there  could  not  be  anything  like  the  ownership  of  a  bond 
there,  and  you  have  got  there  a  real  difficulty. 

The  Chairman.  The  investing  public  Avas  limited  ? 

Mr.  Thom.  The  whole  credit  of  that  community  was  excluded 
from  the  purchase  of  bonds.  There  is  not  any  way  of  getting  any 
credit  in  that  community  for  the  support  of  the  bond  issue  of  a  rail- 
road, but  that  same  State  did  this  in  its  recent  constitution — there  is 
a  provision  in  the  constitution  of  Virginia  that  where  the  property 
of  a  company  is  in  that  State  and  chartered  by  that  State;  that  is, 
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taxed,  that  the  stock  shall  not  bo  taxed,  and  that  resulted  in  a  gi-eat 
deal  of  the  funds  of  the  dependent  people,  children,  cestui  que  trusts 
of  various  sorts,  being  put  in  the  stocks  of  the  Virginia  railroads, 
and  the  event  showed  that  a  good  many  of  them  stopped  paying  divi- 
dends pretty  soon,  and  all  that  class  were  stranded,  so  far  as  any  in- 
come of  that  investment  w'ent. 

The  Chairman.  What  was  the  case  wath  reference  to  bonds  in 
Virginia  ? 

Mr.  Thom.  There  is  no  such  provision  in  the  constitution  ot 
Virginia  in  respect  to  bonds. 

The  Chairman.  Then,  take  a  4  per  cent  bond,  subject  to  a  tax, 
you  say,  in  Virginia  of  2  per  cent? 

Mr.  Thom.  They  have  changed  that  now  somewhat.  That  was 
the  fact,  then? 

The  Chairman.  Would  such  bonds,  subject  to  such  a  tax,  find  a 
market  in  the  State  of  Virginia? 

Mr.  Thom.  No  ;  not  unless  they  were  good  dodgers. 

The  Chahbfan.  How  would  you  view  them  with  a  view  to  secur- 
ing in  the  public  interest  money  for  the  stocks  and  bonds  of  cor- 
porations at  the  lowest  rate  of  interest  or  dividends,  an  exemption 
of  stock  and  bond  issues  of  railways  from  taxation  ? 

Mr.  Thom.  I  believe  it  would  be  greatly  to  the  public  interest,  but 
whether  the  public  is  ready  for  that  or  not  I  do  not  know ;  but  I 
would  think  it  was  immensely  in  the  public  interest. 

The  Chairman.  Would  you  question  the  power  of  the  National 
Government  to  do  that  ? 

Mr.  Thom.  Not  at  all. 

The  Chairman.  Assuming  that  in  the  gradual  development  of  the 
railway  systems  of  the  country  we  will  arrive  ultimately  at  Govern- 
ment ownership,  would  you  regard  the  national  incorporation  of 
railways  under  great  systems  as  a  step  facilitating  that  result? 

Mr.  Thom.  Recent  events  have  very  largely  increased  among  rail- 
road managers  the  advocacy  of  Government  ownership.  I  suppose 
I  am  an  altruist  in  a  great  many  ways,  and  my  view  as  to  the  effect 
upon  our  national  institutions  is  so  pronounced  that  I  would  deplore 
the  idea  of  Government  ownership  if  we  are  to  have  free  institutions 
in  this  country. 

Mr.  Adamson.  I  do  not  believe  Mr.  Thom  exactly  understood  the 
question  of  the  chairman.  I  understood  the  question  to  be  whether 
Federal  incorporation  would  lead  to  Government  ownership. 

Mr.  Thom.  I  am  coming  to  that. 

Mr.  Adamson.  Whether  it  would  facilitate  it. 

Mr.  Thom.  I  heard  the  question.  Federal  incorporation  would 
not  in  any  sense  be  an  impediment  in  carrying  out  any  plan  of 
national  ownership.  The  method  of  acquiring  these  properties,  how- 
ever, by  the  Government  is  so  easy  in  case  it  has  got  the  money  to 
pay  for  them,  that  I  do  not  think  it  is  necessary  to  facilitate  it  by  a 
system  of  Federal  incorporation.  My  views  in  regard  to  Federal 
incorporation  are  in  no  way  influenced  by  the  idea  that  it  would 
facilitate  public  ownership,  or  that  it  is  desirable  to  facilitate  public 
ownership,  and  on  that  I  am  speaking  my  view,  not  the  views  of  the 
railroads,  because  some  of  the  railroads  are  getting  very  anxious  for 
Government  ownership. 
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The  Chairman.  Eegarding  the  dividends  of  corporations,  I  under- 
stood you  to  say  that  the  general  concensus  of  railway  men  was  that 
shares  could  be  negotiated  at  par  and  held  at  par  if  provision  were 
made  for  6  per  cent  dividend  and  3  per  cent  for  a  surplus,  applicable 
to  lean  years,  to  extensions,  and  development  of  the  roads,  etc. 
Would  you  deem  it  wise  to  put  in  the  incorporation  act  a  limitation 
of  dividends,  or  a  j^rovision  for  dividends  of  not  exceeding  6  pei 
cent,  with  a  provision  for  this  surplus  ? 

Mr.  Thom.  Before  answering  that  question,  may  I  add  something 
to  my  previous  ansAver  in  order  to  avoid  misunderstanding? 

The  Chairman.  Certainly. 

Mr.  Thom.  I  do  not  want  to  be  understood  in  anything  I  have  said 
as  indicating  that  the  railroad  view  is  in  favor  of  Government  owner- 
ship. It  is  not.  I  merely  meant  to  say  that  there  were  some  people 
who  had  come  to  that  view,  therefore  I  preferred  merely  to  express 
my  own  views  instead  of  undertaking  to  express  a  great  many  peo- 
ple's views.     I  think  the  view  of  the  railroads  is  adverse  to  that. 

Now,  as  to  the  question  which  you  present,  Mr.  Chairman,  in  regard 
to  the  limit  on  dividends.  I  do  not  think  you  can  limit  the  maximum 
of  di\4dends  unless  you  limit  the  minimum  of  dividends.  If  the 
Government  is  prepared  to  guarantee  dividends  on  stocks  of  a  certain 
amount,  then  I  think  you  can  limit  the  maximum,  but  if  you  are  go- 
ing to  leave  open  the  possibility  of  losses  of  all  dividends,  I  think 
you  are  going  to  withdraw  a  very  great  attraction  from  this  class  of 
investment,  if  you  limit  the  dividends  that  may  be  legitimately 
earned.  I  can  not  conceive  of  an  inducement  to  anybody  to  put  in 
money  in  an  enterprise  which  leaves  him  free  to  lose  everything  and 
says  that  he  can  not  gain  any  more  than  a  certain  percentage  in  that, 
when  that  percentage  is  the  thing  that  he  can  get  much  more  readily 
from  some  other  source  of  investment,  and  where  he  may  get  a  great 
deal  more.  I  would  rather  loan  money  on  a  farm  mortgage  at  6  per 
cent  than  to  put  money  in  a  railroad  Avhere  I  might  lose  everything 
and  could  never  get  more  than  6  per  cent. 

I  referred  a  day  or  two  ago  to  one  class  of  investors  which  modern 
conditions  have  repelled  from  railroad  iuAestment,  and  that  is  the 
class  that  is  willing  to  risk  its  investment  for  the  sake  of  a  chance  of 
handsome  returns.  You  must  realize  that  that  is  the  class  of  people 
that  built  the  railroads  of  this  country.  Whatever  may  be  the  criti- 
cism on  what  is  called  Avatered  stock  and  high  finance,  and  all  that 
sort  of  thing,  the  methods  of  the  man  that  was  willing  to  adventure 
his  means  has  given  to  the  American  people  !250.000  miles  of  railroad. 

The  way  the  railroad-;  of  this  country  Avere  built  Avas  this:  A  cer- 
tain number  of  bonds  Avere  i'^sued  to  the  peo])le  Avho  built  a  railroad, 
and  Avith  them  Avas  given  a  bonus  of  stock.  Xow,  it  Avas  supposed  that 
those  bonds,  which  represented  the  input  of  money,  Avould  represent 
the  ordinary  commercial  return.  The  bonus  of  stock  represented  the 
hope  of  the  projectors:  it  represented  what  they  might  antici)iate 
that  if  their  enterprise  was  successful  Avould  come  to  them  in  unusiuil 
returns.  That  is  what  is  knoAvn  as  Avatered  stock.  That  Avas  the  bait. 
that  Avas  the  attraction  which  aroused  the  individuals  in  this  country 
and  abroad  to  build  American  raihvays,  and  notwithstanding  all  of 
the  criticism  that  Ave  hear  made  of  that  we  must  realize  that  out  of  it 
has  come  our  commercial  opportunities.  You  can  ncA-er  take  away 
your  railroads.     They  are  here;  they  are  the  servants  of  the  people 
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and  you  "-ot  them  in  that  way  and  got  th(Mii  under  hiws  permitting 
that. 

Now,  if  you  are  not  only  going  into  that  question  ot  feeling  t)itterly 
denunciatory  of  that  system  but  are  also  going  to  say  that  no  man 
who  puts  his  money  in  a  railroad  hereafter  can  expect  to  earn  more 
than  G  per  cent,  and  he  may  lose  it  all,  you  are  going  to  separate  from 
the  i)roduction  the  facilities  of  commerce  all  the  class  of  men  wdio 
want-  to  make  an  investment  in  the  si)irit  of  adventure  and  take  the 
chance  of  getting  their  handsome  return.  You  will  cut  down  very 
largely  your  investing  public. 

And  if  I  am  right  in  thinking  that  the  chief  interest  of  the  Ameri- 
can public  is  in  facilities,  I  think  a  limitation  of  dividends  would  have 
a  very  disastrous  effect  upon  the  assurance  of  such  facilities.  Now, 
we  all  know  that  there  are  very  few  railroads  that  pay  more  than  the 
figure  you  have  mentioned,  Mr.  Chairnum — 6  per  cent — but  there  is 
no  legal  inhibition  to  its  being  more ;  and  the  adoption  of  a  govern- 
mental policy  of  limiting  the  amount  of  dividend  to  what  can  be 
gotten  almost  on  any  investment  without  guaranteeing  a  return  of  at 
least  a  certain  amount  would,  in  my  judgment,  make  the  railroad 
investment  field  a  very  unattractive  one. 

The  Chairman.  Mr.  Thom,  in  your  opening  statement  you  referred 
to  the  growing  indisposition  of  the  public  to  invest  in  railway  secu- 
rities, either  bonds  or  shares.  Was  that  manifested  before  the  com- 
mencement of  the  European  war? 

Mr.  Thom.  I  believe,  Mr.  Chairman— I  am  not  able  to  verify  this 
statement  I  am  about  to  make — I  believe  when  you  look  at  the  course 
of  investments  of  savings  banks  that  you  will  find  a  decline  in  their 
investments  in  railroad  bonds  to  begin  with  the  realization  that  the 
people  were  made  to  have — I  mean  the  investment  public  was  made 
to  have — by  the  first  decision  against  an  advance  in  rates,  that  there 
was  no  longer  any  control  on  the  part  of  the  investors  of  the  revenues 
of  the  company.  '  I  think  that  the  realization,  which  has  now  become 
general  on  the  part  of  the  public,  that  there  is  no  control  in  the  in- 
vestor of  how  much  his  revenues  are  going  to  be  or  ho^y  much  the 
expenses  are  going  to  be  has  been  the  thing  that  has  alienated  the 
public  from  railroad  investment.  I  would  say  that  decision  I  refer 
to  was  before  the  European  war.  Certainly,  we  find  it  the  case  that 
there  is  a  pronounced  indisposition  to  invest  in  railroad  securities; 
and  when  we  studv  the  situation  we  find  the  conditions  all  the  time 
approaching  the  exhaustion  of  the  margin  between  the  existing  liens 
and  the  sum  of  the  assets  of  the  company ;  so  that  the  American  peo- 
ple are  confronted  with  the  consideration  of  that  margin.  You  are 
not  interested  in  whether  anybody  wants  to  buy  a  bond  on  the  mar- 
ket, the  bond  of  a  railroad,  or  whether  they  want  to  buy  a  bond  of  a 
steel  company,  unless  it  means  something  else,  but  you  are  interested, 
and  profoundly  interested,  in  watching  that  margin  between  the 
amount  of  the 'liens  on  a  property,  evidenced  by  fixed  charges,  and 
the  value  of  the  assets,  and  that  is  seen  gradually  but  surely  decreas- 
ing, and  what  is  left  all  the  time  measures  the  ability  of  the  carriers 
to  keep  on  producing  facilities  that  are  required  by  Congress.  You 
must  be  profoundly^  interested  in  Imowing  that  progress.  That  is 
what  is  going  on  to-day. 

The  Chairman.  But  do  you  not  think  that  the  throwing  of  for- 
eign-held shares  and  bonds  of  American  railway  companies  upon 
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our  markets,  caused  by  the  European  war,  has  absorbed  the  surplus 
money  of  the  country  available  for  investment,  to  the  exclusion  of 
the  capacity  to  absorb  new  securities  ?  In  other  words,  have  not  the 
old  securities  of  these  companies  held  abroad  taken  the  place  in  the 
markets  of  the  United  States  for  investment  that  might  have  been 
taken  by  new^  securities  if  it  had  not  been  for  that  war  ? 

Mr.  Thom.  Undoubtedly  that  has  had  a  very  marked  tendency  and 
a  very  large  influence  in  producing  the  conditions,  because  just  in 
so  far  as  prior  liens  and  the  most  desirable  classes  of  stock  are  offered 
the  American  public  they,  of  course,  are  disinclined  to  take  inferior 
liens,  which  would  mean  the  new  offerings,  and  they  have  preferred 
the  best  classes  of  securities ;  but  that  has  not  absorbed  the  funds  in 
America  that  are  available  for  investment.  We  do  not  see  any  con- 
finement of  present  investments  to  railroad  securities.  On  the  con- 
trary, there  is  abundant  capital  in  this  country — overflowing  capital 
in  this  country — to  seek  another  avenue  to  invest.  Take  the  steel  com- 
panies, the  copper  companies,  municipalities  of  various  classes — secu- 
rities that  might  be  mentioned — and  there  are  untold  millions  pour- 
ing into  them  to-day.  Cotton,  25  cents  a  pound;  copper,  35  cents  a 
pound;  steel,  many  dollars  a  ton  advance;  and  that  is  where  the 
American  investment  is  going.    You  see  it  every  day. 

The  Chairman.  You  are  aware  that  this  country  has  been  com- 
pelled to  absorb  nearly  $3,000,000,000  worth  of  American  railroad 
securities  since  the  European  war? 

Mr.  Thom.  And  to  that  extent  the  forces  that  you  have  alluded 
to  have  been  operating;  but  I  mean  to  say  that  there  are  tremendous 
classes  of  investment  outside  of  railroads  that  are  now  being  pre- 
ferred by  the  American  public.  Take  these  copper  stocks;  they  pay 
you  about  12  per  cent;  and  steel  stock  way  up — the  returns  way  up 
above  anything  you  can  get  from  any  railroads,  and  they  can  advance 
the  prices  when  they  see  fit.  The  railroads  can  not  advance  their 
prices. 

The  Chairman.  Mr.  Thom,  I  want  to  question  you  regarding  the 
traffic  divisions  of  the  United  States.    How  many  are  there  ? 

Mr.  Thom.  There  is  the  southern  classification 

The  Chairman.  What  are  they? 

Mr.  Thom.  Southern  classification  territory,  trunk-line  classifica- 
tion territory.  Central  Freight  Association  territory,  and  western 
classification  territory.    There  are  four. 

The  Chairman,  Now,  what  areas  do  those  embrace? 

Mr.  Thom.  Well,  the  southern  classification  territory — I  will  have 
to  be,  maybe,  a  little  inaccurate  in  this,  but  I  can  tell  it  generally — 
the  southern  classification  territory  covers  the  Southeast,  the  region 
between  the  Potomac  and  the  Mississippi  Rivers  and  south  of  the 
Ohio. 

The  trunk-line  classification  territory  covers  the  section  of  the 
country  north  of  the  Potomac  River  and  east  of  a  line  drawn  through 
Chicago. 

The  central  freight 

Senator  Brandegee.  Is  not  that  called  official  classification  some- 
times? 

Mr.  Thom.  Sometimes  called  official  classification. 

Central  Freight  Association  territory  covers  the  section  between  this 
line  that  I  have  alluded  to,  passing  through  Chicago,  and  the  Missis- 
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sippi  Eiver.  Tlie  western  classification  territory  is  west  of  the  Missis- 
sippi Iliver.  That  is  my  general  impression.  I  would  like  to  get 
Mr.  Kich  to  correct  me,  if  I  am  wrong  about  that.  I  would  add  to 
what  1  have  said  that  what  is  known  as  official  classification  territory 
takes  in  trunk-line  association  territory  and  the  central  freight  asso- 
ciation territory.  By  that  I  know  you  gentlemen  understand  that 
freights,  subject  to  freight  connnodities  and  the  classes,  are  differently 
classified  in  different  sections  of  the  country,  one  in  the  southern 
classification  territory,  another  in  the  official  classification  territory, 
and  the  third  in  the  western  classification  territory. 

The  Chairman.  Would  it  be  your  idea  to  have  a  regional  commis- 
sion in  each  one  of  these  traffic  areas  ? 

Mr.  Thom.  More  than  that.  I  think  Congress  should  study  the 
transportation  systems  of  the  country  and  should  make  more  than 
one  for  each  of  these  sections,  but  that  the  division  should  be  on 
lines  of  transportation  rather  than  geographically.  For  example,  I 
should  suppose — just  for  example  I  suppose  that  a  region  could 
probably  be  made  out  of  the  northern  transcontinental  lines  running 
from  the  Mississippi  Eiver  to  the  Pacific  coast,  such  as  the  Northern 
Pacific,  and  the  Great  Northern,  the  Burlington,  and  some  of  those 
roads,  and  that  it  would  be  appropriate  to  have  another  classification 
territory  between  that — I  mean  another  region  between  the  southern 
boundaries  of  that  and  the  Gulf  of  Mexico,  and  perhaps  more  still. 
I  think  whatever  is  necessar}'  in  order  to  bring  the  administration  of 
this  S3^stem  into  local  territory  ought  to  be  afforded  in  the  division 
of  the  country  into  regions. 

The  Chairman.  Have  the  railroad  executives  or  managers  anj 
definite  suggestion  to  make  regarding  the  boundaries  of  these  traffic 
areas  or  regions  involved  ? 

Mr.  Thom.  They  have  not  any  definite  suggestion  to  make  at  this 
time.  Of  course,  their  opinion  on  the  subject  would  be  open  to  use 
by  your  committee  at  any  time  you  may  desire  it.  They  have  not 
formulated  any  plan. 

The  Chairman.  Mr.  Adamson,  do  you  desire  to  ask  any  questions? 

Mr.  Adamson.  I  would  like  to  have  the  hour  after  1  o'clock.  You 
are  doing  so  well  that  I  think  you  could  occupy  the  balance  of  that 
time. 

The  Chairman.  I  am  through,  so  far  as  I  am  concerned.  I  would 
like,  when  questions  are  handed  around  the  committee  again,  to  ques- 
tion Mr.  Thom  after  he  has  examined  the  material  that  I  submitted 
this  morning. 

Mr.  Adamson.  Is  it  your  purpose  to  adjourn  at  1  o'clock  or  half 
past  1  ? 

The  Chairman.  That  is  for  the  pleasure  of  the  committee.  Would 
you  prefer  to  wait  ? 

Mr.  Adamson.  If  I  can  think  of  anything  appropriate  to  ask  Mr. 
Thom,  I  would  like  perhaps  to  complete  my  interrogatories  at  one 
sitting.     However,  I  will  go  on  now,  if  it  is  desired. 

The  Chairman.  Shall  we  pass  you  for  the  present? 

Mr.  Adamson.  If  you  choose. 

The  Chairman.  You  may  proceed  now,  if  you  wish,  or  if  you  pre- 
fer I  wnll  pass  to  the  next  member  of  the  committee.  The  next  would 
be  Senator  Robinson. 
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Senator  Eobinson.  I  do  not  care  to  ask  any  questions  now. 

Mr.  Adamson.  I  will  not  let  you  waste  time.  I  will  go  on  if  no 
other  gentleman  wants  to  proceed,  or  if  you  are  not  ready  to  adjourn. 

The  Chairman.  You  may  consult  your  own  pleasure,  Mr.  Adamson. 

Mr.  Adamson.  I  never  have  any  pleasure.  I  am  for  the  people. 
If  I  get  no  pleasure  out  of  that.  I  waive  it.  Mr,  Thom,  you  have  sev- 
eral times  alluded  to  the  Constitution  in  your  discourse,  which  is  a 
kind  of  novelty  of  late  days  for  that  to  be  alluded  to. 

Mr.  Thom.  Oh,  yes. 

Mr.  Adamson.  I  presume  the  paragraph  to  which  you  allude  is  in 
the  enumeration  of  the  powers  of  Congress,  in  which  I  find,  "To 
regulate  commerce  with  foreign  nations  and  among  the  several  States 
and  the  Indian  tribes." 

Mr.  Thom,  Yes,  sir. 

Mr.  Adamson.  Can  you  tell  me  what  particular  business  and  things 
and  movements  that  refers  to  ? 

Mr.  Thom.  I  did  not  hear  you.  Judge, 

Mr,  Adamson,  What  particular  persons  and  things  and  instru- 
mentalities does  that  refer  to  ? 

Mr.  Thom.  I  think  it  refers  to  all  instrumentalities  of  interstate 
commerce. 

Mr,  Adamson,  Does  it  not  refer  to  anybody  who  trades  across  a 
line,  or  converses  across  a  line  or  transfers 'people  and  property  across 
a  line,  or  does  any  business  or  has  any  conversation  across  "a  State 
line  ? 

Mr,  Thom.  In  so  far  as  relates  to  these  cross-State  line  transac- 
tions; yes,  sir. 

Mr.  Adamson.  That  is  what  we  are  talking  about? 

Mr.  Thom.  Yes,  sir, 

Mr.  Adamson.  There  are  two  kinds  of  people  who  do  business, 
natural  and  artificial, 

Mr,  Thom.  Yes,  sir. 

Mr,  Adamson,  You  understand  that  this  section  of  the  Constitution 
is  limited  m  its  operation  by  any  particular  incident  to  the  birth  of 
a  man  or  the  organization  of  a  local  corporation? 

Mr,  Thom.  Not  at  all. 

Mr,  Adamson.  Do  you  not  understand  that  regardless  of  whom  a 
man's  father  and  mother  were,  or  what  State  charters  the  corpora- 
tion, or  what  its  terms  and  conditions  are,  that  under  this  authority 
of  the  Constitution,  when  Congress  acts  it  superadds  or  displaces 
anything  m  conflict  with  it  and  absolutelv  controls  the  persons 
natural  or  artificial  ? 

Mr,  Thom.  It  displaces  whatever  is  in  conflict  with  it  and  abso- 
lutely controls  the  subject  with  which  it  deals. 

Mr,  Adamson,  Then  that  section  of  the  Constitution,  if  Congress 
should  do  its  duty,  seems  plainly  to  control  every  person,  natural  or 
artificial,  engaged  in  interstate  commerce  ? 

il^'  T^°^^*  ^^  ^^  ^^^  ^^  ^^^^y  '^^®  engaged  in  interstate  commerce 

Mr,  Adamson,  Well,  that  is  what  we  are  talking  about « 

Mr.  Thom,  Yes,  sir. 

Mr.  Adamson,  Well,  you  have  alluded  to  the  police  powers  of  the 
States.  The  police  powers  are  those  which  it  would  be  unconstitu- 
tional for  Congress  to  interfere  with,  are  they  not? 
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Mr.  Thom.  No,  sir;  the  police  powers  can  be  police  powers,  and 
Congress  might  interfere  with  them  if  it  chose  to  exercise  full  power 
under  that  chiuse  that  you  have  just  read.  . 

Mr.  Adamson.  If  Congress  does  not  see  proper  to  do  so,  it  may 
leave  to  the  States  any  operation  which  the  States  desire  to  take,  but 
w^hen  Congress  does  act  as  to  the  matters  affecting  interstate  com- 
merce, the  action  of  Congress  supplants  the  other  regulations  en- 
tirely. 

Mr.  TiTOM.  Well,  there  are  some  aspects  of  interstate  commerce 
that  the  State  can  not  do  anything  about  at  all  even  if  Congress  is 
silent.  There  are  others  where  until  Congress  speaks  the  State  may 
occupy  the  field,  but  when  Congress  speaks  as  to  that  class,  any  pro- 
vision of  the  State  law  with  respect  to  it  disappears. 

Mr.  Adamson.  Are  there  any  thhigs  dcme  by  a  State  within  its  own 
borders  not  affecting  outsiders,  or  outside  transactions,  that  it  would 
be  unconstitutional  for  Congress  to  prohibit  or  interfere  with? 
Mr.  Thom.  Is  there  anything  which  a  State  has  power  to  do? 
Mr.  Adamson.  Can  do  within  its  own  borders,  not  affecting  out- 
siders or  outside  territory,  that  Congress  could  not  constitutionally 
prohibit  or  forbid? 

Mr.  Thom.  If  I  understand  your  question,  I  think  there  are  a  great 
many  subjects,  or  things  that  a  State  may  do  which  Congress  can  not 
at  all  interfere  with. 

Mr.  Adamson.  Well,  if  that  be  true,  is  a  charter  for  a  Federal  cor- 
poration any  higher,  or  more  binding  than  an  act  of  Congress  direct? 
Mr.  Thom.  Not  at  all. 

Mr.  Adamson.  If  a  thing  be  unconstitutional,  if  enacted  by  an  act 
of  Congress,  would  it  not  be   alike  unconstitutional   if   attempted 
through  the  indirect  method  of  a  Federal  corporation  which  is  the 
creature  of  that  act  of  Congress? 
Mr.  Thom.  Undoubtedly. 

Mr.  Adamson.  Well,  I  will  pass  to  another  proposition.  I  am  sat- 
isfied with  that. 

Now,  you  have  described  eloquently  and  ably  and  ]ustly  the  rights 
which  the  States  acquire  which  they  do  nt^t  already  have,  m  return 
for  those  which  were  surrendered  in  the  formation  of  the  Constitu- 
tion. Those  rights,  as  I  understand  you— and  I  agree  with  you  as 
I  understand  it  myself — are  the  rights  of  any  person  in  a  State  to 
trade,  travel,  and  traffic  in  any  other  State  in  the  United  States. 
Mr.  Thom.  You  mean  that  is  one  of  them? 

Mr.  Adamson.  I  say  that  is  one  of  them.  You  beautifully  and  elo- 
quently describe  that. 

Mr.  Thom.  That  is  one  of  them. 

Mr.  Adamson.  My  point  is,  as  I  understood  you.  it  is  a  State  right 
acquired  at  that  time — they  may  have  had  some  of  them  before — but 
it  is  a  State  riaht  to  trade,  converse,  or  travel  anywhere  in  the  area 
of  the  United  States  ? 

Mr.  Thom.  Absolutelv,  freelv. 

Mr.  Adamson.  Well,  that  being  true,  the  right  of  the  local  commu- 
nities, which  are  commonlv  called  States,  to  charter  corporations 
which  may  do  business  anywhere  in  the  States,  is  a  State  matter  and 
not  a  national  right,  is  it  not  ? 

Mr.  Thom.  No,  sir;  I  do  not  think  so. 

Mr.  Adamson.  You  do  not  think  it  is  a  State  right? 
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Mr.  Thom.  It  is  a  right  to  do  that  until  Congress  shall  act  on  the 
subject,  if  that  is  what  you  mean. 

Mr.  Adamson.  But  you  say  that  one  of  the  rights  which  they 
acquired  was  the  right  to  converse  and  travel  anywhere  in  the  United 
States  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  Now,  you  say  that  right  which  they  acquire  is  lim- 
ited by  the  pleasure  of  Congress  in  the  future  ? 

Mr.  Thom.  No,  sir ;  I  think  you  misunderstood  me.  I  said  that 
they  have  a  right  to  travel  and  to  trade  under  such  regulations  as 
Congress  may  prescribe  under  the  clause  I  have  mentioned. 

Mr.  Adamson.  Then  your  beautiful  argument  about  the  State 
rights  acquired  under  the  Constitution  loses  some  of  its  value  and 
force,  does  it  not  ? 

Mr.  Thom.  Not  to  my  mind.  My  argument  was  that  each  State 
acquired  the  right  by  entering  the  Union  to  have  its  trade  free  from 
any  embarrassment  and  from  any  regulation  except  as  prescribed  by 
the  impartial  authority  of  Congress,  which  represents  all  the  States. 

Mr.  Adamson.  I  understand  that,  but  it  is  free  so  far  as  the  action 
of  any  other  State  is  concerned  ? 

Mr.  Thom.  It  ought  to  be,  but  is  not  now. 

Mr.  Adamson.  It  has  the  right  to  trade  and  traffic  in  any  State, 
but  it  is  subject  to  regulation  by  Congress? 

Mr.  Thom.  Undoubtedly. 

Mr.  Adamson.  That  is,  reasonable  regulation  ? 

Mr.  Thom.  Undoubtedly. 

Mr.  Adamson.  Wliat  is  that  right?  Is  that  a  State  right  or  a 
national  right? 

Mr.  Thom.  I  think  it  is  the  right  of  a  State  to  invoke  at  any  time 
it  pleases 

Mr.  Adamson.  Then  it  is  not  a  right- 


Mr.  Thom.  Will  you  please  let  me  finish  my  answer  to  your  ques- 
tion— at  any  time  its  pleases  the  benefit  of  its  constitutional  protec- 
tion. Now,  suppose  that  the  State  of  Georgia  were  invaded.  I  think 
it  is  the  right  of  the  State  of  Georgia  to  ask  the  United  States  to 
send  its  armies  there  and  repel  that  invasion.  I  think  if  the  National 
Government  should  undertake  to  say  that  every  other  State  in  the 
Union  should  have  a  post-office  system  but  that  it  should  not  extend 
to  Georgia  that  Georgia  would  have  the  right  to  have  the  post-office 
system  extended.  I  think  if  the  State  of  Alabama  were  to  attempt 
to  do  something  prejudicial  to  Georgia's  commerce — the  right  to  trade 
in  Alabama — that  Georgia  would  have  a  right  to  invoke  the  clause  of 
the  Constitution  which  gives  the  entire  power  of  regulating  com- 
merce to  Congress  and  not  to  the  State  of  Alabama. 

Mr.  Adamson.  Well,  whether  any  State  ever  enjoys  the  right  to 
efficiently  acquire  it  or  not,  it  did  acquire  State  rights. 

Mr.  Thoim.  I  think  it  acquired  an  immense  State  right.  I  do  not 
think  they  would  have  gone  into  the  Union  unless  they  thought  they 
would  acquire  State  rights. 

Mr.  Adamson.  If  that  be  true,  and  I  think  it  is,  then  the  conversa- 
tion that  you  and  Secretary  Olney  indulged  in  the  other  day,  when 
you  read  his  letter,  is  a  little  inaccurate  to  denominate  these  present 
lines  of  traffic  national  railroads,  is  i<"  not? 
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Mr.  TiiOM.  That  was  his  iiomoiichituro,  whicli  lie  explained  was  a 
short  way  of  expressing-  an  interstate  and  foreign  railroad,  but  he 
did  not  want  to  repeat  that  every  time.  He  said  he  would  call  them 
national. 

Mr.  Adamson.  Transition  seems  to  be  easy  sometimes,  the  use  of 
one  term  or  the  other,  according  to  your  doctrine  and  mine;  it  always 
leads  the  other  way. 

Mr.  TiiOM.  Judge,  I  do  not  feel  any  hostility  to  the  National 
Government.  I  believe  a  nation  occupies  a  ground  of  usefulness  to 
the  State  which  could  not  be  occupied  in  any  other  way.  I  believe 
there  should  be  no  jealousy  toward  those  powers.  I  believe  they  are 
just  as  important  to  Virginia,  my  State,  and  Georgia,  your  State,  in 
the  field  which  the  Nation  occupies,  as  the  rights  reserved  by  those 
States  are. 

]\Ir.  Adaimson.  It  has  become  fashionable,  Mr.  Thom,  when  the 
Constitution  is  talked  about,  for  that  term  to  be  given  to  it.  If  a 
man  talks  about  local  authority  and  local  rights,  some  men  sneer 
and  the  States  talk  about  State  rights.  If  he  gets  to  talking  about 
the  Constitution  as  being  dual,  and  wants  the  Government,  in  all  its 
grandness  and  greatness  and  national  power,  to  do  what  the  Consti- 
tution says  for  it  to  do,  and  the  States  in  their  inherent  right  ac- 
quire rights  to  do  the  part  the  Constitution  says  for  them  to  do, 
people  come  and  talk  about  hostility,  the  one  to  the  other.  All 
lawyers  know  that  this  Government  is  dual,  that  part  of  its  func- 
tions are  to  be  discharged  by  Congress — the  general  public — and  the 
other  is  by  the  States,  and  there  is  no  use  of  anybody — and  we 
had  just  as  well  let  that  go  out  of  fashion — to  talk  about  one  being 
hostile  to  the  other.  What  we  want  to  do  either  here  or  elsewhere 
is  to  do  something  that  is  constitutional. 

Mr.  TuoM.  Undoubtedly,  and  I  do  not  think  there  ought  to  be  any 
jealousy  on  the  part  of  the  National  Congress  toward  what  are 
commonly  known  as  the  rights  of  States.  They  are  just  as  sacred, 
they  are  just  as  important,  and  they  are  absolutely  essential  to  the 
due  balance  of  powers  in  our  system  of  democratic  government.  But 
I  do  not  think  there  is  any  danger  of  the  National  Government  try- 
ing to  invade  an}^  rights  of  States  wherever  there  has  been  an  exten- 
sion of  national  power  within  the  last  30  j^ears.  My  belief  is  that  the 
demand  for  it  has  come  up  from  the  States,  from  localities. 

Mr.  Adamson.  Mr.  Thom,  the  question  is  now  mooted.  For  a  long 
time  it  was  regarded  as  certain  that  within  the  confines  of  a  State 
the  State  authority  could  absolutely  fix  rates  and  practices  between 
points  within  that  State,  having  no  relation,  or  not  traveling  or  being 
shipped  into  any  other  State.  I  understand  it  is  now  contended  that 
if  the  rates  and  practices  are  favorable,  or  less  favorable  than 
similar  rates  and  practices  in  a  neighboring  State,  that  they  nvdj  be 
held  to  be  a  violation  of  interstate  commerce  and  may  be  regulated. 

Mr.  TiiOM.  I  think  the  line  of  demarcation  is  this 

j\Ir.  Adamson.  I  am  not  going  to  require  you  to  state  what  your 
or  my  opinion  is  about  it.  What  I  was  getting  at  is  this,  regardless 
of  what  the  truth  of  it  is,  regardless  of  which  is  right,  it  is  mooted, 
and  I  want  to  see  if  I  can  develop  in  your  legal  opinion,  for  wdiich  I 
have  great  admiration,  the  principal  change  by  national  incorpora- 
tion if  two  lines  of  road  within  your  State  parallel  each  other,  as 
between  Richmond  and  Danville  or  between  Norfolk  and  Danville, 
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and  ()ne  is  cliarged  by  Federal  authority  and  one  by  State  au- 
thority as  to  the  things  which  they  shoukl  do  between  those  points, 
both  in  the  same  State,  as  to  the  rates  and  practices  and  the  treat- 
ment of  the  public — I  want  to  know  if  they  both  would  not  be  re- 
quired to  act  just  alike,  regardless  of  where  the  charter  came  from? 

Mr.  Thom.  Undoubtedly.  Now,  I  want,  if  you  will  permit  me, 
to  say  that  the  line  of  demarcation  between  what  the  Nation — or  the 
United  States,  if  the  word  "  Nation  ■'  is  not  liked — what  the  United 
States  ought  to  do  in  the  matter  of  regulating  commerce,  and  what 
it  ought  not  to  do,  is  determined  by  whether  or  not  what  the  State 
undertakes  to  do  has  an  extra-territorial  effect.  If  what  the  State 
attempts  to  do  is  to  influence  a  situation  in  anotlier  State  or  influence 
interstate  commerce,  then  the  State  ought  not  to  want  to  do  it,  be- 
cause the  sister  State  may  come  along  and  do  the  same  thing. 

Mr.  Adamson.  Well,  my  question  to  you  is,  Would  not  an  order 
from  the  Interstate  Commerce  Commission  or  from  the  courts  of  the 
country  have  exactly  the  same  force  and  effect  upon  the  corporation 
doing  that,  regardless  of  where  its  charter  was  ? 

Mr.  TiioM.  Undoubtedly  that  is  so,  but  the  order  the  Interstate 
Commerce  Commission  may  issue  is  limited  by  the  statutes  of  the 
United  States.     They  can  not  go  beyond  the  statutes. 

Mr.  Adamson.  But  we  can  change  that  statute  without  changing 
the  incorporation  laws? 

Mr.  TiioM.  Undoubtedly,  and  I  have  never  contended  you  could 
not.  I  have  never  contended  that  it  was  necessary,  as  a  measure  of 
putting  into  effect  the  law,  that  you  had  to  change  the  incorporation 
law.  You  can  extend  the  power  of  interstate-commerce  control  over 
the  local  rates  in  the  States  without  incorporation 

Mr.  AoAarsoN.  Well,  then,  is  not  this  a  possibility — I  do  not  mean 
to  say  that  exactly,  either— but  is  it  not  a  possibility  that  while  it  is 
admittedly  possible  that  the  Interstate  Commerce  Commission,  under 
authority  of  Congress  or  the  power  of  Congress  to  regulate  all  State 
corporations,  that  it  might  be  possible,  under  a  Federal  corporation, 
to  prevent  the  State  from  doing  some  of  those  things  which  they 
iiave  a  right  to  do  now? 

Mr.  Thom.  I  do  not  think  it  is  possible  to  do  that  under  a  well- 
balanced  law  of  Congress,  because  I  think  the  law  will  expressly 
reserve  to  tlie  State  all  those  things  that  Congress  feels  it  ought  to 
have,  and  Congress  represents  the  States,  you  know. 

Mr.  Adamson.  It  has  been  generally  accepted  that  the  power  of 
Congress  to  regulate  these  matters  rests  upon  the  clause  of  the  Consti- 
tution giving  the  Federal  Government  power  to  regulate  commerce, 
and  it  has  been  said  that  the  power  of  the  Federal  Government  in  that 
respect  has  gradually  grown,  but  I  have  never  understood  exactly 
what  was  meant  until  I  came  to  Congress  and  went  to  consider  the 
commerce  clause  of  the  Constitution,  and  my  own  judgment  is  if  this 
Kepublic  is  ever  sent  to  the  bad,  it  is  more  likely  to  occur  through  the 
commerce  clause  of  the  Constitution  than  any  other.  If  Congi-ess 
may  control  everything  in  connection  with  the  police  powers  of  the 
States  and  then  itself  prescribe  practically  what  those  police  limita- 
tions are,  Congress  being  always  in  session  with  power  to  change  the 
law,  it  may  grow  and  grow  and  gi-ow  until  the  idea  will  become 
prevalent — and  it  seems  to  have  become  quite  prevalent  among  the 
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railroad  executives  now — that  consolidation  of  power  is  Avliat  we 
should  have. 

Mr.  Thom.  Judge,  I  do  not  think  there  is  a  student  of  public 
affairs  who  can  fail  to  know  that  the  very  difficulty  now  that  is  be- 
coming a  large  difficulty  is  coming  just  in  the  opposite  direction.  We 
had,  at  one  time,  certain  influences  that  were  operating  to  nationalize 
this  country.  In  the  first  place,  we  had  slavery.  Tliere  was  one 
section  of  the  country  that  approved  of  it;  there  was  another  section 
of  the  country  that  disapproved  of  it. 

Mr.  Adamson.  There  was  a  good  time  to  mention  Georgia  again. 
She  was  opposed  to  slavery  and  liquor  at  the  time  the  Constitution 
was  adopted. 

Mr.  Thom,  There  was  another  section  of  the  country  opposed  to  it, 
and  that  issue  was  so  great  as  to  make  one  party  opposed  to  the  ex- 
tension of  the  national  rights  and  the  other  party  in  favor  of  it.  In 
other  words,  there  was  then  the  State  rights  party  and  the  national 
party.  Then  we  came  along,  at  that  same  time,  to  the  tariff  question. 
There  was  certain  agricultural  States  that  believed  in  free  trade. 
There  were  certain  manufacturing  States  that  wanted  a  tariff.  The 
one  party  wanted  to  preserve  free  trade  through  the  power  of  the 
States,  and  the  other  party  wanted  to  extend  a  protective  system  to 
the  power  of  the  Nation,  and  there  was  an  influence  in  favor  of 
nationalization. 

Then  we  came  along  to  the  period  of  reconstruction.  There  were 
at  that  time,  certain  States  that  wanted  to  limit  the  poAver  of  the 
Nation  in  respect  to  reconstruction.  There  was  another  party  that 
wanted  to  insist  on  a  large  delegation  and  application  of  the  national 
power,  and  that  made  a  national  issue.  Now,  all  those  things  have 
disappeared.  •  The  South,  wdiich  generally  was  on  the  other  side, 
has  gotten  manufacturing  interests,  and  its  real  view  is  divided  on 
the  question  of  the  tariff,  like  any  other  section  of  the  comitry,  and 
with  the  disappearance  of  those  issues,  which  have  divided  the 
country  on  the  lines  I  have  mentioned,  it  is  now  a  fact  that  local 
conditions  elect  a  man  in  Massachusetts  just  like  local  conditions  elect 
a  man  in  Georgia,  and  every  man  in  public  life  has  reference  now  to 
his  local  conditions  rather  than  to  national  conditions  in  consider- 
ing the  forces  which  must  keep  him  in  public  life  or  put  him  out  of 
public  life,  and  therefore  to-day  the  influences  in  Massachusetts  for 
local  power  are  just  as  operative  as  they  are  in  Virginia  or  in  Georgia 
and  the  result  has  been  instead  of  having  a  division  between  the 
people  that  nationalists  and  people  that  are  not  in  this  country  we 
have  now  the  common  judgment  of  the  country,  divided  on  w^hether 
or  not  they  can  best  use  the  national  power  to  do  what  they  want  to 
do,  or  the"  State  power  to  do  what  they  want  to  do.  If  they  think 
they  can  use  the  national  power  to  get  a  child-labor  law  they  will  use 
that  instead  of  the  State  law.  If  they  think  they  can  use  the  na- 
tional power  to  get  universal  prohibition  they  will  use  that.  In 
other  w^ords,  there  is  no  philosophical  division  of  the  States  in  this 
country  any  longer  between  those  who  believe  in  national  power  and 
those  who  do  not  believe  in  national  power.  It  is  a  mere  question 
now  which  they  can  use  to  better  advantage,  and  our  country  down 
yonder  will  as  soon  lay  hold  of  the  national  power  to  carry  out  an 
object  which  they  think  they  can  acquire  better  in  that  way,  and 
extend  the  national  construction  of  the  Constitution  in  order  to  do 


190  INTERSTATE   AND   FORETGUsT   TRANSPORTATION.  1 

that  as  any  other  section  of  the  country,  and  so  the  danger  now  is 
not  from  a  division  of  the  parties  in  respect  to  national  issues,  but 
there  is  an  entire  disregard  of  that  school  of  interpretation  of  the 
Constitution  which  divides  parties  on  the  one  hand  into  Federalists 
and  the  other  side  into  State  rights  people,  and  the  question  comes 
back  in  every  locality,  "Which  can  we  use  best,  the  National  Gov- 
ernment or  the  State  Government,  in  order  to  attain  our  purpose  ?  " 
and  no  interpretation  of  an  academic  nature  of  the  Constitution  is 
allowed  to  stand  in  its  way,  and  I  believe  that  the  tendencies  of  this 
day,  instead  of  toward  federalization  and  the  vesting  of  power  in  the 
Federal  Government,  are  just  the  other  way. 

Mr.  Adamson.  It  seems  to  have  had  a  different  effect,  judging  from 
the  experience  of  the  railroad  executives.  You  remember,  along 
when  you  say  the  Southern  Kailway  leased  you,  we  were  trying  to 
amend  the  old  act  to  regulate  commerce,  and  the  representatives  of 
the  railway  companies  who  appeared  before  us  claimed  that  we  were 
violating  the  State  rights  doctrine  in  reference  to  local  control  and 
State  rights.  We  went  ahead  and  legislated,  but  before  it  was  over 
litigation  had  started  in  the  various  States,  and  the  last  contention 
made  was  that  it  was  a  Federal  matter  and  not  a  State  matter. 

Now,  you  have  said  that  they  have  all  come  to  the  belief  that  this 
is  a  matter  of  getting  all  the  control  of  the  transportation  com- 
panies— the  entire  control  of  them — into  the  hands  of  the  Federal 
Government. 

Mr.  Thom.  I  did  not  quite  say  that.  I  said  that  in  all  features 
that  would  substantially  affect  their  service  to  the  public 

Mr.  Adamson.  My  recollection  is  also  that  at  that  time  they  were 
opposed  to  arbitration.  More  recently  they  have  come  to  tlie  idea 
that  the  Federal  provision  for  arbitration  should  be  extended— — 

Mr.  Thom.  You  can  not  at  all  criticize  anybody 

Mr.  Adamson.  I  am  not  criticizing  you.  I  am  just  getting  the 
trend  of  historical  and  chronological  events. 

Mr.  Thom.  I  understand  some  Members  of  Congress  were  in  favor 
of  arbitration  a  few  years  ago  that  do  not  believe  in  it  now. 
[Laughter.] 

Mr.  Adamson.  I  remember  very  well  that  in  full  accord  with  the 
railroad  view  at  that  time  I  helped  defeat  the  Townsend  bill  for 
compulsory  arbitration. 

Mr.  Thom.  Did  you  vote  for  the  Newlands  bill  two  years  ago  ? 

Mr.  Adamson.  I  do  not  remember.  I  was  not  a  ferocious  advocate 
of  it. 

Mr.  Thom,  you  are  familiar  with  the  efforts  we  have  made  to  regu- 
late stocks  and  bonds? 

Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  The  House  passed  the  Rayburn  bill  once  and  sent 
it  to  the  Senate,  and  we  have  reported  it  from  our  committee  again 
and  have  it  on  the  calendar.  Don't  you  think,  with  some  amend- 
ments which  you  have  thought  about,  if  that  bill  became  a  law  that 
we  could  have  an  intelligent  control  of  the  financing  of  corporations  ? 

Mr.  Thom.  Judge,  I  attempted  to  develop  in  the  remarks  Avhich  I 
made  the  difficulties  which  seem  to  me  to  be  inherent  in  that  situation. 
1  believe,  in  a  very  ample  way,  in  the  constitutional  power  of  Con- 
gress to  control  that  subject.     I  argued  that  before  your  committee. 
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Mr.  Adamson.  Yes;  I  know  you  did. 

Mr.  Thom.  And  I  argued  it  before  every  committee  of  Congress, 
and  I  have  attempted  to  facilitate,  in  every  way  that  my  powers 
would  permit,  the  adoption  of  a  single  system  of  Federal  regulation 
of  the  issue  of  securities.  I  believe  that  that  law  would  have  been 
absohitel}^  constitutional.  I  can  not  close  my  eyes,  however,  to  the 
importance  of  having  a  law  on  that  subject,  not  in  the  interests  of 
the  railroads  alone,  but  in  the  far  greater  interest  of  the  public, 
which  Avill  be  universally  accepted  as  constitutional,  and  in  spite  of 
men  of  the  highest  legal  eminence,  who  believe  that  such  a  system 
would  not  be  accepted  by  the  investing  public  until  it  is  finally  in- 
dorsed by  the  Supreme  Court  of  the  United  States.  Now,  are  we 
going  to  ignore  that  legpl  view?  Can  we  safely  do  that?  I  know 
3'our  constitutional  views  and  mine  agree  on  that  subject.  We  both 
believe  that  the  Federal  power  is  ample  to  do  this  thing  we  are  talk- 
ing about,  but  we  are  both  under  responsibilities  which  rest  upon  us, 
respectively ;  you  to  represent  the  great  public  interest  in  your  official 
position,  and  I  as  responsible  for  the  successful  provision  of  means 
for  the  performance  of  the  public  duties  which  rest  on  the  instru- 
mentality with  which  I  am  connected  and  a  part.  We  are  both 
supremely  interested  in  having  a  s^-stem  of  financing  the  railroads 
that  Avill  be  universally  accepted.  I  know  this  will  not  be  universally 
accepted,  and  therefore,  as  a  means  of  getting  the  thing  which  will 
be  universally  accepted,  I  believe  that  incorporation  is  a  wise  step  on 
the  part  of  the  Federal  Government. 

Mr.  Adamson.  But  not  necessarily  one? 

Mr.  Thom.  I  do  not  think  it  is  necessary.  I  have  your  constitu- 
tional view  on  that  question.  Judge  Adamson. 

ISIr.  Adamson.  Mr.  Thom,  your  idea  is  that  investors,  looking  at  a 
bond  signed  by  a  Federal  corporation,  would  at  first  blush  naturally 
regard  it  as  more  important,  or  more  reliable,  than  a  bond  issued  by 
a  corporation  under  local  authorities? 

Mr.  Thom.  That  view  has  not  specially  impressed  me. 

Mr.  Adamson.  He  could  understand  it  better? 
•  Mr.  Thom.  I  have  never  seen  any  hesitation  on  the  part  of  investors 
to  unduly  honor  anything  a  State  did  about  that.  That  is  not  my 
difficulty.  My  difficulty  is,  first,  that  we  can  not  possibly  be  sub- 
jected to  the  necessity  of  going  to  four  or  five  authorities  without 
losing  time  that  is  most  valuable  and  which  is  absolutely  essential 
to  our  securities  first. 

Mr.  Adamson.  Is  that  the  only  difficulty? 

Mr.  Thom.  No,  sir;  I  say  first.  Now,  second,  I  think,  moreover, 
that  if  it  comes  to  pass  that  the  authority  of  the  National  Govern- 
ment, which  is  so  created  as  to  be  exclusive  of  the  necessity  for  any 
other  approval,  if  that  assumes  to  contravene  some  charter  power  of 
a  State  court ;  if  it  exceeds  the  authority  gi'anted  by  the  statute  of 
the  State  in  creating  the  corporation,  that  is  a  question  raised  as  to 
the  validitv  of  the  order  of  the  Federal  corporation,  or  of  the  Federal 
bodv,  and  therefore  a  question  raised  as  to  the  validity  of  the  security 
issued,  which  will  not  be  determined  by  the  interested  parties. 

Mr.  Adamson.  Is  that  true,  although  an  act  of  Congress  has  said 
that  that  corporation  shall  be  required  to  do  it? 

Mr.  Thom.  It  is  true  that  there  will  be  that  difference  of  opinion 
about  it.     In  my  judgment,  which  is  in  accord  with  yours,  I  have 
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no  hesitation  whatever  m  forming  my  opinion  as  to  the  waj^  the 
Supreme  Court  will  decide. 

Mr.  Adamson.  I  know,  but  the  investors  3^011  say 

Mr.  Thom.  The  investors  will  wait  until  they  have  that  question  _ 
decided.  ■ 

Mr.  Adamson.  Although  an  act  of  Congress  has  authorized  it?         " 

Mr.  Thom.  I  think  so.  You  will  have  a  period  of  uncertainty,  a 
confusion  of  this  most  important  matter  where  traffic  is  waiting  for 
a  supply  of  cars,  and  you  can  not  get  the  money  to  furnish  them  until 
you  go  to  the  Supreme  Court  of  the  United  States,  and  I  do  not  think 
it  is  wise,  when  we  have  got  a  way  of  avoiding  that,  for  us  to  incur 
that  difficulty. 

Mr.  Adamson.  The  same  argument  of  Federal  control  in  order  to 
prevent  diversity  and  make  uniformity,  it  would  seem  to  me,  would 
apply  to  all  other  transactions  with  equal  force,  would  it  not?  For 
instance,  I  own  a  little  land  in  some  towns  in  my  State  and  some  in 
Senator  Robinson's  State — a  very  little — some  in  Senator  Under- 
wood's State,  and  the  city,  town,  and  county  in  each  State  imposes  a 
different  rate  of  taxation,  and  all  the  three  States  differ  in  all  these 
respects,  and  yet  I  have  got  to  keep  up  with  them. 

Mr.  Thom.  Yes ;  and  that  is  your  entirely  private  matter ;  the  pub- 
lic is  not  interested  in  it. 

Mr.  Adamson.  I  know,  in  different  States  entirely;  and  the  argu- 
ment is  that  it  ought  to  be  made  easier  to  attend  to  my  business,  and 
it  looks  to  me  like  it  ought  to  have  some  consideration. 

Mr.  Thom.  I  do  not  think  so.  I  am  too  much  of  a  State's  right 
man  to  think  that.  I  feel  we  have  no  standing  here  if  we  come  to 
present  our  own  private  interests  in  this  matter  of  financing.  But 
if  it  is  true,  as  I  believe  it  to  be  true,  that  there  is  a  tremendous  pub- 
lic interest  in  our  capacity  to  adequately  finance  and  to  promptly 
finance  in  order  that  we  may  get  the  means  of  furnishing  the  cars 
and  tracks  and  the  yards  and  other  facilities  which  you  want  for 
your  three  farms 

Mr.  Adamson.  Yes;  and  ought  to  have  them. 

Mr.  Thom.  Then  it  becomes  a  public  interest  and  must  be  con- 
sidered from  the  standpoint  of  that  public  interest,  and  the  thing 
that  the  public  interest  requires  is  a  guarded  system  of  supervising 
the  issue  of  these  securities  so  that  there  may  not  be  any  improper 
exploiting  of  the  credit  of  the  companies,  and  that  the  method  shall 
be  a  prompt  and  workable  one  so  that  the  public  needs  will  not  have 
to  wait  because  of  unnecessary  red  tape. 

Mr.  Adamson.  I  enjoyed  your  description  of  the  growth  of  the 
Southern  Railroad,  with  which  I  was  familiar  before  you  were;  I 
was  with  it  when  it  started — not  associated  with  it,  but  I  am  ac- 
quainted with  it,  and  I  have  admired  it  all  along,  and  I  admire  its 
liberality  and  its  public  spirit  and  all  that,  perhaps  above  all  other 
railroads.  There  are  great  systems  in  this  country.  And  you  de- 
scribed it  so  beautifully  as  growing  up  in  harmony  and  happiness 
and  prosperity  under  the  laws  of  11  different  States,  the  present 
system. 

Mr.  Thom.  I  do  not  recognize  my  picture.  Judge  Adamson. 

Mr.  Adamson.  I  want  to  ask  you  the  advantages  of  the  consoli- 
dation of  that  large  number  of  roads,  I  want  to  ask  j-ou  if  the  con- 
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solidation  of  all  of  them  into  one  management  reduces  greatly  the 
expenses  of  administration? 

Mr.  Thom.  Immensely. 

Mr.  Adamson.  Does  it  do  that  by  dispensing  with  the  services  of 
men,  officials,  presidents,  and  general  managers  and  lawyers  and 
train  operators? 

Mr.  TiiOM.  Well,  that  is  a  very  small  part  of  it.  Judge. 

Mr.  Adamson.  Does  it  dispense  Avith  them? 

Mr.  TiioM.  It  extends  executive  authority  over  tremendous  areas 
of  lines,  aiul  in  addition  to  that,  however,  it  enables  you  to  divide 
the  operation  of  those  properties  into  appropriate  divisions  where 
rolling  stock  will  be  safe,  where  locomotive  power  will  be  safe, 
where  matters  may  be  coordinated,  where  connections  may  be  made, 
wdiere  yards  can  be  simplified,  and  in  the  thousand  and  one  other 
different  ways  making  the  thing  operate  as  one  coordinated  system. 

Mr.  Adamson.  Is  it  not  true  that  sometimes  in  making  a  division 
that  a  fat  town  or  section  may  be  coupled  wdth  a  lean  town  or  sec- 
tion and  make  the  whole  division  more  profitable? 

Mr.  Thom.  Well,  I  have  no  such  illustration  in  my  mind.  I  do 
not  know  exactly  to  what  you  allude. 

Mr.  iVoAMSON.  Is  not  that  true  that  sometimes  a  division  is  so 
constructed  that  one  part  of  it,  one  part  of  the  railroad  would  not 
pay  and  one  part  of  the  railroad  did  pay,  and  that  together  they  can 
be  made  to  operate  profitably  ? 

Mr.  Thom.  The  history  of  almost  every  railroad  in  this  country 
is  that  when  started  it  did  not  pay,  and  that  then  when  you  got 
feeders  they  did  not  pay.  Now  if  you  take  one  of  those  feeders  and 
consider  merely  its  revenues,  what  it  earns  on  its  own  line,  it  is  a 
failure.  But  wdien  you  take  that  traffic  and  send  it  under  on& 
ownership  5,000  miles  over  some  other  parts  of  the  line  owned  by 
those  people,  the  earning  on  all  of  them  will  justify  the  parent  com- 
pany in  keeping  up  that  feeder  because  of  the  revenues  it  gets  on  the 
balance  of  its  line  for  the  great  haul  it  makes  of  that  small  con- 
tributor. 

Mr.  Adamson.  Then  a  hodge-podge  of  different  lines  and  parts  of 
lines  will  enable  the  contribution  of  those  that  do  pay  to  help  you 
run  successfully  those  which  would  not  by  themselves  pay? 

Mr.  Thom.  Yes ;  it  does,  for  the  feeder's  contribution  is  not  merely 
what  it  earns  itself,  but  the  contribution  that  its  traffic  makes  over 
the  whole  long  haul  that  is  carried  over  the  entire  haul. 

Mr.  Adamson.  Of  course  it  delivers  business  to  you  and  you  make 
a  profit  on  the  long  haul  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  You  have  that  advantage,  and  the  advantage  that 
you  economize  by  dispensing  with  men  and  officials,  and  what  other 
advantages  ? 

jNIr.  Thom.  And  also  you  economize  by  consolidating  the  termi- 
nals, points  of  connection,  and  the  more  economical  use  of  your 
rolling  stock,  they  all  go  to  make  it  a  much  cheaper  method  of 
operation. 

Mr.  Adamson.  You  consolidate  the  railroads  in  11  States,  the 
process  which  you  have  described  by  which  that  was  done  was 
sometimes  an  insolvent  railroad  would  go  through  the  mill  and 
would  be  acquired,  either  through  the  mill  or  voluntarily.     I  sup- 
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pose  if  lean  times  should  come  you  would  be  able  to  acquire  other 
roads  in  the  same  way  ? 

Mr.  Thom.  The  policy  of  a  great  many  roads  in  this  country  now 
has  turned  away  from  the  policy  of  extension  into  the  policy  of  in- 
tensive improvement  of  their  facilities  within  the  territory  they 
already  occupy.  Some  railroads  have  come  to  the  conclusion  th.at 
the  extension  of  lines  has  gone  as  far  in  respect  to  that  particular 
system  as  it  ought  to  go,  unless  thej-  have  the  means  to  fully  develop 
the  properties  that  they  have  already  acquired  and  make  them 
thoroughly  serviceable  within  the  territorial  limits  that  they  already 
occupy.  Xow.  I  know  when  Mr.  Finley  came  into  the  presidency 
of  the  Southern  Eailroad  that  he  deliberately  adopted  the  policy  of 
acquiring  no  new  lines,  but  of  improving  the  lines  that  he  had  already 
acquired ;  all  the  money  he  could  raise  he  put  into  improving  the  lines 
within  what  was  then  Imown  as  the  system. 

Mr.  Adamsox.  If  it  is  advantageous  and  profitable  for  everybody 
to  consolidate  railroads  in  11  States,  why  would  it  not  be  advan- 
tageous and  profitable  to  make  still  larger  consolidations? 

Mr.  Thom.  Because  it  is  always  a  question  of  wisdom  and  human 
endeavor  involved,  and  a  man  has  got  to  look  at  all  the  conditions 
that  surround  him  and  determine  whether  or  not  wisdom  leads  him 
in  this  direction  or  that.  Frequently  there  is  a  mistake  in  the  judg- 
ment, but  at  last  it  must  be  decided  as  a  question  of  choice  between 
two  courses.  One  man  will  think  that  it  is  to  the  interest  of  the 
system  to  get  into  a  certain  market ;  another  man  will  think  that  it  is 
to  the  interest  of  the  system  to  improve  its  methods  and  get  to  the 
market  which  it  already  reaches.    That  is  a  matter  of  judgment. 

Mr.  Adamsox.  If  you  were  to  consolidate  with  the  Coast  Line,  the 
Air  Line,  the  Chesapeake  &  Ohio,  and  the  Xorfolk  &  Western  you 
still  would  not  be  much  larger  than  the  Pennsylvania  system,  would 
you? 

Mr.  Thom.  I  have  never  compared  these  lines. 

Mr.  Adamsox.  There  are  systems  in  the  country  a  great  deal  larger 
than  yours,  are  there  not  ? 

Mr.  Thom.  Yes,  sir, 

Mr.  Adamsox'.  If  joii  are  going  to  take  out  a  Federal  charter  under 
an  act  of  Congi-ess,  would  you  take  out  one  for  each  one  of  the  cor- 
porations you  acquired,  or  would  you  take  it  out  for  your  entire 
system  ? 

Mr.  Thom.  The  system  which  I  would  adopt  would  require  each 
corporation  that  now  exists  to  take  out  a  Federal  charter,  but  I  would 
also  provide  the  machinery  by  which  under  the  direction  and  with 
the  permission  of  the  Interstate  Commerce  Conimission  they  could  * 
consolidate. 

Mr.  Adamsox'.  LTltimately  go  into  one? 

Mr.  Thom.  Ultimately  go  into  one,  just  so  far  as  the  Interstate 
Commerce  Commission  approved. 

Mr.  Adamsox.  If  consolidation  is  desirable  and  capital  is  more 
easily  enticed  by  a  great 

Mr.  Thom.  Do  not  talk  about  enticinsr.  Judge;  we  do  not  want 
to 

Mr.  Adamsox.  Well,  less  repelled. 

Mr.  Thom.  Let  us  say  attracted. 
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Mr.  AoAMSON.  By  one  strong  Federal  corporation,  why  luive  so 
many,  why  not  have  just  one  great  big  one? 

Mi-  Thom.  Because  that  is  the  only  method  you  can  pursue  with 
convenience.  What  Congress  would  be  obliged  to  say  would  be— you 
have  got  to  take  the  situation  as  it  is  to-day  and  to  say  that  no  rail- 
road corporation  shall,  after  a  day  which  Congress  fixed  to  engage 
in  interstate  commerce  unless  it  takes  out  a  charter  under  this  act. 
Now,  you  could  not  say.  as  a  preliminary  to  taking  out  a  charter 
under  this  act,  you  must  find  some  way  of  consolidating  before  you 
take  it  out.  You  must  say  you  must  come  in  here  and  then  when  you 
come  in  here  I  will  give 'you  the  facilities  of  consohdation. 

Mr  Adamson.  Do  you  propose  to  go  to  the  policy  by  which  the 
Federal  Government  ^would  indulge  in  prohibition,  by  which  car- 
riers would  engage  in  interstate  commerce 

Mr.  Thom.  To^that  extent ;  yes. 

Mr  Advmso^.  Has  not  our  policy  heretofore  been  to  force  them, 
primarily,  all  to  make  througli  routes,  to  have  joint  rates,  before  they 
go  into  business  at  all?  .      .,    ,.        »       ,-,         , 

Mr  TiiOAi.  This  would  be  a  very  cogent  invitation  tor  them  to 
continue.  They  are  not  soing  out  of  business.  Some  people  have 
suggested  as  a"  method  of  doing  this  the  taxing  power,  taxing  the 
corporation  that  stays  outside,  like  they  do  the  bank.  We  believe  that 
the  best  method  is  to  say  you  shall  not  engage  in  interstate  ^nd  for- 
eign commerce— that  is,' 85  per  cent  of  your  business— you  shall  not 
engage  in  that  business  unless  you  come  in  under  Federal  charter, 
and  we  have  no  fear  whatever  there  would  be  any  of  them  left  out. 

Mr.  Adamson.  Then,  if  you  did  not  do  it,  what  would  you  do 
with  that  gap  ? 

Mr.  TiiOM.  With  that  gap? 

Mr.  Adamson.  Yes.  -r    ■,       i       -j^  .i         •    ^\ 

Mr  Thom.  There  will  be  no  such  gap,  Judge,  but  if  there  is  there 
will  be  found  some  other  way  of  filling  it  out.  In  other  words,  let 
us  find  out  how  the  gap  would  be  made. 

^Ir  Adamson.  Would  it  not  be  a  good,  old,  honest,  plain  way  to 
start  this  thing,  if  you  want  Federal  incorporation,  just  for  somebody 
who  wants  to  build  a  new  railroad  to  apply  and  get  a  Federal  corpo- 
ration, and  go  ahead  and  build  one,  and  show  how  it  works  ^ 

Mr.  Thom.  They  did  that  many  years  ago. 

Mr.  Adamson.  I  know ;  but  you  want  to  do  it  again. 

Mr.  Thom.  Why,  that  did  not  solve  the  problem. 

Mr  Adamson.  It  obviates  all  of  these  troublesome  questions  that 
you  are  talking  about,  how  to  take  somebody  else's  property  and  turn 
it  over  to  a  new  corporation. 

Mr.  Thom.  It  does  not  touch  the  problem.  Here  are  250,000 
miles  of  railroad  in  this  country,  in  round  numbers.  That  is  the 
problem  you  are  dealinfi-  Avith  primarily.  Now,  you  can  not  deal  with 
that  problem— you  caii^not  touch  that  problem  by  saying  hereafter, 
when  there  is  a  railroad,  you  must  take  a  Federal  charter. 

Mr.  Adamson.  Oh,  yes;  you  can.  You  can  forbid  any  present  one 
to  go  in  that  wants  to;"  but  I  will  give  you  a  good  suggestion. 

Mr.  Thom.  I  will  be  glad  to  have  it. 

Mr.  Adamson.  Suppose  vou  started  in  north  Georgia  and  ran 
down  through  western  Georgia  and  eastern  Alabama  to  the  Gulf, 
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down  about  St.  AnclreTrs  Bay,  where  they  need  a  railroad — every- 1 
body  along  through  the  country— and  take  a  Federal  charter  and 
build  that  railroad.  You  can  get  money  so  much  easier  on  a  Federal 
charter,  and  people  have  been  trying  for  generations  to  get  that 
country  opened  up,  and  surrounding  railroads  tell  them  there  are 
railroads  enough,  and  they  can  not  get  capital  in  it  at  all,  and  it  is 
the  best  place  I  know  of  in  the  world  to  try  the  attracting  effect  of 
a  Federal  charter. 

Mr.  Thom.  Judge,  my  proposition 

Mr.  Adamson.  You  will  not  have  any  of  these  questions  of  taking 
over  the  property  of  adjacent  corporations. 

Mr.  Thom.  No ;  and  you  wdll  not  deal  with  your  problem,  either. 

Mr.  Adamson.  Oh,  yes. 

Mr.  Thom.  Xow,  my  proposition  is  to  deal  with  your  problem  bv 
requiring  that  that  company  that  you  allude  to  shall  be  a  Federal 
incorporation,  because  under  our  recommendation  there  will  be  a 
necessity  for  its  being  a  Federal  corporation,  and  the  machinery 
would  be  there  for  the  purpose  of  enabling  it  to  be  a  newly  incor- 
porated agency  of  commerce, 

Mr.  Adamson.  Is  there  anything  in  the  way  of  your  building  it 
now,  under  Federal  charter? 

Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  What  is  it? 

Mr.  THo:\r.  We  have  not  got  a  statute.  We  can.  of  course,  get 
one  from  Congress,  maybe,  but  that  is  not  the  point  with  us.  We 
have  a  problem  already  existing.  Here  are  250,000  miles  of  railroad 
with  which  you  are  primarily  interested.  That  is  your  problem. 
You  have  got  to  strengthen  and  perfect  that  for  continued  useful- 
ness. You  can  not  say,  "  We  will  put  that  aside  and  wait  until  we 
see  how  the  railroad  from  north  Georgia  to  Alabama  turns  out."  If 
it  is  a  problem,  why,  you  have  got  to  deal  with  that.  If  it  is  not  a 
problem,  there  is  no  justification  for  your  doing  it.  If  I  am  mis- 
taken in  thinking  that  the  country  has  a  problem  on  its  hands  now, 
all  of  the  contentions  that  I  have  made  are  ill  founded.  I  think 
you  have  got  a  problem.  I  have  attempted  to  show  you  you  have 
got  a  problem  as  to  the  present  250,000  miles  of  road.  "  Now,  to  sug- 
gest to  me  that  that  problem  should  be  entirely  ignored,  and  we 
should  attempt  to  deal  with  the  situation  by  operating  under  a 
Federal  charter  from  north  Georgia  to  Alabama,  does  not  at  all 
reach  the  question.  We  have  already  tried  that  in  a  charter  to  the 
Union  Pacific.    We  have  tried 

Mr.  Adamson.  That  was  Government  aid,  was  it  not? 

Mr.  Thom.  Government  charter. 

Mr.  Adamson.  The  Government  got  behind  it  ? 

Mr.  Thom.  No,  sir;  they  chartered  it. 

Mr.  Adamson.  I  know  they  did  it. 

Mr.  Thom.  And  they  chartered  the  Texas  &  Pacific.  We  know 
what  the  history  of  this  country  has  been  in  respect  to  individual 
roads  under  Federal  charters,  but  thai:  is  not  our  problem.  That  is 
not  the  problem  that  we  think  exists,  and,  therefore,  we  do  not  have 
to  go  back  to  a  charter  on  new  roads  to  know  how  Federal  charters 
act.    We  have  already  done  that. 

Mr.  Adamson.  In  talking  to  Senator  Newlands — Mr.  Chairman 
Newlands — a  few  minutes  ago  you  agreed  with  him  on  the  proposi- 
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tion  about  tho  relation  respectively  between  bonds  and  stocks  and 
physical  property.  I  wanted  to  ask  you  if  I  understood  you  right, 
that  bonds  and  stock  stood  for  the  same  thing-,  and,  therefore,  if  one 
was  taxed  the  other  ought  not  to  be? 

Mr.  TnoM.  I  was  very  careful  to  draw  a  distinction  in  what  I 
said  to  the  chairman  on  that  subject. 

Mr.  AoAarsoN.  I  misunderstood  you,  then.  Now,  if  bonds  and 
stock  amount  to  the  same  thing,  the  stock  is  of  no  account  if  the 
bonds  are  good.  As  I  understand  this,  a  railroad,  like  a  man,  makes  a 
debt,  but  he  expects  to  earn  profits  enough  on  the  property  to  pay  off 
the  debt  and  still  have  the  property.  So,  is  it  not  true  that  the  man 
who  holds  the  debt  has  good  property  if  the  debt  is  good,  and  the 
man  who  owns  the  stock  has  good  property  if  the  property  is  solvent 
and  it  earns  enough  to  pay  ? 

Mr.  Thom.  Undoubtedly ;  and  nothing  I  have  said  to  the  chairman 
was  contrary  to  that. 

Mr.  Adamson.  I  must  have  misunderstood  you.  I  thought  you 
agreed  with  him  that  they  both  ought  not  to  be  taxed  because  they 
represent  the  same  thing. 

Mr.  Thom.  No;  I  made  a  distinction  between  the  two  classes  of 
property  in  what  I  said  to  the  chairman. 

Mr.  Adamson.  Now,  in  relation  to  your  method  of  acquiring  these 
railroads  from  the  present  owners — it  is  about  time  to  adjourn, 
though,  and  I  will  not  go  into  that. 

iSenator  Robinson.  Mr.  Chairman,  I  move  that  the  committee  ad- 
journ. 

The  motion  was  agreed  to ;  and  at  1.30  o'clock  p.  m.  the  committee 
adjourned  until  to-morrow,  Tuesday,  November  28,  1916,  at  10.30 
o'clock  a.  m. 
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TUESDAY,  NOVEMBER  28,  1916. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington^  D.  C. 

The  joint  committee  met  at  10.30  o'clock  a.  m.,  pursuant  to^adjourn- 
ment,  Senator  Francis  G.  Newlands  presiding,  also  Vice  Chairman 
William   C.   Adamson. 

MR.  ALFRED  P.  THOM— Resumed. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Adamson, 
vou  may  proceed  with  your  interrogations. 

^  Mr.  Adamson.  Mr.  Thorn,  before  proceeding  to  the  other  subjects 
as  to  which  I  was  about  to  interrogate  you  when  we  adjourned  yester- 
day, I  would  like  to  ask  you  a  little  about  one  phase  of  your  testimony 
that  I  suppose  was  covered  by  the  Shreveport  case.  I  read  a  good 
many  pages,  and  in  fact  several  volumes  about  that.  The  courts  and 
commission  seem  to  be  playing  hide  and  seek  and  bull  frog  ami  tunible 
about  it.  I  want  to  ask  you  if  there  is  any  authority  m  the  Constitu- 
tion, apart  from  your  conception  of  the  commerce  clause,  that  would 
authorize  the  Federal  Government  to  go  inside  a  State  and  raise  a 
rate  between  two  intrastate  points?  .       ,,...- 

Mr  Thom.  There  is  the  clause  of  the  Constitution  forbidding  any 
discrimination  between  ports,  which  might  do  it  m  some  cases— it 
might  have  that  effect  in  some  cases. 

]Mr  Adajhson.  Of  course,  there  are  some  ports  m  Texas  and  some 
in  Louisiana.  xVs  I  understand  it,  the  point  touched  by  the  Shreve- 
port case  did  not  afl'ect  ports;  they  were  internal  points. 

Mr.  Thom.  I  did  not  understand  you  to  confine  your  question  en- 
tirely to  the  Shreveport  case  but  generally. 

Mr.  Adamson.  Of  course,  your  answer  about  ports  would  be  an 
answer  in  some  cases,  but  where  points  inside  the  State  are  not  ports, 
what  authority  would  you  find?  -i    ,    t 

Mr.  Thom.  "Then  the  commerce  clause  is  the  only   one  tliat   i 

know  of.  1      •     •  .        .1,  J. 

Mr  Adamson.  Then  the  contention  of  those  who  insist  on  that  con- 
struction would  be,  in  effect,  that  if  the  internal  business  of  a  State 
is  prosperous  and  local  business  could  be  carried  at  a jprofit  at  a  lower 
rate  than  it  could  between  similar  points  m  sister  States,  that  that 
business  and  that  State  ought  to  be  required  to  contribute  the  equality 
under  the  commerce  clause  of  the  Constitution? 

Mr.  Thom.  I  do  not  understand  that  to  be  the  contention.  Judge. 
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]Mr.  Adamsox.  Well,  on  what  theory  can  they  insist  that  the  inter- 
nal business  of  the  State  of  Texas  itself  is  so  prosperous  without 
affecting  or  touching  anyboch'  else  that  it  would  be  a  reasonable  and 
just  rate  and  profitable  between  those  two  points — on  what  theory  can 
you  say  that  you  are  compelled  to  go  outside  and  compare  that  wdth 
somebody  else's  condition  and  raise  the  rate  that  is  profitable  there? 

Mr.  Thom.  I  understand  the  situation  to  be  this:  Let  us  take  the 
condition  that  you  refer  to,  within  the  State  of  Texas,  of  a  prosperous 
business,  and  let  us  compare  that  with  the  prosperous  condition  of 
business  between  the  cities  of  New  York  and  Philadelphia,  where 
there  is  great  density  of  traffic.  Now,  one  of  those  businesses  you 
refer  to  is  intrastate ;  the  business  between  New  York  and  Philadel- 
phia is  interstate.  I  understand  that  the  view  of  the  Constitution  is 
that  there  shall  be  no  reference  to  the  line  of  the  State  in  determining 
the  conditions  on  which  commerce  should  move,  and  if  the  conditions 
within  a  State  relating  to  a  larger  traffic  are  such  as  to  justify  a  lower 
rate,  that  rate  will  be  made  lower,  although  it  is  within  the  State, 
just  as  the  rate  between  New"  York  and  Philadelphia  perhaps  ought 
to  be  made  lower  than  the  rate  between  Petersburg  and  Norfolk.  One 
is  in  a  State  and  the  other  is  outside  of  it.  The  point  of  the  Shreve- 
port  case  is  that  there  was  a  deliberate  policy  on  the  part  of  the  State 
of  Texas  to  exclude  Louisiana  points  of  production  or  distribution 
from  the  markets  of  the  State  of  Texas  and  that  the  power  over  rates 
was  used  for  the  purpose  of  controlling  Texas  markets  for  Texas 
points  of  distribution. 

Mr.  Adamson.  Well,  what  was  the  motive  for  them  to  do  it  if  there 
was  something  in  the  letter  of  the  law  and  Constitution  as  to  the 
rates  established? 

Mr.  Thom.  There  was  nothing  in  the  letter  of  the  law  to  justify  it. 

Mr.  Adamsox.  The  Constitution  says  that  Congress  shall  regulate 
traffic  between  the  States  or  among  the  States  and  not  within  the 
State  of  Texas. 

Mr.  Thom.  Undoubtedly  it  says  that,  but  it  can  not  be  permitted — 
no  State  can  be  permitted  to  so  regulate  commerce  within  its  borders 
as  to  go  outside  and  have  an  effect  on  commerce  beyond  its  borders, 
because  if  it  does  Congress  can  not  regulate  the  commerce  between 
the  States.  That  is  most  forcibly  presented  by  the  Supreme  Court  of 
the  United  States  in  the  Shreveport  case,  and  if  you  will  let  me  I  will 
give  you  further  record  with  respect  to  that  argument. 

Now,  here  they  are :  Here  is  the  commerce  within  the  State  of  Texas 
that  moves  at  such  a  low  rate  that  either  Congress  must  bow  to  that 
rate  in  fixing  its  own  interstate  rates  or  cease  to  regulate  the  com- 
merce over  which  it  has  jurisdiction.  Now,  if  it  bows  to  the  will  of 
the  State  in  respect  to  the  rate,  then  it  has  accepted  the  standard  of 
the  State  as  to  interstate  commerce  and  has  given  up  its  obligation  to 
the  people  to  regulate  interstate  commerce.  If  it  does  not  bow  to  that 
will  of  the  State  in  respect  to  that  matter,  then  it  must  create  the 
standards  on  which  both  shall  move. 

Mr.  Adamsox.  Now,  I  fully  understand 

Mr.  Thom.  Because  the  two  classes  of  business  are  inseparable, 
one  from  the  other, 

Mr.  Adamsox.  I  fully  understand  your  line  of  reasoning  appli- 
cable to  a  continuous  line  over  the  same  tracks.  If  there  were  a 
through  line  through  the  State  of  Texas,  or  one  State  on  this  side 
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and  one  State  on  tlie  other  side,  and  the  State  of  Texas  had  a  lower- 
rate  inside  of  the  State  locally  then  a  Federal  comnussion  would  not 
reo-ard  that  lower  rate  in  making  up  the  through  rate,  but  would 
alFow  the  Federal  regulations  to  govern  the  shipments  entirely 
through  the  State.  For  instance,  I  at  one  time  started  to  New 
Orleans  in  a  hurry  and  got  down  to  the  depot  to  go  to  West  Point. 
I  wanted  to  get  aii  excursion  ticket.  It  had  been  selling  at  $15.  The 
rate  in  Georaia  to  West  Point  was  2  cents,  and  at  that  rate  they 
make  a  good  Hving  out  of  it.  From  West  Point  through  Alabama  to 
the  Mississippi  line  it  was  two  and  a  half,  and  to  Mississippi  it  was 
either  2.25  or  two  and  a  half.  They  charged  me  three  cents  a  mile 
solid  from  Newnan  to  New  Orleans  in  interstate  business.  A\  e  can 
understand  that  the  Federal  commission  upholds  that,  because  they 
say  in  making  thronah  transportation  oyer  that  through  line  they 
do  not  haye  to  regard  those  local  State  rates.  But  they  do  not  order 
those  States  to  raise  their  local  rate  as  to  intrastate  traiRc.  They 
iust  state  in  making  the  through  rate  it  would  be  disregarded. 

Mr.  TiiOM.  I  suppose  it  could  be  realized  that  the  whole  purpose 
of  the  Constitution  would  be  disappointed  if  any  one  State  had  a 
right  to  exclude  people  across  the  borders  from  dealing  with  its 

people.  .  1  i.        1 

:Mr.  Adamson.  Was  there  any  evidence,  internal  or  external,  con- 
nected with  the  statute  regulating  that  rate  in  Texas  to  show  that 
their  purpose  Avas  an  embargo  on  export  business? 

INIr  Thom.  I  understand  that  to  be  a  conceded  part  of  the  argu- 
ment: that  they  claim  that  right  to  absolutely  hold  Texas  markets 
for  Texas  distributing  points.  At  any  rate  that  was  the  basis  on 
which  the  matter  was  treated  in  the  Supreme  Court  of  the  United 
States  and  by  the  Interstate  Commerce  Commission. 

Mr.  Adamson.  When  I  was  examining  you  yesterday,  I  had  mis- 
placed my  book  in  which  I  had  scribbled  some  allusions  to  your 
testimony,  but  I  can  hardly  read  them,  and  I  do  not  know  exactly 
what  reference  they  had  to  your  testimony,  when  I  can  read  them; 
but  I  notice  that  you  talked  about  the  diversity  of  State  statutes.  I 
will  ask  you  if  the  railroad  companies  have  not  been  as  active  as 
any  other  citizens  always  in  looking  after  the  legislation  m  the 
various  States? 

Mv.  Thom.  Judge,  the  railroad  compames,  of  course,  must  try  to 
put  their  cases  before  the  legislators 

:Mr.  Adamson  (interposing).  They  have  a  right  to  do  that.  1  ]ust 
asked  you  if  that  is  not  the  fact  ?  •        j.     • 

^Ir.  Thom.  I  assume  that  the  legislators  want  every  point  ot  view 
before  they  come  to  pass  upon  any  matter  of  public  importance ;  but 
I  can  not'too  strongly  emphasize  here,  if  you  will  permit  me,  the 
utter  lack  of  justification,  in  the  interest  of  the  people  who  need  a 
perfected  system  of  transportation,  to  try  and  make  every  question 
turn  upon  whether  or  not  heretofore  the  people  have  been  mistaken 
or  the  railroads  have  been  mistaken. 

ISIr.  Adamson.  I  do  not  think  that  is  involved  m  the  question  I 
asked  you.     I  have  quite  a  different  purpose  in  asking  you  that 

question.  .       ,  ,     •     , , 

:Mr.  Thom.  If  there  has  been  a  system  most  objectionable  m  the 
management  of  these  railroads,  that  in  no  way  answers  the  need  of 
the  public  for  facilities  in  the  future. 
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Mr.  Adamson.  I  have  not  come  to  that,  either.  I  just  asked  you 
the  fact,  if  you  have  not  exercised  your  constitutional  rights,  as  other 
citizens,  to  look  after  legislation  in  the  various  State  legislatures — 
SLiij  legislation  that  affected  the  railroad  companies?  You  have  a 
right  to  do  that. 

Mr.  Thoim.  I  have  no  doubt  that  whenever  a  case  has  come  up  the 
matter  has  been  presented  to  the  legislators  by  the  railroads  as  best 
they  could.    I  have  no  more  knowledge  of  that  than  you  have. 

Mr.  Adamsox.  Do  you  not  think  that  the  light  that  these  very 
able  railroad  men  were  able  to  shed  on  the  deliberations  of  the  State 
legislators  had  some  influence  on  legislation? 

Mr.  Thom.  I  have  no  doubt  on  earth  that  it  has  had  a  beneficial 
influence  to  bring  out  a  more  comprehensive  view  of  the  situation. 

Mr.  Adamson.  For  instance,  you  alluded  to  the  full-crew  law.  How 
many  States  have  that? 

Mr.  Thom.  I  do  not  know;  but  a  good  many  have  it  and  a  good 
many  have  not. 

Mr.  Ada3ison.  Do  you  not  suppose  that  the  enlightened  efforts  of 
the  railroad  advocates  before  the  legislatures  prevented  its  enactment 
in  many  States? 

Mr.  Thom.  They  may  have  in  one  State  and  not  in  another.  En- 
lightenment does  not  seem  to  be  the  test,  because  the  enlightenment 
was  the  same  in  all  the  States  but  the  results  were  different. 

Mr.  Adamson.  They  used  their  light  everywhere  alike ;  but  all  sub- 
stances and  surfaces  do  not  receive  light  as  susceptibly. 

Mr.  Th03I.  Therefore,  in  dealing  with  a  problem  that  is  universal 
we  ought  to  get  to  a  place  where  light  has  the  same  effect  everywhere. 
Mr.  Adamson.  I  will  get  to  that  argument  later;  but  I  will  stick 
now  to  this  one  question,  if  you  will  answer  me.  There  is  no  doubt, 
then,  that  the  efforts  of  the  railroad  companies  themselves  in  the 
various  States,  using  their  influence  in  some  places  where  it  would 
take  and  some  where  it  would  not,  has  had  some  effect  in  producing 
this  diversity  of  legislation? 

Mr.  Thom.  Yes :  but  the  difference  between 

Mr.  Adamson  (interposing).  Is  that  true? 

Mr,  Thom.  The  difference  in  effect  would  be  either  to  accept  uni- 
versal disaster  or  try  to  obviate  it  in  some  places. 

Mr.  Adamson.  I  am  not  talking  about  the  result;  I  am  talking 
about  the  fact. 

Mr.  Thom.  You  know  as  much  about  that  as  I  do. 
Mr.  Adamson.  I  know ;  but  I  am  not  the  witness. 

Mr.  Thom.  But  you  must  not  interpret 

Mr.  Adamson  (interposing).  I  Imow  all  the  subjects  that  you  are 
posted  on,  and  when  I  have  a  good  witness  I  want  to  prove  some- 
thing. 

Mr.  Thom.  Undoubtedly,  if  you  want  to  know  that,  when  there  is 
a  case  involving  a  railroad,  and  it  is  presented  to  two  different  legis- 
latures, the  result  in  one  case  will  be  different  from  the  result  in  the 
other  case,  and  diversity  will  be  created  which  is  hurtful  to  the  whole 
public. 

Mr.  Adamson.  And  yet  if  your  influence  had  not  been  exerted  in 
all  those  places  there  might  have  been  different  action  in  some  places  ? 
Mr.  Thom.  And  there  might  have  been  universal  disaster,  instead 
of  our  having  diverted  it  in  some  cases. 
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Mr.  Adamson.  On  the  other  hand,  there  might  have  been  universal 

hlessin*^ 

Mr  Thom.  That  depends  on  whether  it  is  a  universal  blessing  to 
put  a  charge  upon  the  connuerce  of  this  country  everywhere  equal 
to  the  charge  that  is  put  upon  it  by  Pennsylvanui  and  New  Jersey 
for  this  extra-crew  law. 

Mr  Adamson.  As  you  have  mentioned  the  extra-crew  law,  is  your 
chief  obiection  to  that— I  mean,  the  objection  of  the  companies,  be- 
cause YOU  chiim  you  do  not  object  personally  to  anything— but  is  the 
main  objection  to  that  the  expense  that  it  puts  on  the  roads  ^ 

Mr.  TiiOM-  Oh,  yes ;  certainly.  .•         .  ^i        i     „ 

Mr.  Adamson.  Are  you  familiar  with  the  operation  of  these  long 

trains  on  these  roads  ?  ,       ^  ,  i     i     i     4-  +i 

Mv.  Thoim.  I  have  never  operated  any,  but  I  have  looked  at  ttiem 

as  they  went  by.  .  ,   r-~       mn  •     ^f? 

Mr.  Adajison.  Did  you  ever  see  one  with  <i)  or  100  cars  m  it« 

Mr.  Thom.  I  have,  indeed.  . 

Mr.  Adamson.  And  two  engines  at  the  head  ot  it^ 

Mr.  Thom.  Yes.  ^  ^         i     u i    i       i 

Mr.  Adamson.  How  many  crews  run  on  one  of  those  double-headers 

of  100  cars?  „  ,•     n  x     n    i 

Mr.  Thom.  I  do  not  know,  but  they  are  all  automatically  controlled 

bv  a  system  of  brakes.  .  ^    ._i    ^  i  4.  „ 

■^Mr.  Adamson.  That  is  not  the  question;  I  will  come  to  that  later. 

The  question  is.  How  many  crews  are  on  them  ? 

Mr.  Thom.  I  do  not  know.  „        , 

Mr   Adamson.  There  are  not  as  many  as  there  would  be  it  eacii 

engine  just  had  as  many  cars  as  it  could  carry  and  run  along,  are 

trip  1*6 . 

Mr.  Thom.  There  are  not  as  many  as  there  would  be? 

Mr.  Adamson.  Yes. 

Mr.  Thom.  There  are  just  as  many  as  there  would  be. 

Mr.  Adamson.  Then  you  do  not  save  any  crews? 

Mr.  Thom.  What?  .  •       ■    .^  u 

Mr.  Adamson.  I  say,  then  you  do  not  save  anything  m  the  number 

of  crews  ? 

Mr.  Thom.  By  what?  ,       ,       -,     i 

Mr.  Adamson.  By  the  double-headers  and  a  hundred  cars  m  a 

Mr."  Thom.  No;  we  do  not  make  the  crews  less  than  we  would  on 

a  train  Avith  a  single  engine.  .     n    ^  ii  fi.^ 

^Ir.  Adamson.  Where  is  the  expense,  then,  of  what  you  call  the 

''  full-crew  law  "  ?  ^     ^, 

Mr  Thom.  Because  it  requires  more  people  than  are  necessary. 
They 'say  they  want— that  it  is  a  good  thing  to  have  an  extra  man 
to  make  up  a  hand  at  bridge  in  the  caboose;  that  he  can  stay  there 
and  plav  cards  during  the  trip.  . 

Mr.  Adamson.  You  are  not  prepared  to  say  ]ust  how  many  men 

constitute  a  crew ?  .  -n  u„.r^  r^«^ 

Mr.  Thom.  No.  I  am  not  an  operating  man.  1  ou  will  have  peo- 
ple here  on  that  subject.  " 

Mr  Adamson.  I  know  that.  I  do  not  want  you  to  answer  any- 
thing that  you  do  not  know,  of  course.  I  just  asked  you  if  you  are 
prepared  to  say. 
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Mr.  Thom.  No;  I  do  not  know  how  many  men.  I  might  guess 
pretty  accurately,  but  I  am  not  an  operating  man,  and  I  am  not 
discvissing  operating  questions. 

Mr.  Adamson.  Then,  I  w^ill  go  back  into  the  field  where  you  are 
skilled.  Yesterday  you  made  a  distinction  in  your  process  of  trans- 
mogrification  

Mr.  Thom.  Between  the  what? 

Mr.  Adamsok  (continuing).  Your  transmogrification  from  State 
corporations  to  E'ederal  corporations;  you  made  a  distinction  be- 
tween condemning  the  property  and  the  stock,  on  the  one  hand,  and 
local  taxation  on  the  other.  You  argued  that  because  these  people 
invested  wdth  knowledge  that  Congress  had  the  constitutional  power 
to  regulate  them  ad  libitum 

Mr.  Thom  (interposing).  No;  not  ad  libitum;  within  constitu- 
tional limitations. 

Mr.  Adamson.  Well,  does  not  Congress  sort  of  take  its  own  view 
about  the  Constitution  Avhen  it  is  making  law  ? 

Mr.  Thom.  Sometimes  it  is  checked  up  a  bit  in  the  Supreme  Court. 

Mr.  Adamson.  I  know,  but  not  until  after  CongTess  acts. 

Mr.  Thom.  No  ;  they  could  not  do  it  before  they  act. 

Mr.  Adamson.  You  say  they  made  their  investments  with  the 
knowledge  that  Congress  had  the  constitutional  right  to  regulate 
commerce,  and  that  therefore  it  is  all  right  to  condemn  them,  dis- 
lodge them,  and  put  their  effects  into  a  Federal  corporation;  then 
you  say  that  you  do  not  advocate  taking  the  taxing  power  away  from 
the  States  at  all.  I  just  want  to  ask  you  if  the  States  did  not  go  into 
the  Union  and  make  their  delegation  of  authority  and  reservation  of 
authority  with  the  same  notice,  that  Congress  had  the  power  to  regu- 
late commerce  in  every  respect? 

Mr.  Thom.  Yes ;  and  the  Congress  would  have  the  power  to  control 
the  question  of  taxation,  too.  Mj  remarks  on  that  went  to  the 
wisdom  of  the  exercise  of  that  power. 

Mr.  Adamson.  As  a  matter  of  policy  ? 

Mr.  Thom.  To  the  wisdom  of  the  exercise  of  the  power. 

Mr.  Adamson.  You  are  like  St.  Paul:  All  things  are  right  unto 
you,  but  all  things  are  no  expedient  ? 

Mr.  Thom.  I  would  like  to  be  like  St.  Paul,  but  I  have  not  fully 
found  the  parallel. 

Mr.  Adamson.  Now,  the  obstacle  to  taxation  of  the  physical  prop- 
erty or  the  stock  would  be  the  inhibition  against  direct  taxation, 
Avould  it  not? 

Mr.  Thom.  What  is  that?    I  did  not  catch  that. 

Mr.  Adamson.  The  obstacle  to  the  Federal  Government  taking 
over  the  taxing  power  would  be  the  inhibition  against  direct  taxa- 
tion? 

Mr.  Thom.  No.  That  could  be  very  easily  accomplished  without 
running  counter  to  that. 

Mr.  Adamson.  By  an  income  tax? 

Mr.  Thom.  By  a  tax  on  the  gross  earnings  as  an  excise  tax. 

Mr.  Adamson.  I  am  glad  you  do  not  advocate  that. 

Mr.  Thom.  I  try  to  keep  within  the  Constitution,  Judge. 

Mr.  Adamson.  You  say  that  Avould  be  constitutional  ? 

Mr.  Thom.  What? 

Mr.  Adamson.  To  interfere  with  the  taxing  power. 
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Mr.  TiiOM.  That  is  a  difforont  thing  from  interfering  with  any- 
body else  taxing  and  imposing  upon  yourselves. 

Mr.  Ada:mson.  I  want  to  ask  you  now  about  the  disposition  of 
the  property  of  those  State  corporations.  You  condemn  a  road 
like  the  one  the  newspapers  are  talking  about  now,  down  m  the 
Southwest— the  New  Orleans.  Texas  &  Mexican  Railroad— that  is, 
when  it  is  found  to  be  a  little  oyer  $7,000,000  in  debt,  with  capital 
stock  of  $12,000,000  and  bonded  indebtedness  of  $40,000,000.  I 
would  like  to  know  what  disposition  would  be  made  of  a  case  like 
that  in  your  condemnation  proceedings? 

Mr.  THoai.  I  do  not  think  any  condemnation  proceeding  is  neces- 
sary. Judge.  „    -r.     1  -^0 

Mr.  Adamson.  What  would  you  do  there?    Bankrupt  it^ 

I^Ir.  Thom.  No.  I  belieye  that  you  are  obliged  to  recognize  the 
things  that  haye  happened  in  this  country.  You  are  obliged  to  pro- 
ceed henceforth  with  respect  to  the  rights— whatever  those  rights 
are— that  have  already  been  created  under  the  laws  of  the  various 
States. 

Mr.  Adamson.  Leave  them  undisturbed,  as  they  are  i 

Mr.  Thom.  Yes.  You  would  not  get  rid.  by  the  idea  that  I  am 
suggesting,  of  any  of  your  difficulties  in  respect  to  the  present  stat- 
ute&*^relating  to  capitalization,  unless  you  did  this— unless  you  m  your 
Federal  system  of  capitalization  issued  stock  without  par  value,  and 
gave  share  for  share  to  the  owners  of  the  stock  in  the  State  corpora- 
tions.   Of  course,  the  par  value  of  stock  means  nothing? 

Mr.  Adamson.  You  would  not  do  that  by  compulsion  ?  You  would 
have  to  base  that  on  agreement? 

Mr.  Thom.  I  do  not  know  how  that  would  be.  I  think  the  stock- 
holder gets  the  exact  equivalent  of  what  he  has  now.  That  merely 
gets  rid  of  the  nominal  capitalization. 

Mr  Adamson.  You  thought  yesterday  or  day  before,  m  your  direct 
testimony,  that  the  holders  of  the  stocks  and  bonds  would  not  gen- 
erally object 

]\Ir.  Thom.  That  is  what  I  thought.  -r^   .       i 

Mr.    Adamson    (continuing).  To    reorganization    under    l^ederal 

charters.  ,     ,         ,  i  •    ^ 

Mr.  Thom.  Yes:  that  is  my  belief,  and  whether  they  object  or  not 
they  have  nothing  to  do  with'^it ;  they  can  not  help  it. 

Mr.  Adamson.  You  would  have  a  right  to  do  it,  anyhow  ? 

Mr.  Thom.  Undoubtedly. 

Mr.  Adamson.  Suppose  one  of  those  corporations  that  you  were 
about  to  condemn  were  under  the  weather  financially ;  not  prosper- 
ous—would not  bring  much  under  the  hammer,  either  the  physical 
property  or  the  securities,  and  yet  the  holders  are  hopeful— hope 
springs  eternal  in  the  human  breast,  you  know  ;  and  when  you  dratted 
a  lease  into  the  Southern  Railway  it  was  not  a  great  big  rollicking 
thino-  like  it  is  now.  They  grow ;  they  have  a  right  to  grow.  Have 
not  those  stockholders  and  security  holders  a  right  to  say  We  are 
lookiniz  for  better  times ;  let  us  alone,  we  will  prosper  if  you  will  let 
us  alone  instead  of  selling  us  under  the  hammer  "? 

:Mr.  Thom.  I  have  made  no  suggestion  about  selling  anybody  under 

the  hammer.  . 

Mr.  Adamson.  Condemnation  means  that,  does  it  not « 
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Mr.  Thom.  I  did  not  say  anything  about  condemnation.  That  is 
an  idea  that  your  question  produced.  I  did  not  say  that  condemna- 
tion is  necessary.    I  do  not  think  it  is. 

Mr.  Adamson.  I  may  have  confused  you,  in  my  mind,  with  Secre- 
tary Ohiey.    Great  men  all  look  alike  to  me. 

Mr.  Tho^i.  If  you  will  get  me  confused  with  him,  I  will  be  per- 
fectly delighted ;  I  will  get  so  much  more  than  I  give,  that  I  will  be 
the  gainer. 

Mv.  Adamson.  What  was  your  proposition,  then?  One  of  agree- 
ment ? 

Mr.  Thom.  My  proposition  is  this:  That  when  the  people  who 
obtain  a  financial  interest  in  one  of  these  railroads  authorized  to 
engage  in  interstate  commerce,  did  so  either  by  the  purchase  of  bonds 
or  stock,  they  accepted  their  contract  relations  limited  by  the  possi- 
bility that  Congress  might  at  any  time  exercise  its  full  power  under 
the  commerce  clause  of  the  Constitution  to  regulate  it. 
Mr.  Adamson.  I  understand  that. 

Mr.  Thom.  That  a  system  of  Federal  incorporation  is  a  proper 
system  of  regulating  commerce,  and  therefore  they  hold  their  securi- 
ties subject  to  the  adoption  by  Congi-ess,  under  its  power  of  regula- 
tion, of  a  compulsory  incorporation  system. 
Mr.  Adamson.  I  understand  that. 

Mr.  Thom.  And  when  Congress  does  that  they  must  permit  their 
property  to  come  in  under  that  Federal  incorporation  without  the 
claim  of  damages  against  us. 

Mr.  Adamson,  I  understand  all  that;  but  how  do  you  get  to  the 
critical  point  where  the  transition  is  to  be  made?  We  have  sug- 
gested an  agreement,  but  if  you  do  not  agree,  then  what  do  you 
suggest  ? 

Mr.  Thom.  Here  is  where  we  make  the  transition,  and  it  seems 
simple  to  me.  First,  Congress  passes  a  law,  and  then  fixes  a  date 
when  no  corporation  shall  engage  in  interstate  commerce  unless  it 
takes  out  a  charter  under  the  national  law. 

Mr.  Adamson.  That  involves  a  reversal  of  our  policy  that  we  are 

going  to  compel  them 

Mr.  Thom.  You  were  asking  me  how  it  was  to  be  done.     You 
interrupted  me  in  the  middle  of  my  answer. 
Mr.  Adamson.  You  may  go  ahead. 

Mr.  Thom.  Cwigress  having  done  that,  having  provided  a  system 
of  national  incorporation,  that  system  should  provide  for  a  meeting 
of  the  stockholders  of  the  company  upon  due  notice  and  a  vote  to 
be  taken  as  to  whether  or  not  they  would  confine  their  corporation 
in  the  future  to  business  in  intrastate  commerce  or  would  continue 
to  do  interstate  commerce  and  would  come  in  under  the  Federal 
regulation.  If  the  majority  of  the  stockholders  voted  for  that,  then 
the  machinery  for  the  application  of  that  company  for  Federal 
charter  ought  to  be  provided  by  the  Federal  act  and  the  minority 
stockholders  would  be  bound  by  that  action  of  the  majority,  because 
they  took  their  stock  subject  to  the  exercise  in  the  future  by  Con- 
gress of  its  constitutional  function  of  regulating  commerce,  which 
regulation  is  embraced  in  this  compulsory  system  of  incorporation. 
There  is  no  condemnation  in  that;  nothing  in  that  whatever  except 
the  order  passing  of  the  corporation  before  its  charter,  as  it  is  in  the 
charter  as  they  want  it  to  be. 
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Mr.  Ada.msox.  But  I  think  there  is  one  fundamental  trouble  in  it. 
Your  plan  is  all  pretty  enough  if  it  did  not  involve  prohibitino-  them 
from  ooing:  into  interstate  connnerce.  Our  policy  is  to  compel  them 
to  ^o  in  and  stay  in,  while  your  proposition  Avould  require  a  chan<2:e 
of  that  policy  aiul  a  chanse  of  tlie  connnerce  law.  At  this  time  we 
can  make  joint  routes  and  rates  and  force  them  to  do  it,  and  it  is  our 
policy  to  compel  every  one  of  them  to  do  it. 

Mr.  Tiio:m.  Yes;  and  that  .would  be  the  means  and  would  make 
your  power  in  that  respect  much  more  effective  than  it  is  now.  You 
would  brino-  the  Avhole  business  into  interstate  connnerce  under  Fed- 
eral cliarters  at  once,  subject  to  the  unquestioned  regulation  of  com- 
merce in  all  the  respects  you  have  mentioned.  It  would  enlarge  the 
opportunity  for  Congress  to  manage  the  thing  in  a  homogeneous  and 
comprehensive  Avay,  and  not  in  any  sense  diminish  it, 

Mr.  Adamsox.  Well.  I  reckon  we  can  not  agree  on  excluding  them 
from  interstate  commerce  as  a  condition  for  them  to  change  the 
form 

Mr.  Thom.  I  think  we  can  agree  on  the  power,  and  it  will  be  a 
great  source  of  distress  to  me,  because  you  are  the  man  to  decide  it, 
and  I  am  not. 

Mr.  Adamsox.  Of  course,  I  do  not  decide  it.  There  are  20  good 
lawyers  on  my  connnittee  that  manage  me  entirely. 

Mr.  TiioM.  I  am  putting  you  in  as  a  Eepresentative,  not  speaking 
of  you  as  an  individual. 

Mr.  Adamsox.  I  am  the  humblest  servant  on  the  list.  Now,  Mr. 
Thom.  we  exactly  agree  on  the  power  of  Congress,  and  the  power 
of  Congress  can  make  these  State  corporations  to  do  anything;  it 
pleases  now  without  all  this  trouble  and  expense  of  transforming 
into  Federal  charters,  but  I  will  not  continue  that  discussion  with 
3^ou.  I  want  to  ask  you  now  about  your  plan  of  administering  and 
regulating,  how  you  "will  get  your  corporations  changed.  I  believe 
you  stated  that  the  commerce  law  and  the  commission  operating 
under  it  could  not  control  the  Federal  corporation  any  more  than 
it  can  the  State  corporation  at  present? 

Mr.  Thom.  I  think  the  commerce  power  of  the  Constitution  is 
sufficient  to  enable  the  Interstate  Commerce  Commission,  or  any  other 
commission  Congress  may  appoint,  to  regulate  the  whole  instrument 
of  interstate  commerce,  even  if  not  incorporated  nnder  national  law. 

]\Ir.  Adamsox.  Then  the  only  other  subject  I  wish  to  ask  you 
about  is  your  plan  of  organizing  and  operating  the  connnission 
itself.  I  fully  understand,  as  you  do,  that  the  people  over  the  country 
do  not  welcome  the  visits  of  young  lawyers  and  agents  and  examiners 
to  hear  and  pass  upon  grave  questions  which  they  have  a  right  to 
have  a  commissioner  hear,  and  I  fully  agree  with  you  that  there 
ought  to  be  enough  commissioners  of  ability  and  experience  to  attend 
to  all  this  business.  To  that  end  you  know  our  committee  reported 
and  passed  through  the  House  10  years  ago  a  bill  increasing  the 
commission  to  nine  members,  Avith  the  idea  they  would  divide  them- 
selves into  sections;  that  the  commissioners  would  go  over  different 
parts  of  the  country  and  hold  hearings,  and  sections  of  three  could 
each  dispose  of  cases,  unless  there  was  dissatisfaction,  when  a  demand 
might  be  made  for  a  consideration  en  bloc  of  the  entire  commission. 
That  was  never  passed  in  the  Senate,  and  we  kept  hammering  at  it 
117900— 19— VOL  2 14 
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until  last  spring:  our  committee  reported  it  to  the  House  and  passed 
it  again  and  sent  it  to  the  Senate.  It  is  still  hano-ing-  there,  although 
I  believe  all  the  railroad  companies,  and  the  President,  also,  said 
it  should  not  be  staved  by  this  resolution.  It  has  not  been  passed. 
What  I  want  to  ask  you  is,  would  it  not  be  easy  to  conform  prac- 
tically to  your  idea,  substantially  to  your  idea,  by  so  enlarging  and 
subdividing  this  commission  and  doing  the  work? 

Mr.  Thom.  Do  you  mean  that  alone  without  supplementing  by 
what  I  have  suggested? 

Mr.  Adaihsox.  Can  you  not  make  it  practically  answer  your  sug- 
gestions? 

Mr.  Thom.  Xo,  sir;  the  Interstate  Commerce  Commission  assures 
me  that  even  if  the  views  which  I  am  advocating  should  be  carried 
out  they  would  still  need  those  two  extra  members. 

Mr.  Adamson.  I  say,  enlaj^-ge  the  commission. 

Mr.  Thom.  Wait  a  second,  please,  Judge.  Nine  members  of  the 
commission,  nine  men  can  not  do  the  work. 

Mr.  Adamson.  Then  why  do  you  not  make  it  12  or  15? 

Mr.  Thom.  Because  I  think  the  people  of  this  country  greatly 
prefer  to  have  some  commissioners  resident  in  their  own  localities. 

Mr.  Adamson,  Can  you  not  select  them  from  different  parts  of  the 
country  ? 

Mr.  Thom.  Then  they  would  all  be  residents  in  Washington.  So 
far  as  I  am  concerned — I  am  speaking  now  of  the  selfish  interests 
of  the  railroad,  not  my  vievv  or  wiiat  is  good  for  the  country — so  far 
as  the  selfish  interests  of  the  railroads  go,  of  course,  those  selfish  in- 
terests would  just  as  well  be  protected  by  a  commission  resident  in 
Washington ;  but  that  does  not  meet  the  public  demand.  The  public 
demand  is  for  the  Government  to  understand  local  conditions.  And 
this  commission  here,  if  it  consisted  of  30  members,  sending  out 
agencies  from  time  to  time  to  different  parts  of  the  country,  would 
all  the  time  be  felt  by  the  people  at  large  as  having  men  visit  them 
that  are  not  acquainted  with  their  local  conditions. 

Now,  my  idea  is  that  you  gentlemen  have  got  to  take — it  does  not 
make  any  difference  what  view  I  take — but  you  gentlemen  have  got  to 
take  a  comprehensive  view  of  the  needs,  the  sensibilities,  and  the 
views  of  the  people  of  this  country.  I  believe  one  of  the  dearest 
things  which  they  have  is  that  their  Government  shall  not  be  a 
stranger  to  them ;  then,  it  must  be  brought  into  an  intimate  and  ade- 
quate knowledge  of  their  real  conditions. 

This  idea  of  regional  commissions,  of  high  men  appointed  by  the 
President  and  confirmed  by  the  Senate,  of  men  paid  in  a  way  to  at- 
tract the  best  service  to  the  Government,  is  to  bring  to  the  doors  of 
the  people  of  this  country  in  the  various  sections  the  Government 
that  shall  pass  upon  their  needs. 

Mr.  Adamson.  I  should  like  to  be  permitted  to  uncouple  the  last 
strong  and  beautiful  sentence  of  yours  and  attach  the  part  so  beauti- 
fully descriptive  of  home  government  as  against  your  proposition 
to  transfer  the  corporations  from  the  States  to  the  Federal  Govern- 
ment and  the  regulation  of  rates  from  the  States  to  the  Federal 
Government. 

Mr.  Tho^i.  Well,  Judge,  I  am  very  confident  that  if  you  attach 
them  thev  will  look  like  brothers.     They  are  part  of  a  whole  and 
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comprehensive  and  consistent  scheme,  as  it  api)ears  to  me.  Here 
wo  liave  orot  this  thing-  of  commissi(m  that  is  not  a  State  affair. 
In  the  interests  of  the  wliole  people  it  is  necessary  to  be  without 
territorial  limitations;  it  is  a  way  they  have  learned  to  do  and  that 
they  want  to  do  business.  The  people  in  my  State  want  to  get  to 
the  markets  of  another  State;  they  do  not  want  to  get  to  the  markets 
of  my  own  State,  it  may  be.  It  may  be  that  we  have  not  got  any 
markets  that  are  sufficiently  attractive,  so  that  commerce  has  found 
it  necessary  to  pass  over  State  lines  without  any  reference  to  their 
being  there.  The  commerce  is  a  thing  of  nation-wide  or  world-wide 
extent  and  importance. 

Xow,  that  is  one  of  the  things.  The  way  to  regulate  that,  recog- 
nizing that  It  does  not  halt  at  State  lines  but  goes  over  great  trans- 
portation movements  that  are  not  confined  by  State  lines,  and  yet 
understanding  at  the  same  time  the  needs  of  the  people,  are  the 
two  things  to  be  recognized.  One  we  do  by  recognizing  the  fact  that 
the  movement  of  commerce  is  not  confined  by  State  lines,  and  the 
other  IS  to  put  the  regulating  body  close  to  the  people. 

Mr.  Adamson.  I  think  your  optimism  and  admiration  for  your 
proposed  system  is  largely  justified  in  your  own  case,  so  far  as  I 
Imow,  by  the  practice  of  your  own  road. '  I  must  say  that,  above  any 
other  railroad  that  I  know,  so  far  as  I  have  observed,  the  Southern 
Road  has  accommodated  the  local  necessities,  stopped  their  good 
trains,  let  the  people  ride,  and  treated  them  fairly;  but  your  road 
does  not  run  all  over  the  United  States.  And  I  just  want  to  ask  you 
if,  under  your  changed  system,  excluding  Federal  regulations  and 
Federal  incorporations,  what  do  those  local  people  feel  that  they 
can  do  if  you  whiz  your  transcontinental  trains  through  the  towns 
without  stopping  and  give  them  a  local  passenger  train  that  leaves 
before  day  in  the  morning  and  after  dark  at  night— that  does  not 
look  much  better.  They  believe  they  will  get  a  complete  redress  as 
opposed  to  local  authority. 

Mr.  Thom.  I  thought  you  were  against  local  authority  ? 

Mr.  Adamson.  No,  sir;  not  for  local  affairs.  I  want  Congress  to 
do  what  the  Constitution  says  Congress  is  to  do,  and  the  States  to 
do  what  the  Constitution  says  the  States  shall  do— not  because  I  am 
crazy  about  State  rights  or  daft  on  State  rights,  but  because  the 
Constitution  fixes  it  that  way. 

Mr.  Thom.  Why  not  have  some  of  the  representatives  of  the  regu- 
lating power  resident  in  each  community  ? 

Mr.  Adamson.  The  State  commission  lives  there. 

Mr.  Thom.  I  understand  that;  but  that  is  based  upon  the  theory 
that  the  commissioners  ought  to  be  regulated  by  State  lines. 

Mr.  Adamson.  Not  at  all;  not  local  commissioners. 

Mr.  Thom.  If  we  differ  on  that  we  differ  on  the  fundamentals. 

Mr.  Adamsox.  Not  local  commissioners.  It  is  more  important  for 
the  people  in  remote  counties  to  get  to  their  nearest  town  than  it 
is  for  them  to  see  a  load  of  drummers  go  through  from  Boston  to 
San  Francisco ;  and  they  are  the  fellows  you  have  to  deal  with ;  they 
are  the  fellows  you  get  your  verdicts  from  if  you  get  an 7  at  all; 
they  are  the  people  who  first  consented  for  you  to  build  v^our  rail- 
roads ;  they  are  the  people  who  thought  there"  was  some  obligation  to 
accommodate  and  respect  them;  and  they  are  the  people  that  will  be 
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dissatisfied  unless  3'ou  inspire  them  with  confidence  about  how  their 
grievances  are  goino;  to  be  redressed.  If  one  of  them  is  ]3ut  off  a 
train  or  has  a  pet  cow  or  pig  lulled,  where  is  he  going  to  be  redressed? 
Now  he  gets  it  at  home. 

Mr.  Thom.  He  will  get  it  at  home  under  any  suggestions  I  have 
made  to  you. 

Mr.  Adamson.  You  are  going  to  propose,  then,  that  you  can  sue  all 
these  Federal  corporations  through  the  State  courts  at  home? 

Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  And  not  be  removed  to  distant  Federal  courts? 

Mr.  Thom.  Undoubtedly;  just  have  those  jurisdictions  where  they 
are  now.  I  think,  instead  of  there  being  a  fundamental  difference 
between  what  you  are  saying  and  I  am  saying,  it  relates  only  to  the 
line  of  how  much  police  authority  is  under  the  wisdom  of  Congress 
preserved. 

Mr.  Adamson.  No  ;  there  is  a  fundamental  difference. 

Mr.  Thom.  My  proposition  is  wdiere  a  State  exercises  a  power 
which  has  no  substantial  effect  beyond  its  own  limits  it  ought  to  con- 
tinue it,  but  where  it  exercises  a  power  the  substantial  effect  of  which 
is  to  put  its  own  laws  on  its  neighboring  States  it  ought  not  to. 

Mr.  Adamson.  There  is  a  fundamental  difference  in  this:  Eepre- 
sentative  government  means  that  the  local  officers  are  chosen  by  local 
people.  My  proposition  is  that  the  local  people  choose  the  local 
administrators  and  the  local  authorities  govern  the  local  communi- 
ties. You  are  proposing  that  a  central  authority,  through  a  central 
body,  shall  govern  local  as  well  as  general  affairs,  and  from  a  central 
authority  those  local  people  shall  be  selected. 

Mr.  Thom.  Only  those  matters  in  which  the  authorities  in  one 
State  extend  themselves  across  their  border  and  undertake  to  regu- 
late the  affairs  of  another  State 

Mr.  Adamson.  Now,  how  many  traffic  divisions  did  you  say  there 
are — four  or  five? 

Mr.  Thom.  There  are  three  classification  territories. 

Mr.  Adamson.  Only  three? 

Mr.  Thom.  Three  classification  territories. 

Mr.  Adamson.  You  say  there  ought  to  be  more  commissioners  than 
territories  ? 

Mr.  Thom.  More  regions. 

Mr.  Adamson.  How  many  in  all? 

Mr.  Thom.  I  have  not  gone  into  that,  but  I  think  Congress  should 
have  quite  a  number. 

Mr.  Adamson.  Just  give  me  an  arbitrary  figure  for  speculative 

purposes. 

Mr.  Thom.  An  arbitrary  figure  w^ould  have  no  value.  Judge.    My 

own  idea  is — -, — 

Mr.  Adamson.  I  am  talking  about  a  supposition  case — say  how 

many — 6  or  7  or  10? 

Mr.  Thom.  Suppose  we  sav  15. 

Mr.  Adamson.  Say  15,  then.  If  there  are  15  places  where  local 
men  ought  to  work,  or  a  foreign  man  ought  to  be  sent  to  the  local 
place  to  work,  or  a  local  man  sent  to  a  central  authority  to  work, 
and  you  then  add  enough  to  stay  in  town  and  hold  the  fort  and 
attend  to  general  business,  it  does  seem  to  me  you  ought  to  select 
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all  15  from  all  over  the  country  and  let  tliem  tend  to  the  business  in 
that  central  section. 

Mr.  Thom.  I  do  not  believe  that  would  be  satisfactory  to  the  peo- 
ple.    My  own  judgment  is  that  the  fundamental  reason  for  having 

these  regional  commissioners  reside  in  their  communities 

Mr.  Adamson.  But  the  big  trouble  you  have  there 

Mr.  TiioM.  A  great  many  railroad  people  take  your  view.  They 
take  your  view  and  say  "  Divide  up  this  commission  here  and  do  not 
have  the  local  men,"  "because  some  of  them  think  in  that  way  you 
will  get  a  much  more  independent  judgment.  JNIy  own  judgment  is 
we  will  have  to  take  the  risk  of  that;  that  we  have  got  to  recognize 
the  demand  not  only  because  it  exists,  but  because  it  has  a  funda- 
mental justification,  for  having  men  that  are  brought  in  contact  with 
vital  affairs  and  know  them  by  residing  among  them. 

Mr.  Adamson.  The  greatest  difficulty  you  will  have,  Mr.  Thom,  in 
getting  your  program  through  is  the  idea  that  has  been  disseminated 
among  the  people  by  those  who  have  been  making  your  arguments,  in 
the  papers  and  elsewhere,  about  your  escaping  the  appeal— the  juris- 
diction of  48  different  authorities.  The  idea  is  prevalent  among  the 
people  that  you  are  trying  to  get  away  from  them  and  run  your 
operations  independent  of  them  and  in  spite  of  them,  and  with  no 
responsibility  to  them,  and  they  do  not  like  that. 

Mr.  Thom.  I  hope  after  my  explanation  you  will  help  me  get  that 
erroneous  doctrine  out  of  their  minds. 

Mr.  Adamson.  I  am  glad  to  get  that  to  your  mind,  because  you 
will  confront  it  everywhere. 

Mr.  Thom.  I  am  protesting  against  the  suggestion  that  this  is  an 
attempt  to  concentrate  everything  in  Washington,  and  I  am  telling 
you  the  counter  view  I  take  on  that  subject,  that  it  is  desirable  from 
every  standpoint;  from  the  standpoint  of  meeting  the  views  of  the 
American  public  and  from  the  standpoint  of  meeting  a  condition 
which  probably  demands  knowledge  on  the  part  of  those  who  govern, 
of  the  conditions  of  those  who  are  governed,  to  put  these  regional 
commissions  close  to  the  people  by  making  them  reside  in  the  various 
regions  where  they  have  jurisdiction. 

Mr.  Adamson.  I  believe  the  people  are  not  only  willing  but  desire 
and  demand  that  the  railroads  have  revenue  enough  to  put  themselves 
in  a  condition  of  equipment  and  safety  to  do  the  business  of  the  peo- 
ple promptlv  and  safely,  but  they  are  suspicious  and  they  are  afraid 
that  they  will  not  be  locally  respected  and  protected  in  their  local 
rights.    "That  is  what  vou  have  to  combat. 

Mr.  Thom.  The  President  in  making  his  nominations,  and  the 
Senate  in  confirming  them  ought  to  safeguard  that  point. 

Mr.  Adamson.  Well,  all  the  President  is  talking  about  is  about 
helping  you  get  money,  and  you  are  not  in  such  straits  now  as  then. 
Is  not  your  business  more  prosperous  now  ? 

Mr.  Thom.  Undoubtedly  it  is  more  prosperous  now,  but  the  mis- 
take of  fixing  your  standard  of  regulation  by  prosperous  years,  in- 
stead of  taking  into  consideration  the  average  conditions  that  affect 
these  railroads",  will  be  mistakes  which  will  lead  to  ruin. 

Mr.  Adamson.  Would  it  not  be  advisable  to  continue  your  case, 
and  not  argue  it  during  days  of  prosperity,  and  wait  for  lean  years, 
to  press  it  on  the  people? 
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Mr.  Thom.  Not  at  all.  Bear  in  niind  not  one  cent  is  coming  to 
us  from  this  invcstig-ation,  if  we  get  all  we  think  we  ought  to  have. 
This  is  not  a  rate  case.  This  is  not  a  case  where  you  are  passing  on 
whether  we  need  more  or  less  money.  It  is  a  question  whether  or 
not  you  will  protect  your  systems  of  regulation  so  that  they  will 
reflect  the  needs  at  all  times,  prosperous  as  well  as  unprosperoiis.  If 
there  are  fundamental  conditions  that  obtain  in  this  matter  that  are 
objectionable  in  this  matter,  there  is  no  more  reason  for  removing 
them  in  prosperous  years  than  there  is  for  removing  them  in  lean 
years.  The  question  for  you  gentlemen  to  consider  is  whether  there 
is  anything  in  the  tendencies  of  these  conditions  as  they  are  now 
to  really  affect  the  future  of  transportation  in  America.  Are  the 
margins  being  absorbed  unduly  ?  Are  there  too  much  fixed  charges 
going  on  the  property?  Is  the  margin  that  is  left  sufficient  to  guar- 
antee the  American  public  adequate  facilities?  You  must  judge  that 
in  prosperous  times  as  well  as  in  lean  times,  and  if  that  is  a  fact  the 
man  who  really  foresees  and  provides  for  the  needs  of  the  future  is 
the  statesman.  The  man  who  does  that  must  take  note  of  that  now 
as  well  as  in  future  times. 

Mr.  Adamson.  In  prosperous  times  the  atmosphere  is  not  as  favor- 
able for  considering  appropriations  for  financial  relief  as  in  times 
of  pressure. 

Mr.  Thom.  No  financial  relief  is  asked  for.  We  are  asking  simply 
for  perfected  conditions  of  governmental  regulation,  which  will  deal 
with  times  when  financial  needs  must  be  provided  for  and  will  not 
deal  with  them  when  financial  needs  are  not  to  be  provided  for. 

Mr.  Adamson.  But  a  very  able  part  of  your  speech  was  addressed 
to  the  difficulty  of  securing  ample  capital.  I  understand  you  want 
to  be  placed  by  law  where  you  can  secure  capital. 

Mr.  Thom.  Undoubtedly ;  but  ought  we  to  wait  until  we  are  in  a 
position  of  disaster  to  provide  against  this  possibility,  or  should  we 
provide  in  time  to  avert  disaster? 

Mr.  Adamson.  I  suppose  you  do  not  care  to  be  cross-examined 
about  Government  ownership? 

Mr.  Thom.  No,  sir;  I  do  not,  personally — well,  I  should  just  as 
soon  be  examined  on  that  as  anything  else,  but  I  do  not  think  ray 
views  are  of  any  special  value  to  the  committee. 

Mr.  Adamson.  I  thought  I  might  disprove  a  thing  by  examining 
you  on  that. 

Mr.  Thom.  I  do  not  believe  in  Government  ownership. 

Mr.  Adamson.  That  was  the  idea  I  had  in  considering  examining 
you.  I  wanted  to  get  your  testimony  on  that  and  your  objections 
to  it. 

Mr.  Thom.  My  objection  is  pretty  much  from  the  public  stand- 
point. 

Mr.  Adamson.  I  thank  you  for  your  courteous  responses  to  my 
numerous  questions,  and  I  will  relieve  you  from  further  questions. 

Mr.  Thom.  That  is  what  I  am  here  for.  I  will  give  you  all  the 
information  I  have  got. 

The  Chairman.  Mr.  Eobinson,  will  you  proceed? 

Senator  Robinson.  I  think  it  will  require  me  only  a  few  minutes 
to  submit  to  Judge  Thom  such  questions  as  are  necessary  to  clarify 
my  mind  concerning  the  very  forceful  and  able  statement  which  he 
has  made  to  the  joint  subcommittee. 
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Jiidg-e  Thorn,  in  your  uddress  you  discussed  tlie  decline  of  rail- 
way credits.    About  when  did  that  condition  first  manifest  itselt^ 

Mr.  Thom.  I  do  not  know  that  I  can  speak  with  any  accuracy 
about  that,  or  in  any  way  that  will  not  need  some  verification,  but 
my  understanding  is  that  railway  credit  commenced  distinctly  to 
decline  in  1010.  . 

Senator  Eonixsox.  Did  I  understand  you  correctly  to  charge  this 
decline  of  credit  principally  against  governmental  action  in  over- 
regulating  through  State  or  National  authorities  or  both  i      _    _ 

Mr  TnoJi.  I  am  told  that  the  activities  of  all  these  commissions 
did  not  appear  much  prior  to  that  time.  Now,  we,  in  the  South,  have 
been  so  long  familiar  with  State  regulating  bodies  that  my  inclina- 
tion would  have  been  to  put  the  time  much  behind  the  point  I  men- 
tioned, but  there  seems  to  have  been,  in  other  sections  of  the  country, 
a  delayed  application  of  these  varying  systems  of  regulation,  and 
they  perhaps  seem  to  have  come  to  a  climax  somewhere^ about  the 
year  1910.  In  that  year,  too,  there  was  an  increase  ot  $50,000,UU0 
m  wages.  There  was  a  determination  that  railway  revenues  could 
not  be'  increased  in  the  way  then  proposed  and  in  a  way  that  a 
oreat  many  investors  in  railway  securities  thought  they  ought  to  be 
rncreased,'and  the  lesson  was  taught  somehow,  m  some  way,  that 
both  revenues  and  expenses  of  the  carriers  were  beyond  the  control 
of  the  owners.  ., 

Senator  Eobinson.  Was  there  also  a  falling  off  in  the  railway 

earnings  in  1910? 

Mr.  Thom.  I  can  not  recall.  .  ,•     i    v 

Senator  Kobinson.  Do  you  think,  in  accounting  for  this  decline  m 
railway  credit,  in  your  statements,  you  have  given  due  prominence 
to  the  mistakes  and  mismanagements  on  the  part  ot  the  railway 
managers  and  financiers?  .        ,      ,ii        •         - 

Mr.  Thom.  I  do  not  know  how  much  attention  should  be  given  to 
that  '  I  have  no  doubt  it  had  a  marked  cumulative  effect. 

Senator  Eobinson.  I  believe  you  stated,  if  I  understood  you  cor- 
rectly, that  these  mistakes .  . 

Mr  Tno:vt.  One  minute,  if  you  will  permit  me  to  say  this  m  respect 
to  that,  at  the  same  time  even  the  charges  about  that  did  not  affect 
10  per  cent  of  the  mileage  of  this  country.  It  was  a  very  small  pro- 
portion, but  it  was  made  a  great  deal  of  in  the  public  press. 

Senator  Kobikson.  It  would  not  be  necessary  that  such  charges 
should  affect  the  entire  mileage  or  even  a  large  part  of  the  mileage  m 
order  to  impair  the  credit  if  the  system  was  believed  to  be  more  or 

less  general,  would  it?  ,^-1.11.1 

Mr  Thom.  Not  if  it  was  believed,  no ;  but  I  do  not  understand  even 
that  it  was  charged  that  it  was  more  or  less  general.  I  do  not  und^- 
stand  it  extended  to  more  than  10  per  cent,  and  one  of  the  great  diffi- 
culties in  railroad  management  is  that  the  restrictive  Provisions  ot 
regulation  intended  to  deal  with  this  evil  to  which  you  allude  but  was 
expressly  in  the  hands  of  people  who  never  were  supposed  m  the  most 
remote  degi-ee  to  be  subject  to  the  charge. 

Senator  Eobinson.  These  alleged  mistakes  and  mismanagements, 
or  the  -ublic  conception  of  them,  were  largely  responsible  f or  bring- 
ino-  about  the  era  of  governmental  regulations,  were  they  not^ 
Sir  Thom.  I  think  it  very  likely— very  likely. 
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Senator  Robixsox.  Prior  to  the  basic  act  of  Congress  to  regu- 
late commerce,  known  as  the  act  of  1887,  Congress  had  never  at- 
tempted in  any  comprehensive  way  to  exercise  its  power  to  regulate 
commerce,  had  it? 

Mr.  Thom.  It  had  not. 

Senator  Robixsox.  Are  you  familiar  with,  or  have  you  made  any 
study  of,  railroad  credit  generally,  and  the  conditions  concerning  rail- 
road credit  generally,  during  the  period  of  nonregulation— that  is, 
prior  to  the  act  of  1887  ? 

Mr.  Thom.  Well,  when  you  ask  me  if  I  have  made  any  study,  I 
assume  you  mean  some  special  study  outside  of  my  general  knowledge 
of  conditions? 

Senator  Robixsox^.  That  is  what  I  mean. 

Mr.  Thom.  No,  sir;  I  have  made  none  outside  of  my  general  knowl- 
edge of  conditions.  I  knew  at  that  time,  and  for  some  years  after- 
wards, it  was  easy  enough  to  get  money  to  go  into  new  railroad  enter- 
prises. 

Senator  Robixsox^.  Increased  Federal  regulation  is  now  regarded 
by  you  as  necessary  in  some  respects  for  the  restoration  or  the  estab- 
lishment on  a  securer  basis  of  railroad  credit,  if  I  understand  you? 

Mr.  Thom.  That  is  correct. 

Senator  Robinsox\  In  your  opinion,  if  there  had  never  been  any 
attempt  at  Government  regulation,  either  upon  the  part  of  the  Fed- 
eral Government  or  the  States — that  is,  if  all  conditions  with  regard 
to  regulation  which  prevailed  prior  to  1887  had  continued  to  the 
present — would  railroad  credit  now  be  on  a  better  and  securer  basis 
than  it  is? 

Mr.  Thom.  Well,  of  course,  that  is  a  mere  matter  of  opinion. 

Senator  Robixsox.  I  understand  that. 

Mr.  Thom.  But  at  the  same  time  I  am  a  great  believer  in  regula- 
tion. I  think  that  great  benefits  have  come  from  regulation,  and 
that  a  gi"eat  many  more  benefits  can  come  from  perfected  regulation. 
I  believe  that  the  railroads,  within  the  limits  that  they  have  been 
constructed,  and  the  public  are  better  off  for  having  adopted  a  sys- 
tem of  regidation.  Now,  the  reason  I  say  within  limits  is  this :  We 
must  realize  that  the  railroads  of  this  country  were  built  by  people 
Avho  expected  in  some  way  to  get  very  handsome  returns  from  their 
investments.  Their  hope  in  that  respect  was  natural — benefited  by 
bonuses  of  stock — and  they  .expected  to  be  able  to  work  their  enter- 
prises up  until  the  stock  became  worth  something.  They  would  not 
have  built  them  if  they  had  not  had  that  hope.  We  would  not  have 
had  railroads  if  it  had  not  been  for  that  hope.  Now,  if  here  comes 
along  Government  regidation  and  puts  an  end  to  that  hope  and  has 
to  deal  with  the  situation  that  is  created  by  that  change  of  condition, 
and  having  done  that  it  makes  a  tremendous  problem  as  to  how 
venturous  capital  is  still  to  be  brought  into  this  field  of  development. 

Senator  Robix'sox^.  Now,  let  me  ask  you  a  question  in  that  con- 
nection. You  made  it  quite  clear  in  your  statement,  to  my  mind, 
that  the  initiative  of  railroad  construction  in  the  United  States  was 
upon  the  part  of  more  or  less  speculative  investors.  Do  you  think 
it  was  desirable  that  that  condition  should  have  continued  indefi- 
nitely i 

Mr.  Thom.  I  do  not  think  it  was  possible  to  continue  it  indefinitely, 
Senator. 
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Senator  Robinson.  And  that  the  era  of  reguhition  was  inevitable? 

Mr.  TiiOM.  I  think  so. 

Senator  Robinson.  Now,  you  have  said  that  the  existing^  system 
of  reo-nhition  has  had  for  its  main  purpose  the  correction  of  abuses 
and  the  elimination  of  evils  of  railroad  management. 

Mr.  TiioM.  Yes,  sir. 

Senator  Robinson.  That  is  tlie  inevitable  result  of  the  condi- 
tions  

Mr.  TiioM.  Of  all  these  abuses  which  have  arisen ;  yes,  sir. 

Senator  Robinson.  The  system  of  regulation  that  now  prevails  is 
the  product  of  a  slow  growth  which  has  occurred  in  spite  of  the 
opposition  of  railroads,  I  believe  you  stated  ? 

Mr.  TiioM.  That  is  my  judgment. 

Senator  Robinson.  I  think  that  is  correct.  Do  you  regard  the  act 
to  regulate  commerce — that  is,  the  act  of  1887  that  we  have  already 
mentioned — as  largely  a  punitive  corrective  measure,  and  not  as  a 
constructive  measure  ? 

Mr.  Tho3i.  Yes,  sir.  I  think,  Senator,  that  is  not  only  so,  but  m 
obedience  to  the  spirit  of  resentment  throughout  of  the  abuses  which 
did  exist,  that  has  been  demonstrated  with  the  idea  of  giving  the 
very  lowest  possible  rate  and  of  surrounding  the  management  of  the 
railroads  with  the  greatest  possible  restrictions. 

Senator  Robinson.  In  making  that  statement 

Mr.  Thom.  Just  one  second,  I  liad  not  quite  finished  my  sentence. 

Senator  Robinson.  I  beg  your  pardon. 

Mr.  Thom.  And  that  there  has  been  a  tremendous  distrust  on  the 
part  of  a  large  portion  of  the  public  in  the  management  of  rail- 
roads. It  has  been  considered  necessary  to  surround  them  with 
bayonets,  and  in  order  to  make  them  keep  step  just  prick  them  in 
the  back  and  around.  Of  course,  there  can  be  no  enduring  system  of 
that  kind.  The  time  must  come  when  the  character  of  the  men  m 
charge  of  these  properties  must  be  recognized  as  high  as  any  other 
business  or  the  system  of  private  ownership  and  private  manage- 
ment must  go.  We  say  that  time  has  come.  We  ask  you  gentlemen 
to  examine  whether  or  not  the  time  has  not  now  come  when  you  can 
deal  with  this  business  as  you  do  with  any  other  business,  on  the 
assumption— on  the  recognition,  I  sliould  say,  rather  than  assump- 
tion—of the  fact  that  railroad  management  in  this  country  is,  as  a 
rule,  honest  and  upright  and  patriotic.  Now.  when  that  time  does 
come— and  I  say  it  has  come  now— you  gentlemen  are  considering 
whether  it  has  come  or  not — when  that  time  does  come  then  we  think 
that  the  time  has  come  for  you  while  retaining  all  of  your  corrective 
powers  and  processes,  to  add  the  constructive  and  helpful  features  to 
this  system  of  regulation  which  will  insure  for  the  future  the  suffi- 
ciency of  these  facilities;  and  I  want  to  say  right  there,  if  you  will 
permit  me  one  more  remark— that  granting  all  that  can  have  been 
said  about  abuses  existing  in  the  past,  the  mere  existence  of  these 
abuses,  of  looking  at  them  and  feeling  resentment  against  them,  de- 
tecting them  and  pmiishing  them,  will  not  provide  for  what  the  pub- 
lic needs  in  the  future  as  to  its  facilities.  If  they  were  great  enough 
upon  their  mere  removal  to  put  the  railroads  in  a  condition  of  fur- 
nishing all  these  facilities  that  are  needed  in  the  future,  that  would 
be  one  thing,  but  if  you  remove  them  all  and  still  have  an  incapaci- 
tated system,  why  you  have  not  done  what  the  public  needs  require. 
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Now,  our  proposition  is,  first,  that  the  great  mass  of  these  abuses 
have  been  removed;  that  if  they  exist  at  all  it  is  only  in  sporadic 
cases,  but  certainly  as  to  those  that  are  not  removed  the  retention  of 
your  corrective  powers  will  be  sufficient  to  deal  with  them,  and  when 
they  are  all  removed  there  still  are  conditions  of  incapacity  created 
v  hich  will  prevent  the  railroads  from  being  al<le  to  do  their  real 
function  for  the  public. 

Xow  we  are  asking  you  to  see  to  it  that  when  you,  by  the  retention 
of  your  corrective  machinery  and  processes,  get  rid  of  them  all  you 
do  not  leave  an  anaemic  and  incapacitated  system  of  transportation, 
but  that  you  will  deal  in  a  comprehensive  and  helpful  way  with  the 
needs  of  the  future. 

Senator  Eobinson.  You  have  referred  frequently  during  j^our 
statement  to  the  distrust  in  the  public  mind  occasioned  by  the  alleged 
mismanagement  on  the  part  of  railway  managers  and  financiers. 
Does  that  condition,  in  your  opinion,  still  exist  ? 

Mr.  TiiOM.  I  do  not  think  so.    Do  you  mean  the  public  mind  ? 

Senator  EobiisSON.  In  the  public  mind. 

Mr.  Thom.  To  nothing  like  the  same  extent  that  it  did.  I  think 
the  public  mind  has  been  greatly  modified;  that  is,  the  public  judg- 
ment of  this  matter  has  been  greatly  modified,  and  they  are  looking 
to-day  on  the  situation  with  different  eyes. 

Senator  Robinson.  You  regard  it  as  true,  do  you  not,  that  that 
condition  has  been  perpetuated  by  the  policy  of  the  railroads  them- 
selves, first,  in  opposing  all  regulation,  and,  second,  in  failing  to 
acquiesce  in  the  attempts  of  Congress  to  regulate  properly.  For  in- 
stance, after  the  passage  of  the  act  of  1887,  the  general  policy  of  the 
railroads  was  to  test  every  inch  of  ground  of  regulation  contained 
in  that  act,  was  it  not  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Eobinson.  And  that  course  has  been  pursued  largely  with 
regard  to  other  subsequent  acts  of  Congress  enacted  in  the  exercise 
of  its  power  to  regulate  commerce  ? 

Mr.  Thom.  That  tended  to  keep  the  country  divided  into  two 
views;  one  was  the  public  insisting  that  these  regulations  should  be 
made  effective,  and  the  other  side  fighting  it,  and  the  result  of  that 
was  necessarily  to  put  the  passionate  views  of  the  victorious  party  on 
the  other  side. 

Senator  Robinson.  That  condition,  I  believe  you  have  correctly 
stated,  has  been  modified,  to  sslj  the  least  of  it  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Robinson.  The  railroads  have  changed  their  attitude  en- 
tirely on  the  subject  of  regulation? 

Mr.  Thom.  They  have. 

Senator  Robinson.  And  in  part,  as  a  result  of  that  as  well  as  the 
other  conditions,  the  public  attitude  toward  the  railroads  has 
changed  ? 

Mr.  Thom.  Yes,  sir.  We  are  getting  into  a  better  condition  of 
affairs. 

Senator  Robinson.  And  if  that  diagiiosis  of  the  situation  is  an 
accurate  one,  and  I  think  it  is  approximately  so,  it  means  a  very  grati- 
fying condition.  Now,  the  second  general  exercise  by  Congress  of 
its  power  to  regulate  comm(>rce  was,  I  believe,  embraced  in  the  so- 
called  Sherman  Antitrust  Act,  was  it  not,  of  1890? 
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Mr.  Tho:m.  Well,  at  the  time  that  was  passed,  Senator,  it  was  not 
supposed  to  apply  to  railroads. 

Senator  Kohixson.  I  Avas  going  to  ask  yon  abont  that.  As  a  matter 
of  fact  that  was  the  second  comprehensive  attempt  on  the  part  of 
Congress  to  exercise  its  regulatory  power  over  ccnnmcrce.  Was  that 
act  generally  regarded  as  applicable  to  raili'oads  when  it  was  passed? 

]\fr.  Tho:m.  Xo,  sir;  it  was  not. 

Senator  RoniNsoN.  Whar.  in  your  opinion,  are  the  public  benefits 
resulting  from  the  application  of  the  Sherman  antitrust  law  to  the 
railroads  under  the  system  of  governmental  regulation  such  as  exists 
now? 

Mr.  Thom.  I  do  not  think  that  it  has  any  benefit,  Senator,  for  the 
reason  that  there  are  two  points  at  which  competition  may  benefit  the 
public.  One  is  in  respect  of  charges,  the  other  is  in  respect  of  facili- 
ties. Now,  of  course,  it  can  not  have  any  effect  in  respect  of  charges, 
because  those  charges  are  Government  made  for  both  lines.  Now,  as 
to  competition  of  facilities,  I  believe  that  the  natural  conditions  of 
every  management  insure  that  just  as  much  as  if  there  was  absolute 
competition  all  around.  You  can  not  imagine  the  efforts  that  the 
management  of  a  single  system  has  to  make  to  keep  down  the  rivalry 
between  the  managers  of  various  cUvisions  of  that  property  in  order 
to  make  a  good  showing  for  themselves.  That  has  been  at  times  a 
serious  difficulty  of  railroad  management.  Here  is  a  man  who  Avants 
to  make  a  splendid  record  for  his  own  division,  and  to  get  his  trains 
over  quickly  and  get  them  over  cheaply,  and  rise  up  above  the  gen- 
eral mass  as  a  successful  railroad  operator.  Now,  at  times  he  has 
done  that  to  such  an  extent  that  he  has  not  regarded  the  next  division 
at  all.  He  has  sacrificed  the  through  movement  to  the  success  of  the 
management  of  his  own  division,  and  that  comes  from  a  very  human 
impulse,  for  him  to  demonstrate  his  own  efficiency  and  get  the  advan- 
tage of  it. 

Now,  therefore,  I  think  that  that  applies  also  to  the  management 
of  two  railroads  commonly  owned  but  doing  a  competitive  business 
as  to  facilities  and  all  that.  Each  one  wants  to  make  a  record  for 
himself,  and  therefore  I  do  not  believe  that  the  public  has  been  in 
much  danger  in  respect  to  facilities;  secondly,  I  feel  that  I  can 
answer  your  question  quite  comprehensively,  that  when  you  regulate 
railroads  you  put  them  in  a  class  where  the  antitrust  acts  become  of 
little  value  to  the  public,  and  that  is  certainly  true  when  you  recog- 
nize that  your  power  of  regulation  would  extend  to  the  only  possibly 
uncovered  feature,  and  that  is  facilities. 

Senator  Robinson.  Then,  if  I  understand  you  correctly,  in  your 
opinion  the  public  interest  would  not  suffer  if  the  antitrust  acts 
were  made  inapplicable  to  railroads? 

Mr.  Thom.  I  don't  think  it  would. 

Senator  Robinson.  And  railroad  operations  might  be  facilitated — 
is  that  your  idea? 

Mr.  Thom.  I  think  so.  There  are  certainly  some  features  of  it 
where  this  happens,  as  I  understand  it.  I  myself  went  before  the 
Judiciary  Committee,  or  the  subcommittee  of  the  Judiciary  Com- 
mittee of  the  House  of  Representatives,  when  they  had  the  Clayton 
bill  under  consideration  and  presented  the  question  of  the  desirability 
of  the  law  permitting  the  traffic  managers  of  these  various  railroads 
to  get  together  and  to  discuss  the  terms  on  which  commerce  should 
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move.  That  committee  referred  that  question  to  the  Interstate  Com- 
merce Commission  in  writing,  and  the  Interstate  Commerce  Com- 
mission wrote  a  letter  indorsing  that  view  and  drew  a  provision, 
which  was  put  in  the  Chxyton  bill  as  it  left  the  House  of  Kepre- 
sentatives.  When  it  got  to  the  Senate  the  Senate  Committee  on  the 
Judiciary,  of  which  I  believe  there  is  at  least  one  gentleman  here 
present,  did  not  hold  any  hearings  and  we  could  not  make  our 
presentment,  and  that  went  out  so  quick  there  that  it  made  us  dizzy, 
but  we  feel  it  went  out  without  having  the  merits  of  it  presened. 
The  committee  had  a  short  time— they  had  to  act  very  quickly— 
and  they  did  not  have  any  public  hearings  on  that  bill  at  all;  but, 
at  any  rate,  the  point  I  am  making  is  that  the  practical  necessity 
of  having  these  traffic  managers  meet  and  agree  upon  their  joint 
rates  and  their  through  routes  and  agree  upon  the  terms  upon  which 
they  will  carry  traffic  on  their  roads  so  as  to  make  it  harmonious 
with  and  not  discriminatory  against  the  rates  on  some  other  roads 
is  an  essential  of  the  railroad  business  if  equality  is  to  be  created, 
and  the  public  interest  can  be  safeguarded  if  you  permit  the  Inter- 
state Commerce  Commission — make  a  report  to  the  Interstate  Com- 
merce Commission  of  whatever  is  done  and  enable  them  to  set  it 

Senator  Robinson.  I  presume  it  is  your  thought  that  if  the  sug- 
gestions which  you  have  made  with  regard  to  increasing  the  au- 
thority of  the  Interstate  Commerce  Commission  over  the  control  of 
rates  is  enacted  into  law  that  there  would  still  be  less  necessity  for 
the  application  of  the  antitrust  law  as  to  railroad  operations  ? 

Mr.  Thom.  Yes,  sir.  Now,  Senator,  just  let  me  get  this  idea  m 
there.  When  we  recognize  that  rates,  wherever  they  exist,  may  dis- 
criminate against  other  rates,  no  matter  whether  they  are  interstate 
or  outside  of  the  State,  and  that  rates  interstate  may  discriminate 
against  the  rates  outside  of  the  State,  we  have  gotten  to  a  point 
where  there  must  be  an  independent  authority  to  determine  that 
question  of  discrimination.  We  can  not  let  one  of  the  parties  who 
is  adversely  affecting  the  interest  of  another  party  across  the  border 
determine  the  question  of  discrimination,  because  that  is  the  power 
of  discrimination  instead  of  the  judicial  determination  of  the  ques- 
tion. We  can  not  have  a  question  of  discrimination  determined 
except  by  some  impartial  authority. 

Senator  Robinson.  I  want  to  ask  you  some  questions  a  little  later 
about  the  question  of  increasing— the  proposition  of  increasing  the 
authority  of  the  Interstate  Commerce  Commission  touching  the  mat- 
ter of  rate  making;  but  now  I  want  to  go  back  just  a  moment  to  the 
subject  of  the  impairment  of  credit  and  the  restoration  of  it.  You 
have  said  that  the  objectionable  conditions  which  have  existed  in  the 
management  of  some  railroads  in  the  past  have,  in  your  opinion, 
practicallv  been  eliminated,  I  believe. 

Mr.  Thom.  I  think  they  have  been  almost  entirely  eliminated.  The 
condition  of  public  sentiment  in  the  railroad  world  has  been  in  the 
direction  of  such  elimination. 

Senator  Robinson.  In  your  judgment,  did  such  disclosures  as  were 
connected  with  the  New  Haven  Railroad,  along  about  the  time  you 
say  this  impairment  of  credit  began,  have  any  emphatic  influence 
in  the  impairment  of  credit? 
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Mr  TiioM.  I  think  it  did  have  a  most  adverse  efiect.  Senator,  and 
I  w  tell  v(.u  another  thin-  it  had.  It  had  the  eftect  ot  helping  to 
create  the  public  sentiment  anu,no-  the  railroads  themselves  that  such 

thino-s  iis  that  must  cease.  vr         t  ,,-..,. f  fn  nc^k  von 

Senator  K..binson.  I  aoree  with  yon.     ^o^v,  I  aa ant  to  ask  you 
further  alono-  that  line  Avhether  or  not  the  practice  has  existed  among 
ruv    or  at"  least  some  railroads,  of   the   oilicers  of  the   radroads 
orCiziio    corporations,   imlependent   of  the   railroads  themselves 
of"      ich  they/ the  officers  of  the  railroad  corporation,  became  the 
p  i   cim     stockholders,  and  of  buying  and  selling  through  thoe 
siibsidiarv  corporations  the  supplies  which  were  purchased  by  the 
railroads!     Has  that  condition  existed? 
Mr.  TiioM.  Has  it  existed? 
Senator  RowNSOX.  Yes.  , -r  ,    i-        -i.  i 

Mr  Thom.  I  have  heard  of  it,  and  I  believe  it  has. 
Senator  Robixsox.  Do  you  not  think  that  tended  to  increase  the 
distrust  occasioned  in  the  minds  of  railway  investors,  by  other  mis- 
manaaements  in  railroad  affairs? 
Mr.^THOM.  I  do;  but  I  think  this.  Senator— — 
Senator  Robinsox.  Do  vou  think  it  would  be  possible  to  put  lail- 
road  credits  upon  a  secure'basis  without  in  some  way  eliminating  this 
Dr  ctice    whereby,  or  through  which,  railroad  ofhcers  who,  under 
J^-eiy  pniTcii'le  of  law  are  trustees,  are  in  the  habit  of  buying  and 
selling  to  themselves  through  corporations  that  they  have  organized 
?,nd  thus  making  enormous  profits  out  of  their  trusts . 

Mr  TiiOAi.  Senator,  the  difficulty  about  our  situation  there  is  this 
That  did  exist,  but  that  has  likewise  been  practically  eliminated,  and 
we  are  attempting— it  takes  a  long  time,  you  know,  for  law  to  catcii 
un  with  an  abuse. 

Senator  Robinson.  That  is  true. 

Mr  TiioM.  I  think  that  the  law  is  about  10  years  behind  that  abuse 

Senator  Robinson.  You  think  that  condition  has  been  abolislied 

^""mi^  "Tnoli.  I  think  it  has  been  abolished  for  a  long  time.  I  said 
10  years  at  random.  I  did  not  mean  anything  especially,  except  that 
it  lias  been  for  some  time  abolished.  p  ^i     xr 

Senator  Robinson.  Take  the  case  we  had  a  while  ago  of  the  New 

Haven  Railroad.  ,  ,        ^t  ■  *.   t      ^a 

Mr  TiioM  Those  things— I  do  not  know  when  they  existed,  and, 
as  I  say,  I  put  the  period  at  10  years  simply  as  an  illustration  but  my 
belief  is  it  is  abolished.  I  talked  with  the  President  m  regard  to  sec- 
tion 10  of  the  Clayton  Act.  That  was  drawn  m  such  a  way  as  practi- 
cally to  break  up  the  railroad  systems  of  the  country  and  I  told  him, 
in  askino-  his  assistance  in  having  that  act  suspended  until  Congress 
could  think  of  it  aaain-I  told  him  that  I  was  thoroughly  in  harmony 
with  the  soundness  of  the  principle  for  which  he  stood;  that  a  rail- 
road officer  in  and  dealing  for  the  railroad,  whether  he  be  a  director 
or  other  officer,  should  not  be  allowed  to  sit  on  both  side^  of  the  table 
and  some  way  should  be  found,  if  the  public  thought  at  all  that  that 
situation  now  continues,  of  preventing  it,  and  that  I,  as_far  as  my 
powers  lie,  would  assist  in  suggesting  a  means  ot  preventing  it  and 
T  hold  myself  open  to  that  to-day.  I  believe  that  that  is  a  thor- 
ouo-hly  nAjustifiable  position  for  the  trustee  of  a  railroad— and  an 
officer  is  a  trustee  and  a  director  is  a  trustee-to  be  dealing  for  his 
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own  benefit  with  the  contracts  of  the  railroads.  And  we,  speaking  of 
it  now  as  a  railroad  fraternity  question,  we  are  all  agreed  on  that 
subject. 

Senator  Robixson.  And  such  practice  could  unquestionably  startle 
cautious  railway  investors? 
Mr.  Tpiom.  Undoubtedly. 

Senator  Robinsox.  For"all  investors  are  cautious? 
Mr.  Thom.  Undoubtedly. 
Senator  Robinsox.  I  ag'ree  with  you. 

Now,  you  have  in  the  course  of  your  statement  referred  to  the 
Pennsylvania  Railroad  as  a  model  system  ? 
Mr.  Thom.  I  did  not  know  I  had,  but  I  will.     I  think  it  is. 
Senator  Robixsox.  You  did,  as  I  understood  vou,  and  I  do  not 
wish  to  be  understood  as  implying  any  attack  upon  the  Pennsylvania 
Railroad  system,  but,  as  touching  your  statement  made  just  a  moment 
ago,  that  these  objectionable  practices  on  the  part  of  railroad  officers 
of  profiting  through  the  organization  of  associate  corporations  to  sell 
supplies  to  the  railroads  of  which  they  are  officers  has  been  abolished, 
I  want  to  ask  you  if  you  know  anything  about  the  alleged  printing 
company  which  does  the  printing  for  the  Pennsylvania  Railroad? 
Mr.  ThOxM.  Not  a  thing.     I  never  heard  of  it. 
Senator  Robixsox.  You   do   not   know   about  that   company,  or 

whether  it  is  still  in  existence,  and  the  salaries  of 

Mr.  Thom.  No;  I  have  not.  I  know  this:  Of  course.  T  am  con- 
versant with  the  investigation  that  was  made  some  years  ago  of 
profits  that  various  officers  of  the  Pennsylvania  Railroad  were  al- 
leged to  have  made  out  of  contracts  with  the  companv,  or  out  of  com- 
modities along  its  way,  that  were  hauled  by  the  company,  but  that  is 
the  full  extent.  I  have  never  heard  of  the  printing  part  of  it  to 
which  you  refer. 

Senator  Robixsox.  It  is  still  in  existence  and  I  will  not  ask  you 
any  further  questions  concerning  that,  as  you  say  you  know  nothing 
about  it.  Now,  you  also  referred,  and  I  tliink  very  aptly,  to  the  per- 
nicious influence  of  politics  in  the  matter  of  the  regulation  of  rail- 
roads, and  you  made  the  statement  that  the  railroads  th.emselves  were 
not  in  politics  and  no  railroad  you  know  of  had  been  in  politics. 
Mr.  Thom.  No  ;  I  did  not  say  that. 
Senator  Robixsox.  Did  you  not? 

Mr.  Thom.  No;  I  said  no  railroad  with  which  I  am  acquainted  is 
in  politics.  I  did  not  say  I  did  not  know  of  any  one  having  been  in 
politics. 

Senator  Robixsox.  Well,  I  misunderstood  you,  then. 
Mr.  Thom.  Oh,  no. 

Senator  Robixsox.  I  accept,  as  an  abbreviation  of  this  examina- 
tion in  that  particular,  your  statement  now. 

Mr.  Thom.  Senator,  let  me  tell  you  one  thing  before  you  get  me 
aw-ay  from  that.  I  know  railroads  which  are  in  politics,' some  more 
than  others,  but  I  haA'e,  since  I  had  any  responsibility  of  the  general 
officers— have  stood  for.  with  the  entire  sympathy  of  the  manao-ers— 
the  chief  managers  of  the  companies  with  which  I  am  particularly 
connected— have  stood  for  the  elimination  of  that,  and  their  face  has 
been  set  against  it.  You  can  not  imagine,  when  a  railroad  company 
has  been  in  politics,  the  difficulty  of  getting  out.  Men  in  the  hiffhesl: 
position  will  come  and  insist  on  cooperation  in  political  matters?  and 
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5^011  havo  the  fjivatost  difficulty.  Sonietinios  yon  have  to  accept  a 
great  disaster  as  the  penaUy "  for  getting  out,  but  raih-oads  liave 
accepted  that,  speaking  generally,  in  this  country.  Now,  I  do  not 
know— there  may  be  still  some  in  politics  to  a  limited  degree. 

Senator  RoniNsoN.  I  referred  in  my  examination  of  you  to  this 
subject  solely  because  of  your  mentioning  it  in  your  argument.  I 
agree  Avith  you  that  in  so"^  far  as  it  is  possible  to  eliminate  politics 
from  any  human  atl'airs,  that  politics  ought  to  be  eliminated  from  the 
regulation  of  railroads,  and  I  think  you  agree  with  me  that  the  rail- 
roads, if  that  is  done,  ought  to  do  out  of  politics.  Perhaps  they  may 
have  been  partially  responsible  for  some  of  the  political  influences 
that  have  been  exerted  concerning  them  by  reason  of  their  activities 
in  politics.  Take,  for  instance,  the  case  of  the  Louisville  &  Nash- 
ville. I  suppose  you  are  f  and  liar  with  the  investigation  that  has 
recently  proceeded  before  the  Interstate  Connnerce  Commission? 
•  Mr.  Thom.  In  a  general  way ;  yes. 
Senator  Egbinsgn.  I  do  not  care  to  go  into  the  subject  in  detail 
further  than  to  say  it  illustrates  the  embarrassments  that  accrue  to  a 
railroad  managenient  after  it  once  enters  politics,  by  reason  of  the 
importunities  of  politicians,  and  that  investigation  indicated  that  the 
Louisville  &  Nashville  and  other  railroads  operating  in  that  section 
of  the  Union  were,  up  until  quite  recently,  as  late  as  1913,  and  per- 
haps 1914.  very  actively  engaged  in  politics.  I  suppose  you  are 
familiar  with  the  case  of  two  southern  railway  presidents— I  do  not 
mean  presidents  of  the  Southern  Railway,  but  two  presidents  of  rail- 
roads in  the  South— who  held  a  conference  and  who  in  humorous 
correspondence  subsequently  styled  each  other  as  Pizarro  and  Cortez 
and  discussed  how  thev  should  divide  the  new  world? 

Mr.  Thom.  That  was  very  humorous.  I  have  seen  it,  but  that  was 
many  years  ago,  almost  as  long  ago  as  the  time  when  Cortez  and 
Pizarro  did  exist.  •  i      i 

Senator  Robinsox.  It  is  long  since  you  were  connected  with  the 
Southern  Railroad.    It  was  in  the  year  1906. 

Mr.  TiioM.  That  was  some  years  ago;  well,  that  is  a  long  time 
ago. 

Senator  Robinson.  Yes;  but  I  do  not  think  you  can  refer  to  that 
as  ancient  historv  in  view  of  the  fact  that  the  railroad  which  was 
represented  by  one  of  those  presidents  is  shown  in  the  investigation 
of  the  L.  &  N.  by  the  Interstate  Commerce  Commission  to  have  con- 
tributed enormous  sums  to  political  campaigns  in  1913.  I  do  not 
think  vou  can  sav  this  is  purely  a  matter  of  ancient  history.  I  make 
no  point  of  that  except  to  emphasize  the  fact  that  the  fault,  so 
far  as  political  activity  is  concerned,  is  not  all  upon  the  part  of  the 
politicians;  that  the  railroads  may  have  invited  or  promoted  the 
condition  by  their  activities  in  politics. 

:Mr.  Thgm.  You  must  have  misunderstood  me  if  you  thought  i 
contended  to  the  contrary.  It  is  a  system  which  is  indefensible.  It 
acted  in  this  way.  Here  is  a  railroad  in  politics  that  all  the  time 
was  behind  one  set  of  men  and  all  the  time  opposed  to  another  set  of 
men,  and  after  a  while  the  other  set  of  men  won  and  then  they  canie 
in  there  with  their  tomahawks  out,  you  know,  and  with  all  their 
paint  and  feathers,  and  determined  to  destroy  the  thing  that  had 
been  after  them  all  those  years,  and  there  is  the  illustration  of  the 
spirit  with  which  the  railroads  have  been  dealt  with,  because  many 
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of  the  men  who  have  dealt  with  them  have  dealt  with  them  with  their 
Avounds  fresh  from  the  attacks  the  railroads  made  on  them.  Now, 
I  do  not  mean  to  say — let  me  make  this  clear — I  do  not  mean  to 
say  that  the  railroad  movement  out  of  politics  will  appeal  to  every 
company  at  the  present  day  and  to  the  same  extent.  You  know  very 
well  that  you  might  find  some  radicals  even  in  the  Senate.  We 
meet  some  radicals  even  in  the  railroad  life.  We  meet  people  in 
the  railroad  world  that  we  can  not  approve,  because  they  take  an 
entirely  different  view  of  the  policies  which  ought  to  be  adopted 
from  those  that  we  take,  and  therefore  you  find  that  when  a  tend- 
ency starts  it  will  appeal  to  men  of  different  temperaments  and  dif- 
ferent views  of  public  policy  at  different  times,  but  what  has  hap- 
pened is  that  the  men  who  were  most  persistent  in  holding  on  to 
that  have  become  early  exception  or  belated  adherents  of  this  view 
of  getting  out  of  politics.  But  some  of  them  are  belated  at  the 
same  time  the  public  sentiment  of  the  railroad  world  is  against  being 
in  politics,  and  the  practice  of  the  railroad  world,  dealing  compre- 
hensively, possibly  with  some  exceptions  of  belated  gentlemen,  is  to 
be  out  of  politics. 

Senator  Eobinson.  I  think  we  agree  that  in  any  event  politics 
ought  to  be  taken  out  of  the  railroads  and  the  railroads  out  of 
politics  as  far  as  can  be  done  ? 

Mr.  Thom.  We  agree  on  that,  but  we  will  say  this,  that  for  the 
railroads  to  be  incapacitated  to  take  any  position  in  politics — it  is 
a  most  lamentable  thing  for  the  public  if  they  are  to  be  hacked  to 
pieces  by  the  other  side  being  all  the  time  in  politics  and  trying  to 
get  into  public  office  by  abusing  them. 

Senator  Robinson.  You  have  contrasted  the  regulation  of  national 
banks  with  the  regulation  of  railroads  and  pointed  out  very  accu- 
rately that  railroads  did  not  begin  with  regulation,  whereas  the 
national  banks  did.  Here  is  another  contrast  that  I  think  we  may 
agree  upon  between  the  regulation  of  national  banks  and  railroads, 
the  Government  control  of  national  banks  is  very  much  more  rigid 
than  it  is  of  railroads,  is  it  not? 

Mr.  Thom.  I  really  have  not  those  features  in  mind. 

Senator  Eobinson.  If  you  have  not,  I  do  not  care  to  heckle  you 
about  it. 

Mr.  Thom.  I  say  my  impression  was  there  was  a  liability  on  the 
national  banks  that,  as  I  understood  it,  railroads  do  not  possess. 
What  I  mean  is  of  their  having  the  perfect  power  of  initiative,  or  a 
much  larger  power  of  initiative. 

Senator  Robinson.  In  so  far  as  regulation  is  concerned,  the  Gov- 
ernment power  as  exercised  is  mucli  more  rigid  as  to  the  banks  than 
it  is  as  touching  the  railroads,  is  it  not? 

Mr.  TiioM.  I  do  not  so  understand  it.    You  may  be  right. 

Senator  Robinson.  Is  there  not  another  distinction  in  the  organiza- 
tion and  operation  of  these  classes  of  corporations?  In  the  national 
banks  the  officers  and  managing  agents  usually  are  the  principal 
stockholders  of  the  banks  themselves,  are  they  not;  whereas  is  that 
true  under  the  present  system  of  railroad  management? 

Mr.  TiioM.  I  do  not  think  it  is  true  of  either. 

Senator  Robinson.   Do  you  not? 

Mr.  Thom.  No  ;  the  rates  of  the  national  banks  are  not  subject  to 
such  regulation  as  the  rates  of  railroads. 
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Senator  Robinson.  I  do  not  think  yon  understood  my  last  ques- 
tion. 

Mr.  TiioM.  I  was  answering  your  former  one. 

Senator  Robinson.  But  there  is  an  absolute  maximum  limit  fixed 
by  law  nearl}''  everywhere  touching  the  interest  that  shall  be  charged, 
but  I  was  not  speaking  of  that  now.  In  the  national  banks  the  officers 
of  the  banks  and  the  managing  agents,  the  men  who  control  the 
policy  of  the  banks,  are  the  men  who  own  the  bank  largely,  are  they 
not? 

Mr.  Thom.  I  think  that  very  frequently  is  the  case. 

Senator  Robinson.  That  is  not  true  as  to  railroads,  is  it? 

Mr.  TiioM.    No,  sir. 

Senator  Robinson.  By  way  of  illustration,  how  much  stock  do 
you  know — I  do  not  mean  to  pry.  into  private  business,  and  if  you 
have  any  objection  to  answering  my  question  you  need  not  do  so — 
but  just  by  way  of  illustration,  how  much  stock  has  Mr.  Fairfax 
Harrison  in  the  Scriithern  Railroad  ? 

Mr.  TiiOM.  I  have  no  idea.  The  necessity,  however,  for  selecting 
railroad  managers  without  reference  to  their  stock  ownership  comes 
from  the  necessity  of  putting  the  very  best  man  in  charge  of  these 
properties,  and  I  do  not  believe,  since  the  difficulties  which  you 
alluded  to  a  moment  ago  of  these  private  arrangements  of  profit 
have  disappeared — I  do  not  believe  the  railroads  suffer  from  that. 
Ordinarily  now  it  is  one  of  the  most  magnificent  instances  of  our 
American  system  to  observe  the  way  men  in  railroad  life  have  come 
up  from  the  lowest  beginnings.  I  have  in  my  mind  one  man  who 
is  now  controller  of  one  of  the  large  railroad  systems  and  is  con- 
sidered, perhaps,  the  most  eminent  accountant  in  this  country,  who 
never  went  to  school  until  he  was  12  years  of  age,  and  commenced  as 
a  messenger  bo}^  in  a  Virginia  station.  I  know  of  a  vice  president 
and  general  manager  who  has  come  up  all  the  way  from  the  lowest 
grades  of  railroad  service,  and  these  men  have  come  into  these  high 
positions  because  of  special  personal  ability  they  exhibited  through 
long  years  of  service. 

Senator  Robinson.  While  all  that  is  true — -and  I  agree  with  you 
and  rejoice  in  it  as  a  fact — it  is  also  true  that  this  management  ^-oses 
something  that  is  usually  associated  with  ownership  and  r  -•nal 
monetary  interest  in  the  control  of  large  business  concerns,  Uoes  it 
not? 

Mr.  TiioM.  The  public  does  not  lose.  Let  me  give  you  an  illustra- 
tion of  what  I  mean. 

Senator  Robinson.  I  just  asked  you  this  question.  Do  you  think 

Mr.  Thom.  I  know ;  but  this  is  a  valuable  illustration  I  wish  to 
present.  I  was  present  at  a  stockholders'  meeting  a  short  time  ago 
of  a  southern  railroad  company,  as  to  whose  president  you  asked 
me  how  much  stock  he  had.  It  has  been  since  the  fall  of  1914  since 
there  has  been  any  dividend  on  preferred  stock  of  the  Southern 
road.  The  Southern  road  has  adopted  the  policy  of  having  mass 
meetings  of  stockholders,  so  as  to  have  criticisms  of  the  manage- 
ment, and  when  we  went  into  this  meeting  last  October  there  got  to 
be  a  very  considerable  pressure  for  dividends,  and  a  gentleman,  who 
was  a  preacher,  got  up  and  demanded  dividends,  and  he  said,  "  This 
management  does  not  consider  the  stockholders  enough.  The  first 
duty  of  a  management  is  to  its  stockholders."  The  president  of  the 
117900— 19— VOL  2 15 


224  INTEESTATE  AND  EOREIGN  TRANSPORTATION. 

company  said,  "  It  must  be  recognized  that  the  first  duty  of  the  man- 
agement is  to  the  public,  and  that  the  duty  to  the  stockholders  comes 
after  that."  Now,  in  that  matter  of  consideration  for  the  public  as 
the  first  duty  the  management  of  the  railroad  loses  nothing  by  not 
being  very  heavily  interested  in  the  stock. 

Senator  Eobinson.  Do  you  know  anything  about  the  Railway  In- 
vestors' League,  Mr.  Thom  ? 

Mr.  Thom.  No,  sir ;  I  do  not. 

Senator  Robinson.  I  observed  an  advertisement  in  the  New  York 
American — the  date  does  not  appear  in  the  advertisement — of  some 
gentlemen  who  style  themselves  the  "  Railway  Investors'  League." 
It  is  signed  by  Mr.  John  Muir,  of  New  York  City,  as  chairman,  and 
a  number  of  other  gentlemen,  complaining,  it  seems,  that  the  interests 
of  investors  in  railway  securities  is  not  being  safeguarded  in  this 
hearing. 

Mr.  Thom.  In  this  hearing  ? 

Senator  Robinson.  Yes,  sir.  Some  reference  is  made  to  a  letter 
sent  out  by  the  chairman,  indicating  some  of  the  matters  which  the 
commission  would  consider  and  some  of  the  classes  of  persons  from 
whom  the  commission  would  like  to  hear,  and  complaint  is  made 
that  railway  investors  were  not  specifically  mentioned  in  that  letter. 
I  will  hand  this  to  you,  and  then  I  think  it  would  be  fair  to  let  it 
go  into  the  record,  and  I  will  ask  you  to  just  glance  over  it.  Before 
you  examine  that,  say  whether  your  discussion  here  has  largely  been 
based  upon  the  safeguarding,  the  fair  safeguarding,  of  the  interests 
of  investors  in  railway  securities  as  a  means  of  strengthening  railway 
credit  and  thus  obtaining  adequate  and  necessary  railway  facilities. 

Mr.  Thom.  Yes,  sir. 

Senator  Robinson.  Do  you  know  of  any  conflict  between  the  rights 
and  interests  which  you  have  presented  here,  and  the  rights  and 
interests  of  railway  investors  ? 

Mr.  Thom.  None  at  all.  I  have  attempted  to  show,  just  as  you 
have  stated,  that  the  public  needs,  in  its  own  interest,  an  adequate 
railroad  credit,  and  that  the  only  way  to  protect  the  public  is  to  do 
the  things  that  legitimately  attract  investors.  Now,  as  to  this  news- 
paper advertisement  to  which  you  have  called  my  attention,  I  know 
nothing  of  it  or  any  of  the  people.  I  have  heard  Mr.  Muir's  name 
mentioned ;  I  do  not  know  him.  I  never  heard  of  this  advertisement, 
and  I  never  heard  of  this  move. 

Senator  Robinson.  I  know  Mr.  Muir.  He  is  a  very  prominent 
citizen. 

Mr.  Thom.  Any  man  has  a  right  to  complain  of  anything  in  this 
country,  and  I  suppose  Mr.  Muir  is  simply  exercising  that  preroga- 
tive. 

Senator  Robinson.  I  will  state  that  I  have  read  the  advertisement, 
and  my  construction  of  it  is  that  it  is  simply  an  invitation  or  a 
request  to  railway  investors  to  effect  an  organization  for  the  purpose 
of  presenting  their  views  and  interests  to  this  joint  subcommittee, 
and  of  escaping  what  they  may  regard  as  unwise  and  unfair  legisla- 
tion affecting  their  interests  resulting  from  the  investigation. 

Mr.  Thom.  If  that  is  the  purpose  of  it,  I  suppose  that  is  legitimate^ 
for  anybody  to  come  here  and  present  his  views. 

Senator  Rorinson.  I  do  not  mean  to  question  the  legitimacy  of  it. 

Mr.  Thom.  What  is  that? 
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^  Senator  Robinson,  I  do  not  think  you  can  infer  from  ainthing  I 
said  that  I  was  qiiostionino-  the  legitimacy  of  it. 

Mr.  TiiOM.  No.  I  have  not  read  the  ad\ertiscment  and  I  do  not 
knoAv  what  it  is. 

Senator  Robinson.  My  interest  in  the  matter  is  to  see  that  all 
parties  in  interest  are  fairly  treated,  and  I  called  it  to  your  attention, 
thinking  perhaps  that  you  would  be  able  to  throw  some  light  upon  it. 

]\Ir.  Tiio:\i.  No;  I  am  not. 

Senator  Robinson.  Vou  know  nothing  about  it? 

Mr.  TiioM.  No;  I  know  nothing  about  it. 

The  CnAiR:\rAN.  Mr.  Robinson,  would  you  permit  me,  in  connec- 
tion with  tliat  advertisement,  to  insert  right  here  in  the  record  the 
invitation  which  was  sent  out? 

Senator  Robinson.  Yes. 

The  Chairman.  I  will  just  read  one  sentence  from  that  invitation. 

Senator  Robinson.  I  will  state  that  I  think  the  invitation  embraces 
the  class  whose  interests  are  alleged  to  be  involved  in  that  advertise- 
ment, and  I  will  be  glad  to  have  you  make  the  insertion,  Mr.  Chair- 
man. 

The  Chairman.  I  will  state,  in  the  first  place,  that  the  committee 
will,  of  course,  welcome  the  representatives  of  any  organization  of 
investors  wdio  wish  to  appear  before  it,  and  the  purpose  of  the  invita- 
tion was  to  cover  such  organizations,  if  they  existed.  I  did  not  know 
that  any  existed.  Now,  the  purpose  of  the  committee  is  stated  in  this 
sentence : 

The  purpose  of  the  committee  is  to  liear  re.Lcanling-  (government  regulation  anrl 
Government  ownership  the  opinions  of  eeonomists  and  publicists  of  eminence, 
representatives  of  the  Interstate  Connneree  Commission,  the  National  xVssocia- 
tion  of  State  Railroad  Commissioners,  State  railroad  and  public  utility  com- 
missions, representatives  of  the  railroad  executives  and  labor  organizations, 
represeritatives  of  farming  organizations,  and  farmers,  shippers,  and  bankers, 
representatives  of  chambers  of  commerce,  and  other  important  business  and 
industrial  organizations. 

I  put  in  the  term  "  bankers  ''  there,  supposing  that,  as  a  rule,  the 
investment  bankers  might  be  regarded  as  representatives  of  the 
investors.  We  all  know  that  there  are  numerous  investment  bankers 
in  the  country,  upon  whos;^  pdvice  customers  make  investments.  I 
saw^  that  advertisement,  and  if  I  had  seen  it  before  the  invitation  was 
sent  out  I  should  have  included  that  organization  in  the  invitation. 

Mr.  Adamson.  And  they  are  now  invited. 

The  Chairman.  Yes ;  They  are  now  invited.  Insert  this  invitation 
in  the  record,  with  the  advertisement  referred  to. 

( The  "  invitation "  above  referred  to  is  printed  in  full,  as  fol- 
lows:) 

[Tentative  Print — Subject  to  Revision.] 

Congress  of  the  United  States,  .Joint  Committee  on  Interstate  Commerce,  room 
326,  Senate  Office  Building,  Washington,  D.  C. 

[Senate:  Francis  G.  Newlands,  Nevada,  chairman;  Joseph  T.  Robinson,  Arkansas:  Oscar 
W.  Undem-ood,  Alabama  ;  Albert  B.  Cummins,  Iowa  ;  Frank  B.  Brandegee,  Connecticut ; 
Frank  Healy,  clerk.  House  of  Representatives  :  William  C.  Adamson,  vice  chairman  ; 
Thetus  W.  Sims,  Tennessee;  William  A.  Cullop,  Indiana;  John  J.  Esch,  Wisconsin; 
Edward  L.  Hamilton,  Michigan  ;  Willis  J.  Davis,  assistant  clerk.] 

Investigation  of  the  Conditions  Relating  to  Interstate  and  Foreign  Com- 
merce AND  THE  Necessity  for  Further  Legislation  Relating  Thereto. 

preliminary  statement. 

1.  Initiation  of  proceedings. — The  initiative  of  the  proceedings  provided  for 
by  Senate  joint  resolution  60  was  taken  by  President  Woodrow  Wilson  in  a 
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message  to  the  Consjress  of  the  United  States,  presented  December  7,  1915,  in 
the  following  words : 

2.  President's  message. — In  the  meantime  may  I  make  this  suggestion?  The 
transportation  problem  is  an  exceedingly  serious  and  pressing  one  in  this  coun- 
try. There  has  from  time  to  time  of  late  been  reason  to  fear  that  our  railroads 
would  not  much  longer  be  able  to  cope  with  it  successfully,  as  at  present 
equipped  and  coordinated.  I  suggest  that  it  would  be  wise  to  provide  for  a 
commission  of  inquiry  to  ascertain  by  a  thorough  canvass  of  the  whole  question 
whether  our  laws  as  at  present  framed  and  administered  are  as  serviceable  as 
they  might  be  in  the  solution  of  the  problem.  It  is  obviously  a  problem  that 
lies  at  the  very  foundation  of  our  efficiency  as  a  people.  Such  an  inquiry 
ought  to  draw  out  every  circumstance  and  opinion  worth  considering,  and  we 
need  to  know  all  sides  of  the  matter  if  we  mean  to  do  anything  in  the  field  of 
Federal  legislation. 

No  one,  I  am  sure,  would  wish  to  take  any  backward  step.  The  regulation 
of  the  railways  of  the  country  by  Federal  commission  has  had  admirable  results 
and  has  fully  justified  the  hopes  and  expectations  of  those  by  whom  the  policy 
of  regulation  was  originally  proposed.  The  question  is  not  what  should  we 
undo?  It  is  whether  there  is  anything  else  we  can  do  that  would  supply  us 
with  effective  means,  in  the  very  process  of  regulation,  for  bettering  the  con- 
ditions under  which  the  railroads  are  operated  and  for  making  them  more 
useful  servants  of  the  country  as  a  whole.  It  seems  to  me  that  it  might  be  the 
part  of  wisdom,  therefore,  before  further  legislation  in  this  field  is  attempted, 
to  look  at  the  whole  problem  of  coordination  and  efficiency  in  the  full  light  of  a 
fresh  assessment  of  circumstances  and  opinion  as  a  guide  to  dealing  with  the 
several  parts  of  it. 

3.  The  resolution. — Senate  joint  resolution  No.  60  was  introduced  in  the  Sen- 
ate and,  after  amendment  by  including  the  investigation  of  Government  owner- 
ship, was  adopted  by  both  Houses  of  Congress.  It  was  approved  by  the  Presi- 
dent July  20,  1916,  and  reads  as  follows : 

"  [Public  resolution — No.  25 — 64th  Congress.] 

"  [S.  J.  Res.  60.] 

"  Joint  resolution  creating  a  joint  subcommittee  from  the  membership  of  the  Senate  Com- 
mittee on  Interstate  Commerce  and  the  House  Committee  on  Iuter>;tate  and  Foreign 
Commerce  to  investigate  the  conditions  relating  o  intersate  and  foreign  commerce, 
and  the  necessity  of  further  legislation  relating  thereto,  and  defining  the  powers  and 
duties  of  such  subcommitee. 

"  Resolved  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  Ameriea  in  Congress  assembled,  That  the  Interstate  Commerce  Committee 
of  the  Senate  and  the  Committee  of  the  House  of  Representatives  on  Interstate 
and  Foreign  Conmierce,  through  a  joint  subcommittee  to  consist  of  five  Senators 
and  five  Representatives,  who  shall  be  selected  by  said  committees,  respectively, 
be,  and  they  hereby  are,  appointed  to  investigate  the  subject  of  Government 
control  and  regulation  of  interstate  and  foreign  transportation,  the  efficiency  of 
the  existing  system  in  protecting  the  rights  of  shippers  and  carriers  and  in 
promoting  the  public  interest,  the  incorporation  or  control  of  the  incorporation 
of  carriers,  and  all  proposed  changes  in  the  organization  of  the  Interstate  Com- 
meix-e  Commission  and  the  act  to  regulate  commerce,  also  the  subject  of  Govern- 
ment ownership  of  all  public  utilities,  such  as  telegraph,  wireless,  cable,  tele- 
phone, express  companies,  and  railroads  engaged  in  interstate  and  foreign  com- 
merce and  report  as  to  the  wisdom  or  feasibility  of  Government  ownership  of 
such  utilities  and  as  to  the  comparative  worth  and  efficiency  of  Government 
regulation  and  control  as  compared  with  Government  ownership  and  operation, 
with  authority  to  sit  during  the  recess  of  Congress  and  with  power  to  summon 
fvitnesses,  to  administer  oaths,  and  to  require  the  various  departments,  com- 
missions, and  other  Government  agencies  of  the  United  States  to  furnish  such 
information  and  render  such  assistance  as  may,  in  the  judgment  of  the  joint  sub- 
committee, be  deemed  desirable,  to  appoint  necessary  experts,  clerks,  and  stenog- 
raphers, and  to  do  whatever  is  necessary  for  a  full  and  comprehensive  exami- 
nation and  study  of  the  subject  and  report  to  Congress  on  or  before  the  second 
Monday  in  January,  nineteen  hundred  and  seventeen;  that  the  sum  of  $24,000, 
or  so  much  thereof  as  is  necessary  to  carry  out  the  purposes  of  this  resolution 
and  to  pay  the  necessary  expenses  of  the  subcommittee  and  its  members,  is 
hereby  api)ropriated  out  of  any  money  in  the  Treasury  not  otherwise  appro- 
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priated.     Said  approprintlDii  sliall  l)e  iiniiu'diately  availal)le  and  shall  he  ])uid 
out  oil  tlie  audit  and  ordtM-  of  tlu>  cliairiiiaii  or  acliiiu'  cliaii-man  of  said  suhcom- 
raittoe,  whicli  audit  and  order  shall  he  conclusive  and  hindin;;-  upon  all  depart- 
ments as  to  the  con-ectness  of  the  accounts  of  such  subcoiumittee. 
"Approved,  July  20.  lOlG." 

4.  .][(nihcrsliii). — Followinj:  the  adoption  of  the  resolution  the  following  Mem- 
bers of  the  Senate  and  House  were  api)ointed  members  of  the  joint  subcommittee  : 

Senate:  Francis  G.  Newlands,  Nevada;  Joseph  T.  Robinson,  Arkansas;  Oscar 
W.  Underwood,  Alabama ;  Albert  B.  Cummins,  Iowa ;  Frank  B.  Brandegee, 
Connecticut.  House  of  Kepresentatives :  William  C.  Aihimson,  Georjiia  ;  Thetus 
W.  Sims.  Tennessee;  William  A.  Cullop,  Indiana;  John  J.  Esch,  Wisconsin; 
Edward  L.  Ha-milton,  Michigan. 

5.  OrfKDiization. — The  members  of  the  joint  subcommittee  met  and  organized, 
selecting  as  cliairman  Francis  (J.  Newlands  and  vice  cliairman  William  C. 
Adamson.  They  also  appointed  Frank  Ilealy  as  clerk  of  the  committee  and 
Willis  J.  Davis  as  assistant  clerk,  and  designated  Messrs.  Gait  &  Hull,  Southern 
Building,  Washington,  D.  C,  as  official  reporters. 

6.  Date  of  hcarhn/s. — The  date  of  the  first  hearing  was  set  for  November  20, 
191G.  at  10  o'clock  a.  m.,  at  room  326,  Senate  Office  Building,  Washington,  D.  C. 

7.  ArrangciHcnt  of  hearings. — It  is  the  desire  of  the  committee  to  give  ample 
opportunity  to  all  interested  iii  or  having  any  relation  to  the  subject  matter  of 
the  proposed  inquiry  to  express  their  views.  But  the  committee  would  like  early 
notice  of  the  subjects  to  be  discussed  by  the  various  persons  appearing  before  it, 
so  that  the  hearing  can  be,  as  far  as  practicable,  in  orderly  sequence  as  to  sub- 
jects. The  purpose  of  the  committee  is  to  hear  regarding  Government  regula- 
tion and  Government  ownership  the  opinions  of  economists  and  publicists  of 
eminence,  representatives  of  the  Interstate  Commerce  ('oiiiniission,  the  National 
Association  of  State  Railroad  Commissioners,  State  railroad  and  public  utility 
commissions,  representatives  of  the  railroad  executives  and  labor  organizations, 
representatives  of  farming  organizations,  and  farmers,  shippers,  and  bankers, 
representatives  of  chambers  of  commerce,  and  other  important  business  and 
industrial  organizations. 

8.  Subjects  to  he  considered. — The  subjects  to  be  considered  are  stated  in 
general  terms  in  the  joint  resolution  and  cover — 

FIKST. 

"  *     *     *     the  subject  of  the  Government  control  and  regulation  of  interstate 

and  foreign  transportation,"  including  therein  specifically : 

(o)   "*     *     *     the  efficiency  of  the  existing  system  in  protecting  the  rights 

of  shippers  and  carriers  and  in  promoting  the  public  interest." 

(^)   "  *     *     *     j-j^g  incorporation  or  control  of  the  incorporation  of  carriers." 
((,)   11  *     *     *     j^^^l  ^jj  pi-oposed  changes  in  the  organization  of  the  Interstate 

Commerce  Commission  and  the  act  to  regulate  commerce." 


"  *  *  *  the  subject  of  Government  ownership  of  all  public  utilities,  such  as 
telegraph,  wireless,  cable,  telephone,  express  companies,  and  railroads  engaged 
in  interstate  and  foreign  commerce,"  including  specifically : 

(a)  "*  *  *  the  wisdom  or  feasibility  of  Government  ownership  of  such 
utilities." 

(^^  I.  *  *  *  ^Y\e  comparative  worth  and  efficiency  of  Government  regula- 
tion and  control  as  compared  with  Government  ownership  and  operation." 

9.  Government  regulation  and  control. — Under  this  head,  without  excluding 
other  questions,  attention  is  particularly  called  to  the  following  subjects : 

(a)  Whether  the  Interstate  Commerce  Commission  is  overloaded  and  whether 
its  jurisdiction  should  be  confined  to  questions  of  discriminations,  rebates,  and 
rates,  its  jurisdiction  over  other  subjects,  such  as  valuation,  safety  inspection, 
etc.,  to  be  turned  over  to  some  other  body  or  bureau  to  be  created  by  law. 

(t>)  Whether  it  is  necessary  to  make  any  change  in  the  organization  of  the 
Interstate  Commerce  Commission  with  a  view  to  prompt  and  efficient .  action ; 
whether  it  is  feasible  to  increase  the  number  of  commissioners  and  to  permit 
them  to  divide  into  several  departments  for  the  consideration  of  cases,  and  if  so, 
whether  there  shall  also  be  consideration  in  bank  and  also  whether  there  shall 
be  appeal  from  decisions  in  the  department  to  the  commission  in  bank. 
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(c)  Whether  such  departments  of  the  Interstate  Commerce  Commission  shall 
sit  in  Washington  or  be  assigned  to  definite  traffic  areas  somewhat  after  the 
manner  of  the  judicial  circuits,  and  whether  in  the  latter  case  there  should  be 
provision  for  their  sitting  in  banlj  at  Washington  or  for  some  central  body  in 
Washington  with  the  duty  of  hearing  appeals  and  directing  the  precedure  of  the 
departments. 

(d)  Whether  under  the  present  system  the  credit  of  the  common  carriers  is 
issued  with  a  view  to  their  securing  the  moneys  needed  for  necessary  improve- 
ments and  extensions  in  the  interest  of  the  public  and  at  reasonable  rates  of 
interest.  Whether  Government  regulation  of  the  issue  of  securities  is  advisable, 
and  if  so  whether  it  is  to  the  interest  of  the  public  as  well  as  the  carriers  that 
this  regulation  should  be  exercised  by  the  National  Government  and  whether  it 
should  involve  merely  publicity  or  absolute  control  of  the  issue  of  securities. 
Whether  concurrent  jurisdiction  of  the  Nation  and  the  States  to  control  such 
issues  is  in  the  intei-est  of  the  carriers  and  the  public.  What  will  be  the  field  of 
operations  for  the  State  railroad  commissions  in  the  interest  of  the  public  if  the 
control  of  securities  and  the  control  of  rates  is  vested  in  the  Interstate  Com- 
merce Commission.  Whether  and  to  what  extent  within  a  period  of  five  years 
it  will  be  necessary  to  enlarge  the  facilities  of  the  common  carriers  in  the  inter- 
ests of  the  public  and  whether  the  present  system  of  Government  regulation  is 
such  as  to  insure  the  credit  of  the  carriers  with  a  view  to  their  making  addi- 
tional necessary  expenditures. 

(e)  What  is  the  effect  of  dual  regulation  on  the  parts  of  the  States  and  the 
Nation  of  the  rates  of  carriers.  What,  if  any,  contradictions  does  it  involve, 
and  what,  if  any,  discriminations  does  it  involve  as  between  States  and  localities. 

(/)  Whether  or  not  any  regulation  is  feasible  of  the  wages  and  hours  of 
employees  of  common  carriers,  and  whether  or  not  it  is  advisable,  in  the  interest 
of  the  public,  and  with  a  view  to  maintaining  uninterrupted  commerce  between 
the  States,  to  take  any  further  legislative  action  regarding  the  adjustment  of 
disputes  between  the  carriers  and  their  employees  and  regarding  strikes  and 
lockouts. 

(g)  Whether  any  national  legislation  is  required  as  to  the  organization  of 
carriers  in  interstate  commerce  in  the  nature  of  national  incorporation,  permis- 
sive or  compulsory,  or  in  the  nature  of  national  holding  companies  under  which 
State  corporations  may  be  controlled  and  unified  in  their  operations  in  the  in- 
terest of  interstate  commerce,  and  what  form  of  national  legislation  for  the  in- 
corporation of  carriers  or  for  holding  companies  owning  the  stock  of  State  com- 
panies, is  desirable.  How  will  national  incorporation  affect  the  police  powers 
of  the  States,  over  railroads  operating  within  their  boundaries.  Will  it  be  ad- 
visable, as  in  the  case  of  the  national  banks,  for  the  National  Government  to 
prescribe  a  uniform  rule  for  the  taxation  by  the  States  of  railroad  properties 
and  securities. 

10.  Government  ovmersMp. — "  *  *  *  the  wisdom  or  feasibility  of  Govern- 
ment ownership  of  such  utilities  "  and  "  *  *  *  <;i^e  comparative  worth  and 
efficiency  of  Government  regulation  and  control  as  compared  with  Government 
ownership  and  operation,"  including  under  this  head : 

(a)  The  practical  results  of  Government  ownership  both  as  to  efficiency  and 
economy  where  actually  practiced. 

(&)  Whether  Government  ownership  is  compatible  with  our  system  of  gov- 
ernment and  what  its  effect  will  be  on  our  governmental  institutions. 

(c)  Whether  a  system  of  Government  ownership  will  suit  local  needs. 

(d)  A  practical  method  of  securing  Government  ownership,  whether  by  pur- 
chase or  condemnation  of  properties,  or  by  purchase  or  condemnation  of  bond 
and  stock  issues,  or  otherwise. 

*  *  *  *  *  *  * 

The  views  of  all  who  are  interested  in  or  have  information  regarding  the 
foregoing  questions  are  invited  by  the  committee,  either  by  written  communi- 
cation or  at  the  oral  hearings. 

It  is  suggested  that  with  a  view  to  maintaining  a  logical  sequence  in  the  hear- 
ings those  participating  therein  classify  their  remarks  accordng  to  the  fore- 
going subheads  as  far  as  practicable. 

Francis  G.  Newlands,  Chairman. 
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(The  newspaper  advertisement  is  printed  in  full,  as  follows:) 

Newlvnus  Joint  (.'onokessional  Committee— An  OpeiN  Letter  to  au.  Investors 
IN   American  Railway  Securities. 

Do  you,  the  re.-U  owners  of  Amorica's  railroiids,  wish  to  ho  ignored  by  the 
NewiaiKls' joint  congressional  connnittee's  investigation,  which  began  yesterday 
and  will  continue  ])rohahiy  for  many  months? 

Or  do  you  want  to  have  your  intt>rests  properly  presented  and  represented  by 
spokesmen  chosen  by  you  and  authorized  to  speak  for  you,  with  a  view  to  secur- 
inii-  fair  plav  for  your  invested  savings? 

Every  conceivable  interest  will  be  represented  at  the  committees  hearuig, 
except  "the  real  owners  of  our  railroads,  you  and  us  and  the  rest  of  the  600,000 
investors  who,  by  means  of  oar  savings,  have  provided  the  capital-  for  the 
creation  and  development  of  our  .$20,000,000,000  transportation  system. 

There  is  no  one  authorized  to  go  before  the  congressional  committee  and  pre- 
sent your  united  views.  t    ,   ^, 

The  truth  is  that  the  small  and  moderate  investors  who  have  supplied  the 
bulk  of  our  railroad  capital  are  the  only  body  or  class  identified  with  the  rail- 
roads wlio  will  not  be  very  much  to  the  fore  throughout  this  investigation  so 
vital  to  the  futiu-e  of  every"  railroad  stockholder  and  bondholder  in  the  land. 

Read  carefully  the  following  list  of  interests  Senator  Newlands,  the  chairman, 
declares  the  committee  desires  to  hear  from : 

''  The  purpose  of  the  committee  is  to  hear,  regarding  Government  regulation 
and  Government  ownership,  the  opinions  of  economists  and  publicists  of  emi- 
nence, representatives  of  the  Interstate  Commerce  Commission,  the  National. 
As.sociation  of  State  Railroad  Commissioners,  State  railroad  and  public  utility 
commissions,  representatives  of  the  railroad  executives  and  labor  organizations, 
representatives  of  farming  organizations  and  farmers,  shippers,  and  bankers, 
representatives  of  chaml)ers  of  connnerce  and  other  important  business  and 
industrial  organizations." 

Not  one  word,  vou  will  note,  about  the  great  army  of  frugal  citizens  whose 
hard-won  savings'  have  brought  the  railroads  into  being  and  keep  them  run- 
ning. Railroad  regulators  galore  are  cordially  invited.  So,  too,  are  the  labor 
unions,  the  shippers,  farmers.  "  Important  business  and  industrial  organiza- 
tions "  are  likewise  bidden  to  the  deliberations. 

But  railway  investors  are  wholly  without  any  "  important  organization '  to 
champion  their  rights. 

This  ought  not  to  be. 

Are  you  content  to  stand  idle  and  impotently  by  and  let  everybody  and  any- 
body else  say  what  should  be  done  with  your  properties? 

Don't  you  feel  that  your  wishes,  your  views,  your  interests  should  cut  some 
figure  in  the  momentous  proceedings— proceedings  which  are  to  determine 
whether  the  time  has  come  to  have  the  Government  become  owners  of  our 
250,000  miles  of  railway  or  whether  some  other  method  be  adopted  hereafter 
in  handling  the  whole  railroad  situation? 

Surelv  to  ask  the  question  is  to  answ^er  it. 

If  yoia  agree  with  this,  if  you  wish  to  have  a  voice  in  shaping  the  future 
and  t"he  fate  of  vour  properties,  you  can  insure  the  proper  presentation  of  youi 
wishes  bv  joining  the  movement  to  organize  a  Railway  Investors'  League  and, 
later  on."  by  nominating  and  authorizing  the  strongest  delegates  possible  to  go 
before  the  committee  to  defend  your  legitimate" rights. 

BAILWAY   investors'    LEAGUE. 

The  Railway  Investors'  League  has  already  tentatively  enrolled  several  thou- 
sand members  from  all  the  States  of  the  Union,  and  a  start  has  been  made  in 
inducing  the  leading  railroad  companies  to  bring  the  movement  directly  before 
each  one  of  their  recorded  stockholders. 

If  the  response  to  this  announcement  and  to  the  other  measures  being  taken 
bv  those  who  are  striving  to  bring  together  railway  investors  in  a  united,  influ- 
ential, nation-wide  body  shows  unmistakably  that  you  wish  to  have  some  voice 
in  the  fate  of  your  properties,  steps  will  be  promptly  taken  to  proceed  with  the 
formal  and  permanent  organization  of  the  Railway  Investors'  League. 

Such  an  association  must,  of  course,  be  self-supporting,  and  it  is  proposed  to 
fix  the  annual  dues  at  $1. 
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Do  not  forward  any  money  at  this  stage,  but  simply  fill  in  the  appended  blank 
form  and  mail  it  at  once,  witlioiit  conmiltting  yourself  to  any  obligation  or  to 
any  responsibility  whatsoever. 

If  j'ou  do  not  consider  your  own  rights  wortli  protecting,  it  is  scarcely  to  be 
expected  that  anyone  else  will. 

John  Mvm,  New  York  City,  Chairiiiuu, 
Lionel  Sitko,  New  York  City,  Vice  Chairman, 

B.  C.  Forbes,  New  York  City,    Vice  Cliainnan. 
Pave  Mack  Wheean,  New  York  City,  Secretary, 

Organization  Committee. 
J.  A.  Fagan.  Minneapolis,  Minn. 
Cake  W.  I'eirce.  Massillon,  Ohio. 
F.  Edward  Sommers,  St.  Louis.  Mo. 
William  K.  Ewixg,  San  Antonio,  Tex. 
H.  T.  Winston,  Washington,  D.  C. 

C.  McCoNNELL,  M.  D.,  Hogansburg.  N.  Y. 

Date, .  lOlG. 

Railway  Investors'  Leaglte, 
John  Muir,  Chairman, 

61  Broaihcaii,  New  York  Citj/: 
I  have  read  the  platform  of  the  Railway  Investors'  League.     I  am  in  hearty 
sympathy  and  accord  with  its  object  and  purpose,  and  I  iiereby  pledge  my  co- 
operation and  assistance  in  carrying  out  the  program. 

With   the  understanding  that   signing  this  form   does   not   place   me   under 
.financial  obligation,  please  enroll  me  as  a  member  of  the  oruanization. 


Signed 

Address.-. 
Owner  of 


(Name  securities  owned.) 


Senator  Eobinsox.  It  may  be  that  some  of  the  questions  I  am 
asking  you  are  more  or  less  academic,  but  they  are  not  asked  for  the 
purpose  of  heckling  in  any  Avise,  but  solely  for"  the  purpose  of  clarify- 
ing my  own  mind  with  respect  to  the  matters  Avhich  you  have  sug- 
gested. You  mentioned  certain  reforms  as  fairly  calculated  to  ac- 
complish the  ends  which  you  think  are  desirable  in  railway  regu- 
lation. 

Mr.  Thom.  And  which  are  making  much  progress  in  that  direction. 

Senator  Robinson.  The  first  rehites  to  the  national  regulation  of 
all  rates  for  roads  engaged  in  interstate  commerce.  I  understand 
that  you  expect  hereafter  to  discu.ss  the  law  applicable  to  these  sug- 
gestions, and  I  will  not  go  into  that  now,  or  anticipate  your  discus- 
sion by  questions  in  detail  concerning  the  power  of  Congress  to  oc- 
cupy the  entire  field  of  rate  making  as  to  railroads  engaged  in  inter- 
state commerce ;  but  in  order  that  I  may  understand  now  your  view- 
point as  to  this  proposal,  I  ask  do  you  contend  that  if  a  railroad  en- 
gages in  interstate  commerce  the  rates  which  it  charges  on  purely 
intrastate  traffic  are  within  the  regulative  power  of  Congress? 

Mr.  Thom.  Yes,  sir. 

Senator  Rop.inson.  Is  it  not  true  that  Federal  control  over  inter- 
state rates  is  limited  to  two  conditions,  so  far  as  our  courts  have  yet 
decided — first,  the  nullification  of  rates  which  are  confiscatory,  and, 
second,  the  nullification  of  rates  which  constitute  a  discrimination 
against  or  a  burden  upon  interstate  commerce  ? 
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^  Mr.  Thom.  1  think  the  courts  have  gone  further,  and  have  said 
that  it  is  the  conslitutionnl  power  of  Congress  to  regulate  the  entire 
instrument  of  interstate  conmierce. 

Senator  Rohinson.  Has  the  Federal  Government  power,  in  your 
opinion,  to  fix  or  regulate  rates  on  purely  intrastate  traffic  merely 
because  the  commodities  are  transported  over  a  railroad  which,  while 
doing  intrastate  business,  is  also  engaged  in  interstate  business? 

]\Ir.  TiioM.  I  think  that  the  foundation  of  the  power  of  Congress 
to  act  in  the  matter  is  to  regulate  the  instrumentality  of  interstate 
commerce  in  all  its  bearings. 

Senator  Eobinson.  Do  you  not  think  that  is  limited  to  its  con- 
nection with  interstate  commerce;  that  it  regulates  it  as  an  agent  of 
interstate  commerce  and  not  as  an  agent  of  instrastate  commerce? 

Mr.  Tiioivt.  You  can  not  regulate  it;  you  can  not  protect  it;  you 
can  not  sustain  it  unless  you  regulate  it  in  all  its  activities. 

Senator  Robinson.  Then,  I  understand  you  correctly  in  your  origi- 
nal statement.    I  wanted  to  make  sure  of  it. 

Mr.  TiiOM.  Yes.  I  will  present  an  argument  on  tliat  subject  at 
a  later  stage  of  these  proceedings. 

Senator  Robinson.  With  reference  to  the  suggestion  which  you 
make  as  to  compulsory  Federal  incorporation  of  railways  before 
permitting  them  to  engage  in  interstate  commerce,  this,  in  your 
opinion,  would  relieve  the  unequal  conditions  under  which  the  rail- 
roads are  organized  and  operated,  by  reason  of  the  limitations  and 
provisions  of  their  State  charters,  but  it  would  not  add  anything, 
of  course,  to  the  regulative  power  of  Congress? 

Mr.  Thom.  No. 

Senator  Robinson.  Congress  can  do  everything  without  Federal 
incorporation  that  it  could  do  with  it? 

Mr.  Thom.  I  think  it  can;  but,  as  I  told  you,  there  is  some  differ- 
ence of  opinion  about  that,  in  respect  to  any  provision  of  a  congres- 
sional act  which  might  be  construed  as  an  amendment  to  a  State 
charter.  • 

Senator  Robinson.  It  would,  in  your  opinion,  constitute  a  tend- 
ency toward  uniformity,  which  would  strengthen  railroad  credit? 

ivir.  Thom.  Undoubtedly;  and  it  would  have  a  most  important 
bearing  upon  universally  accepted  control  as  valid  by  Congress  of  the 
issue  of  securities. 

Senator  Robinson.  Your  third  suggestion  relates  to  reorganiza- 
tion of  the  Interstate  Commerce  Commission  and  changes  in  its 
jurisdiction  and  powers,  so  that  it  shall  become  a  judicial  tribunal? 

Mr.  Thom.  Yes,  sir ;  largely. 

iSenator  Robinson.  And  that  regional  subordinate  commissions  be 
established,  with  right  of  appeal  to  the  central  commission  provided 
in  certain  cases? 

Mr.  Thom.  Yes ;  on  exceptions. 

Senator  Robinson.  How  many  of  those  regional  commissions  do 
you  think  would  be  required,  Mr.  Thom  ? 

Mr.  Thom.  I  have  not  gone  over  the  country  about  that.  I  do  not 
know. 

Senator  Robinson.  Very  well;  if  you  have  not  determined  upon 
the  number 

Mr.  Thom.  No.  I  thought  that  was  a  matter  that  the  Interstate 
Commerce  Commission  would  study  and  recommend  to  Congress. 
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Senator  Robikson.  Now.  if  these  regional  commissions  are  created 
as  you  suggest,  would  it  still  be  necessary  for  them  to  have  examiners 
in  order  to  make  a  proper  investigation  of  cases  coming  before  them « 

Mr.  Thom.  I  should  hope  not,  but  I  can  not  tell. 

Senator  Eobinsox.  The  primary  purpose  of  creating  regional  com- 
missions, as  I  understand  you,  is  to  bring  the  work — the  investigation 
itself — closer  to  the  commission  so  that  the  litigants  may  have  the 
advantage  of  the  actual  service  of  the  commissioners  themselves 
rather  than  of  subordinates  in  the  person  of  examiners  and  clerks? 

Mr.  Thom.  Yes.  The  double  object  of  bringing  the  Government 
close  to  the  communities  whose  interests  are  affected,  and  the  other 
object  IS  that  of  assuring  the  character  of  the  men— the  type  of  the 
men,  I  would  say,  rather  than  the  character— the  type  of  the  men 
who  are  to  have  charge  of  these  important  matters. 

Senator  Eobinson.  You  would  not  advocate  the  creation  of  these 
regional  commissions  unless  they  were  so  constituted  and  equipped  as 
to  accomplish  these  two  things? 

Mr.  Thom.  That  is  right ;  yes. 

Senator  Robi>-sox.  To  bring  the  public  closer  to  the  commission 
and  the  commission  closer  to  their  work  ? 

Mr.  Thom.  Yes;  and  that  the  type  of  men  be  assured.  There  is 
great  complaint— somebody  made  it  here  this  morning-,  I  think  Judge 
Adamson— a  great  complaint,  not  only  on  the  part  of  the  shipping- 
public,  but  on  the  part  of  the  railroads,  that  in  many  important  mat"^ 
ters  they  do  not  get  beyond  the  examiner ;  and  while  these  examiners 
are  fine  young  men  and  capable  people  in  a  great  many  ways  they 
are  bound  to  have  their  grade  somewhat  fixed  by  the  compensation 
they  get. 

Senator  Eobinson.  With  the  constantly  increasing  work  that  is 
being  imposed  by  Congress  on  the  commission  and  the  natural  growth 
of  their  duties,  with  the  expansion  of  the  commerce  of  the  country, 
this  condition  will  grow  worse. 

Mr.  Thom.  Yes ;  undoubtedly  so. 

Senator  Egbinson.  Now,  just  an  inquiry  or  two  about  the  increase 
of  the  power  of  the  Interstate  Commerce  Commission  over  rates 
which  constitutes  another  one  of  your  suggestions.  Do  you  suggest 
that  this  power  be  extended  in  any  other  particular  than  so  as  to  give 
the  commission  the  power  to  fix  minimum  rates  ? 

Mr.  Thom.  That,  in  my  representative  capacity,  is  the  full  extent 
to  which  I  would  make  the  recommendation.  I  mean  that  I  am  ex- 
pressing the  views  of  the  railroad  executives  in  making  that  recom- 
mendation. 

_  Senator  Eobinson.  Yes ;  you  do  not  wish  to  express  any  personal 
views  concerning  it? 

Mr.  Thom.  I  do  not  think  it  would  be  very  becoming  for  me  to 
express  a  personal  view. 

Senator  Eobinson.  I  will  not  ask  you  to  do  it. 

Mr.  Thom.  I  want  to  say  that  my  personal  view  goes  to  the  full 
extent  that  I  have  recommended  there,  however. 

Senator  Eobinson.  Would  the  power  to  fix  both  minimum  and 
maximum  rates,  if  vested  in  the  commission,  prevent  discrimina- 
tions ? 

Mr.  Thom.  I  think  it  would. 
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Senator  Robinson.  That  is  the  prmeipal  object  of  jrivin^  that 
power  to  the  conmnssion? 

Mr.  TiioM.  That  is  one  object;  but  the  other  object— and  a  very 
important  one— is  to  prevent  the  improper  depletion  of  the  revenues 
of  the  companies  through  some  local  conception  of  what  is  best  to  be 
done  for  the  company  ?  ,     ,  i  i 

Senator  Robinson.  And  to  prevent  the  railroads  themselves,  under 
stress  of  competition,  from  making  unfairly  low  rates  ? 

Mr.  Thom.  Yes.  .    . 

Senator  Robinson.  Would  not  the  difficulty  of  determining  the 
relative  reasonableness  of  rate  still  exist  after  the  power  to  fix  a 
minimimi  rate  is  given  to  the  commission  and  the  rate  actually 
fixed  ?  Would  not  there  still  exist  a  latitude  between  the  minimum 
and  the  maximum  that  would  enable  the  railroads  to  practice  dis- 
crimination? 

Mr.  Thom.  I  think  you  will  find  in  the  suggestion  that  they  be 
given  entire  power  over  the  question  of  discrimination. 

Senator  Robinson.  Very  well. 

Mr.  Thom.  And  the  protection  of  the  rate  structure. 

Senator  Robinson!  Referring  to  your  fifth  suggestion,  which  would 
prescribe  some  of  the  things  that  the  Interstate  Commerce  Commis- 
sion must  take  into  consideration  in  fixing  rates,  you  say  that  they 
should  be  required  to  consider  the  value  of  the  service.  Do  they  not 
do  that  now  ?  . 

Mr.  Thom.  I  do  not  know.  Senator,  whether  they  do  it  or  not.  i 
have  a  good  deal  to  say  when  the  proper  time  arrives  on  that  question 
of  value  of  service,  and  if  you  have  time  now  for  about  half  an  hour 
I  would  like  to  do  it  at  this  time. 

Senator  Robinson.  You  need  not  do  it  now.  I  prefer  that  you 
should  do  it  in  your  own  time,  although  I  should  be  very  glad  to  hear 
your  discussion  of  that  subject.  What  do  you  mean  by  the  sugges- 
tion that  the  commission  should  be  required  to  consider  the  rights  of 
the  passengers,  shippers,  and  owners  of  the  property  transported  as 
an  element  in  rate  making? 

Mr.  Thom.  What  do  I  mean  by  that  ? 

Senator  Robinson.  Yes. 

Mr.  Thom.  I  mean  vou  would  have  to  have  reference  to  the  pub- 
lic's side  of  the  question  as  well  as  to  the  side  of  the  corporation  that 
furnishes  the  service. 

Senator  Robinson.  The  commission  now  has  regard  to  the  ex- 
penses of  the  railroad  in  maintaining  and  operating  its  property, 
does  it  not  ? 

Mr.  Thom.  Not  always. 

Senator  Robinson.  Well,  should  it  always  do  it? 

Mr.  Thom.  I  think  it  ought  always  do  it? 

Senator  Robinson.  Do  you  think  the  law  should  require  them  to 
do  that  without  regard  to  the  economical  or  extravagant  maintenance 
of  its  properties? 

Mr.  Thom.  No,  sir:  I  do  not.  But  now  I  will  take  the  illustra- 
tion that  is  in  mv  mind  that  caused  that  provision.  Everybody  knows 
that  the  railroads,  when  they  have  paid  wages  and  increased  rates, 
have  not  done  it  as  a  means  of  extravagance ;  they  have  done  it  under 
the  compulsion  or  forcing  that  they  felt  they  must  recognize.  The 
Interstate  Commerce  Commission  has  said  in  a  case  that  they  can 
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not  consider  an  increase  in  wages  if  not  justified  as  an  element  in 
the  expense. 

Now,  what  does  it  mean  by  that?  You  gentlemen  know  something 
of  the  way  wages  are  demanded.  We  thing  the  Interstate  Commerce 
Connnission  ought  to  know  that,  and  when  we  find  that  situation  we 
feel  that  it  ought  to  be  taken  into  consideration  in  determining  rates. 

Senator  Eobinson.  That  seems  fair,  but  I  did  not  infer  from  your 
statement  of  that  matter  that  it  would  embrace  this  item.  I  thought 
if  you  had  anything  embraced  there  other  than  road  improvements 
and  things  of  that  sort,  you  would  have  specifically  mentioned  it. 
There  ought  to  be  some  limitation  on  that  provision,  however.  The 
connnission  ought  not  to  be  required  to  make  rates  always  remunera- 
tive to  railroads  without  regard  to  the  manner  in  which  the  railroads 
had  expended  their  funds. 

Mr.  Thom.  Oh,  no ;  certainly  not.  In  other  words,  there  must  be 
some  supervision  over  the  matter  of  expenses. 

Senator  Eobinson.  Yes. 

Mr.  Thom.  I  assume  that  when  Congress  says  expenses,  it  means 
legitimate  expenses.  It  does  not  mean  wastefulness  or  throwing 
away. 

Senator  Robinsox.  Yes;  reasonable  and  necessary  expenses. 

Mr.  Thom.  Certainly.  There  must  be  that  margin  to  the  managers 
as  to  what  they  consider  necessary,  and  the  Government  must  not 
prescribe  an  arbitrary  rule,  for  it  can  not  be  done.  But  there  might 
come  up  a  case  theoretically.  However,  I  do  not  think  you  will 
find  it. 

Senator  Eobinson.  From  your  statement  I  infer  that  you  are 
merely  expressing  the  suggestion  in  general  terms,  that  you  were  not 
trying  to  write  it  as  it  should  be  written  into  law. 

Mr.  Thom.  Yes,  sir. 

Senator  Robikson.  I  did  not  understand  exactly  what  you  meant 
by  it.  Your  suggestions  with  reference  to  giving  the  Interstate  Com- 
merce Commission  power  to  revise  railway  mail  pay  would  undoubt- 
edly relieve  Congress.  Mr.  Underwood  suggests  that  is  already  the 
law. 

Mr.  Thom.  Well,  it  is  measurably  the  law.  Maybe  it  will  be  able 
to  do  it  a  little  more  effectively. 

Senator  Robinsox.  You  would  like  a  modification  of  the  law  in 
that  particular,  would  you  ? 

Mr.  Thom.  Yes,  sir.  The  truth  of  the  matter  is  that  I  am  not 
acquainted  Mdth  what  the  law  has  done.  Somebody  appointed  me 
on  a  connnittee  the  other  day  of  counsel  to  appear  before  the  Inter- 
state Commerce  Commission  on  the  subject,  and  I  noticed  my  name 
at  the  head  of  a  brief  which  I  never  saw,  and  I  found  that  l'  was  in 
rather  deep  water. 

Senator  Underwood.  As  I  understand  it,  the  last  Post  Office  appro- 
priation bill  took  the  control  of  the  fixing  of  the  railway  pay  out 
of  the  hands  of  Congress  and  authorized  the  Interstate  Commerce 
Commission  to  determine  what  it  should  be. 

Senator  Robinson.  I  think  that  is  what  you  want  in  that  sug- 
gestion, and  I  think  it  is  a  fair  suggestion.  "l  was  just  going  to  re- 
mark that.  Your  suggestion  as  to  Government  control  of  the  issuance 
of  stocks  and  bonds  of  the  railroads  engaged  in  interstate  commerce 
IS  undoubtedly  in  conformity  with  the  opinion  of  gi*owing  public 
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thought  on  the  subject,  and  more  than  any  other  one  thing  would 
tend'to  fttroncthen  raih'oad  credit  and  protect  it  for  the  future. 

Mr.  TiiOMr  I  want  to  call  your  attention  right  there,  Senator,  to 
the  fact  that  that  proposition  on  our  part  indicates  that  we  desire 
to  "-et  proof  of  a  provision  of  the  law  which  would  prevent  the 
recurrence  of  the  things  that  the  public  complain  of.  In  other  words, 
to  talk  about  the  doing  of  these  other  things  does  not  involve  the 
sugo-estion  on  our  part  that  the  Government  should  not  keep  its  eye 
on  the  possibility  of  abuses  for  the  future.  We  want  the  machinery 
to  provide  for  that  as  well  as  for  the  other  things.  We  are  trying 
to  take  a  broad  and  comprehensive  and  patriotic  view  of  what  the 
Government  ought  to  do  in  this  matter  of  regulation. 

Senator  Rop.ixson.  That  concludes  my  examination  of  Mr.  Thom. 
In  your  statement  vou   submit  concrete   propositions   for   reforms 
which  you  think  are  necessary  in  the  public  interest  and  to  protect 
the  rights  of  the  railroads  and  railroad  investors,  and  you  have  per- 
formed a  service,  which  I  appreciate. 
Mr.  Thom.  I  thank  you,  Senator. 
The  Chairman.  Mr.  Sims,  will  you  proceed? 
:Mr.  Snrs.  Mr.  Thom,  I  do  not  want  you  to  assume  or  conclude  that 
I  am  unduly  inquisitive,  or  in  an  unfriendly  attitude,  because  of  the 
questions  I  "^am  going  to  ask.    AVhen  we  get  through  with  this  hear- 
ing I  want  to,  as  far  as  I  can,  know  who  is  bound  by  it  or  who  is 
esfopiped  by  it,  and  that  sort  of  thing.    Now,  you  appear,  as  attorney 
here  for  a' committee,  as  I  understand  it. 

Mr.  Thom.  Yes,  sir.  . 

Mr.  Sims.  The  Advisory  Committee  of  Railway  Executives  i 
Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Now,  you  may  have  stated  it,  and  if  you  have,  1  do  not 
remember,  what  railroad  executives  is  this  committee  advising,  what 
systems  do  they  represent,  what  per  cent  of  the  railroad  property  of 
the  country  do  thev  represent? 

]Mr.  Thom.  I  should  suppose  it  is  between  85  and  90  per  cent  now. 
Mr.  Sims.  In  other  words,  you  have  the  companies  by  name,  so 
that  they  can  be  put  in  the  hearings,  that  you  in  this  way  represent? 
Mr.  Thom.  Oh,  yes. 

Mr.  Snis.  And  this  85  per  cent  of  the  railway  interests 

Mr.  Thom.  I  think  it  is  over  85  per  cent  now. 
Mr.  Sims.  Well,  whatever  it  may  be,  that  you  are  representing 
them,  and  what  you  represent  as  their  wishes  will  be  acquiesced  m 
by  them? 
"Mr.  Thom.  That  is  my  understanding. 
Mr.  Sims.  Now,  then,  there  is  about  15  per  cent,  then,  of  the  rail- 
way interests  of  the  country  that  have  not  indicated  their  willingness 
to  he  bound  bv  your  recommendation? 

Mr.  Thom. 'There  are  some  small  ones,  mostly,  of  course  not  alto- 
gether.   There  are  some,  mostly  small  lines. 
Mr.  Faulkner.  Short  lines. 

Mr.  Thom.  And  I  haA-e  no  doubt  in  the  world  that  a  great  many  of 
them  do  not  dissent  in  any  way.  We  happen  to  have  the  specific 
authority  of  a  great  many. 

Mr.  Sims.  Well,  are  they  in  general  lines  that  are  in  the  nature  of 
subsidiary  lines,  owned  by  other  roads? 
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Mr.  Thom.  No,  sir;  I  do  not  know  what  thev  are.  As  a  rule,  of 
course,  some  of  them  are,  but  not  all. 

Mr.  Sims.  You  are  representing  the  public  here,  as  I  myself  am, 
and  you  are  asking  us  to  take  that  view ;  that  is,  the  view  that  this 
whole  proceeding  shall  be  in  the  public  interest. 
Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Pressing  nothing  that  the  public  interest  does  not  de- 
mand or  require  or  will  not  be  benefited  by  receiving.  Of  course,  this 
15  per  cent  is  part  of  the  public — the  small  roads— and  I  suppose 
there  are  a  greater  number  of  small  corporations  than  large  ones.  In 
your  testimony  here  you  referred  to  the  fact  that  your  recollection 
was  that  in  what  we  call  the  Pennsylvania  Railroad  System  it  em- 
braces 149  separate  corporations. 

Mr.  Thom.  That  is  my  recollection.    I  do  not  remember  exactly. 
Mr.  Sims.  Well,  that  is  about  accurate.    And  that  149  corporations 
that  constitute  the  present  Pennsylvania  Railroad  System,  as  a  matter 
of  course,  are  parties  to  this  investigation. 
Mr.  Thom.  I  should  say  so. 

Mr.  Sims.  And  you  are  representing  their  views,  the  same  as  you 
do  the  Southern  and  all  others— I  mean  they  are  represented  by  vour- 

self,  and  you  being  counsel 

Mr.  Thom.  Well,  I  do  not  want  to  be  in  the  position  of  saying  that 
I  recommend  anything  specific.  If  it  is  necessary  at  any  time,  I  will 
put  in  the  record  the  names  of  the  roads  I  represent. 

Mr.  Sims.  I  think  that  would  be  a  good  idea  from  the  fact  that 
some  roads  may  afterwards  say  thev  did  not  Imow  they  were  beino- 
represented  or  something  of  that  kind ;  that  is,  the  stockholders  in 
some  roads. 

Mr.  Thom.  I  can  put  a  list  of  those  into  the  record. 
Mr.  Sims.  You  are  acting  in  the  capacity  of  attornev  to  an  advisory 
committee  ?  -  j 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  I  suppose  that  means  onlv  in  reference  to  this  examina- 
tion. 

Mr.  Thom.  Well,  it  does  not  mean  only  in  reference  to  that,  so  far 
as  my  present  appearance  is  concerned.  It  is  confined  to  what  might 
pass  here.    But  my  authority  is  a  larger  one  than  this  mere  hearing. 

Mr.  Sims.  Well,  this  committee  of  executives— are  thev  chieflv  rail- 
road presidents? 

Mr.  Thom.  They  are  either  railroad  presidents  or  they  are  chair- 
men of  the  boards  of  railroads.  Judge  Lovett  is  chainnan  of  the 
board  of  the  Union  Pacific  and  Mr.  Walters  is  chairman  of  the  board 
of  the  Atlantic  Coast  Line  and  the  Louisville  &  Nashville.  They  are 
both  members  of  this  committee  of  executives. 

Mr.  Sims.  Now,  this  committee  that  you  do  represent— are  they 
the  owners  of  the  railroad  properties  with  which  they  are  ofRciallv 
connected  ? 

Mr.  Thom.  I  assume  that  the  stockholders  own  the  roads  and,  of 
course,  they  do  not  own  individually  a  majority  of  the  stock,  I 
imagine,  although  I  am  not  acquainted  with  their  ownership. 

Mr  Sims.  Do  you  know  whether  they  are  representing  the  owners 
ot  railroads;  that  is,  the  stockholders  and  bondholders?  " 

Mr  Thom.  They  represent  the  railroads.  They  are  acting  in  their 
oihcial  capacity  as  the  heads  of  those  systems. 
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Mr.  Sims.  I  do  not  understand  that  an  operative  officer  of  a  rail- 
road has  a  right  to  bind  stockhoklers  as  to  financial  matters  or  poli- 
cies or  anythino^  of  that  kind  ? 

Mr.  TiiOiSr.  I  think  it  would  be  safe  to  assume  for  these  railroad 
presidents  and  others  that  they  feel  they  have  the  authority  or  the 
capacity  to  represent  all  the  interests.  At  least,  whether  they  have 
or  not,  that  is  the  extent  of  my  authorization  that  comes  from  them. 

Mr.  Sims.  It  is  a  fact,  or  has  been,  I  have  supposed,  to  some  extent 
that  the  office  of  president  of  a  railroad  company  was  more  in  the 
nature  of  being  a  general  manager  than  otherwise? 

Mr.  TnoM.  I  do  not  so  understand  it. 

Mr.  Sims.  When  one  railroad  company  is  financially  owned  by 
another  railroad  company  the  president  of  the  first  railroad  com- 
pany may  not  be  the  representative  of  the  financial  interest  in  the 
second  company. 

Mr.  Thom.  Oh,  that  is  quite  true,  but  when  you  look  over  the 
names  of  these  gentleuien  I  think  you  will  find  that  they  are  respon- 
sible representatives  of  the  railroads. 

Mr.  Sims.  Not  having  the  means  of  knowing,  or  not  knowing, 
that  is  what  I  am  trying  to  do. 

Mr.  Tpiom.  I  will  give  them  for  the  record. 

Mr.  Sims.  I  mean  the  advisory  committee,  that  is  what  you  have 
reference  to? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  I  am  speaking  of  the  others.  Now,  take  the  Louisville 
&  Nashville  Railroad  Co.  It  owns  a  large  controlling  interest  in  the 
Nashville  &  Chattanooga  Railroad  Co.  Therefore  the  president  of 
the  Nashville  &  Chattanooga  Railroad  Co.  is  representative,  to  a 
great  extent,  of  the  Louisville  &  Nashville  Railroad  Co.'s  interest  in 
that  company  rather  than  the  general  stockholders. 

Mr.  Thom.  Yes;  but  the  man  who  is  on  this  committee  is  Mr. 
Walters,  who  is  the  chairman  of  the  board  of  the  Louisville  & 
Nashville. 

Mr.  Si3is.  And  does  he  not  get  that  position  by  reason  of  the  Louis- 
ville &  Nashville,  the  majority  of  its  stock  being  owned  by  the 
Atlantic  Coast  Line? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  The  Atlantic  Coast  Line  is  the  holder  directly  of  the 
stock  of  the  Louisville  &  Nashville  Railroad  Co.  ? 

Mr.  TiiOM.  It  holds  a  majority  of  the  stock,  as  I  understand  it: 
I  do  not  know  how  much,  but  I  understand  a  majority  of  the  stock 
of  the  Louisville  &  Nashville.  Then  the  Louisville  &  Nashville  has 
stock  control  of  the  Louisville,  Nashville  &  St.  Louis,  and  in  that  way 
Mr.  Walters  has  become  very  sufficiently  representative  of  both 
interests. 

Mr.  Sims.  In  other  words,  the  railway  company  that  he  repre- 
sents, being  the  controlling  company,  he  therefore  represents  the 
company  which  can,  and  does  in  fact,  control  the  policy  of  these 
other  railroads? 

Mr.  Thom.  That  is  my  understanding. 

Mr.  Sims.  I  wanted  to  get  that,  because  I  think  it  is  something 
that  it  is  well  to  have  known. 

Mr.  Thom,  the  propositions  you  present  are  from  85  per  cent  of 
the  railroad  interests  of  the  country? 
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Mr.  Thom.  I  think,  when  you  get  to  talking  about  85  or  90  per 
cent,  it  is  nearer  90. 

Mr.  Sims.  Let  it  be  100,  then. 

Mr.  Thom.  I  merel}^  want  to  state  what  that  means.  That  means 
a  ra]h'oad,  or  railroads,  in  the  class  into  which  the  railroads  are 
divided  by  the  Interstate  Commerce  Commission,  having  as  much  as 
a  million  dollars  gross  income  a  year.  Of  course,  there  are  a  great 
many  shorter  roads  outside  of  that. 

Mr.  Sims.  Who  do  not  earn  that  much  ? 

Mr.  Thom.  Yes,  sir ;  and  one  gentleman  representing  a  large  num- 
ber of  short  roads  on  the  Pacific  coast  came  into  my  office  yesterday 
and  stated  he  wanted  to  appear,  and  I  have  no  doubt  you  will  have 
representatives  of  these  short  roads.  I  am  representing  the  roads 
in  the  class  I  have  mentioned. 

Mr.  Sims.  Which  is  practically  the  railroad  interests  of  the  entire 
Nation  '^ 

Mr.  Thom.  I  think  so. 

Mr.  Sims.  That  is  the  way  I  understood  you. 

Mr.  Thom.  There  are  some  interests — there  is  a  very  large  per- 
centage—that have  conferred  about  this  matter,  and  have  argued 
with  each  other  about  it,  and  have  come  to  the  conclusions  which 
have  been  placed  before  you. 

Mr.  Sims.  By  yourself? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  And  those  conclusions  are  propositions  for  legislation 
and  changes  in  the  existing  conditions,  which  are  so  general  and  so 
radical,  as  compared  with  the  existing  conditions,  as  to  practically 
be  an  entire  new  situation  or  new  legislative  consideration  of  the 
entire  subject  matter  of  the  railroad  interests  of  the  country,  its 
credit,  its  capacity  to  serve  the  public  and  all  those  things  considered; 
m  other  words,  the  legislation  you  have  asked  for  is  so  different 
from  existing  conditions  as  to  amount  to  what  vou  might  say  is  a 
new  codification  and  revision  of  all  existing  railroad  laws  and  of 
the  powers  of  the  States,  as  they  are  now  exercised,  together  with 
existing  national  legislation?  So,  if  I  see  it  correctlv,  it  becomes 
practically  fundamental  regarding  all  transportation  questions.  Is 
that  not  substantially  so? 

Mr.  Tifo^M.  It  does  not  involve — it  is  easily  engrafted  as  an  amend- 
ment upon  the  present  interstate  commerce  act,  but  the  changes  that 
are  made  m  it  have  many  fundamental  qualities.  There  is  much 
in  it  tliat  is  a  real  change  from  present  conditions. 

Mr.  Sims.  That,  if  carried  out,  would  be  practically  a  new  inter- 
state-commerce law? 

Mr.  Thom.  Well 

Mr.  Sims  (continuing).  Rather  than  an  amendment  of  the  existing 
law  ?  "^ 

Mr.  Thom.  Well,  the  difference  between  us  on  that  would  be  simply 
a  difference  of  terms.  We  both  know  it  can  be  carried  out  by  an 
amendment  to  the  present  law,  and  we  both  Imow  that  the  changes 
that  would  be  made  in  it  are  far-reaching,  and  anything  further  than 
that  would  be  just  a  difference  in  terms. 

Mr.  Sims.  Now,  Mr.  Thom,  in  hearing  vour  entire  discussion, 
which  I  did  except  one  day— and  I  have  read  that  since— it  is  your 
belief,  or  the  belief  of  those  you  represent,  that  unless  there  are 
changes  in  the  existing  law  along  the  subject  dealing  with  the  sub- 
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jects  which  you  have  outlined,  that  the  present  conditions  do  not  meet 
the  demands  of  the  commerce  of  the  country,  and  without  these 
changes,  rohitiveh'  speaking,  our  transjiortation  system  is  a  faihire? 

Mr.  TiioM.  Yes,  sir;  and  Government  ownership  inevitable. 

Mr.  Siars.  If  we  do  not  pass  legislation  substantially  along  the 
linos  you  have  marked  out,  there  is  only  one  logical  conclusion  to 
reach,  and  that  is  Government  ownership  nuist  come  in  order  to  have 
transportation  at  all? 

Mr.  TiiOM.  You  say  substantially  along  the  lines  I  have  marked 
out. 

Mr.  Sims.  I  mean  so  as  to  accomplish  the  purposes  you  have 
marked  out. 

Mr.  Tiioai.  Do  not  lose  sight  of  the  fact  that  I  have  been  put,  by 
the  action  of  this  committee,  in  front  of  these  proposals,  and  my  de- 
sire was  to  hear  some  of  the  independent  thinkers  of  the  country  to 
see  what  effect  that  might  have  on  the  suggestions  I  might  make.  I 
am  still  in  that  open-minded  condition,  and  there  may  be  members 
of  this  committee  and  other  people  who  may  appear  who  may  sug- 
gest a  wiser  program  than  I  have  done,  but  unless  things  are  accom- 
plished, as  you  have  put  it — unless  these  things  are  accomplished  to 
strengthen  the  railroad  credit  and  enable  the  situation  to  be  so 
brought  about  as  to  cause  people  to  regard  railroads  as  a  stable  thing 
in  which  to  invest  safely,  in  my  opinion,  the  time  is  short  between 
now  and  Government  ownership. 

Mr.  Sims.  And  governmental  ownership  is  made  inevitable  on  the 
failure  to  legislate  so  as  to  accomplish  the  purposes  you  mention? 

Mr.  Thom.  Yes,  sir ;  then  I  say  also  that  all  the  talk  we  are  having 
about  the  States  has  no  real  place  in  this  investigation,  because  if 
something  is  not  done  to  stabilize  the  present  system  and  to  bring 
the  necessary  amount  of  money  into  it,  then  Government  ownership 
will  come  and  then  State  control  of  all  sorts  will  go.  So  I  am  trying 
to  retain  as  much  as  I  can,  with  safety  to  the  general  system,  all 
State  participation,  because  that  is  the  only  way,  in  my  judgment, 
that  will  obviate  ownership ;  and  when  Government  ownership  comes, 
then  there  will  be  but  a  single  interest  and  single  power,  and  every 
divided  power  must  disappear. 

Mr.  Sims.  I  think  you  state  the  matter  so  any  of  us  can  under- 
stand it.  Then  the  basic  grounds  of  the  investigation  here,  if  I 
understand  them,  should  be  conducted  along  the  lines  of  ascertaining 
whether  or  not  it  is  best  to  avoid  Government  ownership  by  legis- 
lation that  will  result  in  enabling  the  railroads  to  perform  the 
services  as  they  should  be  performed,  either  through  the  suggestions 
you  have  made  or  some  other  legislation  that  will  accomplish  the 
same  result? 

Mr.  Thom.  That  is  my  judgment.  I  think  you  have  stated  it 
accurately. 

Mr.  Sims.  Then  the  issue  between  private  ownership  and  public 
ownership,  by  making  private  ownership  possible  in  this  present 
condition,  is  not  possible  or  feasible  or  practicable  without  some 
remedial  legislation  ? 

Mr.  Thom.  The  present  conditions  can  not  continue. 

Mr.  Sims.  And  so,  then,  without  any  question  of  the  remoteness 
of  the  matter  or  the  immediateness  of  it,  if  the  conditions  must  be 
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changed  in  order  for  private  ownership  to  be  successful,  we  can  not 
too  soon  change  the  necessary  conditions  to  that  end? 
Mr.  Thom.  That  is  my  judgment. 

Mr.  Sims.  Now,  what  is  possible  in  physics  or  mathematics  is  one 
thing;  what  is  possible  in  legislation  is  another  thing;  what  is  im- 
practicable in  legislation  is  therefore  impossible;  that  is  it  may  as 
well  be  physically  impossible.  We  are  confronted  with  the  old, 
settled  idea  that  each  State  has  rights  which  it  ought  to  exercise 
and  which  should  never  be  exercised  by  a  central  ]DOwer  and  can 
never  be  exercised  by  any  central  power  with  the  same  benefit  locally. 
We  have  people  all  over  the  country  with  different  views  and  we 
are  just  representatives  of  those  people  in  those  different  States  with 
those  different  views,  and  therefore  I  think  this  investigation  ought 
to  be  as  broad  and  as  unlimited  as  is  necessary  to  meet  all  these 
suggestions  and  views  of  the  public  generally  and  of  those  who  do 
the  voting,  as  well  as  gentlemen  upon  whose  responsibility  the  future 
operation  of  the  railroads  depends. 

Now,  there  is  no  proposition  before  this  committee — nobody  advo- 
cating it — for  a  legislative  proposition  about  Government  ownership 
at  this  time.  Consequently  it  seems  to  me  an  examination  of  these 
propositions,  as  fairly  as  we  can,  the  possibility  of  getting  them  en- 
acted into  law,  is  the  practical  work  for  this  committee.  That  is  my 
own  view  of  it.    If  I  am  in  error  about  it,  I  want  to  be  corrected. 

I  want  to  say,  as  far  as  I  am  personally  concerned,  Mr.  Chairman,  I 
have  absolutely  no  prejudice.  I  never  was  employed  by  any  railroad 
company  in  niy  life  to  render  any  form  of  service  for  them;  I  was 
never  employed  by  anybody  to  represent  them  against  the  railroads. 
I  live  in  a  county  that  is  uncontaminated  by  a  single  mile  of  railroad, 
and  consequently  can  not  have  any  personal  feeling  for  or  against 
the  railroads. 

Mr.  Thom.  I  have  often  said  that  those  who  know  most  about  the 
railroads  are  those  who  never  saw  a  railroad. 
Mr.  Sims.  But  I  have  seen  them. 

Mr.  Thom.  We  have  one  district  where  a  railroad  runs  right  along 
the  edge  on  one  side  and  right  along  the  edge  on  the  other  side,  and 
the  most  radical  things,  so  far  as  the  railroads  are  concerned  in  that 
State,  come  right  from  that  district. 

Mr.  Sims.  But  I  am  not  proposing  anything  radical.  What  I  am 
referring  to  are  practical  things. 

Mr.  Thom.  But  I  mean  the  people  who  see  the  country  going  to 
ruin  from  the  railroads  are  there. 

Mr.  Sims.  I  will  tell  you  why  we  have  no  railroads  in  my  county. 
It  is  a  good  county.  It  has  phosphate,  iron  ore.  timber,  building 
stone,  farm  land — good  agricultural  land — and  the  county  has  on  sev- 
eral different  times  voted  a  bond  issue  of  $50,000  to  any  railroad  that 
would  cross  that  county — that  is,  either  north,  east,  south,  or  west — 
and  a  railroad  was  being  built  from  Memphis  to  Nashville,  called  the 
Tennessee  &  Midland,  and  after  it  got  built  to  the  Tennessee  Eiver, 
which  was  practically  a  half-way  point,  why,  the  man  who  was  in 
charge  of  it  then  died.  He  was  a  Mr.  Morse,  from  St.  Louis.  The 
Louisville  &  Nashville  Eailroad  Co.,  in  the  administration  of  his 
estate,  bought  up  the  stock  of  that  railroad,  and  then,  owning  the 
Nashville  &  Chattanooga  Railroad  by  a  majority  of  stock,  leased  it 
to  the  Nashville  &  Chattanooga  and  prevented  its  being  built. 
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Now,  that  is  the  helpfulness  that  we  have  had  toward  getting  a 
railroad  built  through  our  good  count.y.  They  are  not  to  blame  for 
it,  because  the  railroads  will  not  even  build  one  when  the  money  is 
offered  to  them.  There  stands  an  authorized  bond  issue  to  build  one 
now  through  my  county,  but  for  some  helpful  purpose  or  another  they 
are  never  able  to  get  there.  So,  there  is  a  portion  of  the  country  un- 
served by  railway  facilities  that  they  have  done  everything  they 
know  how  to  do  in  an  elt'ort  to  get  a  railroad  there,  even  to  the  extent 
of  voting  a  bond  issue.  So,  if  I  have  any  prejudice  in  this  matter  at 
all,  it  exists  on  account  of  that  local  condition  there.  1  think  the  rail- 
way systems  of  this  country  should  be  built  up  so  as  to  develop  each 
undeveloped  section  of  t|ie  country,  and  that  if  the  rate— if  the 
amount  of  business  through  that  county  will  not  pay  for  building  a 
railroad  acress  the  county,  that  is  no  reason  why  it  should  not  have  a 
railroad. 

Mr.  Thom,  One  of  the  great  difficulties  which  men  charged  with 
comprehensive  duties  have  to  meet  is  some  local  condition,  such  as 
you  have  described,  where  somebody  has  not  got  just  what  they  think 
they  ought  to  have.  Now,  it  is  manifestly  injurious  to  the  public 
interest  that  the  great  question  of  transportation  should  be  affected 
at  all  by  some  local  condition. 

Mr.  Sims.  I  think  you  are  right  about  that. 

Mr.  Thom.  I  sympathize  with  your  criticism.  I  never  heard  the 
facts  in  that  case  before,  but  that  condition  of  affairs  you  say,  if  you 
have  any  prejudice,  creates  it.  Now,  you  come  on  this  conmiission. 
You  have  great  national  responsibilities  on  your  shoulders.  You  have 
got  the  fate  of  this  Nation  in  your  hands.  You  have  got  to  help  de- 
termine the  standard  of  commercial  possibilities  for  the  future,  and 
you  come  to  it,  as  you  say,  from  that  situation.  Now,  can  not  we  get 
away  from  those  conditions  when  we  are  dealing  with  so  great  a  sub- 
ject as  this?  That  would  illustrate  my  plea  for  trying  to  have  a 
national  regulation  of  a  matter  so  national  in  its  character. 

Mr.  Sims.  Well,  I  stated  this  fact,  or  story,  I  have  told  you  for  two 
reasons.  I  think  the  committee  and  yourself  ought  to  know  whether 
or  not  there  is  any  local  condition  that  affects  my  judgment — if  it 
does  affect  it — but  the  point  I  was  trying  to  reach  was  another  mat- 
ter entirely,  and  that  is  this :  The  strife  between  railroad  companies 
under  the  existing  conditions — the  struggle  to  shut  out  railroad  com- 
petition in  their  regional  field — has  forced  communities  like  my  own 
to  suffer.  That  action  in  preventing  the  building  of  this  railroad  was 
not  to  keep  a  railroad  from  being  built  in  my  county  and  the  con- 
tiguous counties,  but  it  was  done  to  prevent  competition  at  Nashville, 
Tenn. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Between  some  other  railroads. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Now,  the  destructive  work  of  competition  between  rail- 
roads has  actually  overdeveloped  some  sections  and  actually  pre- 
vented the  development  of  others. 

Mr.  THo:\r.  Undoubtedly,  and  now  right  there  I  want  to  say  I 
think  that  is  a  very  mistaken  railroad  policy.  I  believe  that  rail- 
roads are  bound  to  succeed  by  virtue  of  the  prosperity  of  the  com- 
munities they  serve,  and  that  if  Nashville  could  be  built  up  by  a 
number  of  railroads  going  there,  it  is  vastly  to  the  advantage  of 
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every  railroad  in  it  to  have  Nashville  so  built  up  instead  of  keep- 
ing "some  railroad  out.  We  have  got  a  point  on  our  road,  I  have 
not  talked  with  this  president  of  the  railroad,  but  I  have  talked 
with  his  predecessor,  and  I  know  it  was  his  polic}'  to  do  nothing 
to  prevent  the  construction  of  a  railroad  other  than  his  own  into 
that  point,  because  he  felt  by  doing  so,  if  that  point  was  built  up,  he 
would  get  more  trade  from  the  prosperous  community  than  he  would 
get  from  the  community  that  has  limitations,  perhaps,  put  upon  it 
by  being  served  by  a  single  line.  I  entirely  agree  with  the  phi- 
losophy which  suggests  your  remarks  there.  I  do  not  believe  in 
that  policy,  and  I  believe  that  as  the  wisdom  of  governmental  regu- 
lation grows  so  we  may  hope  for  the  policies  and  views  of  railroad 
managers  to  become  expanded  and  to  grow  likewise  and  to  take  a 
more  comprehensive  view  of  this  problem  than  some  of  them  have 
thought  wise  heretofore. 

Mr.  Sims.  In  the  interest  of  the  whole  public  I  believe  that,  com- 
paratively speaking,  relatively  speaking,  the  present  system  is  an 
absolute  failure.  Now,  I  read  from  a  speech  delivered  by  yourself  at 
Atlantic  City, October,  1916, in  which  you  say:  "The  average  move- 
ment of  freight  in  the  United  States  is  24  miles  a  day." 

Mr.  Thom.  I  have  received  a  letter  from  one  of  the  principal  rail- 
road presidents  of  the  country  about  that  statement  in  that  speech, 
and  he  has  called  my  attention  to  the  fact  that  that  24  miles  a  day 
includes  the  movement  of  all  cars  while  they  are  waiting  for  loads 
at  points  of  loading,  and  on  sidings,  and  in  yards,  in  transit,  and  all 
that,  and  since  his  letter  I  have  tried  to  get  the  exact  figures,  which 
I  have  not  yet  done,  and  I  have  not  again  used  that  illustration  be- 
cause I  do  not  know  whether  it  is  so. 

Mr.  Sims.  It  is  substantially  correct,  I  take  it,  is  it  not? 

Mr.  Thom.  I  do  not  know. 

Mr.  Sims.  Twenty-six  or  twenty-three  miles,  or  something  of  that 
sort? 

Mr.  Thom.  I  do  not  Imow  the  figures. 

Mr.  Sims.  What  is  the  relative  gross  receipts  of  railroad  companies 
from  freight  and  passenger  traffic? 

Mr.  Thom.  The  freight  traffic  is  very  much  greater. 

Mr.  Sims.  Is  it  not  about  three  to  one? 

Mr.  Thom.  I  do  not  know.  I  suppose  it  is  different  with  different 
companies.     The  New  England  Railroad  has  about  one-half. 

Mr.  Sims.  I  am  talking  about  all  railroads. 

Mr.  Thom.  I  do  not  know ;  but  it  is  very  much  greater  for  freight. 

Mr.  Sims.  You  say  further:  "There  is  an  average  movement  of 
the  freight  car  of  1  mile  an  hour  throughout  the  country." 

Mr.  Thom.  Well,  that  is  the  very  point  I  say,  Mr.  Willard,  in 
writing  to  me,  says  I  am  mistaken  about  those  figures;  that  the 
movement  of  cars  while  in  motion  was,  of  course,  vastly  greater  than 
that,  and  he  gave  the  figures — told  me  in  that  letter 

Mr.  Sims.  I  mean  that  each  car  during  the  year  upon  the  average 
moves  only  1  mile  in  one  hour  of  time,  including  all  the  movements 
it  makes,  including  the  time  it  is  lying  at  a  siding  or  at  a  terminal, 
that  the  car  itself  operated  in  the  freight  service  only  moves  1  mile 
in  one  hour,  or  24  miles  a  day  ? 

Mr.  Adamson.  They  are  not  counted  until  lliev  are  loaded,  are 
they? 
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Mr.  Ttiom.  That  is  what  I  say ;  I  have  not  been  able  to  get  at  the 
bottom  of  it.  I  am  trying  to  verify  tliat  statement,  because  it  was 
called  to  my  attention" by  a  letter  from  Mr.  Daniel  Willard,  of  the 
Baltimore  &  Ohio. 

Senator  Underwood.  If  you  will  allow  me  to  interrupt,  I  think 
you  will  find  the  question  embraced  in  the  report  of  the  Interstate 
Conmierce  Commission  a  year  or  two  ago  in  reference  to  loaded  cars, 
and  my  recollection  is  the  report  shows  they  moved  24  miles  a  da,y — 
that  is,  the  time  on  the  average — that  included  the  time  on  side- 
tracks and  on  spurs. 

Mr.  Sims.  That  does  not  include"  the  time  actually  in  transit,  I 
should   say  '^ 

Senator  Underwood.  No. 

Mr.  Sims.  Then  it  does  include  substantially  the  movement.  Now, 
I  want  to  say  there  is  three-fourths,  if  I  am  correct  about  it  being 
three-fourths,  of  the  gross  receipts  of  the  railroad  companies  of  this 
country  earned  upon  cars  moving  at  a  snail's  crawl,  and  they  are 
carrying  the  freight  traffic  of  the  country  upon  which  the  people 
must  live  and  upon  which  business  must  prosper  or  fail.  I  do  not 
see  how  it  is  possible  at  this  day  and  time  for  such  movement  of 
freight,  upon  the  average,  to  serve  the  public  interests  of  the  country. 

Mr.  Thom.  There  ought  to  be  double  tracks. 

Mr.  Sims.  There  ought  to  be  what? 

Mr.  Thom.  There  ought  to  be  double  tracks  so  that  we  would  not 
have  to  wait  for  the  car  moving  in  one  direction  to  let  another  one 
going  in  the  other  direction  have  the  right  of  way  for  hours.  There 
ought  to  be  more  extensive  yards ;  there  ought  to  be  perhaps  greater 
traction  power:  there  ought  to  be  greater  transportation  capacity; 
and,  as  I  say,  that  is  a  question  which  is  confronting  the  American 
people  to-daj'.  You  may  rest  assured  that  whatever  movement  there 
is  of  those  freight  cars  is  spurred  on  by  the  very  influence  that  you 
are  now  referring  to.  Those  railroads  want  to  make  that  money. 
They  are  deliberately  leaving  that  car  at  that  rate  of  speed  when 
they  could  make  more  money  if  they  could  move  it  faster.  There 
are  physical  limitations  upon  it.  You  have  got  men  who  have  grown 
up  with  the  business,  the  wisest  and  best  and  the  most  skillful  that  the 
country  can  afford,  to  try  to  get  that  car  along,  yet  their  physical 
obstacles  are  so  great  that  even  the  immensely  increased  revenues 
the}"  would  get  from  a  quicker  movement  are  not  open  to  them,  and 
we  are  coming  here  to  plead  for  the  credit  to  enable  us  to  double- 
track  our  road,  to  enable  us  to  increase  our  sidings  and  yards,  that 
will  enable  us  to  increase  our  capacity  in  every  respect. 

Mr.  Sims.  But  the  fact  remains  and  seems  to  be  proven,  and  what 
you  have  just  said,  that  under  present  circumstances,  with  the  rail- 
road operatives  doing  all  they  can  to  serve  the  people  by  way  of 
moving  the  products  of  the  country,  that  its  movement  is  relatively 
a  failure? 

Mr.  Thom.  It  is  too  slow. 

Mr.  Sims.  It  is  too  slow  and  does  not  meet  the  requirements  of 
business,  the  requirements  of  commerce,  and  that  that  itself  accounts 
for  what  is  now  called  the  shortage  of  cars.  If  these  cars  were 
moving  on  an  average  of  50  or  52  miles  a  day,  twice  as  fast  as  they 
are,  they  would  naturally  carry  twice  the  products  they  are  now 


244  INTERSTATE  AND  FOREIGN"  TRANSPORTATION. 

carrying,  consequenth^  you  would  have,  with  the  more  rapid  move- 
ment, a  surplus  of  cars,  with  the  present  supply? 

Mr.  Thom.  Possibly,  with  a  greater  track  capacity  and  other  con- 
ditions making  such  a  faster  movement  possible. 

Mr.  Sims.  In  order  that  this  faster  movement  ma}'  come  about 
the  double-tracking,  the  increasing  of  facilities  for  the  loading  and 
unloading,  and  all  that  kind  of  thing  must  necessarily  come  before 
this  freight  can  be  moved  as  it  should  be  moved ;  is  that  not  correct  ? 
We  must  have  the  instruments  you  have  just  detailed  in  order  to 
enable  the  country  to  receive  the  service  it  is  entitled  to  receive, 
and  which  is  necessary? 

Mr.  Thom.  I  do  not  think  we  can  get  the  best  service  until  its 
facilities  are  improved. 

Mr.  Sims.  Without  the  best  service  they  can  not  afford  the  best 
national  development  ?    It  would  be  utterly  impossible  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Now  then,  the  improvements  that  would  necessarily  be 
required  in  order  to  give  the  best  service,  not  a  service  that  is  just 
simply  tolerated,  but  the  best  service  to  the  whole,  entire  country, 
would  call  for  an  expenditure  of  money,  under  present  conditions, 
perhaps  approaching  the  present  investment,  would  it  not? 

Mr.  Thom,  I  think,  from  investigations  I  have  made — I  have  not 
^i>nducted  them  myself,  but  I  stated  here  the  other  day  figures  about 
what  would  be  needed.  We  must  remember  that  the  American  peo- 
ple up  to  this  point  are  pretty  prosperous ;  that  while  their  methods 
of  doing  business  are  not  in  the  most  perfect  condition,  yet  they 
prosper;  the  Nation  has  grown;  the  Nation  has  been  developed;  their 
transportation  business  up  to  now  has  been  carried  on  fairly  well; 
there  is  a  great  deal  which  has  been  done,  notwithstanding  the  situ- 
ation which  you  refer  to ;  and  we  are  not  preaching,  but  unless  growth 
is  stopped  we  have  got  to  perfect  our  facilities  for  the  future. 

Mr.  Sims.  When  growth  stops  death  sets  in,  does  it  not? 

Mr.  Thom.  It  does,  indeed,  and  that  is  what  I  am  tiying  to  avoid. 

Mr.  Sims.  What  I  am  trying  to  find  out  is  whether  you  have  any 
estimate  at  all  of  the  amount  of  capital  that  the  railroads  will  re- 
quire, what  you  gentlemen  call  new  money,  additional  capital  to 
include  the  railway  facilities  of  the  country  that  now  exist  and  add 
to  them  such  as  may  be  necessary  to  properly  develop  undeveloped 
regions  of  the  country — about  what  per  cent,  if  j'ou  know  or  have  an 
idea,  relative  to  the  present  investment  will  be  required  in  the  Avay  of 
new  investment? 

Mr.  Thom.  About  8  per  cent  annually  for  the  next  10  or  15  years, 
which  would  mean  about  $1,250,000,000  a  year. 

Mr.  Sims.  In  other  words,  in  12  years  it  would  be  double  what  the 
present  investments  are? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Now  I  want  to  bring  to  your  mind  a  question  in  regard 
to  that.  I  am  not,  of  course,  a  railroad  man,  but  I  take  it  you  are 
correct,  or  substantially  correct,  in  saying  that  much  money  will 
be  required,  provided  that  is  done  which  ought  to  be  done  for  the 
public  interest  for  the  development  of  the  United  States,  and  not  any 
particular  portion  of  it.  I  think  I  heard  Mr.  J.  J.  Hill  a  few  years 
ago  make  a  statement  substantially  along  the  lines  you  have  made  be- 
fore a  congressional  committee  of  the  Senate.    Now,  then,  in  order  to 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.  245 

secure  that  much  money  as  a  certainty  is  certainly  a  very  serious 
consideration  as  to  how  to  get  it,  and  without  acquiring  the  money 
the  improvements  can  not  be  made,  and  without  the  improvements 
the  country  can  not  progress? 

Mr.  Thom.  Yes,  sir. 

Mr.  SiiMS.  And  would  have  to  continue  in  its  present  unsatisfactory 
condition? 

Mr.  Thom.  And  therefore  the  time  has  come  for  you  gentlemen, 
for  you  responsible  statesmen,  to  consider  whether  something  must 
not  be  done  of  the  far-reaching  nature  that  you  have  referred  to  here 
to  provide  for  those  public  needs  which  all  of  us  see  are  coming. 

Mr.  Sims.  Should  any  country  as  great  as  the  United  States  is  and 
with  fche  necessity  for  provision  for  future  development  have  to  de- 
pend upon  that  development  alone,  upon  market  conditions  for 
private  securities  during  the  long  series  of  years  which  may  be 
affected  by  wars  and  famines  and  such  things  as  may  interrupt  the 
steady  flow  of  private  income? 

Mr.  Thom.  I  think  it  can  be  safely  done  for  a  number  of  years  to 
come.  As  Mr.  Olney  stated  it  in  that  wonderful  memorandum  I  read 
here  the  other  day,  it  may  be  found  on  sufficient  experience  and  ex- 
periment that  Government  ownership  is  the  only  solution,  but  in  his 
judgment,  and  he  is  a  very  wise  man,  the  time  has  not  yet  come  for 
despair  and  to  conclude  there  is  no  other  way  out  of  it,  and  that  we 
ought  at  the  present  time  assume  there  is  some  other  way  out  and 
try  to  find  and  perfect  that  way. 

Mr.  Sims.  It  is  possible  for  the  railroad  companies  to  judge  for  a 
period  of  12  years  in  advance  what  their  operating  expenses  are  going 
to  be  and  what  they  are  going  to  have  to  pay  in  the  way  of  interest 
in  order  to  secure  capital  for  a  new  development? 
nSIr.  Thom.  Not  with  certainty. 

Mr.  Sims.  Not  with  certainty. 

Mr.  Thom.  There  can  be  a  comparatively  safe  forecast  of  what  is 
going  to  happen.     We  can  not  tell. 

Mr.  Sims.  Judging  of  the  future  by  the  past? 

JNIr.  Tho:\i.  Judging  of  the  future  by  the  past.  That  is  the  only 
thing  we  have  got  to  go  by. 

Mr.  Sims.  Now,  should  \he  development  of  a  great  country  like 
this  be  a  mere  speculative  matter,  that  we  have  got  to  guess  at  what 
things  will  be  in  the  future? 

Mr.  Thom.  We  have  done  so  up  to  now ;  and  we  have  gotten  along 
pretty  well. 

Mr.  Sims.  We  have  struck  a  snag,  so  to  speak. 

Mr,  Thom.  We  have  gotten  to  a  time  when  it  is  now  proper  for  us 
to  take  our  bearings  and  see  where  we  are,  and  see  if  something  can 
not  be  done  to  improve  our  situation. 

Mr.  Sims.  You  made  a  statement  yesterday,  in  substance,  that 
the  spirit  of  adventure  had  built  our  railroads;  that  what  was  called 
stock  watering  had  been  one  of  the  leading  inducements  to  cause  one 
to  make  an  investment  that  they  would  not  otherwise  have  made, 
but  it  is  perfectly  evident  that  that  period  has  passed,  and  that  the 
investment  in  a  railway  security,  especially  in  stock,  must  be  so 
attra  tive  to  a  new  purchaser  as  to  enable  him  to  dis  -ount  the  possi- 
bilities of  what  has  happened  to  former  investors  in  railroad  stock. 
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Mr.  Thom.  You  have  got  to  substitute  safety. 

Mr.  Sims.  For  uncertainty? 

Mr.  Thom.  For  possibilities. 

Mr.  Sims.  Speculative  possibilities? 

Mr.  Thom.  Speculative  possibilities.  Your  sj^stem  of  law  has  got 
to  find  some  way  of  attracting  by  safety,  instead  of  depending  on 
speculative  possibilities. 

Mr.  Sims.  Then,  we  have  reached  that  period  in  our  country's 
system  in  which  we  can  not  possibly  rely  on  further  railroad  develop- 
ment, on  the  method  that  has  heretofore  been  used,  for  the  present 
development? 

Mr.  Thom.  Yes ;  we  have  reached  that  point. 

Mr.  Sims.  So  there  is  no  use  in  considering  the  old  methods  of 
offering  stock  bonuses  and  speculative  methods,  or  such  a  high  rate 
of  interest  as  of  itself  to  suggest  the  insecurity  of 

Mr.  Thom.  Not  except  as  methods  of  enlightening  your  future 
actions. 

Mr.  Sims.  Yes.  But,  I  do  not  think,  speaking  as  an  individual 
member  of  this  committee,  when  it  is  made  so  plain  by  expert  evi- 
dence— I  am  regarding  you  in  this  matter  as  a  superexpert,  as  you 
represent  all  of  the  experts  combined,  and  have  had  the  opportunity 
to  confer  with  them  all — that  the  future  development  of  this  country 
ought  to  be  conditioned  upon  the  sweet  will  of  men  who  have  got 
money,  as  private  individuals,  as  to  whether  or  not  they  will  invest 
it  in  an  industry  like  the  Steel  Corporation  or  in  a  farm  or  in  rail- 
road stock.  If  it  does,  why,  then,  we  may  make  changes  that  are 
temporary.  We  may  benefit  present  conditions,  but  why  not  make 
things  as  near  a  certainty  while  we  are  at  it  as  possible?  . 

Mr.  Thom.  You  mean  by  Government  ownership? 

Mr.  Sims.  There  are  more  ways,  but  I  do  not  see  how  you  are 
going  to  convince  the  people  of  Europe,  or  the  people  of  this  country, 
for  that  matter,  that  future  railroad  stocks  and  bonds  are  going  to  be 
a  better  investment  than  they  have  been  in  the  past,  to  such  an  ex- 
tent as  that  they  will  yield  par  for  a  4  per  cent  dividend,  or  5  per 
cent,  or  6  per  cent,  unless  there  is  something  in  the  nature  of  a  Gov- 
ernment guaranty,  something  along  the  line  that  they  can  rely  on 
regardless  of  mismanagement,  regardless  of  the  accidents,  stock 
failures,  possible  wars,  the  revolutions,  and  things  of  that  kind 
affecting  our  commerce,  both  domestic  and  foreign.  So,  now,  it 
seems  that  just  simply  wiping  out  some  of  the  abuses,  and  to  that 
extent  new  methods  of  regidation  that  will  avoid  some  of  the  diffi- 
culties that  now  exist,  will  be  a  guaranty  that  the  public  will  take 
more  than  a  million  dollars  of  new  railroad  money  for  the  next  10 
years — more  than  a  billion  dollars,  I  mean — now,  then,  it  comes  down 
to  the  point  where  the  Government  must  guarantee  a  dividend 
sufficient  to  pay  this  4  per  cent,  or  5  per  cent,  or  whatever  it  is.  or  it 
must  go  security  to  the  railroads  by  guaranteeing  their  bond  issues 
or  in  some  way  getting  behind  the  railway — the  future  railway  de- 
velopment of  this  country,  so  as  to  remove  that  uncertainty  which 
now  deters  private  individuals  putting  their  money  into  the  railroads. 
Now,  it  seems  to  me  we  have  got  to  consider  something  on  a  very 
broad  scale. 

Mr.  Thom.  Judge,  my  own  view  was  that  the  country  was  not 
ready  to  guarantee  these  railroad  funds.     I  may  be  mistaken  about 
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that.  You  may  be  right  in  tliinkins:  tliat  it  is,  and  that  is  the  sohi- 
tion.  Being  of  tlie  judgment  that  the  country  was  not  ready,  and 
it  would  not  do  that,  tliat  it  is  not  a  practical  matter. 

Mr.  Adamson.  Mr.  Chairman,  I  do  not  think  it  is  probable  that 

Mr.  TiioiNr.  Let  me  finish  this  sentence,  please,  Judge.  Being  of 
that  conclusion,  our  minds  naturally  went  toward  the  point  of  try- 
ing to  improve  the  conditions  under  which  we  might  deal  success- 
fully with  that  problem  for  a  while.  Now,  of  course,  evolution  of 
railroad  questions  as  of  any  other  great  governmental  question  are 
not  made  in  a  moment.  If  Government  is  ready  to  guarantee  the 
return  on  these  securities  that  is  one  thing.  Assuming  that  the 
Government  is  not  ready  for  that  we  have  plead  for  a  situation  in 
which  we  feel  that  we  will  be  able  to  perform  our  public  duties  by 
an  improved  condition  of  regulation. 

Mr.  Adamson.  Mr.  Chairman,  I  suggest  that  Judge  Sims  suspend 
here  and  conclude  his  examination  to-morrow. 

The  motion  was  agreed  to  and  at  1.22  o'clock  p.  m.  the  joint  com- 
mittee adjourned  until  Wednesday,  November  29,  1916,  at  10.30 
o'clock  a.  m. 
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*  WEDNESDAY,  NOVEMBER  29,  1916. 

Congress  of  the  United  States, 
Joint  Subcommittee  on  Interstate  Commerce, 

^¥  ashing  ton,  D.  G. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  pursuant  to 
adjournment,    Senator  Francis   G.   Newlands  presiding,   also   Vice 
Chairman  William  C.  Adamson. 

[Fifty-ninth  Congress,   first  session.] 

REGULATION  OF  RAILROAD  RATES — NATIONAL  INCORPORATION 
OF  RAILROADS — NATIONAL  OWNERSHIP  OF  RAILROADS. 

SPEECH  OF  Hon.  Francis  G.  Newlands,  of  Nevada,  in  the  Senate 
OF  the  United  States.  Wednesday  and  Thursday,  April  4  and  5, 
1906. 

The  Senate  having  uccler  consideration  the  bill  (H.  R.  12987)  to  amend  an 
act  entitled  "An  act  to  regulate  commerce,"  approved  February  4,  1887,  and  all 
acts  amendatory  thereof,  and  to  enlarge  the  powers  of  the  Interstate  Commerce 
Commission — 

Mr.  Newlands.  Mr.  President,  although  I  joined  in  reporting  the 
pending  bill  from  the  Committee  on  Interstate  Commerce,  I  do  not 
regard  it  as  a  comprehensive  measure.  I  think  that  now  is  the  time 
to  secure  full  and  comprehensive  action  upon  the  subject  of  interstate 
commerce,  and  that  we  should  not  content  ourselves  with  such  frag- 
mentary legislation  as  we  have  hitherto  enacted. 

I  believe  that  in  legislating  upon  the  subject  we  should,  in  the  first 
place,  create  the  great  carrying  corporations  that  operate  between 
States.  We  should  then  provide  against  overcapitalization.  We 
should  provide  for  a  simple  s.ystem  of  taxation  by  the  States  that 
would  be  mathematically  certain  in  its  computation,  and  we  should 
fix  a  definite  return  to  the  stockholders  upon  the  capital  invested. 
We  should  also  take  into  consideration  the  relations  of  the  employees 
of  the  railroads  to  these  corporations.  We  should  provide  for  an 
insurance  fund  against  accidents  and  old  age,  and  we  should  also 
provide  for  a  conciliation  of  disputes  between  carriers  and  their  em- 
ployees. We  should  frankly  recognize  the  economic  necessity  of  con- 
solidation and  combination  and  the  monopolistic  character  of  the 
business,  and  regulate  all  with  a  proper  regard  for  the  interests  of 
the  public  served  by  it.  the  property  rights  of  the  capital  employed 
in  it,  and  the  human  rights  of  the  labor  employed  by  it. 
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CONSTITUTIONAL  POWERS. 

There  can  be  no  question  as  to  the  power  of  Congress.  The  power 
is  granted  in  those  sections  of  the  Constitution  which  provide  for 
the  national  defense,  for  the  regulation  of  commerce  with  foreign 
nations  and  between  the  States,  and  for  the  establishment  of  post 
offices  and  post  roads. 

In  the  exercise  of  these  powers  it  is  absolutely  essential  that  there 
should  be  highways.  Canals  and  railroads  are  highways.  The 
United  States,  therefore,  has  the  power  either  to  construct  such 
highways  or  to  authorize  their  construction  by  agents ;  and  in  doing 
the  latter  it  can  create  national  corporations  for  that  purpose.  It  is 
not  necessary  to  cite  the  authorities,  for  the  power  is  without  ques- 
tion and  has  been  exercised  frequently. 

Under  these  powers  we  are  to-day  constructing  the  great  Panama 
Canal  and  will  operate  it.  Under  these  powers  we  have  acquired 
the  Panama  Railroad  and  are  operating  it.  Under  these  powers 
we  incorporated  the  Pacific  railways — the  Union  Pacific,  the  At- 
lantic and  Pacific,  and  the  Texas  Pacific  Railway,  the  two  former 
running  in  Territories  of  the  United  States,  the  latter  from  a  point 
in  the  State  of  Texas  to  a  point  in  the  State  of  California.  Under 
these  powers  we  incorporated  the  National  Maritime  Canal  Co. 
of  Nicaragua.  Under  these  powers  we  are  to-day  in  the  process  of 
incorporating  the  proposed  canal  between  Lake  Erie  and  the  Ohio 
River,  called,  I  believe,  the  Erie  and  Ohio  Canal,  which  is  intended 
to  join  the  Great  Lakes  with  the  Ohio  River  and  the  Gulf.  The  bill 
for  that  purpose  has  passed  the  House  almost  without  opposition 
and  will  probably  pass  here  without  serious  opposition.  The  Nation, 
therefore,  under  the  granted  powers,  has  the  right  and  the  power 
either  to  construct  these  great  highways  or  to  authorize  their  con- 
struction by  corporations  created  by  itself. 

SHALL  THE  MACHINE  BE  STATE  OR  NATIONAL? 

Now,  it  is  true  that  the  same  machine  is  used  for  both  State  com- 
merce and  interstate  commerce.  The  same  railroad  accommodates 
both.  State  commerce  is  under  the  control  of  the  State.  Interstate 
commerce  is  under  the  control  of  the  Nation.  And  obviously  it 
would  involve  economic  error  to  provide  for  the  State  commerce  a 
separate  machine  from  that  employed  in  interstate  commerce.  The 
same  railroads  must  be  employed  for  both.  But  the  corporation 
must  be  created  either  by  the  State  or  by  the  National  Government. 
If  it  is  created  by  the  State,  then  the  National  Government  uses  a 
State  agency  in  the  exercise  of  its  power  over  national  commerce. 
If  it  is  created  by  the  National  Government,  then  the  State  uses  a 
national  agency  in  the  exercise  of  its  control  over  State  commerce. 

The  reason  why  these  corporations  have  been  created  by  the 
(States  is  that  in  the  first  place  the  commerce  contemplated  was 
entirely  within  the  boundaries  of  a  State,  from  a  point  in  one  State 
to  another  point  in  the  same  State.  But  these  purely  State  rail- 
roads have  now  grown  into  great  national  systems  under  conditions 
of  great  embarrassment  and  difficulty;  and  one  can  but  admire  the 
genius  of  the  men  who,  struggling  against  inadequate  laws,  have 
be-en  able  to  build  up  these  great  systems  of  national   highways. 
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intended  for  national  connnerce,  and  embracing  the  commerce  of 
numerous  States  and  some  of  them  the  commerce  of  the  entire 
Union. 

Thus  far  the  Nation  has  not  exercised  its  full  powers  as  to  rail- 
roads. For  many  years  it  exercised  no  powers  whatever,  and  it  is 
only  within  the  last  20  years  that  the  constant  growth  of  interstate 
connnerce.  as  compared  with  purely  local  or  State  connnerce,  has 
forced  the  question  upon  public  consideration.  Railroads  at  first 
were  purely  State  institutions  intended  only  for  transportation 
within  State  boundaries,  but  they  have  now,  through  consolidation, 
merger,  lease,  or  community  of  interest,  grown  into  great  institu- 
tions of  national  scope  and  character,  whose  traffic  is  conducted 
without  regard  to  State  boundaries — whose  capital  embraces  over 
one-tenth  of  the  wealth  of  the  country,  and  whose  employees  number 
about  one-twelfth  of  its  effective  labor. 

Had  such  grow^th  been  contemplated  doubtless  a  national  incor- 
})oration  act  Avould  have  been  provided,  but  as  it  is  the  growth  has 
been  accomplished  under  inadequate  and  lax  State  legislation,  under 
which  simplicity  of  organization  and  operation  is  impossible.  The 
weakness  of  all  national  legislation  thus  far  has  been  that  it  has 
not  at  the  very  start  created  national  machinery  for  incorporating 
the  artificial  beings  called  upon  to  exercise  the  great  national  func- 
tion of  interstate  transportation.  It  has  been  content,  while  per- 
mitting State  corporations  to  exercise  this  function,  to  regulate  its 
operation.  The  result  has  been  that  State  machines  are  performing 
national  functions,  and  are  inadequate  to  do  so  without  complexity  of 
organization,  baffling  to  the  mind  of  a  regulating  Interstate  Com- 
merce Commission. 

As  the  result  of  this  experience  legislation  has  been  a  growth.  Had 
we  contemplated  in  the  first  instance  that  national  commerce  would 
absolutely  dwarf  State  commerce,  and  that  both  State  and  national 
commerce  would  be  conducted  upon  these  great  machines  of  trans- 
portation, we  would  doubtless  have  seen  the  wisdom  of  having  the 
greater  sovereignty  create  the  machine  that  is  to  do  the  business  of 
Jboth  and  not  have  the  lesser  sovereignty,  whose  jurisdiction  is  con- 
fined to  a  contracted  area,  create  that  machine,  the  interstate  com- 
merce is  three-fourths  of  the  commerce  of  the  entire  country.  The 
State  commerce  is  only  one-fourth.  We  were  told  in  the  Nebraska 
case  that  of  all  of  the  commerce  of  the  railroads  of  that  State  one- 
twentieth  only  was  State  commerce,  and  all  the  balance  was  inter- 
state. It  is  clear,  therefore,  that  we  ought  to  have  national  machinery 
for  the  transaction  of  this  commerce,  that  this  is  the  time  for  it, 
and  that  we  will  never  have  a  better  opportunity  for  creating  it. 

The  passage  of  a  national  incorporation  act  would  require  the  ad- 
dition of  only  15  or  20  sections  to  this  bill.  The  pending  bill  simply 
provides  for  the  regulation  rates.  We  could,  right  in  this  bill,  fur- 
nish the  machinery  for  the  incorporation  of  national  corporations, 
and  we  could  make  this  legislation  either  coercive  or  persuasive.  In 
my  judgment,  at  first  it  should  be  made  merely  persuasive.  Later 
on  it  might  be  deemed  wise  to  apply  coercive  legislation,  as  we  did 
when  the  national  banks  were  created,  bv  taxing  the  State  note  issues 
10  per  cent.  In  using  the  term  "  coercive."  I  do  not  wish  to  imply 
that  Conoress  could  force  State  railroads  to  come  under  national 
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charters.  What  I  mean  is  that  we  could  so  cripple  them  in  their  oper- 
ations in  interstate  connnerce  as  to  make  them  eager  to  avail  them- 
selves of  national  charters,  and  even  then,  of  course,  the  consent  of 
the  States  to  the  change  would  be  required — a  consent  which  I  be- 
lieve could  be  obtained  with  as  little  difficulty  as  that  now  obtained 
in  the  various  States  by  corporations  organized  under  the  laws  of 
sister  States. 

This  coercion  could  be  applied  in  different  ways.  It  could  be 
applied  by  absolutely  preventing  State  corporations  from  engaging 
in  interstate  commerce,  or  it  could  be  applied  by  imposing  such  a 
tax  upon  the  commerce  carried  by  such  corporations  as  to  be  prac- 
tically prohibitory  of  their  engaging  in  it.  But,  in  my  judgment, 
the  legislation  now  should  be  merely  persuasive  and  should  offer  such 
obvious  advantages  to  these  great  systems,  whilst  at  the  same  time 
properly  protecting  the  public,  as  to  induce  them  to  incorporate 
under  its  provisions. 

MUST  CONGRESS  I'lX  THE  STANDARD  FOR  RATES? 

Mr.  President,  as  to  the  pending  bill,  it  seems  to  me  it  is  weak 
in  that  it  does  not  provide  a  rule  which  is  to  control  the  Interstate 
Connnerce  Commission  in  regulating  rates,  and  I  have  some  doubt 
as  to  whether  we  can,  under  the  Constitution,  grant  this  power  to 
a  mere  administrative  commission  unless  we  prescribe  the  rule,  so 
that  their  action  will  be  largely  one  of  computation  and  mere  ad- 
ministration, not  involving  legislation  discretion.  It  is  contended 
that  the  legislature  can  delegate  this  power  to  a  commission  by 
providing  a  rule  or  standard  for  its  action,  and  this  contention  seems 
to  be  upheld  by  a  great  many  decisions  relating  to  the  States, 

Now,  wliat  rule  or  standard  does  this  bill  provide?  It  simply 
declares  that  the  rates  shall  be  just  and  reasonable,  and  it  is  said  that 
is  the  rule  which  the  commission  is  to  follow.  But  Congress  could 
not  fix,  or  confer  upon  a  commission  the  power  to  fix,  unjust  and 
unreasonable  rates.  Under  the  limitations  of  the  Constitution  the 
only  power  Congress  itself  has  is  to  fix  just  and  reasonable  rates, 
and  when  it  transfers  that  power  to  a  commission,  does  it  not  trans- 
fer to  the  commission  all  the  power  it  has? 

It  may  be  that  the  courts  will  finally  hold  that  it  is  so  difficult  for 
a  legislative  body  to  exercise  this  power  directly  that  it  is  warranted 
in  creating  an  administrative  board  for  the  purpose.  If  that  is  so, 
legislation  of  this  kind  will  be  sustained,  in  my  judgment,  not  upon 
the  ground  that  it  fixes  the  rule  for  the  commission's  action,  but  upon 
the  ground  that  Congress  can  grant  to  a  commission  all  the  power 
that  it  has  in  fixing  the  rates  for  interstate  commerce. 

VALUATION   OF  RAILROADS  AND  RETURN. 

It  seems  to  me  that  in  this  very  bill,  outside  of  the  question  of 
national  incorporation,  we  could  provide  the  standard  and  we  could 
follow  the  rule  laid  down  in  Smyth  v.  Ames,  the  Nebraska  Case 
(169  U.  S.,  546),  in  which  the  Supreme  Court  says: 

We  hold,  however,  that  the  basis  of  aU  caU'iilations  as  to  the  reasonable- 
ness of  rates  to  be  charged  by  a  corporation  maintaining;  ti  hiirhway  nnder  legis- 
lative sanction  ninst  be  tlio  fair  vahie  of  the  pi'operty  beinj?  nsed  by  it  for  the 
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convenience  of  the  public.  And  in  ordei-  to  ascertain  that  value,  the  orlgina) 
cost  of  construction,  the  amount  expended  In  permanent  improvements,  the 
amount  and  market  value  of  its  bonds  and  stoclv,  the  present  as  compared 
with  the  orisnal  cost  of  construction,  the  probable  earning  capacity  of  the 
property  under  the  particular  rates  prescribed  by  statute,  and  the  sum  re- 
quired to  meet  operating  expenses,  are  all  matters  for  consideration,  and  are 
to  be  given  such  weight  as  may  be  just  and  right  in  each  case.  We  do  not 
say  that  tliere  may  not  be  other  matters  to  be  regarded  in  estimating  the  value 
of  the  property.  What  the  company  is  entitled  to  ask  is  a  fair  return  upon 
the  value  of  that  which  it  employs  for  the  public  convenience.  On  the  other 
hand,  what  tlie  public  is  entitled  to  demand  is  that  no  more  be  exacted  from 
it  for  the  use  of  a  public  highway  than  the  services  rendered  by  it  are  rea- 
sonably worth. 

We  could  provide  that  the  Interstate  Commerce  Commission  should 
value  the  property  of  all  these  railroads,  should  make  a  present 
valuation,  and  to  that  should  he  added  such  additional  investments 
as  may  be  made  in  the  future.  We  w^ould  then  have  the  basis  of 
value.  We  could  also  provide  in  this  bill  that  the  Interstate  Com- 
merce Commission,  in  exercising  the  power  of  fixing  rates,  should 
so  adjust  rates  as  to  yield  a  return  upon  such  value  of  not  less  than 
a  certain  percentage — not  less  than  5  or  6  per  cent  or  not  less  than 
4  ]3or  cent  or  more  than  6  per  cent. 

If  the  bill  provides  the  machinery  by  which  the  value  of  the  rail- 
way property  can  be  ascertained  and  also  fixes  the  return  upon  that 
value,  we  then  have  a  rule  established  by  Congress  which  involves 
simply  mathematical  computation  upon  the  part  of  the  Interstate 
Commerce  Commission.  Of  course,  if  we  fix  the  rule  for  the  exer- 
cise of  the  judgment  of  the  commission  the  bill  would  not  be  so  open 
to  constitutional  objections  as  it  is  now. 

Mr.  President,  I  prefer  that  valuation  of  the  property  of  these 
railroad  corporations  which  would  be  exhibited  in  a  fair  capitaliza- 
tion. I  should  prefer  legislation  which  would  provide  for  the 
national  incoqDoration  of  these  great  railways  and  the  issue  of  bonds 
and  stock  representing  their  actual  value  and  cash  outlay,  so  that 
wherever  the  question  of  the  regulation  of  rates  comes  up,  either  by 
State  commissions  or  national  commission,  the  factor  of  value  would 
be  omnipresent  in  the  capitalization  of  the  roads  in  stock  and  bonds. 

But  if  we  are  not  to  have  comprehensive  legislation  of  that  kind, 
then  the  next  best  thing  is  to  provide  in  this  bill  for  a  valuation  of 
the  roads  by  the  Interstate  Commerce  Commission.  A  valuation  has 
already  been  made  by  the  Census  Bureau,  based  simply  upon  the 
existing  income  of  the  roads,  and  they  have  made  a  valuation  of 
about  eleven  billion  dollars,  I  believe,  approaching  within  a  billion 
or  so  of  the  existing  capitalization  of  the  roads,  which  it  is  claimed 
is  exaggerated. 

Mr.  FoRAKER.  Within  10  per  cent. 

Mr.  Newlands.  Within  10  per  cent,  the  Senator  from  Ohio  says. 
Now  that  is  based  upon  income,  but  there  can  be  another  kind  of 
valuation,  following  the  principles  laid  down  in  Smyth  v.  Ames,  by 
considering  first  the  actual  cost  of  reproduction;  second,  the  cost  of 
the  road  to  the  corporation ;  third,  the  market  value  of  the  stock  and 
bonds,  and  fourth,  the  value  as  determined  by  existing  income,  for 
the  Supreme  Court  says  that  all  these  factors  can  be  taken  into 
consideration. 

If  the  Interstate  Commerce  Commission,  then,  should  be  au- 
thorized in  this  bill  to  provide  for  the  employment  of  experts  to 
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make  a  valuation  of  the  roads,  we  would  have  the  basis  for  sound 
action  in  the  regulation  of  rates;  and  if  we  should  add  to  that  the 
legislative  will  as  to  the  return  upon  the  capital  invested,  we  would 
have  two  factors  in  the  problem  determined  by  Congress.  We  would 
have  the  rule  established  and  the  rest  would  be  a  mere  matter  of 
mathematical  calculation. 

VALUATION    THROUGH    NATIONAL    INCORPORATION. 

So  far  as  this  bill  is  concerned,  I  would  suggest  that  a  provision 
be  inserted  in  it  for  ascertaining  the  value  of  the  railroads  engaged  in 
interstate  commerce  and  that  a  provision  also  be  made  fixing  the 
return  in  the  shape  of  interest  upon  such  value. 

But  I  believe  that  we  should  also  add  to  this  bill  provisions  for 
the  national  incorporation  of  railways. 

In  such  additional  provisions  we  could  declare  that  no  stocks  or 
bonds  should  be  issued,  either  for  construction,  extension,  or  im- 
provement of  such  railways,  or  for  the  purchase  of  connecting  or 
intersecting  lines  except  for  full  value  in  money  or  property,  or 
without  the  approval  of  the  Interstate  Commerce  Commission.  In 
this  way  we  could  guard  against  overcapitalization. 

The  President  in  his  message  has  called  attention  to  the  evils  of 
overcapitalization  in  the  following  words: 

Of  these  abuses  perhaps  the  chief,  although  by  no  means  the  only  one,  is 
overcapitalization — generally  itself  the  result  of  dishonest  promotion — because 
of  the  myriad  evils  it  brings  in  its  train ;  for  such  capitalization  often  means 
an  inflation  that  invites  business  panic ;  it  always  conceals  the  true  relation 
of  the  profit  earned  to  the  capital  actually  invested,  and  it  creates  a  burden  of 
interest  payments  which  is  a  fertile  cause  of  improper  reduction  in  or  limita- 
tion of  wages;  it  damages  the  small  investor,  discourages  thrift,  and  encour- 
ages gambling  and  speculation ;  while,  perhaps,  worst  of  all  is  the  trickiness 
and  dishonesty  which  it  implies — for  harm  to  morals  is  worse  than  any  pos- 
sible harm  to  material  interests,  and  the  debauchery  of  politics  and  business 
by  great  dishonest  corporations  is  far  worse  than  any  actual  material  evil  they 
do  the  public. 

This  measure  does  not  reach  this  abuse,  and  it  should  be  amended 
so  as  to  prevent  it. 

DUTY   or   CONGRESS   TO   FIX   THE   RETURN. 

We  could  also  limit  in  this  bill  the  rate  of  interest  to  be  received 
by  the  investors  upon  such  valuation,  and  thus  in  the  future  the 
great  increase  of  business  which  is  induced  by  the  extension  of  the 
railroads  and  the  expansion  of  commerce  will  tend  automatically 
either  to  the  betterment  of  the  roads  or  to  a  reduction  in  rates. 

It  has  been  said  that  it  is  unfair  to  limit  in  any  way  the  returns  of 
these  corporations ;  that  we  do  not  limit  the  returns  of  people  gener- 
ally in  business  or  of  corporations  engaged  in  business.  But  we 
must  recollect  that  ordinarily  occupations  and  businesses  are  not  of 
public  nature,  and  the  public  has  no  right  to  regulate  or  control  them. 
This  regulation  and  control  arises  from  the  fact  that  the  highways 
are  public  highways,  the  function  a  public  function,  and  the  Gov- 
ernment simply  intrusts  the  conduct  of  this  function  to  certain 
agencies,  and  all  the  agent  is  entitled  to  under  the  decisions  is  a  fair 
return  upon  the  amount  he  has  invested.     If  that  is  a  fact,  it  is 
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coinpotent  for  Congross  to  fix  that  return  and  not  leave  it  to  chance 
or  accident. 

Beyond  this,  if  we  are  careless  regarding  the  return,  and  allow  a 
corporation  to  receive  10,  15,  or  20  per  cent  instead  of  5  or  G  per  cent 
interest,  the  result  will  be  that  the  stocks  will  rise  in  the  market, 
Iheir  value  being  based  upon  income,  and  if  you  should  permit  the 
$10,000,000,000  now  claimed  to  be  invested  in  these  great  highways 
in  this  country  to  receive  an  interest  of  10  per  cent  instead  of  an 
interest  of  5  per  cent,  you  would  find  innnediately  in  the  market  that 
these  securities  would  be  quoted  at  $'20,000,000,o60,  and  if  you  allow 
interest  at  15  per  cent  you  would  find  the  market  valuation  would  be 
$30,000,000,000,  and  if  you  allow  20  per  cent  you  would  find  the  mar- 
ket value  would  be  $40,000,000,000. 

Now,  then,  are  w^e  to  assume  that  at  different  stages  in  the  regula- 
tion of  rates  the  value  of  these  properties  is  to  vary  with  the  income  ? 
If  we  do  there  Avill  be  no  limit  to  their  value,  for  if  there  is  no  re- 
striction on  the  return  there  will  be  no  limit  to  the  value.  If  to-day 
these  railroads  are  valued  at  $10,000,000,000,  based  upon  existing  in- 
come, the}^  must  be  valued  at  $20,000,000,000  if  the  return  is  doubled. 
Thus  will  the  value  increase  proportionally  to  the  income,  and  if  we 
do  not  apply  a  fair  restrictive  regulation  of  the  rate  of  interest  we 
will  bring  about  a  serious  readjustment  of  values  all  over  the 
country. 

The  cry  will  be  raised  by  investors  that  the  Government  has  per- 
mitted the  securities  to  reach  this  high  value,  just  as  it  is  claimed 
to-day  that  the  value  of  these  properties  is  not  necessarily  the  value 
actually  put  into  them  by  experts  but  the  value  based  upon  income. 
The  return  must  be  fixed  therefore  either  by  the  commission  or  by 
Congress,  and  Congress  is  just  as  competent  to  fix  it  as  is  the  commis- 
sion. State  legislatures  already  exercise  the  power  of  regulation 
over  the  rate  of  interest.  Throughout  the  United  States  the  legal 
rate  of  interest  does  not  exceed  6  per  cent. 

Those  laws  are  intended  to  guard  against  usury,  A  law  of  this 
kind  is  intended  to  guard  against  extortion.  Unless  the  return  is 
fixed  by  somebody,  either  by  the  commission  or  by  the  Congress,  we 
will  have  varying  valuations  running  through  the  years, 

AUTOMATIC   ADJUSTMENT   VERSUS    COMMISSION    ADJUSTMENT. 

Mr.  President,  it  seems  to  me  exceedingly  important  that  we  should 
fix  this  rule  of  valuation  and  return,  simply  because  it  will  work 
automatically  toward  a  gradual  reduction  in  rates,  I  believe  myself 
that  under  the  pending  bill  the  connnission  will  be  overwhelmed  with 
work,  I  have  been  impressed  with  the  evidence  of  the  traffic  man- 
agers before  our  committee,  the  ceaseless  vigilance  which  they  em- 
ploy in  moving  the  traffic,  in  providing  a  market  place  for  the  sur- 
plus of  the  country  which  they  serve,  and  in  bringing  from  the  out- 
side the  things  needed  by  the  communities  which  they  serve. 

They  have  many  thousand  of  men  in  tiiat  service — the  great  traffic 
managers  at  the  head  of  each  system,  the  assistant  traffic  managers, 
the  district  traffic  managers,  and  then  every  agent  and  eveiy  station 
is  a  part  of  this  great  machinery  for  the  adjustment  of  rates,  not 
simply  as  a  matter  of  profit  to  the  corporation,  but  as  a  matter  of 
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serving  the  requirements  of  the  connniinities  through  which  the  rail- 
roads run.     In  this  adjustment  much  ehisticity  of  action  is  required. 

I  do  not  believe  that  any  board  of  seven  men  can  exercise  intelli- 
gently all  the  powers  that'  are  exercised  by  these  thousands  of  com- 
petent, skilled,  trained  traffic  managers  and  their  assistants,  and  I 
believe  if  the  connnission  attempts  it,  it  will  be  overwhelmed,  and  in 
the  end  it  will  either  be  inert  and  inactive,  or  it  will  bring  the  adjust- 
ment of  rates  practically  to  a  mileage  basis. 

It  is  true  that  these  rates  are  to  be  adjusted  only  upon  complaint; 
but  all  the  rates  can  be  complained  of.  An  entire  schedule  can  be 
complained  of.  We  are  told  that  within  a  single  year  160,000  differ- 
ent schedules  have  been  filed  in  the  office  of  the  Interstate  Connnerca 
Commission,  each  one  of  these  schedules  involving  varying  classifi- 
cations and  varying  rates.  Any  one  or  all  of  these  schedules  can  be 
challenged,  and  if  challenged  the  challenge  must  receive  the  consid- 
eration of  the  Interstate  Commerce  Commission.  Will  it  be  possible 
for  it  then  to  consider  all  the  cases?  It  will  be  obliged  to  adopt 
some  rule,  and  the  easiest  rule  in  the  end  will  be  the  mileage  rule,, 
with  modifications  according  to  distance. 

The  advantage  of  fixing  a  return  of  a  certain  percentage  upon  a 
valuation  of  the  property  is  that  it  protects  the  investors  in  these 
great  public  securities,  and  it  forces  a  limitation  of  profits,  so  that 
automatically,  as  the  receipts  of  the  company  increase,  the  rates  will 
be  reduced. 

All  that  the  average  investor,  outside  of  the  speculator,  asks  is  a 
fair  return  upon  his  money.  The  great  banking  institutions  in  New 
York  that  negotiate  the  securities  of  these  great  corporations  rely 
upon  other  people's  money  for  the  exercise  of  their  power.  We  have 
had  illustrations  of  that  in  recent  investigatigns.  'Hundreds  of  mil- 
lions of  dollars  collected  from  all  over  the  country  by  the  insurance 
companies,  or  the  savings  of  the  people  in  savings  banks  and  trust 
companies,  supply  the  funds  which  are  invested  in  a  large  proportion 
of  these  securities. 

The  average  investor  to  whom  these  securities  are  presented  looks 
simply  to  the  rate  of  interest,  and  if  he  gets  4  or  5  per  cent  he  is 
willing  to  pay  par  for  the  securities.  All  the  real  investors  require 
is  a  fair  return  of  from  4  or  5  per  cent,  and  the  proposed  limitation 
of  profits  is  absolutely  fair  to  them. 

ELIMINATES    THE    SPECULATIVE    ELEMENT. 

It  is  said  that  if  this  return  is  limited  there  will  be  no  inducement 
to  these  great  railway  promoters  to  extend  the  roads;  that  it  is  the 
speculative  idea  that  attracts  them  into  these  operations.  That  may 
possibly  be  true  as  to  the  great  promoters  who  have  made  millions 
and  hundreds  of  millions  out  of  these  operations,  but  it  is  not  true 
as  to  the  people  themselves.  All  they  expect  is  4  or  5  per  cent,  and 
they  are  willing  to  put  their  money  into  any  investment  that  will 
secure  that  return. 

I  do  not  believe,  Mr.  President,  that  in  order  to  stimulate  enterprise 
in  this  country  in  railroad  building  it  is  necessary  to  hold  up  before 
some  man  or  some  set  of  men  a  prize  of  from  ten  million  to  one  hun- 
dred million  dollars  for  the  operation.  I  think  that  if  we  protect 
the  bondholders  and  stockholders  by  fixing  a  return  of  this  kind,  it 
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uill  lead  to  tlie  eliiuiniitioii  of  tlic  spccnihitivc  t'lement  in  railroad 
opoiiitions,  but  T  do  lUJt  regard  tliat  as  of  consequence,  for  the  specu- 
lative element  has  little  to  do  with  material  railroad  building.  You 
will  find  that  the  men  who  really  conduct  this  business,  the  men  who 
really  built  the  railroads,  the  men  who  really  manage  them,  are  meni 
of  moderate  means,  who  are  content  with  moderate  salaries,  and  yet, 
do  their  work  faithfully  and  well. 

"\^\'  find  in  the  (iovernment  service  to-day — in  the  scientific 
branches  of  the  Government,  such  as  the  Geological  Survey — the 
highest  standard  of  efficiency  and  energy,  accompanied  by  a  public 
spirit  Avhich  seems  to  elevate  their  action  above  that  of  men  not  em- 
])loyed  in  the  public  service.  I  have  not  the  slightest  doubt  but  that 
railroad  enterprises  will  be  just  as  well  conducted  without  retaining 
the  aid  of  the  speculative  element. 

TAXES   SHOULD   BE    CERTAIN. 

In  such  an  incorporation  act  we  could  also  provide  with  certainty 
as  to  taxes.  One  of  the  great  difficulties  of  the  existing  condition  is 
that  although  these  great  systems  are  really  national,  embracing  ini 
their  operations  a  number  of  States,  they  are  subject  to  the  varying: 
rules  of  45  different  States  as  to  taxation.  In  some  States  the  assess- 
ment is  made  at  the  assessed  value  simply  of  the  tracks  and  the  right 
of  way.  In  other  States  the  assessment  takes  into  consideration  the: 
value  of  the  franchise. 

In  some  States  it  is  contended  that  the  assessment  should  be  the- 
combined  market  value  of  the  stocks  and  bonds.  In  addition  to  all 
this  the  stocks  and  bonds  themselves  in  the  hands  of  their  holders  can 
be  separately  assessed  and  taxed,  a  form  of  double  taxation. 

We  have  "in  this  country  about  $12,000,000,000  of  railroad  stocks 
and  bonds.  The  market  value  is,  say.  about  $10,000,000,000.  If  the 
highest  rule  obtains,  these  railroads  could  be  assessed  for  $10,000,- 
000,000,  and  they  would  have  to  pay  an  average  tax  of  1^  per  cent 
upon  that  value,  or  $150,000,000. 

The  railroads  to-day  are  paying  $56,000,000  per  annum.  If  this 
rule,  Avhich  has  been  uj^hekl  by  the  Supreme  Court  of  the  United 
States,  were  to  prevail  throughout  the  country  the  taxes  of  the  rail- 
roads would  be  immediately  raised  from  $56,000,000  to  $150,000,000 
per  annum,  an  increase  of  about  $100,000,000. 

One  hundred  million  dollars  is  1  per  cent  upon  the  market  value 
of  the  entire  bonds  and  stocks  of  the  country.  That  would  be  im- 
mediately taken  out  of  the  returns  to  the  stockholders  unless  the 
rates  were  so  increased  as  to  make  up  the  extra  tax  charge.  So  if 
ycu  raise  the  taxes  from  $56,000,000  to  $150,000,000,  the  taxes  wdiicli 
the  public  receive,  then  you  must  increase  the  rates  to  the  extent  of 
$100,000,000  so  that  the  corporations  can  pay  these  taxes  or  else  you 
must  take  the  $100,000,000  out  of  the  profits  of  the  stockholders  and 
diminish  their  return  to  that  extent  below  the  normal  rate  of  interest.. 

But  under  the  existing  system  the  States  could  not  only  tax  the 
railroads  themselves  $150,000,000  annually,  thus  trebling  their  taxes^ 
but  they  could  assess  every  bond  and  stock  in  the  hands  of  the  holders.^ 
for  they  are,  under  the  laws,  regarded  as  personal  property  and  sub- 
ject to  taxation.  It  is  true  that  they  generally  escape  assessment,  but 
if  they  were  assessed  at  their  market  value,  $10,000,000,000,  it  w^oukl 
mean  that  $150,000,000  more  in  taxes  could  be  secured  from  them. 
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If  this  sj'Stem  were  carried  out  to  its  logical  conclusion,  where 
would  there  be  any  security  for  the  stockholders?  With  $150,000,000 
taken  from  the  corporations  of  which  they  are  stockholders  and  bond- 
holders and  $150,000,000  taken  annually  from  the  bondholders  and 
stockholders  individually  as  owners  of  these  securities,  it  would  be 
utterly  impossible  for  us  to  get  people  to  invest  in  railway  securities; 
and  yet  this  M'ide  range  of  taxation  is  possible  under  existing  condi- 
tions; and  it  is  a  fruitful  source  of  evasion,  fraud,  and  political 
corruption. 

WHY  RAILROADS    ARE    IN    POLITICS. 

The  railroads  find  it  utterly  impossible  to  keep  out  of  politics 
simpl}'  because  their  property  is  between  the  upper  and  nether  mill- 
stone and  can  be  ground  to  destruction  between  the  rate-regulating 
power  and  the  taxing  power  of  the  public.  In  the  famous  case  of 
Munn  V.  Illinois  the  doctrine  was  first  asserted  in  this  country  by  the 
United  States  Supreme  Court  that  where  a  person  devotes  his  prop- 
erty to  a  public  use  he  grants  to  the  public  an  interest  in  that  use  and 
must  submit  to  regulation  by  the  public;  that  if  he  is  dissatisfied 
with  the  regulation  he  can  discontinue  the  use,  but  so  long  as  he  con- 
tinues the  use  he  must  submit  to  the  regulation.  In  answer  to  the 
objection  that  such  legislative  power  could  be  abused  the  court  stated 
that  the  only  remedy  for  legislative  abuses  was  at  the  polls.  The 
railroads  have  been  at  the  polls  ever  since.  Their  taxes  are  a  matter 
of  political  control.  Their  rates  are  a  matter  of  political  control. 
How  can  we  expect  $10,000,000,000  to  keep  out  of  politics  when  that 
$10,000,000,000  is  completely  subject  to  political  control  in  every 
State  of  the  Union  ? 

It  is  absolutely  essential,  therefore,  for  the  railroads  to  be  in  poli- 
tics, and  they  go  into  politics  as  they  go  into  everything  else,  in  a 
systematic  and  businesslike  way.  There  is  no  sentiment  about  it. 
They  go  into  politics  to  protect  their  property,  and  they  seize  as 
swiftly  as  they  can  the  entire  political  machinery  of  a  State. 

It  is  easier  to  do  that  than  it  is  to  try  to  influ.ence  the  people  at  the 
polls.  What  chance  has  a  great  corporation  at  the  polls  in  a  contest 
with  the  people  ?  They  are  compelled  to  be  in  politics,  but  they  can 
only  be  influential  in  politics  by  indirection.  They  deem  it,  there- 
fore, absolutely  essential  to  seize  wherever  they  can  the  political 
machinery  of  both  parties. 

With  their  ramifications,  with  their  army  of  lawyers,  traffic  man- 
agers, and  agents  in  every  community,  and  with  their  1,200,000 
employees — about  one-tenth  of  the  effective  labor  of  this  country — 
they  have  all  the  factors  of  a  strong  political  machine,  for  it  is  evi- 
dent to  one  who  has  had  experience  in  these  matters  that  although 
the  men  employed  by  the  railroads  often  have  disputes  with  the  rail- 
roads regarding  their  hours  and  compensation,  yet  that  whatever 
their  disputes  may  be  they  always  stand  in  with  the  railroads  when 
the  common  fund  from  w^hich  wages  and  dividends  are  paid  is  in 
danger. 

We  have  had  an  illustration  of  that  in  this  legislation.  The  em- 
ployees of  the  railroads  throughout  the  country  have  petitioned  Con- 
gress against  the  regulation  of  rates  upon  the  ground  that  it  may 
endanger  their  compensation,  and  whenever  it  is  known  that  the  man. 
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()ft'erin<i"  hiniseU'  for  a  i)ublic  olliee.  is  opposed  to  a  railroad,  either 
upon  the  matter  of  taxation  or  upon  the  matter  of  rates,  it  is  not  a 
diiHcult  thing-  for  the  i-aih'oad  to  array  all  of  its  euiployees  against 
such  a  man.  So  the  railroads  have  been  invited  to  go  to  the  polls, 
and  they  are  going  to  the  polls  in  the  only  eifective  ^vay,  bj  control- 
ling the  political  machinery  of  local  conventions  and  of  State  con- 
ventions, anil  e\en  the  national  conventions  themselves. 

There  is  not  a  man  who  is  familiar  with  national  conventions  who 
does  not  known  how  lai'gc  a  factor  the  railroads  have  been  in  selecting 
delegates  to  them.  We  will  find  that  to  be  the  case  hereafter,  when 
vxe  give  this  extraordinary  and  unrestrained  power  to.  a  commission^ 
giving  it  the  full  discretion  that  Congress  itself  has,  without  impos- 
ing any  rule  whatever  of  protection  to  the  railroads.  We  wall  find 
them  showing  great  activit}'  in  national  politics  and  in  the  election 
of  Presidents,  as  they  have  done  in  the  election  of  mayors,  of  boards 
of  supervisors,  of  county  commissioners,  of  governors,  of  boards  of 
equalization,  and  of  State  commissions. 

It  seems  to  me  that  that  is  an  additional  reason  why  we  should 
put  in  this  bill  the  rule  that  is  to  guide  the  commission  in  its  work, 
for  it  may  be  that  one  of  these  days  this  connnission  will  be  a  con- 
trolled commission,  just  as  the  State  comndssions  have  been  in  many 
instances.  We  can  easily  imagine  a  contest  in  either  party  where 
two  or  three  men  of  equal  ability,  equal  capacity,  and  of  equal  popu- 
larity are  before  a  national  convention  as  candidates  for  the  Presi- 
dency. We  can  imagine  how  the  railroads,  massing  their  power  for 
one  candidate,  ma}'  secure  him  the  nomination,  and  we  can  imagine 
how  the  understanding  might  be  that  the  railroads  would  be  con- 
sulted as  to  the  selection  of  this  Interstate  Commerce  Commission. 
Of  course  it  would  be  done  in  the  most  delicate  way;  such  things 
are  always  doi>e  in  a  delicate  way ;  but  when  a  man  receives  the  sup- 
port of  a  great  interest  in  a  convention  for  so  high  a  nomination  and 
accepts  it.  the  chances  are  that  his  judgment  will  be  in  some  degree 
swayed  by  that  fact. 

Then  we  will  assume  that  the  national  conventions  of  both  parties 
have  met  and  selected  their  candidates,  the  contest  is  a  close  one  and 
the  candidates  are  equally  popular  before  the  country.  We  can 
imagine  how  effective  the  railroad  strength  would  be  if  turned  over 
to  one  of  those  candidates,  and  we  can  understand  how  under  such 
conditions  the  railroads  might  not  find  it  difficult  to  secure  assurances, 
ilirectly  or  indirectly,  as  to  the  composition  of  the  Interstate  Com- 
merce  Comndssion. 

The  character  of  the  men  appointed  might  be  above  reproach,  but 
it  is  easy  to  understand  how  in  the  end  the  appointment  of  men  of  a 
certain  inertia,  inactivit3\  indisposition  to  move  or  to  act,  might 
condemn  the  commission  to  nselessness.  On  the  other  hand,  it  is 
possible  that  in  periods  of  excitement  the  commission  might  be  com- 
posed of  prejudiced  and  violent  men,  who  would  imperil  the  interests 
of  investors. 

So  it  seems  to  me  incumbent  upon  us,  in  the  common  interest,  to  put 
in  this  bill  fixed  rules  governing  taxation  and  return  on  capital,  so 
that  the  law  itself  will  adjust  with  certainty  the  relations  of  the  car- 
riers to  the  public,  protecting  the  carriers  from  spoliation  and  the 
public  from  extortion. 
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Xow,  Mr.  President,  in  this  matter  of  taxation,  to  which  I  was 
referring,  I  think  that  taxation  should  be  absohitely  certain,  so  that 
the  railroads  will  know  Avhat  they  have  to  pay,  so  that  the  States  will 
know  what  they  are  to  receive,  and  in  order  that  the  railroads  may 
be  protected  from  the  blackmailers  and  the  cranks  and  the  honest 
reformers  throughout  the  entire  country,  each  of  whom  is  seeking  to 
change  the  existing  system  of  taxation  in  every  locality  and  in  every 
State,  some  men  honest  and  probably  right  in  their  views,  some  of 
them  cranks,  some  of  them  joining  with  the  reformers  and  with  the 
cranks  simpl}'  for  the  purpose  of  blackmailing.  We  have  recently 
had  evidence  of  the  kaleidoscopic  character  of  railroad  taxation  by 
the  States.  A  few  days  ago  the  Post  stated  that  Gov.  Dawson,  of 
West  Virginia,  Avas  in  AVashington  making  inquiries  as  to  the  recent 
census  valuation  of  railroads  in  West  Virginia  with  a  view  to  tax 
reform  in  that  State.  Similar  movements  are  on  foot  in  many  of 
the  States,  and  the  Supreme  Court  has  recently  handed  down  a  deci- 
sion aflirming  a  recent  statute  of  Michigan  which  trebles  the  existing 
railroad  taxes  of  that  State. 

It  is  too  much  to  demand  of  human  nature  to  expect  the  railroads 
amder  those  conditions  to  keep  out  of  politics.  All  of  us  who  have 
been  familiar  with  politics  know  of  conventions  where  it  was  whis- 
pered around  at  the  very  beginning  of  the  session  that  the  railroads 
demanded  the  tax  commission,  or  the  railroad  commission,  or  both, 
iind  where  the  party  managers  knew  they  had  a  fight  on  their  hands 
if  they  did  not  accede.  We  will  find  these  same  conditions  extend- 
ing to  national  i^olitics  if  we  do  not  take  care. 

A  FAIR  AND  UNIFORM  RULE  OF  TAXATION. 

Xow,  what  is  a  fair  rule  of  taxation?  I  think  it  is  generally 
agreed  that  the  fairest  rule  is  a  percentage  tax  upon  gross  receipts. 
A  tax  of  4  per  cent  upon  all  the  gross  receipts  of  all  the  railroads  of 
the  countrv,  which  now  aggregate  about  $2,000,000,000,  would  be 
$80,000,000.  A  tax  of  5  per  cent  would  yield  $100,000,000.  The 
2)resent  taxes  paid  by  all  the  railroads  amount  to  about  $56,000,000, 
or  about  3  per  cent  upon  their  gross  receipts.  Here  let  me  say  that 
these  railroads,  forced  into  politics  to  protect  themselves  against 
excessive  taxation,  finalh^  end  in  evading  taxation  themselves.  Hav- 
ing got  the  power,  having  secured  the  party  machinery,  having 
secured  control  of  the  officials  who  control  taxes,  they  naturally  seek 
to  diminish  their  own  taxes,  and  so,  though  originally  going  into 
politics  for  protection,  they  remain  in  politics  for  profit  and  seek  to 
escape  their  fair  proportion  of  the  burdens  of  government. 

As  to  a  gross-receipt  tax,  a  tax  of  3,  4,  or  5  per  cent  upon  the 
gross  receipts  is  mathematically  ascertainable.  The  gross  receipts 
are  published  every  year  by  the  Interstate  Commerce  Commission. 
There  is  no  way  of  concealing  them.  The  tax  would  be  a  matter  of 
mere  computation,  and  would  not  involve  the  exercise  of  discretion 
by  the  taxing  officials  of  the  various  States,  as  the  present  system 
does. 

The  National  Government  can,  in  incorporating  interstate  rail- 
roads, either  exempt  them  as  national  instrumentalities  from  State 
taxation  or  it  can  fix  the  rule  for  their  taxation  bv  the  States. 
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TAXATION     OK     NATIONAL    IXSTKUMENTALITIES POWER    OF    CONGRESS    TO 

FIX  RULE  OF  TAXATION  BY  STATES. 

When  the  (lovernment  condenins  for  public  use  or  constructs  a 
post  road,  tliat  niouient  the  i)ost  road  is  free  from  State  taxation. 
If  the  (iovernnient  buys  real  estate  and  builds  a  post  office,  that 
moment  the  real  estate  and  buildinji-  are  exempt  from  State  taxation. 
If  the  National  Go^•ermnent  shoukl  construct  railroads  for  the 
purpose  of  carrying  out  its  granted  powers,  such  railroads  would  be 
exempt  from  State  taxation,  just  as  post  offices  and  customhouses 
are,  and  just  as  post  roads  would  be  if  built.  If  it  intrusts  such 
work  to  a  corporation  created  by  itself,  the  corporation  is  the  agent 
for  the  purpose  of  carrying  out  governmental  powers,  and  none  of 
its  powers  or  operations  can  be  taxed  by  a  State.  If  it  selects  cer- 
tain property  as  the  instrumentality  or  means  through  which  its 
powers  are  to  be  exercised,  such  property  would  also  be  exempt  from 
State  taxation,  for  just  as  the  powers  and  the  operations  of  the 
Government  agent  woukl  be  exempt  from  all  local  taxation,  so  also 
would  be  the  property  selected  as  the  chosen  instrument  for  the 
exercise  of  those  powers.  The  powers  and  operations  would  be 
exempt  without  any  express  declaration  to  that  effect  by  Congress. 
A  ditferent  rule  would  probably  apply  to  the  property  selected  as 
the  chosen  instrument  for  the  exercise  of  a  national  power.  In  that 
case  it  would  be  necessary  to  show  unmistakably  that  the  property 
was  selected  as  the  instrumentality,  and  that  it  was  the  purpose  of 
Congress  that  it  should  be  taken  out  of  the  domain  of  State  taxa- 
tion. 

The  proper  organization  of  a  system  of  transportation  is  just  as 
essential  to  the  Avelfare  of  the  people  as  is  the  creation  of  a  proper 
financial  system.  In  the  early  history  of  the  country  it  was  deter- 
mined to  establish  a  United  States  bank  to  promote  the  fiscal  opera- 
tions of  the  Government.  The  State  of  Maryland  sought  to  impose 
a  tax  upon  the  notes  of  a  United  States  bank  in  Mar3dand.  The 
notes  were  property  just  as  a  railroad  is  property,  and  yet  the  court 
held  that  the  State  of  Maryland  could  not  in  the  exercise  of  its  tax- 
ing power  tax  those  notes.  It  is  true  that  in  that  case  Chief  Justice 
Marshall  held  that  so  far  as  the  bank  building  was  concerned  the 
exemption  would  not  apply,  but  he  so  held  upon  the  ground  that  the 
ownership  of  the  bank  building  was  not  essential  to  the  opera- 
tion of  the  bank;  the  bank  could  be  conducted  upon  leased  prop- 
erty, and  therefore  the  bank  building  could  not  be  regarded  as 
a  national  instrumentality  for  the  purpose  of  carrying  out  the  powers 
conferred  by  the  National  Government  upon  the  bank,  but  all  prop- 
ertv  absolutely  essential  to  the  powers  conferred  upon  the  bank,  such 
as  promissory  notes,  bills  of  exchange,  etc.,  were  exempt  from  State 
taxation. 

It  should  be  noted  that  a  railroad  is  a  very  different  property  from 
a  bank  building.  The  ownership  of  a  bank  building  is  not  essential 
to  the  operation  of  a  banking  corporation.  The  ownership  of  a  rail- 
road is  absolutely  essential  to  the  operation  of  a  railroad  corporation. 
If  Congress,  therefore,  under  the  interstate-commerce  power,  author- 
izes the  construction  of  a  railroad,  it  makes  that  railroad  the  instru- 
mentality for  the  purpose  of  carrying  out  its  power — the  means  of 
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the  exercise  of  the  power  itself.  The  operation  of  the  railroad  can 
not  be  segregated  from  the  right  of  way,  the  track,  the  station,  build- 
ings, and  the  general  equipment  of  the  road.  If  they  belonged  to  the 
Government  they  would  be  exempt  from  State  taxation,  and  if  the 
Government  selects  as  its  agent  a  corporation  of  its  own  creation 
and  makes  its  property  the  instrumentality  for  the  exercise  of  gov- 
ernmental powers,  and  unmistakably  shows  its  intention  that  this 
instrumentality  shall  not  be  embarrassed  by  State  taxation,  clearly 
the  property  selected  as  the  instrumentality  must  be  as  free  from 
taxation  as  the  powers  themselves. 

In  this  connection  it  is  proper  to  say  that  my  contention  as  to  the 
right  of  the  United  States  to  exempt  a  railroad  incorporated  under  a 
national  law  for  interstate  commerce,  from  State  taxation  is  not 
urged  for  the  purpose  of  freeing  such  roads  from  sharing  the  burden 
of  government,  but  simply  for  the  purpose  of  securing  a  uniform 
rule  of  taxation  by  the  States,  with  a  view  to  facilitating  the  public 
regulation  of  railroad  corporations  in  which  the  fixed  charge  of  taxes 
is  an  important  consideration. 

Under  the  rule  laid  down  in  Van  Allen  v.  The  Assessors  (3  Wall., 
573),  it  would  be  competent  for  the  Congress  of  the  United  States 
to  submit  the  property  of  national  railroads  engaged  in  interstate 
commerce  to  State  taxation,  firet  prescrilnng  the  rule  by  which  such 
property  should  be  taxed.  In  this  way  Congi-ess  could  secure  uni- 
formity and  certainty  in  the  taxes. 

THE  AUTHORiriES. 

In  Luxton  v.  Xorth  River  Bridge  Co.  (153  U.  S.,  525),  it  was 
held  that,  under  the  power  to  regulate  commerce  among  the  States, 
Congress  may  create  a  corporation  to  build  a  bridge  across  navigable 
water  between  two  States,  and  to  take  private  land  for  that  purpose, 
making  just  compensation.  And  Mr.  Justice  Gray,  delivering  the 
opinion  of  the  court,  said : 

The  Congress  of  the  United  States,  heing  empowered  by  the  Constitution  to 
regulate  coinnierce  among  the  several  States  and  pass  all  laws  necessary  and 
proper  for  carrying  into  execution  any  of  the  powers  specifically  conferred, 
may  make  use  of  any  appropriate  means  for  this  end.  As  said  by  Chief 
Justice  Marshall,  "  The  power  of  creating  a  corporation,  though  appertaining 
to  sovereignty,  is  not,  like  the  power  of  making  war,  or  levying  taxes,  or  of 
regulating  commerce,  a  great  substantive  and  independent  power  which  can  not 
be  implied  as  incidental  to  other  powers  or  used  as  a  means  of  executing 
them.  It  is  never  the  end  for  which  other  powers  are  exercised,  but  a  means 
by  which  other  objects  are  accomplished."  Congress  therefore  may  create 
corporations  as  appropriate  means  of  executing  the  powers  of  government,  as, 
for  instance,  a  bank  for  the  purpose  of  carrying  on  the  fiscal  operations  of  the 
United  States,  or  a  railroad  corporation  for  the  purpose  of  promoting  com- 
merce among  the  States.  (McCulloch  r.  ^Maryland,  4  Wheat..  316.  411,  422; 
Osborn  r.  Bank  of  U.  S.,  9  Wheat.,  738,  861-873 ;  Pacific  R.  R.  Removal  Cases, 
115  U.  S..  1,  IS;  California  i:  Pacific  R.  R.,  127  U.  S.,  1,  39.)  Congre.ss  has 
likewise  the  power,  exercised  early  in  this  country  by  successive  acts  in  the  case 
of  the  Cumberland  or  National  road  from  the  Potomac  across  the  Alleghenies, 
to  the  Ohio,  to  authorize  the  construction  of  a  public  highway  connecting 
several  States.     See  Indiana  r.  United  States.  148  U.  S.,  148.     (153  U.  S.,  529.) 

In  California  r.  Pacific  Railroad  (127  U.  S.,  1)  it  was  directly 
adjudged  that  Congress  has  authority,  in  the  exercise  of  its  power  to 
regulate  commerce  among  the  several  States,  to  authorize  corpora- 
tions to  -construct  railroads  across  the  States,  as  well  as  the  Terri- 


INTERSTATE   AND   FOPtEIGN    TUANSPORTATIOX.  263 

tories  of  the  United  States;  and  Mr.  Justice  Bradley,  speakino;  for 
the  court,  and  referring-  to  the  acts  of  Congress  establishing  cor- 
porations to  build  railroads  across  the  continent,  said : 

It  ran  not  :it  the  present  day  be  doubted  that  Congress,  under  the  power  to 
refiuhUe  connnerce  anions  the  several  States,  as  well  as  to  provide  for  postal 
accommodations  and  military  exisoncies,  had  authority  to  pass  these  laws. 
The  power  to  constinict.  or  to  aufhori/.e  individuals  or  corporations  to  construct, 
national  hii,diwavs  ::nd  l»ridties  from  State  to  State  is  essential  to  the  complete 
control  and  remilation  of  interstate  commerce.  Without  authority  in  Consress 
to  establish  and  maintain  such  highways  and  bridges  it  would  be  without  au- 
thority to  reuulate  one  of  the  most  important  adjuncts  of  Congress.  This 
power  in  former  times  was  exerted  to  a  very  limited  extent,  the  Cumberland, 
or  National,  road  being  the  most  nota))le  instance.  Its  exertion  was  but  little 
called  for.  as  commerce  was  mostly  then  conducted  by  water,  and  many  of 
our  statesmen  entertained  doubts  as  to  the  existence  of  the  power  to  e.sta.blish 
ways  of  communuation  by  land.  lUit  since,  in  consequence  of  the  expansion 
of  "the  countrv,  the  nmltii)licat1on  of  its  products,  and  the  inventions  of  rail- 
roads and  locomotion  by  steam,  land  transportation  has  so  vastly  increased, 
a  sounder  consideration  of  the  subject  has  prevailed  and  led  to  the  conclusion 
that  Congress  has  plenarv  power  over  the  whole  subject.  Of  course,  the  au- 
thority of  Congress  over  the  Territories  of  the  United  States  and  its  power 
to  grant  franchises  exercisable  therein  are,  and  ever  hiive  been,  undoubted. 
But  the  wider  power  was  very  freely  exercised,  and  much  to  the  general  satis- 
faction, in  the  creation  of  the  vast  system  of  railroads  connecting  the  East 
with  the  Pacitic,  traversing  States  as  well  as  Territories,  and  employing  the 
agency  of  the  State  as  well  as  Federal  corporations.     (127  U.  S.,  .8^10.) 

McCidloch  r.  Maryland  U  WJu?af.,  48o). —Th\s  case  decided  that 
a  stamp  tax  on  the  notes  issued  by  a  Federal  bank  was  a  tax  on  the 
operation  of  a  Federal  agency  and  therefore  void.  The  essence  of 
the  deci.sion  is  the  inipotency  of  the  States  to  burden  the  operations 
of  the  Federal  (government. 

As  to  a  tax  on  property  as  distinguished  from  operations,  the  court 
said,  in  conclusion : 

The  states  have  no  power,  by  taxation  or  otherwise,  to  retard,  impede,  bur- 
den, or  in  anv  manner  control  the  operations  of  the  constitutional  laws  enacted 
by  Congress 'to  carry  into  execution  the  powers  vested  in  the  General  Gov- 
ernment.    *     *     * 

This  opinion  *  *  *  does  not  extend  to  a  tax  paid  l)y  the  real  property 
of  the  bank,  in  common  with  the  other  real  property  within  the  State,  nor  to  a 
tax  imposed  on  the  interest  which  the  citizens  of  Maryland  may  hold  in  this 
institution,  in  common  with  other  property  of  the  same  description  throughout 
the  State. 

Thompson  v.  Pacifc  Railroad  (9  Wall.  579).— This  was  a  case  of 
taxation  by  a  State  of  a  railroad  acting  under  a  Federal  charter,  as 
well  as  a  State  charter.     The  court  said  (p.  590)  : 

We  do  not  think  ourselv.es  warranted,  therefore,  in  extending  the  exemption 
established  bv  the  case  of  McCulloch  v.  ]\Iaryland  beyond  its  terms.  We  can  not 
apply  it  to  the  case  of  a  corporation  deriving  its  existence  from  State  law, 
exercising  its  franchise  imder  State  law,  and  holding  its  property  within  State 
jurisdiction  and  under  State  protection. 

In  this  case  the  court  considered  the  possibility  of  what  would 
happen  if  Congress  should  do  what  it  had  not  done,  to  wit,  explicitly 
exempt  its  agent  from  taxation.     The  court  said   (p.  588)  : 

We  do  not  doubt,  however,  that  *  *  *  Congress  may  *  *  *  exempt, 
in  its  discretion,  the  agencies  employed  in  such  service  from  any  State  taxation 
which  will  really  prevent  or  impede  the  performance  of  them. 

But  can  t-he  right  of  this  road  to  exemption  from  such  taxation  be  main- 
tained  in  the  absence  of  any  legislation  by  Congress  to  that  effect? 
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Throughout  this  case  it  will  be  noted  that  the  court  is  careful  to 
say  that  the  case  did  not  present  the  feature  of  any  positive  attempt 
on  the  part  of  Congress  to  exempt  the  property  from  State  taxation, 
and  the  inference  is  clear  that  in  such  a  case  the  exemption  would 
have  been  operative  and  the  State  tax  invalid. 

The  case  emphasizes  the  difference  between  property  and  the  opera- 
tions of  an  agent  of  the  Government,  as  follows  (p.  591)  ; 

AVe  fully  recognize  the  soundness  of  the  doctrine  that  no  State  has  a  "  right 
to  tax  the  means  employed  by  the  Government  of  the  Union  for  the  execution 
of  its  powers."  But  we  think  there  is  a  clear  distinction  between  the  means  em- 
ployed by  the  Government  and  the  property  of  agents  employed  by  the  Govern- 
ment. Taxation  of  the  agency  is  taxation  of  the  means ;  taxation  of  the  prop- 
erty of  the  agent  is  not  ain-nys,  or  generally,  taxation  of  the  means. 

No  one  question  that  the  power  to  tax  all  property,  business,  and  persons, 
within  their  respective  limits,  is  original  in  the  States  and  has  never  been 
surrendered.  It  can  not  be  so  used,  indeed,  as  to  defeat  or  hinder  the  operations 
of  the  National  Government ;  but  it  will  be  safe  to  conclude,  in  general,  in  ref- 
erence to  persons  and  State  corporations  emj^loyed  in  Government  service,  that 
when  Congress  has  not  interposed  to  protect  their  property  from  State  taxation, 
such  taxation  is  not  obnoxious  to  that  objection. 

Again  obviously  intimating  a  different  opinion  had  Congress  ex- 
pressly established  such  exemption. 

RcdJroad  Company  v.  PeniHton  {18  WaJJaee^  o). — The  case  arose 
out  of  the  claim  on  the  part  of  the  State  of  Nebraska  of  the  power 
to  tax  roadbed,  depots,  wood  stations,  Avater  stations,  and  other  realty, 
telegraph  poles,  telegraph  wires,  bridges,  boats,  papers,  office  furni- 
ture and  fixtures,  moneys  and  credits,  movable  property,  engines,  etc., 
of  the  Union  Pacific  Railroad  Co. 

The  company  was  created  by  the  act  of  Congress  of  July  1.  1862, 
entitled  "  An  act  to  aid  in  the  construction  of  a  railroad  and  tele- 
graph line  from  the  Mississippi  River  to  the  Pacific  Ocean,  and  to . 
secure  to  the  Government  the  use  of  the  same  for  postal,  military,  and 
other  purposes."  Various  amendments  were  made  to  the  original 
act  at  later  sessions  of  Congress,  but  neither  in  the  original  act  nor  in 
any  amendment  was  any  provision  made  by  Congress  respecting  the 
taxation  of  it  or  its  property  by  the  States  through  which  the  road 
might  run. 

The  tax  was  resi.sted  by  the  company  on  the  ground  that,  having 
been  incorporated  by  Congress — 

The  State  of  Nebraska  has  no  power  to  subject  to  taxation  for  State  purposes 
the  roadbed,  rolling  stock,  and  other  property  necessary  for  the  use  and  op- 
er.Ttion  of  the  road.  siTCh  power  resting  exclusively  in  the  Government  of  the 
United  States. 

It  was  distinctly  stated  by  Mr.  Chief  Justice  Strong,  who  delivered 
the  opinion,  that — 

The  States  m;iy  not  levy  taxes  the  direct  effect  of  which  shall  be  to  hinder 
the  exercise  (tf  any  jiowers  which  belong  to  the  National  Government.  The  Con- 
stitution contemplates  that  none  of  those  powers  may  be  restrained  bv  State 
legislation   (p.  30). 

After  referring  to  the  legislation  creating  the  Union  Pacific  road 
and  adverting  to  the  objects  and  purposes  of  that  legislation,  the 
justice  further  said  (p.  32)  : 

Admitting,  then,  fully,  as  we  do,  that  the  company  is  an  agent  of.  the  General 
Government,  designed  to  be  employed,  and  actually  employed,  in  the  legitimate 
service  of  the  Government,  both  military  and  postal,  does  it  necessarily  follow 
that  its  property  is  exempt  from  State  taxation? 
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Emphasizing;  the  (Ulferonc-e  between  the  operations  of  an  ajzent  and 
the  property  thereof,  Justice  Strong  said   (p.  ;^>3)  : 

It  may  therefore  be  considered  as  settled  that  no  constitutional  implications 
prohibit' a  State  tax  upon  the  property  of  an  agent  of  the  Goyernnient  merely 
because  it  is  the  property  of  such  an  agent. 

Then,  after  consideration  of  the  various  cases  bearing  upon  the 
general  question,  Justice  Strong  summed  up  as  follows  (pp.  36-37)  : 

It  is  therefore  manifest  that  exemption  of  Federal  agencies  from  State  tsixa- 
tion  is  dependent,  not  upon  the  iialurc  of  the  agents  or  upon  the  mode  ot  their 
constitution  or  upon  the  fact  that  they  are  agents,  but  upon  the  eftect  ot  the 
tax  •  that  is,  upon  the  question  ^vhether  the  tax  does  in  truth  deprive  them  ot 
Dow'er  to  serve  the  Government  as  they  were  intended  to  serve  it.  or  does 
hinder  the  eltteient  exercise  of  their  power.  A  tax  upon  their  property  has 
no  such  necessary  effect.  It  leaves  them  free  to  discharge  the  duties  they  have 
undertaken  to  perform.  A  tax  upon  their  operations  is  a  direct  obstruction  to 
the  exercise  of  Federal  powers. 

Eight  justices  heard  this  case,  and  the  opinion  of  the  coijrt  uphold- 
ing the  validity  of  the  tax  was  concurred  in  by  four  of  them.  A 
fifth.  Justice  Swayne,  concurred  in  the  judgment,  but  said: 

I  see  no  reason  to  doubt  that  it  was  the  intention  of  Congress  not  to  give  the 
exemption  claimed.  The  exercise  of  the  power  may  be  waived,  but  I  hold  that 
the  road  is  a  national  instrumentality  of  such  a  character  that  Congress  may 
interpose  and  protect  it  from  State  taxation  whenever  that  body  shall  deem  it 
proper  to  do  so. 

So  that  Justice  Swayne  would  huve  decided  against  the  majority 
of  the  court  had  there  been  exempting  legislation.  Two  other  jus- 
tices flatly  dissented,  giving  an  opinion  to  the  effect  that  such  State 
taxation  was  invalid,  even  in  the  silence  of  Congress.  And  the  eighth 
justice  merely  remarked:  "I  dissent  from  the  opinion  of  the  court.  ^ 

Thus  all  that  can  be  claimed  from  this  decision  as  to  the  power  ot 
Congi-ess  to  exempt  a  corporation  from  taxation  by  affirmative  legis- 
lation is  that  the  court  was  evenly  divided,  and  even  this  can  not  be 
fairlv  claimed,  for  the  case  of  exempting  legislation  was  not  before 
the  court,  and  the  opinions  of  the  four  justices  who  upheld  the  tax 
do  not  contain  a  word  which  denies  the  power  of  Congress  to  exempt 
the  property  which  it  expressly  declares  to  be  its  chosen  instru- 
mentality. ^        .         ^^.    1  T      T    T  1 

Mr.  Justice  Bradley,  for  himself  and  ^Ir.  Justice  Ineld.  delivered 
a  vigorous  dissenting  opinion,  in  the  course  of  which  he  said  (p.  40  : 

The  Union  Pacific  Railroad  Co.,  therefore,  being  a  United  States  corpora- 
tion created  for  national  objects  and  purposes,  and  deriving  its  existence,  its 
powers  its  duties,  its  liabilities  from  the  United  States  alone;  being  respon- 
sible to  the  United  States,  now  as  formerly,  for  a  whole  congeries  of  duties 
and  observances:  being  subjected  to  the  forfeiture  of  its  corporate  franchises, 
powers,  and  property  to  the  United  States  and  not  to  any  individual  State: 
being  chartred  with  important  duties  connected  with  the  very  functions  of  the 
Government,  everv  consideration  adduced  in  the  cases  of  IMcCulloch  i.  IVIaiy- 
land  and  Osborii  'r.  The  Bank,  would  seem  to  require  that  it  should  be  exempt 
not  onlv  from  State  taxation,  but  from  State  control  and  interference,  except 
so  far  as  relates  to  the  preservation  of  the  peace  and  the  performance  of  its 
obligations  and  contracts.  In  reference  to  these  and  to  the  ordinary  police 
regulations  imposed  for  sanitary  purposes  and  the  preservation  of  good  order, 
of  course,   it  is  amenable  to   State  and  local  laws. 

As  an  instrument  of  national  commerce  as  well  as  Government  operations, 
it  has  been  regulated  by  Congress.  Can  it  be  further  regulated  by  State  legis- 
lation? Can  the  State  alter  its  route,  its  gauge,  its  connections,  its  fares  its 
franchises,  or  any  part  of  its  charter?  Can  the  State  step  in  between  it  and  the 
:Superior  power  or  sovereignty  to  which  it  is  responsible?     Such  an  hypothesis 
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it  seems  to  mo,  is  inadmissible  and  repusnaiit  to  tlio  nocossary  relations  arisiiu- 
and  existii:-  in  tlie  case.  Sncli  an  h.vpotliesis  would  .ureatly  derogate  from  and 
render  almost  useless  and  incftectlve  that  hitherto  unexecuted  power  of  Con- 
.cress  to  regulate  commerce  by  land  among  the  several  States.  If  it  bo  declared 
in  advance  that  no  agency  of  such  commerce,  which  Congress  may  hereafter 
establish,  can  be  freed  from  local  impositions,  taxation,  and  toils,  the  hopes  of 
future  free  and  unrestricted  intercourse  between  all  parts  of  this  great  countrv 
\\ill  be  greatly  discouraged  and  repressed. 

Again : 

But  it  is  contended  that  the  laying  of  a  tax  on  the  roadbed  of  the  company 
is  nothing  more  than  laying  a  tax  on  ordinary  real  estate,  which  was  con- 
ceded might  be  done  in  the  case  of  the  United  States  Bank  in  reference  to  its 
banking  house  or  other  lands  taken  for  claims  due  in  the  course  of  its  business. 
This  is  a  plausible  sugavstion,  but,  in  my  apprehension,  not  a  sound  one.  In 
ascertaining  what  is  essential  in  every  case,  respect  must  alwavs  be  had  to  the 
subject  matter.  The  State  of  Maryland  undertook  to  tax  tlie  circulation  of 
the  United  States  branch  bank  established  in  that  State  by  requiring  stamps  to 
be  afhxed  thereto:  the  State  of  Ohio  imposed  a  general  tax  of  ^50.000  upon  the 
branch  established  therein.  These  taxes  were  declared  unconstitutional  and 
void.  They  imiuded  the  ojierations  of  the  bank  as  a  tinancial  agent.  Real 
estate  was  not  a  necessary  appurtenant  to  the  exercise  of  the  functions  of  the 
bank.    It  might  hire  rooms  for  its  office,  or  it  might  purchase  or  erect  a  building. 

But  the  primary  ob.iect  of  a  railroad  company  is  connnerce  and  transporta- 
tion. In  its- case  a  railroad  track  is  just  as  essential  to  its  operation  as  the 
use  of  a  currency  or  the  issue  or  purchase  of  bills  of  exchange  is  to  the  opera- 
tions of  a  bank.  To  tax  the  road  is  to  tax  the  very  instrunicntalitv  which  Con- 
gress desired  to  establish,  and  to  operate  which  it  created  the  corporation. 

Besides,  all  that  a  railroad  company  possesses  in  reference  to  its  roadbed  is 
the  right  of  way  and  the  right  to  use  that  land  for  the  purpose  of  way.  This 
is  a  franchise  conferred  by  the  Government  and  inseparatelv  connected  with  the 
other  franchises,  which  enables  it  to  perform  th(>  duties  for  the  performance  of 
which  it  was  created.  Any  estate  in  the  land — the  soil,  the  underlying  earth — 
beyond  this  belongs  to  the  original  proprietor,  and  that  proprietor" in  the  pres- 
ent case  is  the  Government  itself.  So  that,  look  at  it  what  wav  we  will,  there 
is  no  room  for  the  taxing  power  of  the  State.  The  estate  in  the  soil  can  not 
be  taxed,  for  that  remains  in  the  United  States ;  the  franchise  of  right  of  way 
and  materials  of  track  can  not  be  taxed,  because  they  are  essentially  connected 
with  and  form  a  part  of  the  powers,  faculties,  and  capital  by  which  the  national 
purposes  of  the  organization  are  accomplished. 

If  the  roadbed  may  be  taxed,  it  may  be  seized  and  sold  for  nonpavment  of 
taxes— seized  and  sold  in  parts  and  parcels,  separated  by  county  "or  State 
lines — and  thus  the  whole  purpose  of  Congress  in  creating  the  corporation  and 
establishing  the  line  may  be  subverted  and  destroyed. 

In  my  judgment,  the  tax  laid  in  this  case  wa.s*  an  unconstitutional  interfer- 
ence with  the  instrumentalities  created  by  the  National  Government  in  carrying^ 
out  the  objects  and  powers  conferred  upon  it  by  the  Constitution  (pp.  49-50). 

In  Van  Brocklin  v.  State  of  Tennes-^oe  (117  U.  S..  151)  Mr.  Justice 
Gray,  spoakino-  for  tlic  court,  said : 

The  liability  of  the  property  of  the  Pacific  railroad  companies  to  State  taxa- 
tion has  been  uphehl  on  the  distinction  *  *  *  that,  although  the  railroad 
corporations  were  a.gents  of  the  I'liited  States,  the  propei  tv  taxed  was  not  the 
property  of  the  United  States,  and  a  State  might  tax  the  property  of  the  agents, 
provided  it  did  not  tax  the  means  employed  by  the  National  Government. 

And  he  there  quoted  with  approval  the  follo^ving  from  the  dis- 
senting opinion  of  Mr.  Justice  Bradle}^  in  the  Peniston  case : 

The  States  can  not  tax  the  powers,  the  operations,  or  the  property  of  the 
United  States,  nor  the  means  which  it  employs  to  carrv  its  powers  into  ex- 
ecution. 

In  California  v.  Central  Pacific  Eaih-oad  Co.  (127  U.  S..  1)  the 
question  of  taxation  by  the  State  of  California  of  the  franchise  of 
tlio  Central  Pacific  Railroad  Co.  came  before  the  Supreme  Court  in 
this  case,  and  the  court,  speaking  by  Mr.  Justice  Bradley,  unani- 
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moiisly  lu'Ul  that  siicli  francliiso  was  not  subject  to  tax-.ition  by  the 
State.    In  the  opinion  the  following  language  is  used: 

It  sot-ms  M'ly  ck'jir  that  tbo  State  of  California  can  neitlior  take  them  (the 
fraiicliiscs  lield  by  the  conipiiny)  away,  nor  destroy  nor  abridi^'e  thein,  nor  cripple 
them  by  onerous  burdens.  Can  it  tax  them?  It  may  undoubtedly  tax  outside 
visible  property  of  the  company  situated  within  the  State.  That  is  a  different 
thins.  But  may  it  tax  the  franchises  which  are  the  s'l'sint  of  the  United  States? 
In  our  .iud.ninent  it  can  not.     What  is  a  franchise?     *     *     * 

rjenoralized,  and  divested  of  the  special  form  which  it  assumes  under  a 
monarchial  government  based  on  feudal  traditions,  a  franchise  is  a  right, 
privilege,  or  power  of  public  concern,  which  ought  not  to  be  exercised  by  pri- 
vate individuals  at  their  mere  will  and  pleasure,  but  should  be  reserved  for 
public  control  and  administration,  either  by  tlie  Covernment  directly  or  by  pub- 
lic agents,  acting  under  such  conditions  and  regulations  as  the  (}overnraent  may 
impose  in  the  pulilic  interest  and  for  the  i)ublic  security.  Such  rights  and 
powers  must  exist  under  every  form  of  society.  They  are  always  educed  by  the 
laws  and  customs  of  the  conmiunity.  lender  our  system  their  existence  and 
disposal  are  xmder  the  control  of  the  legislative  department  of  the  Government, 
and  they  can  not  be  assumed  or  exercis(>d  without  legislative  aiTthority.  No 
private  pers(m  can  establish  a  iiublic  highway,  or  a  public  ferry,  or  a  railroad, 
or  charge  tolls  for  the  use  of  tlie  same,  without  authority  from  the  legislature, 
direct  or  derived.  These  are  franchises.  *  *  *  jsj^  persons  can  make  them- 
selves a  body  corporate  and  politic  without  legislative  authority.  Corpoi-ate 
capacity  is  a  franchise.     *     *     * 

In  view  of  this  description  of  the  nature  of  a  franchise,  how  can  it  be  possible 
fhpt  a  franchise  granted  by  Congress  can  be  subject  to  taxation  by  a  State 
without  the  consent  of  Congress?  Taxation  is  a  burden,  and  may  be  laid  so 
heavily  as  trt  destroy  the  thing  taxed,  or  render  it  valuless.  As  Chief  Justice 
Marshall  said  in  McCuUoch  v.  Maryland,  "  the  power  to  tax  involves  the  powder 
to  destroy."  liecoUecting  the  fundamental  principle  that  the  Constitution,  laws, 
and  treaties  of  the  United  States  are  the  su])reme  law  of  the  laJid,  it  seems  to 
us  almost  absurd  to  contend  that  a  power  given  to  a  person  or  corporation  by 
the  United  States  may  be  subjected  to  taxation  by  a  State.  The  power  con- 
fprred  emanates  from  and  is  a  portion  of  the  power  of  the  Government  that 
confers  it.  To  tax  it  is  not  oidy  derogatory  to  the  dignity,  but  subversive  of  the 
powers  of  the  Government  and  repugnant  to  its  paramount  sovereignty.  *  *  * 
It  may  be  added  that  these  views  are  not  in  conflict  with  the  decisions  of  this 
court  in  Thomson  v.  Pacific  Railroad  (9  Wall.,  579),  and  Railroad  Company  v. 
Peniston  (18  Wall.,  5).  As  explained  in  the  opinion  of  the  court  in  the  latter 
case,  the  tax  there  was  upon  the  property  of  the  company  and  not  upon  its 
franchises  or  operations.     (127  U.  S.,  40-41.) 

Beagan  v.  Mercantile  Trust  Go.  {IBIf  11.  S.,  47-5).— While  the  lan- 
guage in  this  ease  is  not  wholly  clear,  it  seems  to  indicate  a  belief 
that  Congress  might  exempt  such  a  railroad  from  State  taxation. 
Page  41G : 

Similarly  we  think  it  may  be  said  that,  conceding  to  Congress  the  power  to 
remove  the  corporation  in  all  its  operations  from  the  control  of  the  State,  there 
is  in  the  act  creating  this  company  nothing  which  indicates  an  Intent  on  the  part 
of  Congress  to  so  remove  it  *  *  *  It  (Congress)  must  have  known  that, 
in  the  nature  of  things,  the  control  of  that  business  Avould  be  exercised  by  the 
State,  and  if  it  deemed  that  the  interests  of  the  nation  and  the  discharge  of  the 
duties  required  on  behalf  of  the  nation  from  this  corporation  demanded  ex- 
emption in  all  things  from  State  control  it  would  unquestionably  have  expressed 
such  intention  in  language  whose  meaning  would  be  clear.  Its  silence  in  this 
resjtect  is  satisfactory  assurance  that,  in  so  far  as  this  corporation  .should  en- 
gage in  business  wholly  within  the  State,  it  intended  that  it  should  be  subjected 
to  the  ordinary  control  exercised  by  the  State  over  such  business. 

In  Central  Pacific  Eailroad  Co.  v.  California  (162  U.  S.,  125)  the 
court  said : 

It  may  be  regarded  as  firmly  settled  that  although  corporations  may  be  agents 
of  the  United  States  their  property  is  not  the  property  of  the  United  States,  but 
the  property  of  the  agents,  and  that  a  State  may  tax  the  property  of  the  agents, 
subject  to  the  limitation  pointed  out  in  Railroad  Company  v.  Peniston,  etc. 
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Of  course,  if  Congress  should  think  it  necessary  for  the  protection  of  tlie- 
United  States  to  declare  such  property  exempted,  that  would  present  a  different 
question. 

Van  AUen  v.  The  Assessors  (3  Wall.,  70  U.  S.,  p.  573).— The  court 
in  this  case  considered  the  act  of  June  3,  1864,  ''  to  provide  a  national 
currency,*'  etc..  which  subjected  the  sliares  of  bank  associations  in  the 
hands  of  shareholders  to  taxation  by  the  States  under  certain  limita- 
tions. It  also  considered  the  act  of  March  9,  1865,  of  the  legislature 
of  Xew  York,  which  taxed  such  shares  but  did  not  tax  them  by  the 
same  rule  as  the  shares  of  State  banks,  and  held  this  statute  unwar- 
ranted by  the  act  of  Congress  and  void.    The  court  said  (p.  591)  : 

That  Congress  may  constitutionally  organize  or  constitute  agencies  for  carry- 
ing into  effect  the  national  powers  granted  by  the  Constitution ;  that  those 
agencies  may  be  organized  by  the  voluntary  association  of  individuals,  sanc- 
tioned by  Congress ;  that  Congress  may  give  to  such  agencies  so  organized  cor- 
porate unity,  permanence,  and  effioiency ;  and  that  such  agencies  in  their  being, 
capital,  franchises,  and  operations  are  not  subject  to  the  taxing  power  of  the 
States,  have  ever  been  regarded  since  those  decisions  as  settled  doctrines  of 
this  court. 

It  will  be  perceived  in  this  case  that  Congress  laid  down  the  rule 
under  which  a  State  tax  could  be  levied  upon  the  capital  invested  in 
a  national  incorporation,  and,  as  the  rule  laid  down  by  Congress  was. 
violated  by  the  State,  the  tax  of  the  State  was  held  to  be  invalid. 

From  the  foregoing  authorities  it  seems  clear — 

First.  That  Congi*ess,  under  the  power  to  regulate  interstate  com- 
merce, can  create  corporations  for  the  purpose  of  engaging  in  such 
commerce. 

Second.  That  a  State  can  not  tax  the  franchises  of  such  corpora- 
tions, nor  can  it  interfere  with  the  operations  of  a  corporation 
chartered  by  the  United  States  for  such  purposes,  or  hinder,  impede,, 
or  burden  such  corporations  in  carrying  out  such  purposes. 

Third.  That,  while  the  State  may  tax  the  tangible  property  of  the 
corporation  within  its  territorial  limits,  in  the  absence  of  any  re- 
striction upon  the  taxing  power  of  the  State  contained  in  the  charter 
of  tlie  corporation,  nevertheless  Congress  may,  in  terms,  expressly 
provide  against  such  State  taxation  by  a  declaration  that  all  the 
property  of  the  corporation  necessary  for  the  carrying  out  of  the 
purposes  for  which  it  was  incorporated  shall  not  be  subject  to  State 
taxation,  or  it  can  prescribe  the  rule  for  State  taxation.  In  other 
words,  Congress  itself  can  declare  what  shall  be  regarded  as  the  in- 
strumentalities of  government,  can  define  such  instrumentalities  in 
the  charter  itself,  and  upon  such  instrumentalities  the  States  can  not 
levy  any  tax  if  Congress  forbids. 

TAXATION  ACCORDING  TO   DENSITY  OF  TRAmC. 

In  laying  clown  such  a  rule  it  may  be  said  that  sufficient  regard 
would  not  be  had  to  the  density  of  traffic ;  that  in  some  States  traffic 
would  be  very  much  more  dense  than  in  others ;  that  it  would  be  very 
unfair  to  allow  to  States  in  which  the  traffic  is  less  dense  the  same 
tax  per  mile  as  to  States  in  which  the  traffic  is  greater.  This  objec- 
tion can  be  met  by  providing  that  each  mile  of  second  track  should 
be  estimated  as  one-half  mile  of  main  track,  and  that  each  mile  of 
third,  fourth,  or  fifth  track  should  be  estimated  as  a  quarter  mile 
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of  main  track,  and  thus  the  States  wliose  density  of  traffic  is  demon- 
s-ti'ated  by  the  existence  of  second,  third,  and  fonrth  tracks  wonld 
receive  a  hirger  anionnt  proportionately  per  mile  of  nuiin  track 
than  the  States  in  which  the  traffic  is  not  so  dense  and  in  Avhich  such 
extra  trackage  does  not  exist. 

A  CERTAIN  FACTOR  IN  RATE  FIXING. 

Tlie  advantage  of  this  method  of  taxation  would  be  also  that  the 
Interstate  Commerce  Commission  Avould  have  another  factor  in 
their  determination  of  rates  which  would  be  entirely  certain.  As  it 
is,  assumino-  that  these  railroads  are  entitled  to  a  fair  return  upon  a 
fair  valuation,  that  return  can  only  be  ascertained  after  computing 
the  gross  receipts,  then  deducting  from  such  receipts  the  expenses 
of  operation  and  maintenance,  and  finally  deducting  the  taxes  and 
fixed  charges.  The  balance  would  be  the  income  which  would  be 
applied  as  a  return  upon  the  value  of  the  property. 

It  is,  therefore,  of  the  highest  importftnce  that  the  taxes  themselves 
should  be  fixed  and  certain.  If  they  vary,  the  whole  calculation  of 
the  Interstate  Commerce  Commission  must  vary,  for  the  rates  must 
be  adjusted  in  such  a  way  as  to  yield  to  the  corporation  operating 
expenses,  maintenance,  and  taxes,  and  a  fair  return  upon  the  valua- 
tion. 

ACCIDENT  AND  INSURANCE  FUND. 

A  national  incorporation  act  should  also  provide  for  an  insurance 
fund.  We  all  know  that  in  every  State  in  the  Union  the  employees 
of  railroads  are  pushing  legislation  fixing  the  liability  of  corpora- 
tions for  injuries  to  employees,  even  though  caused  by  the  negligence 
of  fellow  employees.  There  is  constant  warfare  between  the  rail- 
roads and  their  employees  upon  this  question,  and  it  is  another  fruit- 
ful source  of  the  activity  of  railroads  in  politics.  In  order  to  pro- 
tect themselves  they  are  omnipresent  in  all  the  legislatures  of  the 
country  upon  this  subject.  It  seems  to  me  that  we  should  frankly 
recognize  such  liability  as  a  charge  upon  the  transportation  of  the 
country.  There  should  be  a  fund  created  to  aid  those  employees 
who  are  disqualified  for  active  service  through  accident  or  old  age  by 
providing  that  the  national  corporations  should  pay  into  the  National 
Treasury  1  per  cent  of  their  gross  receipts,  which,  under  the  present 
system,  would  amount  to  about  $20,000,000  annually. 

This  fund  should  be  invested  by  the  Interstate  Commerce  Com- 
mission in  interest-bearing  securities,  and  the  Interstate  Commerce 
Commission  should  frame  rules  and  regulations  with  regard  to  its 
payment  to  the  disqualified  employees.  This  $20,000,000  would  not 
be  taken  from  the  profits  of  the  stockholders,  but  would  be  imposed 
upon  the  commerce  of  the  country  as  part  of  the  operating  expenses  of 
the  companies.  In  this  way  we  would  do  much  to  relieve  the  present 
hostility  between  the  corporations  and  their  employees  regarding  this 
matter,  and  we  would  do  much  to  protect  the  men  who  are  engaged 
in  this  public  service  of  an  extra  hazardous  character. 
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NATIONAL   OAVNERSHli*  OF   RAILROADS. 

Mr.  President,  I  have  already  referred  to  the  fact  that  this  bill  is 
likely  to  burden  the  Interstate  Commerce  Conmiission  to  such  an 
extent  that  it  will  prove  inert  and  inactive  and  incapable  of  accom- 
plishing its  purpose.  If  we  establish  a  rule  that  will  work  auto- 
maticall}',  tending  toward  a  gradual  reduction  of  rates,  there  will 
be  no  difficulty ;  but  if  we  do  not,  I  believe  there  will  be  a  steady  and 
increasing  tendency  toward  nationalization  of  all  the  railroads  of  the 
country. 

The  proposition  is  a  very  simple  one.  The  existing  railroads  are 
now,  for  the  most  part,  embraced  in  about  10  systems,  each  of  them 
controlled  by  a  corporation  organized  under  the  laws  of  a  single 
State.  These  corporations  have  outstanding  about  $6,000,000,000  of 
bonds  and  $6,000,000,000  of  stock.  It  is  unnecessarj^  to  consider  the 
bonds,  for  they  can  remain  as  a  charge  upon  the  property  when  the 
United  States  Government  seeks  to  acquire  the  railroads,  and  it  can 
gradually  substitute  for  the  existing  bonds,  bearing  interest  at  the 
rate  of  4,  4^,  or  5  per  cent,  bonds  bearing  interest  at  the  rate  of  3  per 
cent,  thus  making  a  gradual  reduction  of  about  $100  000,000  annually 
in  interest  charges.  It  is  not  necessary  for  the  Government  to  con- 
demn the  physical  property  of  the  corporations.  All  that  it  needs  is 
the  interest  of  the  shareholders. 

This  was  done  recently  in  the  case  of  the  Panama  Railroad,  when 
a  bill  passed  the  Senate,  with  the  approval,  I  believe,  of  all  the 
lawyers,  giving  the  United  States  power  to  condemn  shares  of  stock 
in  the  Panama  Railroad  that  were  outstanding.  We  could  exercise 
that  same  power  now  with -our  railroads,  and  all  that  we  would  have 
to  provide  for  would  be  the  market  value  of  all  the  railroad  stocks, 
whose  par  value  is  about  $6,000,000,000.  Such  market  value  is,  I 
believe,  about  $5,000,000,000. 

NATIONAL  OW'NERSHIP  EASILY  FINANCED. 

The  statement  for  1904  shows  that  the  net  income  of  all  the  rail- 
roads of  the  country,  after  paying  operating  expenses,  taxes,  main- 
tenance, and  interest  upon  debt,  amounted  to  $278,000,000.  Assuming 
that  we  had  to  pay  $5,000,000,000  for  all  the  stocks  outstanding,  we 
could  issue  national  bonds  at  3  per  cent  therefor,  and  the  annual 
interest  charge  would  not  be  more  than  $150,000,000.  We  would  have, 
according  to  this  statement,  an  excess  of  $128  000,000  annually,  which 
could  be  applied  to  a  sinking  fund  or  to  extensions.  The  Nation  could 
also  gradualy  retire  the  existing  mortgage  bonds  bearing  interest  at 
about  4^  per  cent  with  3  per  cent  bonds,  and  thus  making  a  saving  in 
interest  of  $100,000,000  more,  and  thus  we  would  in  time  accomplish 
an  annual  saving  of  $228,000,000,  which  would  construct  at  least  seven 
or  eight  thousand  miles  of  railroad  annually  to  keep  pace  with  all  the 
requirements  for  new  construction  in  the  future.  Or  if  new  capital 
should  be  applied  to  that,  the  $228,000,000  put  into  a  sinking  fund 
would  soon  retire  every  dollar  of  indebtedness  created  by  the  pur- 
chase of  these  railroads.  Or  we  could  enter  upon  national  ownership 
in  a  very  limited  way. 
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A   NATIONAL  TRANSCONTINENTAL  LINE. 

Wc  could  acquire  simply  one  trunk  line  from  the  Atlantic  to  the 
Pacific  by  ac(iuirin<y  the  Baltimore  &  Ohio,  running  from  New  York, 
Philadelphia,  and  Baltimore  to  Chicago,  and  the  Atchison  system, 
running  from  Chicago  to  San  Diego,  Los  Angeles,  and  San  Francisco. 
We  could  condemn  their  stock  for  about  $450,000,000,  leaving  the 
roads  subject  to  a  bond  issue  of  about  $500,000,000.  The  income  of 
those  properties  would  take  care  of  the  interest  charges  and  leave  a 
surplus  that  could  be  applied  to  a  sinking  fund  or  to  new  construc- 
tion. Branch  lines  of  railway  could  be  built  from  this  great  central 
line  or  the  numerous  railroads  in  the  country  that  are  not  embraced 
in  the  great  systems  could  connect  and  cooperate  with  it.  I  suggest 
this  line  because  less  money  would  be  required  in  financing  it  than  in 
any  other  line. 

INCREASE  IN  INCOME. 

That  the  income  of  these  railroads  is  bound  to  increase  largely 
under  existing  conditions  is  demonstrated  by  a  comparison  of  their 
earnings  for  1904  and  the  earnings  for  1897.  The  gross  earnings  for 
1904  were  $1,975,000,000;  for  1897  (seven  years  previous)  they  were 
$1,122,000,000,  an  increase  in  seven  years  of  about  70  per  cent.  It  is 
altogether  probable  that  within  the  next  10  years  the  present  gross 
earnings  of  the  railroads  now  aggregating  about  $2,000,000,000  Avill 
be  increased  to  $4,000,000,000. 

A  more  favorable  showing  is  made  regarding  the  net  income.  In 
1904,  after  deducting  all  inferest  charges,  operating  expenses,  main- 
tenance, and  taxes,  the  net  income  was  $278,000,000,  while  in  1897  it 
was  only  $81,000,000.  So  their  net  income  has  been  increased  within 
a  period  of  seven  years  over  300  per  cent. 

The  Nation  having  acquired  the  stock  of  these  railroads,  their 
operation  could  be  continued  under  their  present  managei^  with 
their  present  employees.  The  roads  could  continue  to  pay  their 
present  taxes  to  the  States,  so  that  no  readjustment  of  revenues  would 
be  necessary,  and  the  members  of  the  Interstate  Corumerce  Commis- 
sion could  constitute  the  directors  of  these  corporations  and  gradu- 
ally work  out  a  system  of  national  administration,  just  as  the 
Panama  Commissioners  are  now  acting  as  the  directors  of  the 
Panama  Railroad  Co. 

If  the  United  States  is  ever  to  enter  upon  the  purchase  and  na- 
tionalization of  these  roads,  it  could  never  act  at  a  more  favorable 
time  than  now,  nor  with  more  justice  to  the  stockholders  and  bond- 
holders of  these  corporations,  for  their  stocks  have  within  seven 
years  increased  from  25  to  100  per  cent  in  value. 

NATIONAL  CONSTRUCTION  OF  RAILROADS. 

But  if  the  United  States  should  be  unwilling  to  condemn  existing 
properties,  which,  on  the  average,  are  capitalized  at  about  $65,000 
per  mile,  it  could  easily  enter  upon  the  work  of  national  construction 
without  interfering  seriously  with  the  operations  of  any  of  the  exist- 
ing systems.  I  imagine  it  would  not  be  our  wdsh  to  imperil  the 
investments  of  the  stock  or  bondholders  of  existing  corporations, 
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and  that  many  would  not  look  with  favor  upon  a  policy  which  would 
put  the  Government  in  the  attitude  of  a  competitor  with  private 
railroads. 

But  we  must  remember  that  new  construction  is  going  on  at  the 
rate  of  about  5,000  miles  per  annum.  There  is  no  reason  why  the 
United  States  should  not  take  up  new  construction — the  construction 
of  the  future.  The  railroads  are  now  engaging  in  it.  The  Gould 
system  is  noAV  being  extended  into  a  transcontinental  line.  It  will 
be  absolutely  necessary  in  the  near  future  to  duplicate  and  perhaps 
triplicate  the  tracks  of  some  of  the  existing  roads  in  order  to  meet 
the  demands  of  business.  Why,  then,  should  not  the  United  States 
construct  one  road  from  ocean  to  ocean  and  operate  it  as  an  experi- 
ment in  national  ownership  ? 

Three  thousand  miles  of  railroad  would  not  cost  more  than  $35,000 
per  mile.  One  hundred  million  dollars  would  construct  such  a  rail- 
road. The  Geological  Survey,  with  its  great  force  of  topographers 
and  civil,  railroad,  hydraulic,  and  construction  engineers,  now  em- 
ployed in  the  Reclamation  Service,  could  easily  undertake  the  work, 
and  thus  the  Nation  would  have  an  opportunity  of  contrasting  Gov- 
ernment construction  and  operation  with  that  of  private  corporations. 

The  Nation  could  in  this  way,  while  leaving  the  existing  railroads 
in  the  enjoyment  of  their  present  business,  simply  take  up  the  rail- 
road construction  of  the  future.  The  capitalization  of  such  roads 
would  be  at  the  rate  of  $35,000  a  mile  instead  of  the  existing  capi- 
talization of  about  $65,000  a  mile. 

The  financial  difficulty  therefore  is  not  a  gi-eat  one.  If  we  take 
hold  of  all  the  roads  or  a  chain  of  roads,  like  the  Baltimore  &  Ohio 
and  the  Atchison  system,  the  net  income  would  pay  all  the  interest 
charges  and  leave  a  surplus  for  a  sinking  fund  or  extensions. 

COMPLEXITY   or   EXISTING    CONDITIOXS. 

I  imagine  that  the  country  will  respond  to  such  an  appeal  unless 
we  relieve  the  complexity  of  the  existing  conditions.  What  is  that 
complexity?  We  have  2,000  railroad  corporations  in  this  country, 
combined,  for  the  most  part,  into  eight  or  ten  great  systems.  The 
complexity  of  the  situation  is  beyond  parallel.  It  is  almost  impos- 
sible to  get  at  the  facts  regarding  these  great  systems. 

Look  over  the  interstate  commerce  rejDorts  and  you  will  find  the 
Pennsylvania  Railroad  operating  a  system.  Under  its  name,  as  sub- 
sidiary lines,  will  be  80  or  90  different  roads,  and  .you  will  find  at 
the  side  after  the  name  of  each  road  a  note  to  the  effect  that  this  line 
is  a  subsidiary  line  and  that  line  is  an  operating  line ;  in  this  line  the 
Pennsylvania  Railroad  owns  all  the  stock,  in  that  line  the  Pennsyl- 
vania Railroad  owns  a  part  of  the  stock;  this  road  is  leased;  with 
another  road  it  has  traffic  arrangements,  etc.  Thus  you  find  the  ut- 
most complexity  as  to  title  and  ownership  and  the  holding  of  these 
various  systems,  all  arising  out  of  the  fact  that,  while  combination  is 
desirable,  the  laws,  whether  National  or  State,  have  not  provided 
suitable  machinery  for  its  accomplishment. 

This  complexity  is,  and  will  continue  to  be,  a  fruitful  source  of 
corruption  and  fraud.  Then  we  find  that  there  is  some  understand- 
ing between  the  New  York  Central,  the  Pennsylvania  Railroad,  the 
Baltimore  &  Ohio,  the  Norfolk  &  Western,  and  the  Chesapeake  & 
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Ohio,  all  of  thoin  trunk  lines,  all  of  thoni  occupying  the  territory  of 
densest  tralKc,  all  of  them  national  in  their  operations,  for  they 
en)brace  not  only  the  traflic  of  the  States  throuoh  which  they  operate 
but  the  trallic  of  the  entire  Union.  The  traflic  of  the  Pacific  coast, 
the  trafHc  of  the  Southern  States,  the  traffic  of  the  Middle  States,  all 
go  over  these  trunk  lines,  and  yet  it  is  impossible  for  a  national  com- 
mission to  understand  what  is  the  relation  of  these  various  roads 
toward  each  other. 

It  finds  each  of  them  operating  numerous  subsidiary  companies, 
all  bound  to  the  parent  company  by  the  most  complicated  arrange- 
ments. Some  of  these  arrangements  take  the  shape  of  rentals.  How 
can  they  tell  whether  a  fair  rental  is  made  in  these  cases?  Suppose 
the  directors  of  the  New  York  Central  are  interested  in  a  railroad 
which  is  intended  to  be  taken  into  the  New  York  Central  system,  and 
they  do  it  through  the  medium  of  a  999  year  lease.  I  ask  whether 
they  are  likely  to  be  very  rigid  with  themselves  in  fixing  the  terms 
of  that  lease  r  Whether,  if  it  is  a  question  between  a  rental  that  will 
yield  -1  per  cent  and  one  that  will  yield  8  per  cent,  they  will  not  be 
likely  to  determine  in  favor  of  the  latter,  and  whether  in  that  case 
the  larger  rental  will  not,  by  the  contract  of  parties  interested  upon 
both  sides,  dealing  with  each  other,  be  fastened  upon  the  entire 
commerce  of  the  country? 

INTERCORPORATE    HOLDINGS. 

Then  these  railroads  have  their  intercorporate  holdings.  The 
Baltimore  &  Ohio  owns  $30,000,000  of  the  stock  of  the  Heading  Co., 
a  companv  which  owns  the  stock  of  the  Phhiladelphia  &  Eeadmg  Co. 
and  also  owns  extensive  coal  mines.  We  have  also  the  Lake  Shore  & 
Michigan  Southern,  which  is  one  of  the  subsidiary  roads  of  the  New 
York  Central,  owning  an  equal  amoimt,  I  believe,  about  $30,000,000, 
in  the  stock  of  the  Reading  Co.  Then  wx  have  the  Pennsylvania 
owning  a  large  amount  of  Baltimore  &  Ohio  stock,  and  we  find  some 
of  the  subsidiary  roads  of  the  New  York  Central  owning  stock  m 
the  Chesapeake  &  Ohio  and  the  Norfolk  &  Western,  so  they  are 
all  interlinked  with  each  other.  These  four  railroad  systems  consti- 
tute the  trunk  lines  of  the  country  over  which  almost  all  the  com- 
merce of  the  country  goes,  and  vet  they  are  organized  under  the  laws 
of  particular  States  in  whose  government  the  people  of  the  Nation 
generally  have  no  share. 

I  ask  whether  it  is  an  essential  doctrine  of  State  rights  that  the 
State  of  New  York  is  to  create  the  machine  that  is  to  do  the  business 
for  the  Nation,  or  that  the  State  of  Pennsylvania  or  the  State  of 
New  Jersey  should  create  the  machine  that  is  to  do  the  Nation's 
business  ?  'Would  it  not  be  very  much  wiser  to  provide  for  a  national 
incorporation  act,  under  which  these  great  consolidations  can  be 
accomplished  and  under  which  they  can  be  supervised  and  controlled. 
The  intercorporate  holdings  of  these  railroads  to  which  I  have 
alluded  ago-regate  nearly  $3,000,000,000— nearly  two  billion  in  stock 
and  nearlv'one  billion  in  bonds— and  of  these  intercorporate  holdings 
three  hundred  millions  are  holdings  in  corporations  that  are  not 
transporting  corporations,  not  railroad  coinpanies,  but  coal  com- 
panies, steel  companies,  coinpanies  engaged  m  production. 
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The  States  furnish  the  machinery  by  which  production  and  trans- 
portation can  be  linked  together.  I  imagine  nothing  can  be  more 
apparent  than  the  fact  that  if  yon  give  certain  men  control  of  the 
transportation  of  the  country  and  also  give  them  control  of  the  pro- 
duction, through  these  great  trusts  and  combinations,  they  will  in 
time  absorb  all  the  wealth  in  the  country,  and  yet  this  is  permitted 
nnder  State  laws,  while  the  Nation,  whose  commerce  is  three-fourths 
of  all  the  commerce  in  the  country,  sits  idly  by  and  allows  the  States 
to  frame  the  charters  under  which  these  great  masters  of  transporta- 
tion and  of  production  can  absorb  the  productive  wealth  of  the 
country. 

ABSORPTION  OF  STATE  RAILROADS  BY  NATIONAL,  CORPORATIONS. 

Mr.  Bacon.  Will  the  Senator  permit  me  to  make  an  inquiry  of 
him? 

Mr.  Newlands.  Certainly. 

Mr.  Bacon.  The  Senator  is  speaking  of  a  condition  now  existing. 
"We  have  in  this  country  some  230,000  miles  of  railway,  I  believe, 
almost  all  of  which  is-  the  property  of  companies  which  have  already 
been  chartered  by  the  States — - — 

Mr.  Newlands.  Yes. 

Mr.  Bacon.  And  which  to-day  exist  as  corporations  by  State  au- 
thority. I  should  like  to  know  of  the  Senator,  if  he  could  secure  the 
necessary  consent  of  Congress  to  carry  out  his  scheme,  in  what  Avay 
could  the  charters  of  these  hundreds,  and  almost  thousands,  of  cor- 
porations granted  by  the  States  be  taken  away  from  them — nullified, 
in  other  words — and  national  charters  substituted  therefor,  except 
by  the  consent  of  the  States  themselves,  unless  you  are  going  to  work 
a  much  more  far-reaching  revolution  in  the  centralization  of  power 
than  we  have  ever  had  suggested  by  the  most  extreme  advocate  of 
central  power?  In  what  way  would  the  Senator  proceed  practically 
to  consummate  the  purpose  which  he  now  suggests,  and  that  is  to 
bring  under  Federal  control  all  of  these  hundreds,  if  not  thousands, 
of  corporations  now  existing  under  State  law,  with  corporate  rights 
secured  under  State  laws,  and  all  these  vested  interests  built  up  under 
State  law?  What  would  be  the  practical  proceeding  which  the 
Senator  Avould  recommend  to  enable  him  to  carry  out  his  purpose, 
even  if  he  had  the  consent  of  Congress  to  do  it  ? 

Mr.  Newlands.  I  will  say  to  the  Senator  that  in  the  first  place  I 
would  not  attempt  to  do  it  without  the  consent  of  the  States.  But  I 
assume  that  the  States  would  yield  their  assent  just  as  readily  to  the 
operation  of  railroads  incorporated  by  the  Nation  as  to  the  operation 
of  railroads  incorporated  by  sister  States. 

INIr.  Bacon.  I  should  like  to  suggest  to  the  Senator 

Mr.  Newlands.  Take  the  Southern  States,  for  instance 

Mr.  Bacon.  I  should  like  to  suggest  to  the  Senator  the  very  re- 
markable difference  there  is  between  the  two.  When  a  corporation 
is  organized  by  a  sister  State  it  does  business  in  another  State  simply 
by  the  comity  of  that  other  State  and  by  the  consent  of  that  other 
State. 

Mr.  Newlands.  Yes. 

Mr.  Bacon.  Whereas  if  the  scheme  the  Senator  from  Nevada  sug- 
gests could  be  inaugurated  it  Avould  not  be  a  matter  of  consent  on  the 
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part  of  (ho  State.  If  wo  have  the  power  to  do  what  ho  oontonds  for, 
it  would  be  a  matter  of  oblig'atioii  and  compulsion  on  the  part  of  the 
State,  whether  it  desired  it  or  not.  That  is  a  very  different  thing- 
from  the  State  being  willing  to  consent  to  a  railroad  operating  under 
a  charter  granted  by  some  other  State,  the  exercise  of  whose  corporate 
powers  in  that  State  still  continue  to  be  within  the  control  of  that 
State. 

Mr.  Xp:wlani)s.  I  will  say  to  the  Senator  I  have  very  much  modified 
my  proposition  since  1  first  asserted  it,  in  order  to  meet  the  objections 
of  those  Avho  fear  that  it  might  involve  usurpation  of  State  sov- 
ereignty. I  have  now  frametl  some  provisions,  which  the  Senator 
will  find  in  the  appendix  to  my  views  upon  this  bill  when  reported 
from  the  committee,  in  wdiich  I  take  up  the  question  to  which  he  has 
referred. 

I  will  state  that  so  far  as  new  construction  is  concerned,  there  is  no 
doubt  about  the  power  of  the  National  Government  to  organize  na- 
tional corporations  for  the  purpose  of  conducting  an  interstate  road. 
If  such  a  road  Avere  constructed,  the  National  Government  could  lay- 
down  the  scheme  of  taxation  for  that  road. 

Mr.  Kean.  Without  the  consent  of  the  State? 

Mr.  Neavla>'ds.  Without  the  consent  of  the  State;  absolutelj^ 

Mr.  Kean.  Take  land  and  do  everything  necessary? 

Mr.  Newl.\xds.  Certainly;  under  the  power  of  eminent  domain. 

Mr.  Bacox.  The  Senator  w^ill  pardon  the  inquiry,  as  I  ask  for  in- 
formation simply.  The  Senator  is  contending  for  a  system  of  na- 
tional taxation  to  the  exclusion  of  State  taxation.  Does  the  Senator 
mean  now  to  assert  the  doctrine  that  under  the  power  of  interstate 
commerce  the  Federal  Government  can  charter  a  railroad  through  a 
State  and  deny  to  the  State  the  right  to  tax  that  railroad,  and  take  to 
itself  the  exclusive  power  to  tax  that  railroad? 

Mr.  Newl.\xds.  I  do.  I  would  not  deem  it  wise,  however,  to  exer- 
cise that  power. 

Mr.  Bacon.  I  understand  the  Senator  did  advocate  the  exercise  of 
that  power,  because  the  great  evil  that  I  understand  him  to  be  com- 
bating is  the  evil  which  grows  out  of  State  taxation.  The  Senator 
wishes  to  have  uniform  taxation,  which,  he  says,  can  be  accomplished 
only  by  the  National  Government. 

Mr.  Newlands.  But  I  would  not  exercise  that  power  by  exempting 
the  property  from  State  taxation.  I  would  exercise  it  by  providing 
the  rule  and  the  method  of  taxation. 

Mr.  Bacon.  By  which  the  State  would  levy  the  tax? 

Mr.  Neavlands.  By  which  the  State  would  levy  the  tax. 

Mr.  Bacon.  But  that  would  imply,  of  course,  the  power  to  deny  to 
the  State  the  power  to  tax  it. 

Mr.  Newlands.  Yes ;  I  contend  for  that. 

Mr.  Bacon.  The  Senator  has  given  very  much  more  thought  to  this 
subject  than  I  have,  and  I  should  like  to  inquire  of  him  whether  his 
statement  that  in  his  opinion  it  is  within  the  power  of  the  National 
Govermnent  to  authorize  the  construction  of  railroad  through  a 
State  and  to  deny  to  the  State  the  right  to  tax  any.  of  that  property 
is  based  simply  upon  his  own  reflection  or  upon  the  statement  or 
ruling  of  any  court  ? 

Mr.  Newlands.  Upon  both,  I  will  say  to  the  Senator.  I  claim,  in. 
the  first  place,  that  the  National  Government  can  itself  construct  a 
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railroad — an  interstate  railroad.  It  can,  if  it  chooses,  construct  a 
railroad  from  the  Atlantic  to  the  Pacific  Ocean,  just  as  to-day  it  is 
constrnctine:  the  Panama  Canal.  I  claim,  further,  that  that  road — a 
Government  road — after  it  is  constructed,  would  be  exempt  from  tax- 
ation by  the  State. 

Mr.  Bacon.  The  Senator  is  no^Y  speaking  of  the  construction  of  a 
railroad  by  the  Government  and  not  of  the  granting  of  a  franchise 
to  a  company. 

Mr.  Newlands.  Yes;  but  I  am  going  to  follow  it  up. 

Mr.  Bacon.  The  Senator  is  now  speaking  of  the  appropriation  by 
the  Government  to  its  own  use  of  property  in  the  way  of  right  of 
way,  etc.,  and  upon  that  constructing  a  railway,  the  title  of  which 
shall  be  in  the  Government  and  the  ownership  of  which  shall  be  in 
the  Government. 

Mr.  Newlands.  Yes. 

Mr.  Bacon.  That  would  be  very  limited  in  its  operation,  neces- 
sarily, if  the  Senator  is  speaking  of  those  things  which  are  practical. 
As  I  understand  the  contention  of  the  Senator,  it  is  that  there  is  such 
a  great  evil  growing  out  of  the  multiplicity  of  railroads,  with  differ- 
ent charters,  different  powers,  different  burdens  resting  upon  them, 
of  their  own  indebtedness,  and  of  differing  systems  of  taxation  and 
rates  of  taxation,  that  it  is  of  the  highest  importance  that  all  this 
vast  system  shall  be  unified  in  such  a  way  that  there  shall  be  uni- 
formitv  of  burden  upon  the  railroad  companies,  in  the  way  of  tax- 
ation particularly.  When  the  Senator  suggests  the  construction  of 
a  road  by  the  Government,  of  course,  he  has  to  engraft  that  upon  a 
system,  which  already  has  230,000  miles  of  railway. 
"  So  in  dealing  with  the  question  practically,  for  the  purpose  of 
meeting  the  evil  which  the  Senator  contends  exists,  it  seems  to  me 
the  matter  to  which  our  attention  should  be  directed  is  the  question 
how  shall  this  vast  system  be  unified,  and  not  how  it  would  be  prac- 
ticable to  build  one  railroad.  While  I  do  not  agree  with  the  Senator 
on  his  contention  in  regard  to  that  proposition,  I  do  not  think  he 
meets  the  question,  even  if  the  correctness  of  his  proposition  were 
conceded. 

Mr.  Newla^^ds.  I  will  say  to  the  Senator  that  I  was  simply  givmg 
him  the  process  of  reasoning  by  which  I  arrived  at  the  conclusion  that 
a  railroad  incorporated  by  the  National  Government  as  an  instru- 
mentalitv  for  interstate  commerce  could  be  exempted  by  the  National 
Government  from  taxation,  and  so  I  started  by  assuming  that  if  the 
National  Government,  in  the  exercise  of  its  power  over  interstate 
commerce,  should  conclude  to  build  a  road  from  the  Atlantic  to  the 
Pacific  Ocean,  with  all  its  branches,  etc.,  it  would  exempt  that  railroad 
.from  State  taxation. 

Then,  I  assume  next  that  if  the  National  Government,  instead  of 
Iraikling  the  railroad  itself,  concludes  to  put  the  construction  in 
charge  of  an  agent,  a  corporation  which  it  has  itself  created,  it  can 
also  stamp  that  road  as  a  national  instrumentality  and  exempt  it  by 
express  enactment  from  State  taxation ;  and  that  if  it  can  do  that  it 
can  prescribe  the  ride  by  which  the  State  can  tax  that  particular 
property.  My  reasoning' thus  far  extends  only  to  the  case  of  a  Gov- 
ernment-owned railroad    or    a    Government-incorporated    railroad. 

Now,  let  us  take  up 

Mr.  Heyburn.  Mr.  President 
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The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Idaho? 

Mr.  Newlands.  I  should  like  to  get  through  with  my  reply  to  the 
Senator  from  Georgia. 

CAN  CONGRESS  RELIEVE  THE  RAILROADS  FROM  STATE  TAXATION  ? 

Mr.  Heyburn.  Before  the  Senator  leaves  that  question  I  should 
like  to  ask  whether,  in  his  judgment  it  is  competent  for  Congress 
to  relieve  this  property  from  taxation  in  the  States? 
Mr.  Xkwlands.  I  think  so. 

Mr.  Heyburn.  Then  I  should  like  to  make  this  suggestion  to  the 
Senator :  In  some  counties  in  my  State  the  railroads  pay  from  60  to 
70  per  cent  of  the  taxes  that  go  to  the  maintenance  of  the  local  gov- 
ernment. I  suppose  there  are  such  instances  in  Nevada.  Would 
the  Senator  regard  as  reasonable  any  law  which  would  exempt  those 
railroads  from  contributing  to  the  expenses  of  the  government  that 
affords  them  protection? 

Mr.  Neavlands.  I  would  not.  and  I  do  not  propose  to  exempt  them. 

Mr.  Heyburn.  I  think  there  are  counties  in  the  Senator's  State 
where  the  railroads  pay  as  much  as  80  per  cent  of  the  expense  of 
maintaining  local  government.  If  you  are  going  to  exempt  the  rail- 
roads from  taxation  within  the  States,  where  is  the  substitute  to  be 
found  for  maintaining  the  local  government— schools,  roads,  etc.  ? 

Mr.  Newl.'lnds.  I  will  say  to  the  Senator  that  I  do  not  propose  to 
exempt  the  railroads  from  State  taxation.  On  the  contrary,  I  pro- 
pose to  subject  them  to  Sta|:e  taxation. 

Mr.  Heyburn.  I  misunderstood  the  Senator. 

Mr.  Newlands.  I  propose  that  the  National  Government  shall  fix 
the  rule  by  which  the  roads  shall  be  taxed,  providing  they  are  rail- 
roads under  national  incorporation,  created  as  natioiial  instrumen- 
talities for  the  purpose  of  carrying  out  a  national  power. 

Mr.  Heyburn.  I  should  like  to  ask  the  Senator  whether  he  thinks 
Congress  can  do  that? 

Mr.  Neavlands.  I  think  so. 

Mr.  Heyburn.  Can  project  a  railroad  into  a  State,  which  rail- 
road enjoys  the  protection  of  State  laws,  and  the  State  be  able  to 
tax  the  railroad  only  under  the  rule  established  by  the  Government, 
without  any  State  control  over  it  at  all  ? 

Mr.  Newlands.  I  do  not  propose  that  the  National  Government 
shall  tax  the  railroads  at  all,  but  that  the  National  Government  shall 
fix  the  rule  by  which  the  States  shall  tax  them. 

Mr.  Heyburn.  What  is  the  dilference  between  fixing  the  rule 
under  which  the  railroads  shall  be  taxed  and  taxing  them,  because 
if  the  Government  could  fix  the  rule  it  could  limit  it  without  regard 
to  the  necessities  of  the  State?  It  seems  to  me  a  difficulty  w^ould 
arise  there. 

Mr.  Newlands.  So  far  as  the  power  is  concerned — we  have  that 
already  illustrated  in  the  action  of  the  National  Government  w^ith 
reference  to  national  banks.  The  National  Government  fixes  the 
rule  bv  which  national  banks  shall  be  taxed. 

Mr."  Heyburn.  I  suggest  that  is  in  the  nature  of  tangible  prop- 
erty  

Mr.  Newlands.  No. 
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Mr.  Heyburn.  And  the  other  is  a  class  of  property  that  taxes 
possession  of  the  soil,  occupies  a  part  of  the  territory, 

Mr.  NEWLA^^DS.  The  National  Government  fixes  the  rule  by  which 
the  capital  stock  of  national  banks  may  be  taxed  in  the  States. 

Mr.  Heyburn.  That  is  tangible  property. 

Mr.  Newlands.  It  is  true  it  does  not  relieve  the  real  estate  of  the 
banks  from  taxation,  but  it  does  fix  the  rule  that  shall  apply  to  the 
capital  stock  of  the  bank. 

Mr.  Heyburn.  But  not  to  the  building. 

Mr.  Newlands.  It  does  so  upon  the  ground  that  the  national  bank  is 
a  national  instrumentality,  and  that  the  State  will  not  be  permitted  to 
put  a  burden  upon  that  national  instrumentality  which  may  destroy  it. 

Mr.  Heyburn.  I  would  ask  the  Senator 

Mr.  Neavlands.  If  the  Senator  will  permit  me,  in  this  case  the 
national  instrumentality  is  the  road  itself^the  rails  and  the  equip- 
ment and  the  appurtenances — that  is,  the  property,  the  instrumen- 
tality by  which  transportation  is  conducted  and  through  which  inter- 
state commerce  is  conducted,  and  the  reasoning,  therefore,  applies  to 
that  instrumentality. 

m'CULLOCH  v.   MARYLAND. 

In  the  case  of  McCulloch  ik  Maryland,  with  which  the  Senator  is 
familiar,  the  Supreme  Court  held  that  the  State  of  Maryland  could 
not  tax  the  notes  of  a  national  bank,  and  it  held  it  could  not  upon  the 
ground  that  the  bank  was  a  national  instrumentality,  and  the  sov- 
ereignty of  the  Nation  could  not  permit  the  sovereignty  of  the  State 
to  put  a  burden  upon  a  national  instrumentality  which  might  destroy 
it.  It  is  true  that  in  that  case  the  court  said  that  the  exemption  would 
not  apply  to  the  real  property  upon  which  the  bank  was  located. 

Mr,  Heyburn.  I  was  going  to  ask  that  question. 

Mr.  Newlands,  But  recollect  in  that  case  the  property  of  the  bank 
was  not  exempted  by  statute  at  all — none  of  it — and  the  Supreme 
Court  held  in  that  case  that  by  implication  the  property  to  which  I 
have  referred  was  exempt  from  taxation  because  it  was  necessary  in 
the  exercise  of  the  powers  of  the  National  Government,  The  owner- 
ship of  the  bank  building  is  not.  They  could  conduct  their  bank  in  a 
leased  building.  But,  so  far  as  all  of  the  instrumentality  necessary 
to  exercise  the  power,  they  are  exempt. 

In  this  particular  case  the  railroad  is  the  thing.  It  is  the  instru- 
mentality itself — the  railroad,  its  appurtenances,  and  its  equipment — 
and  I  urge  that  if  that  railroad  is  in  the  ownership  of  the  Government 
the  Government  can  exempt  it  from  taxation,  and  if  it  is  in  the  owner- 
ship of  a  corporation  created  by  the  Government,  it  can  exempt  it.  I 
admit,  as  to  the  law  of  the  case,  that  that  matter  has  not  been  finally 
determined  by  the  Supreme  Court,  but  I  have  already  shown  that  in 
the  Peniston  case  the  court  stood  four  to  four  upon  it,  and  the  only 
reason  why  the  judgment  was  rendered  against  the  exemption  in  that 
case  was  that  one  of  the  four  judges,  who  held  that  the  power  to 
exempt  could  apply  to  the  railroad,  claimed  that  the  exemption  had 
not  been  declared  in  the  statute,  and  that  unless  it  was  declared  in  the 
statute  it  was  clearly  not  the  intention  of  Congress  that  tlie  property 
should  be  exempt.    So  the  case  stands  four  to  four  in  that  decision. 

But  upon  the  reasoning  of  the  case,  the  logic  of  the  case,  if  a  na- 
tional railroad,  incorporated  b}^  the  United  States  Government,  was 
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constructed  by  an  aii'cnt  of  the  Ignited  States  Government,  and  if  it  is 
declared  to  be  a  national  instrumentality,  and  declared  by  the  Na- 
tional (io\ernment  to  be  exempt  from  taxation,  then  under  the  axae 
of  McCulloch  r.  jNIaryland,  and  by  reasoning  and  analogy,  it  is  clear 
the  exemption   will   be  sustained. 

As  to  the  policy  of  exempting  it,  that  is  another  thing.  All  I 
insist  upon  is  a  fair  rule  of  taxation.  I  do  not  propose  to  diminish 
the  existing  taxes  an  iota,  but  I  want  to  propose  a  rule  which  will 
make  these  taxes  mathematically  precise,  in  order  in  the  future  to 
keep  the  railroads  out  of  politics  upon  this  question,  and  to  aid  in 
the  determination  of  rates  b}'  securing  a  definite  factor  in  the  calcu- 
lation of  fixed  charges. 

Mr.  Heyburn.  I  should  like  to  ask  the  Senator  from  Nevada  a 
question. 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Idaho? 

Mr.  Newlaxds.  Certainly. 

Mr.  Heyburx.  I  should  like  to  ask  the  Senator  Avhether,  in  his 
judgment,  if  the  railroad  was  the  property  of  the  United  States,  it 
could  be  taxed  at  all  by  a  State?  And  I  will  say,  in  connection  with, 
that  question,  that  the  strongest  argument  against  Government  own- 
ership of  railroads  is  that  the  States  could  not  tax  the  property  of  the 
Government  of  the  United  States,  and  would  therefore  be  deprived 
of  the  support  that  they  naturall}'  should  have  in  the  waj^  of  taxation. 

MERGER. 

Mr.  Newlands.  I  know  that  is  urged  as  a  reason.  In  reply  to  the 
Senator  from  Georgia,  who  asked  me  how  we  would,  under  a  national 
incorporation  act,  secure  the  merger  of  these  State  corporations  into 
a  national  corporation,  I  will  say,  in  the  first  place,  that  I  do  not 
propose  in  my  bill  that  that  shall  be  done  without  the  consent  of  the 
States.  But  if  the  Senator  will  look  at  the  legislation  of  some  of 
the  States,  particularly  the  Southern  States,  he  will  find  that  the 
States  have  not  been  loath  to  allow  a  foreign  corporation  to  enter 
their  borders  and  to  construct  and  operate  railways.  Take  the  ten 
Southern  States  south  of  Pennsylvania  and  of  Ohio. 

Almost  the  whole  of  the  transportation  facilities  of  those  States 
to-day  are  under  the  control  of  two  great  systems.  One  is  the 
Southern  Railway  system  and  the  other  the  Atlantic  Coast  system. 
Each  of  these  systems  operates  about  10,000  miles.  The  Southern 
Railway  Company  is  incorporated  under  the  laws  of  Virginia.  The 
Atlantic  Coast  Railroad  Company  was  originally  incorporated  under 
the  laAvs  of  Virginia,  I  believe,  but  its  stock  has  now"  passed  into  the 
hands  of  the  Atlantic  Coast  Company,  which  is  incorporated  under 
the  laAvs  of  Connecticut.  So  we  find  that  one  of  the  systems  of  rail- 
way traveling  the  entire  South  is  incorporated  under  the  laws  of 
Virginia,  and  the  other  practically  incorporated  under  the  laws  of 
Connecticut. 

How  is  it  that  those  railroad  companies  operate  in  those  States? 
With  the  consent  of  the  States,  expressed  in  legislation.  And  the 
Senator  will  find  that  in  one  or  more  of  the  States  in  the  South  they 
have  laws  now  upon  the  statute  books  which  permit  merger  with  any 
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connecting  railroad,  whether  incorporated  under  the  laws  of  another 
State  or  under  the  laws  of  the  United  States.  I  imagine  they  will 
have  no  more  objection  to  merger  with  a  cor]3oration  organized  under 
the  laws  of  the  United  States  than  they  will  have  to  a  merger  with  a 
corporation  organized  under  the  laws  of  a  State. 

Mr.  Bacon.  Mr.  President 

Mr.  Newlands.  Particularly  if,  as  in  this  case,  the  law  incorporat- 
ing the  national  corporation  absolutely  disclaims  any  intention  of 
interfering  with  the  police  power  of  the  State  and  provides  that  it 
shall  only  acquire  an  existing  railroad  in  any  State  with  the  consent 
of  that  State. 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Georgia? 

DUAL  SOVEREIGNTY. 

Mr.  Neavlands,  If  the  Senator  will  just  let  me  close  this  thought. 
Here  are  two  sovereigns,  one  the  great  national  sovereign,  exercising 
sovereignty  under  the  granted  j^owers  over  the  territory  occupied  by 
all  the  States  of  the  Union,  the  other  sovereign  each  of  the  45  differ- 
ent States.  The  State  has  control  over  State  commerce.  The  Nation 
has  control  over  interstate  commerce.  The  same  machine  must  do 
the  business  of  both.  Now,  if  the  State  can  create  the  machine  that 
is  to  do  interstate  commerce,  the  Nation  can  create  the  machine  that 
is  to  do  State  commerce. 

Mr.  Bacon.  Mr.   President 

Mr.  Newlaxds.  If  the  Senator  will  permit  me,  the  States  can  not 
authorize  corporations  to  do  interstate  commerce  without  the  ap- 
proval of  the  Nation,  and  the  Nation  can  not  authorize  corporations 
to  do  State  commerce  without  the  approval  of  the  States:  but  I 
imagine  that  consent  would  be  forthcoming  in  both  instances.  Now 
I  yield  to  the  Senator  from  Georgia. 

Mr.  Bacon.  The  reason  why  I  sought  to  interrupt  the  Senator  was 
because  he  was  passing  away  from  the  point  on  which  I  wished  to 
reply  to  him.  I  want  to  say,  however,  that  I  have  no  disposition  to 
onduly  interrupt  the  Senator,  and  my  onlv  purpose  in  the  first  inter- 
ruption was  to  get  his  views  as  to  how  he  proposes  practically  to 
accomplish  that  which  he  argues  so  effectively  theoretically. 

Mr,  Newlands.  I  am  very  glad  to  yield  to  the  Senator.  " 

RAILROAD  SYSTEMS  IN  THE   SOUTHERN   STATES. 

) 

Mr.  Bacon.  The  Senator,  though,  in  sj^eaking  of  the  question  of 
probably  securing  the  consent  of  the  States  mentions  the  fact  that  in 
the  Southern  States,  using  them  as  an  illustration,  most  of  the  rail- 
roads are  owned  by  two  or  three  systems,  and  that  being  operated  suc- 
cessfully in  States  making  no  special  objection  to  that  fact  they 
would  equally  consent  that  there  should  be  systems  operated  under 
Federal  charter,  the  systems  now  being  operated  there  having,  as  they 
do,  charters  of  other  States. 

I  wish  to  make  a  statement  to  the  Senator,  and  I  do  not  propose 
to  pursue  the  discussion  further  or  to  interrupt  him  in  the  regular 
course  of  his  remarks.     There  is  a  vast  difference  between  the  two. 
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The  i)uri->()S(>  of  the  SfMiator,  if  ucconiplished  by  Federal  incorpora- 
tion, woiild  1)0  ontiroly  different  in  its  operation  from  that  which 
is  now  a('('()nii)lished  hy  railroads  operated  as  they  are  under  charters 
from  other  States. 

The  purpose  of  the  Senator  is  to  tid^e  away  from  the  States  the 
rioht  to  assess  and  collect  taxes,  and  if  his  scheme  could  be  carried 
out  under  national  incorporation  the  large  systems  of  railroads  oper- 
ated under  Federal  charters  would  have  as  their  chief  characteristic 
or  feature  the  fact  that  their  taxes  were  assessed  and  perhaps  levied 
by  the  Federal  (4overnment;  if  not  levied,  certainly  assessed.  In 
other  words,  the  State  would  entirely  lose  the  right  of  assessing  taxes 
and  be  remitted  under  the  Senator's  scheme  purely  to  the  work  of 
collection,  whereas  as  it  now  exists,  while  it  is  true  that  the  railroads 
are  chartered  in  a  large  measure  (it  is  not  altogether  so  in  my  State, 
by  any  means)  by  States  other  than  those  through  which  they  run, 
nevertheless  in  all  those  cases  and  in  all  those  States  the  power  of 
assessing  and  levying  taxes  is  as  perfectly  preserved  by  the  State  as 
if  the  I'oad  was  chartered  within  that  State  and  operated  solely  by  an 
authority  or  franchise  received  from  it. 

As  I  said,  I  do  no  desire  to  break  up  the  Senator's  speech  with 
a  colloquy,  but  I  really  interrupted  him  for  the  purpose  of  getting 
his  view,  if  the  Senator's  theory  is  a  correct  theory,  and  if  Congress 
could  be  gotten  to  consent  to  it  "and  to  attempt  to  put  it  in  execution, 
in  what  way  would  the  Senator  seek  to  bring  under  his  general  control 
the  230,000  miles  of  railroad  now  being  held  under  charters  granted 
by  States  and  not  by  the  Federal  Government.  The  Senator  has 
already  expressed  his  view  as  to  how  that  was  to  be  done,  and  I 
simply  repeat  it  for  the  purpose  of  disclaiming  any  purpose  to  enter 
into  any  general  discussion  with  him  on  the  subject. 

INIr.  Newlakds.  Mr.  President,  I  am  glad  to  have  the  Senator  put 
me  any  inquiry  that  he  sees  fit.  and  I  am  only  too  glad  to  answer. 

I  will  state  to  the  Senator  that  it  is  not  absolutely  essential  that  a 
national  incorporation  act  should  provide  for  a  schems  of  taxation. 
I  assume  that  Congress  could  not,  in  framing  a  national  incorpora- 
tion act.  pro^^de  a  scheme  of  taxation  unless  it  presented  obvious 
advantages — advantages  which  the  representatives  of  every  State  in 
the  Union  would  see. 

ADVANTAGES    OF    UNIFORM    TAXATION. 

Xow.  those  advantages  are  that  if  we  have  a  fixed  tax,  mathe- 
matically ascertained,  it  will  yield  as  much  and  more  than  the  States 
now  get.  It  also  takes  the  railroads  out  of  politics  as  to  taxation, 
and  I  regard  that  as  very  desirable.  Second,  it  results  in  a  certain 
factor  for  the  regulating  of  commerce,  both  National  and  Sttite,  be- 
cause then  taxes  can  be  definitely  and  mathematically  ascertained  as 
one  of  the  fixed  charges  of  the  company,  whereas  if  they  are  left  in 
the  elastic  form  to  which  I  have  already  alluded,  ranging  possibly 
all  the  wav  from  the  present  tax  of  $56,000,000  in  the  aggregate  to 
^150,000,000,  and  involving  possibly  in  addition  a  tax  of  equal 
amount  upon  the  stockholders  and  bondholders,  all  certainty  regard- 
ing taxes  as  a  factor  in  the  regulation  of  railroad  rates  will  be  lost. 
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I  would  expect,  of  course,  in  tlie  consideration  of  such  legislatiort. 
that  the  Members  from  the  different  States  represented  in  Congress- 
woukl  not  permit  any  provision  to  go  in  regarding  taxation  unless 
they  felt  it  was  a  beneficial  provision — beneficial  to  the  States  them- 
selves and  beneficial  to  the  entire  Nation.  It  is  not  essential,  how- 
ever, to  national  incorporation ;  in  fact,  it  is  rather  extraneous  to  it. 
The  main  purpose  to  be  accomplished  by  national  incorporation  is  the 
control  over  capital  and  also  the  control  over  the  return  upon  capital. 

COMITY  OF  THE  STATES  TO  THE  KATIOX. 

The  Senator  seems  to  doubt  that  the  States  would  pursue  the  same 
rule  of  comity  toward  a  national  corporation  that  they  follow  with 
reference  to  a  corporation  organized  under  the  laws  of  a  sister  State 
I  admit  that  at  the  start  there  may  be  a  feeling  that  here  is  the  great 
national  sovereign  proposing  to  dominate  the  transportation  in  a 
particular  State.  But  then  I  would  expect  the  people  of  the  State 
and  their  representatives  to  reflect  upon  the  utter  inaclequacy  of  exist 
ing  State  law  to  shape  a  machine  that  can  do  this  work  properh\ 

Mr.  Bacox.  If  the  Senator  will  pardon  me  there,  I  will  try  not  to 
interrupt  him  again. 

Mr.  Newlaxds.  Certainly. 

Mr.  Bacon.  I  understand  that  while  it  would  be  the  Senator's  plan 
to  secure  the  voluntary  action  and  consent  of  the  State,  nevertheless- 
he  does  contend  that  in  the  absence  of  such  consent  it  would  be  within 
the  power  of  the  Federal  Government  without  that  consent  to  convert, 
all  these  charters  into  Federal  charters. 

Mr.  Newlands.  No ;  I  do  not  contend  that. 

Mr.  Bacon.  Does  not  the  Senator  recognize  that  of  all  the  schemes — • 
and  I  use  the  word  "  scheme  "  not  in  any  disparaging  sense — of  all 
the  plans  that  have  been  suggested,  short  possibly  of  the  Government 
ownership  of  the  230,000  miles  of  railroad  in  this  country,  there  has. 
never  been  a  scheme  which  would  so  certainly  result  in  the  far-reach- 
ing and  fast-binding  of  the  centralizing  power  and  authority  of  the- 
General  Government  as  would  this  scheme. 

Mr.  Newdanps.  I  think  not.  I  do  not  think  it  would  centralize- 
power  in  the  National  Government  any  more  than  the  present  system 
centralizes  power  in  the  hands  of  outside  States.  "VVe  must  locate- 
power  somewhere,  and  under  the  existing  system  of  combination  and 
consolidation  the  great  corporation  which  controls  the  transportation 
of  10  or  15  States,  and  through  them  the  commerce  of  all  the  Union- 
passing  over  those  roads,  is  centralized  in  a  particular  State,  like  the- 
State  of  Virginia,  or  the  State  of  Ncav  Jersey,  or  the  State  of  New 
York.  I  imagine  that  if  this  transportation  system  is  to  be  under  the- 
control  of  a  foreign  corporation  the  States  affected  would  rather  have- 
the  control  in  the  Federal  Government,  in  whose  legislation  every 
State  has  a  share,  than  in  a  State  in  which  the  people  of  no  other 
State  have  any  share. 

In  examining  the  statutes  of  some  of  the  States  I  find  they  ex- 
pressly provide  for  the  merger  of  railroads  organized  under  the  laws^ 
of  that  State  with  railroads  organized  under  the  laws  of  other  States 
or  of  the  United  States.  So  there  is  the  evidence  right  upon  the- 
statute  books  that  there  is  no  objection  to  accepting  the  National 
Government  as  the  creator  of  the  corporation  that  is  to  merge  thes© 
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<>;roat  systems.  Lot  nic  call  the  Senator's  attention  to  the  loose  legis- 
lation that  has  prevailed  in  States  upon  this  matter. 

Mr.  Bacon.  If  the  Senator  will  jiardon  me,  before  he  j>oes  on  to 
that,  just  as  a  mere  suggestion,  I  Avill  revert  to  the  fact  that  not  only 
the  State's  control  over  the  railr(;ads  thus  merged,  of  which  hes])ealvs, 
is  in  the  right  of  assessing  and  collecting  taxes,  but  the  right  to  con- 
trol in  every  particular — every  matter  of  police,  every  matter  of 
taxation,  every  matter  of  the  regulation  of  rates  is  still  within  the 
power  of  the  States.  Under  the  Senator's  system  the  matter  of 
police  and  tlie  matter  of  regulation  and  the  matter  of  the  regulation 
of  rates  would  be  surrendered  to  the  General  Government,  as  well 
as  the  matter  of  assessing  taxes. 

Mr.  Xewi^vxds.  Let  me  read  to  the  iSenator  the  section  which  I 
have  prepared  upon  that  subject.    It  is  headed  : 

STATE  POLICE   AND   STATE   RATES. 

Sec.  is.  Nothinii-  herein  contained  shall  be  construed  us  intei-ferin<r  with  the 
police  laws  of  any  State  rejjardinp:  railroads  incorporated  under  this  act  and 
■operatins  in. such  States,  nor  shall  anything  herein  contained  be  construed 
as  affecting  the  right  and  power  of  ear-h  State  to  regulate  purely  State  com- 
merce on  railroads  organized  under  this  act.  But  the  Interstate  ('omnierce 
Commission  may  hold  conferences  from  time  to  time  with  the  regulating  power 
of  any  State  with  a  view  to  such  harmonious  adjustment  and  regulation  of 
State  commerce  and  interstate  commerce  as  will  protect  the  public  against 
abuses  or  extortion,  and  the  railroads  against  inadequate  returns  upon  their 
investment,  and  promote  the  efficiency  of  such  corporations  as  common  carriers. 

Mr.  Bacon.  The  Senator  must  necessarily  recognize  the  fact  that 
the  success  of  his  scheme  would  involve  the  permanent  surrender  by 
the  States  thereafter  to  control  any  of  those  matters,  and  while  we 
might  pass  that  statute  now,  another  statute  might  be  passed  to- 
morroAv  and  the  right  to  regulate  the  rates  in  a  State,  even  as  to 
the  matter  of  rate  or  any  question  of  liabilit}^  for  damages  of  any 
kind  or  under  a  contract  of  any  kind  or  any  other  matter  of  police, 
taxation,  or  the  regulation  of  rates,  would  be  forever  gone  from  the 
State  and  thereafter  permanently  vested  solely  in  the  United  States. 

If  the  Senator  thinks  that  the  States  would  voluntarily  for  all 
time  surrender  such  rights  as  those,  the  Senator  is  very  much  more 
sanguine  than  most  of  us  would  possibly  be  under  such  circumstances. 
I  think  that  so  far  from  being  ready  to  surrender  for  all  time  such 
rights  as  those  it  would  create  somewhat  of  a  spirit  of  resistance 
if  there  was  an  attempt  to  force  it  upon  them.  The  Senator.  I  under- 
stand, of  course,  does  not  contemplate  that,  but  I  simply  speak  of 
it  as  a  matter  of  contrast. 

jNIr.  Xewlands.  I  will  state  that  no  surrender  whatever  of  the 
rights  of  any  State  is  involved,  in  my  judgment,  in  this  proposed 
act.  The  States  have  absolute  control  over  purely  State  commerce. 
The  Federal  Government  has  absolute  control  over  interstate  com- 
merce. The  same  instrumentality  is  used  for  both  State  commerce 
and  interstate  commerce. 

Xow,  the  only  question  is,  Avhich  sovereignty  shall  create  that  in- 
strument ?  After  the  instrument  is  created  nothing  will  interfere 
with  the  powers  of  the  State  over  State  commerce  or  with  the  poAver 
of  the  National  Government  over  interstate  commerce.  The  Senator 
might  as  well  insist  that  if  we  permit  the  instrument  that  is  to  do 
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the  interstate  commerce  we  thereby  absohitely  surrender  to  the  State 
all  power  over  interstate  commerce.  The  Senator  will  not  contend 
that. 

On  the  contrary,  although  Congress  has  permitted  the  iState  to 
create  the  instrument  of  interstate  commerce,  we  are  regulating  that 
instrument  by  all  the  statutes  which  we  have  upon  that  subject.  We- 
have  regulated  the  State  instrument  as  to  safety  appliances,  as  to 
rebates  and  preferences,  and  we  purpose  now  to  regulate  it  as  to 
rates,  but  onlj^  in  relation  to  interstate  commerce.  S'o  also,  if  a 
national  corporation  were  created,  that  corporation,  so  far  as  inter- 
state commerce  is  concerned,  would  be  subject  to  the  laws  of  each 
particular  State ;  and  in  the  absence  of  any  provision  exempting  the 
corporation  from  taxation,  or  prescribing  the  rule  for  taxation,  it 
would  be  subject  to  the  laws  of  that  State  with  reference  to  taxation. 

Now,  the  Senator  seems  to  view  with  apprehension  the  possibility 
that  hereafter  we  might  seek  to  change  this  law,  but  recollect  this 
law  can  only  be  changed  by  the  Representatives  in  this  body  and  in 
the  House  of  Representatives  of  the  various  States  affected.  Every 
one  of  them  has  a  voice  here  and  a  voice  in  the  House  of  Repre- 
sentatives, and  I  suggest  to  the  Senator  whether  it  is  not  better,  if 
the  instrument  is  to  be  created  that  is  to  conduct  both  State  and  inter- 
state commerce,  to  have  that  instrument  created  by  a  sovereign  in 
whose  action  the  people  of  every  State  can  participate  rather  than  in 
the  sovereignty  represented  by  a  single  State,  like  the  State  of  Vir- 
ginia or  New  York,  in  which  the  people  of  outside  States  have  no 
representation  or  voice  whatever. 

THE  INCORPORATION   OF   THE   SOUTHERN   SYSTEMS. 

Let  us  see  what  this  present  system  fastens  upon  the  entire  Nation 
as  a  whole  and  upon  States  whose  transportation  is  conducted  by  cor- 
porations organized  outside  of  that  State.  The  two  lines  to  which 
I  have  referred — the  Atlantic  Coast  line  and  the  Southern  Railway 
line— each  controls  about  10,000  miles  of  railways  in  the  South.  Each 
of  those  lines  is  composed  of  many  clilferent  roads,  organized  under 
State  laws,  and  each  one  of  those  was  probably  the  result  of  antece- 
dent consolidations,  so  that  probably  each  of  the  present  systems 
represents  an  aggregate  of  two  or  three  hundred  corporations. 

Now,  let  us  look  at  the  law  which  provided  for  this.  The  Southern 
Railwaj'^  Co.  is  the  successor  of  the  Richmond  &  Danville.  The 
Richmond  &  Danville  road  was  a  small  railroad  company  operating 
about  300  miles  of  railroad  in  Virginia.  It  got  into  difficulty  and 
went  into  the  hands  of  a  receiver.  It  was  purchased  by  certain 
parties,  and  they  evidently  determined  to  make  it  the  nucleus  of  a 
great  national  system,  for  that  is  what  the  'Southern  Railway  system 
is  to-day.  The}^  applied  to  the  Virginia  Legislature,  and  a  law  was 
passed  which  provided  that  the  purchasers  of  that  road  could  organ- 
ize a  corporation  by  whatever  name  they  chose,  and  that  the  pur- 
chasers could  make  the  capital  stock  of  that  corporation  $350,000,000. 
There  was  no  limit  whatever  as  to  bonds.  The  stock,  however,  was 
limited  to  $350,000,000.  The  Senator  can  look  over  that  law  and  he 
will  find  that  there  were  no  guards  whatever  attached  against  exces- 
sive capitalization,  it  being  quite  possible  for  that  corporation  tO' 
issue  shares  for  a  dollar  a  share,  though  the  par  value  is  $100;  and 
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the  act  provides  that,  whatever  may  be  paid  for  the  stock,  the  stock 
shall  be  thereafter  regarded  as  full-paid  stock. 

That  act  gave  the  most  ample  jiowers,  without  any  restriction  or 
restraint  or  control  of  any  supervising  body.  I  can  understand  how 
it  was  done.  The  people  were  anxious  to  have  the  railroad  system 
of  the  South  built  u]),  and  they  were  glad  to  have  the  cooperation  of 
any  body  of  capitalists  who  would  do  it.  So  this  extraordinary 
charter  was  given.  As  I  stated,  it  allows  this  little  300-milc  railroad 
to  issue  $350,000,000  of  stock.  It  does  not  provide  that  that  stock 
shall  be  issued  only  for  money  paid  or  for  property  at  its  value,  but 
imder  those  provisions  watered  stock  to  almost  any  extent  can  be 
given  out. 

As  I  have  stated,  stock  could  be  given  for  a  dollar  a  share,  and  yet 
afterwards  it  would  be  regarded  as  full-paid  stock  at  a  hundred  dol- 
lars a  share.  Unlimited  power  is  given  with  reference  to  bonds, 
and  then  it  gives  the  power  to  "  lease,  use,  operate,  consolidate  with  " 
*  '■'  *  "•  any  railroad  or  transjjortation  compan}-  now  or  hereafter 
incorporated  by  the  laws  of  the  United  States." 

The  State  of  Virginia  had  no  objection  to  consolidating  with  any 
corporation  organized  under  the  laws  of  the  United  States.  There 
is  the  sanction  now,  so  far  as  Virginia  is  concerned,  to  this  very 
proposition — "  or  of  any  of  the  States  thereof,  or  any  one  or  more  of 
such  railroad  or  transportation  companies." 

There  are  liberal  provisions  of  this  kind  which  I  shall  insert  in 
the  Record.  The  power  is  given  to  purchase,  hold,  and  own  bonds 
or  stocks  of  other  corporations,  and  also  the  power  to  pui'chase  and 
guarantee  "  the  stocks  and  bonds,  or  either,  of  hotel,  lighterage, 
wharf,  elevating,  and  other  such  enterprises  convenient  in  connection 
therewith  or  as  a  part  thereof."  The  company  may  classify  its  stock 
as  it  chooses  and  give  preferences  as  it  chooses,  and  then  comes  the 
following  clause : 

Such  new  corporation  may  l)orrow  money  and  issue  Ijonds  or  otlier  evidence 
of  indeljtedness  therefor,  and  may  secure  the  same  from  time  to  time  by  mort- 
gage or  deed  of  trust  upon  any  or  all  of  its  property  and  franchises;  and  such 
new  corporation,  from  time  to  time,  may  issue  and  sell  its  bonds  and  its  capital 
stock  at  such  prices  and  on  such  terms  as  shall  be  specified  in  said  plan  of 
organization,  or  as  a  majority  in  amount  of  the  stockholders  shall  approve  at 
any  meeting,  and  may  receive  in  payment  therefor  property,  securities,  or  shares 
in  any  corporation  mentioned  in  this  act ;  and  any  stock  so  issued  shall  be 
deemed  fully  paid  and  free  from  any  liability. 

Now,  the  Atlantic  Coast  Line  was  incorporated  under  a  similar 
law.  Contrast  that  law  witli  the  State  of  Texas,  where  they  will  not 
permit  consolidation  with  any  corporation  outside  of  the  State,  and 
where  in  the  State  itself  consolidation  is  absolutely  controlled  by 
the  regulating  commission.  Contrast  it  also  with  the  laws  of  Texas, 
which  provide  that  there  shall  be  no  issue  of  bonds  or  stocks  except 
for  money  paid  or  property  delivered  at  its  actual  value,  and  that 
there  shall  be  no  issue  of  either  bonds  or  stocks  without  the  approval 
of  the  railroad  commission  of  that  State.  Contrast  it  with  the  laws 
of  Massachusetts,  which  equally  guard  against  overcapitalization  and 
provide  that  bonds  shall  only  be  issued  for  money  actually  received 
or  for  the  property  delivered  at  its  value  and  also  provide  that  there 
shall  be  no  issue  of  bonds  or  stocks  without  the  approval  of  the 
railroad  commission. 
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In  both  of  those  States  you  have  absohite  guards  against  overcapi- 
talization; but  these  great  combinations  in  seeking  the  power  for 
combination,  seek  the  States,  by  hixity  of  whose  hiws  puts  a  pve- 
mium  upon  consolidation  and  comljination.  They  turn  to  States  such 
as  New  Jersey  and  New  York  and  Pennsylvania,  whose  legislation 
is  almost  altogether  controlled  by  the  railroads. 

Mr.  Bacon.  But  no  single  one  of  the  corporate  powers  given  by 
•either  of  those  States  can  be  exercised  beyond  the  limits  of  the  par- 
ticular State  thus  granting  the  franchises,  without  the  consent  of 
the  State  in  which  it  is  to  be  exercised. 

Mr.  Newlaxds.  That  is  true. 

Mr.  Bacon.  But  by  the  legislation  Avhich  the  Senator  contemplates 
a  railroad  would  have  the  right  to  exercise  such  franchise  regardless 
of  the  consent  of  the  States. 

Mr.  Xewlands.  So  far  as  interstate  commerce  is  concerned. 

Mr.  Bacon.  Well,  if 'they  are  interstate  railroads,  if  the  suggestion 
of  the  Senator  is  a  tenable  one,  they  would  necessarily  be  roads 
which  run  from  one  State  into  another,  and  through  States  into 
other  States,  and  throughout  their  whole  length  they  would  be  inter- 
state commerce  roads. 

Mr.  Newlands.  So  far  as  interstate  commerce  is  concerned,  they 
ought  to  be  free  from  tlie  control  of  the  States.  They  are  now  free 
from  control  of  the  States. 

Mr.  Bacon.  The  Senator  misunderstands  me.  I  mean  so  far  as 
the  exercise  of  corporate  franchises  is  concerned.  As  it  now  is,  no 
railroad  company  chartered  in  one  State  can  exercise  corporate  fran- 
chise in  another  State  without  the  consent  of  that  State ;  and  under 
the  Senator's  scheme,  if  it  is  to  be  operative,  of  course  it  would  not 
be  a  matter  of  consent  on  the  part  of  the  State. 

Mr.  Xewlands.  So  far  as  the  acquisition  of  existing  lines  is  con- 
cerned my  proposition  does  not  involve  acquisition  without  the  con- 
sent of  the  States,  and  the  States  may  impose  any  condition  they 
choose  upon  that  consent,  just  as  Ithey  would  in  the  case  of  a  corpo- 
ration organized  under  the  law  of  a  sister  State. 

There  is  anotlier  section  wliich  I  have  drawn  here  regarding  the 
acquisition  of  interstate  railroads.    It  is  as  follows : 

8ec.  19.  Sucli  corporation  may,  with  the  consent  of  any  State,  upon  the  ap- 
proval of  the  Interstate  Connnerce  ("omniission,  acquire  tlie  railroad  of  any 
■corporation  now  oiKimi^ed  under  the  laws  of  such  State  and  may  issue  for  the 
purchase  thereof  such  amount  of  bonds  and  stock  as  may  be  authorized  by  the 
Interstate  Conuneive  Counnission  ;  but  such  authorization  shall  only  b?  made 
after  a  public  hearing,  at  which  the  Attorney  General  shall  appear,  either  per- 
sonally or  by  one  of  his  assistants,  and  no  issue  of  bonds  or  stock  therefor  shall 
exceed  the  value  of  such  road  as  ascertained  by  s;iid  commission. 

With  the  consent  of  the  Senate  under  whicli  any  railroad  corporation  is  or 
may  be  organized,  merger  between  such  corporation  and  a  corporation  organized 
under  this  act  may  be  accomplished  under  this  act,  and  bonds  and  stock  may 
be  issued  by  any  corporation  organized  under  this  act  for  such  purpose,  pro- 
vided such  projiosed  merger  is  approved  by  the  Interstate  Connnerce  Counnis- 
sion, and  the  bonds  and  stock  issued  in  the  accomplishment  of  such  merger  are 
also  approved  by  such  commission. 

So  the  rights  of  the  States  are  protected  just  as  much  as  where 
a  corporation,  organized  under  the  laws  of  a  foreign  State,  is  con- 
ducting the  transportation  of  a  particular  State.  The  difficulty 
about  the  present  system  is,  as  I  have  already  stated,  that  these  cor- 
porations uniformly  resort  for  their  charters  to  the  States  whose 
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laws  are  most  lax,  and  the  result  is  overcapitalization,  which  is  in- 
jurious to  the  entire  country. 

It  may  be  said  tliat  this  overcapitalization  is  not  to  be  considered 
in  the  matter  of  the  regulation  of  rates;  and  yet,  as  a  matter  of  fact, 
it  should  be.  'J'liesc  bonds  and  stocks  are  put  out  upon  the  country. 
The  railroads  make  strenuous  etl'orts  to  secure  an  income  that  will 
pay  an  interest  upon  them.  They  finally  get  a  place  and  a  value 
in  the  markets  of  the  country;  they  fall  into  the  hands  of  the  pur- 
chasing public ;  and  there  is  not  a  regulating  board  in  the  country 
that  will  not  consider  the  value  that  has  been  built  up  in  this  way, 
and  justly  so,  because  society  has  stood  by  and  allowed  these  values 
to  at  cumulate  without  taking  action  to  prevent  it. 

ITpon  this  question  of  capitalization,  1  should isay  that  even  if  we 
do  not  frame  a  national  incorporation  act,  we  should  put  a  provision 
in  this  bill  declaring  that  no  corporation  engaged  in  interstate  com- 
merce shall  hereafter  issue  bonds  and  stocks  without  the  approval  of 
the  Interstate  Commerce  Commission. 

Mr.  Keax.  Does  the  Senator  offer  that  as  an  amendment  to  this 
bill? 

Mr.  Newlands.  I  shall  offer  it. 

Mr.  President,  I  ask  permission  to  incorporate  in  mj-  remarks  some 
quotations  from  the  laws  of  various  States  regarding  the  control  of 
capitalization  and  also  some  authorities. 

The  Vice  I^resident.  Without  objection,  permission  is  granted. 

Mr.  Newlakds.  I  now  wish  to  call  attention  to  the  great  advance 
that  is  being  made  in  the  value  of  these  securities,  and  unless  we 
arrest  it  by  providing  for  the  control  of  capitalization  by  the  Inter- 
state Commerce  Commission  and  the  control  of  the  return  on  their 
capital,  we  will  find  that  this  advance  will  increase  in  the  near  future. 
Thus,  for  instance,  in  1896  the  lowest  quotation  for  New-  York  Cen- 
tral was  88 ;  in  1900  it  was  125| ;  in  1905  it  was  136i.  The  highest 
quotation  for  these  years  was  in  1896,  99^ ;  in  1900,  145f ;  in  1905, 
167f. 

Mr.  Gallixger.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  New  Hampshire? 

Mr.  Newlaxds.  I  do. 

Mr.  Gallixger.  Has  the  Senator  the  quotations  for  the  years  1893 
to  1897? 

Mr.  Newlands.  I  have  not, 

Mr.  Gallixger.  I  think  they  would  be  illuminating. 

Mr.  Newlaxds.  I  imagine  the  quotations  were  then  lower. 

Mr.  Gallixger.  Yes ;  very  much  lower. 

Mr.  Newlaxds.  For  Pennsylvania,  the  lowest  quotation  in  these 
three  years  was  in  1896,  when  it  was  99^;  in  1900,  124f ;  in  1905, 
131^.  The  highest  quotation  in  these  vears  was  in  1896,  109^;  in 
1900,  im ;  in  1905,  143f . 

In  the  case  of  the  Northern  Pacific,  the  lowest  quotations  in  these 
three  years  were  as  follows:  In  1896.  12^;  in  1900,  45f ;  in  1905,  165; 
and  for  the  same  vears  the  highest  quotations  were :  In  1896,  14f ;  in 
1900,  861 ;  in  1905;  216^. 

In  the  case  of  the  Great  Northern,  the  lowest  quotations  were :  In 
1896,  108i ;  in  1900,  144^  ;  in  1905,  236.  The  highest  quotations  were  : 
In  1896, 122;  in  1900,  191^;  in  1905,  335. 
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Let  me  say  here  that  the  consolidation  of  the  Great  Northern  and 
the  Northern  Pacific  was  broken  up  b}-  the  Northern  Securities  deci- 
sion. There  can  be  no  doubt  that  most  of  these  mergers  which  have 
been  accomplished  are  subject  to  the  same  legal  objections  to  which 
that  merger  was  subject;  but  they  have  not  been  tested  in  the  courts. 
It  would  be  a  great  misfortune  to  the  country  if  these  consolidations 
were  broken  up;  I  believe  that  consolidation  is  beneficial  to  the 
country.  The  burden  imposed  by  consolidations  arises  from  the  fact 
that  they  are  uncontrolled — uncontrolled  as  to  capitalization  and 
uncontrolled  as  to  return  on  capital.  From  present  indications,  from 
the  returns  of  these  various  companies,  I  have  not  the  slightest 
doubt  that  after  this  rate  legislation  is  over,  unless  national  ma- 
chinery for  consolidation  with  proper  guards  is  provided,  these  rail- 
roads will  combine  with  a  capitalization  greater  than  ever  has  been 
known  in  the  history  of  the  country. 

I  shall  print  in  my  remarks  the  pertinent  sections  of  a  bill  for 
national  incorporation,  which  I  am  preparing,  and  shall  close  my  re- 
marks to-morrow. 

The  sections  referred  to  are  as  follows : 

SUGGESTIONS  AS  TO  LEADING  PROVISIONS  OF  A   NATIONAL  INCORPORATION 

ACT  FOR  RAILROADS. 

FORMATION. 

Section  1.  Any  mimlier  of  persons  not  less  tlian  l.")  may,  under  this  act,  form 
a  corporation  for  tlie  purpose  of  constructinti,  niaintainins,  and  operating  an 
interstate  railroad,  or  for  tlie  purpose  of  acquiring  and  operating  a  railroad 
or  railroads,  a]rea<ly  constructed  and  engaged  in  interstate  coninierce. 

******* 

CAPITALIZATION. 

Sec.  3.  Such  corporation  shall  issue  only  such  amount  of  bonds  and  .stock  as 
may  be  necessary  for  the  construction,  purchase,  and  equipment  of  the  railroads 
constructed  or  acquired.  No  bonds  or  stocks  shall  be  issued  except  for  money 
paid  or  for  property  acquired  at  its  actual  value.  The  amount  of  such  issue  of 
stock  or  bonds  shall  in  every  case  require  the  approval  of  the  Interstate  Com- 
merce Conuuission,  which  shall  grant  public  hearing  regarding  the  same,  to 
which  all  parties  interested  shall  by  public  notice  given  by  the  commission  be 
invited.  The  .United  States  shall  be  represented  at  such  hearings  by  the 
Attorney  General  or  one  of  his  associates.  The  commission  shall  certify  in 
writing  to  the  incorporators  or  to  the  corporation  its  determination,  and  shall 
record  the  same  in  its  records,  and  all  bonds  and  stock  not  issued  in  compliance 
with  such  determination  shall  be  void  as  against  such  corporation. 

******* 

REPORTS. 

Sec  14.  All  corporations  formed  under  this  act  shall  make  to  the  Interstate 
Commerce  Commission  such  reports  as  are  now  by  law  required  to  be  made  to 
said  commission,  and  such  further  reports  as  the  rules  of  said  commission  shall 
from  time  to  time  require. 

******* 

TAXATION. 

Sec.  17.  National  corporations  duly  organized  under  this  act  are  hereby  de- 
clared to  be  military  and  post  roads  and  instrumentalities  for  the  regulation 
of  Interstate  conunerce.  The  franchises,  stocks,  bonds,  fixed  evidences  of  in- 
debtedness, operations,  and  trafHc,  and  the  corporation  itself,  shall  be  exempt 
from  all  taxation  by  any  State  or  Territory  other  than  as  provided  in  this  act, 
but  the  property  of  such  corporation,  including  its  right  of  way,  track,  real 
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estate,  stations,  office  buihlin.Lis,  and  (■(Hiiinnciil,  shall  he  sul».ir<-l  lu  assossnient 
aiirl  at  sucli  avonise  ixM-conlajio  of  llu'ir  actual  value  as  shall  he  customary 
with  rofcrcuco  to  othoi-  proporty  in  such  State  or  Territory.  In  lieu  of  sucli 
tax  any  State  or  Territory  may  impose  a  tax  not  exceedin:;  4  per  cent  on  such 
proportion  of  the  gross  receipts  of  such  corporation  as  the  nnmlxM-  of  miles  of 
trade  in  such  State  or  Territory  bear  to  the  total  miles  of  traelv  operated  by  such 
corporation.  In  estiniatin.tr  the  miles  of  track,  each  mile  of  second  track  sliall  be 
regarded  as  equal  to  one-iialf  nnle  of  track,  and  each  mile  of  third  or  fourth 
track  or  siding  shall  be  estimated  as  equal  to  one-third  of  each  mile  of  main 
track.  For  the  jmriiose  of  comiuitation  l.y  each  State  the  l!;t(>rstate  Conniierce 
Counnission  shall  certify  to  the  taxing  authorities  of  ea.ch  State  or  Ten-itory 
the  gross  receipts  for  the  preceding  year  of  the  total  mileage,  as  aforesaid,  and 
the  jM-oiiortion  of  such  total  mileage  operated  in  such  State  or  Territory. 

STATE  l»OLUK   AND   STATE   KATES. 

Sec.  is.  Nothing  herein  contained  shall  \)v  construed  ;!s  interfei-jng  v.ith  the 
l)olice  laws  of  any  State  regarding  railrctads  incorporated  under  this  act  and 
operating  in  such  States,  nor  shall  anything  herein  contained  be  construed  as 
affecting  the  right  and  power  of  each  State  to  regulate  purely  State  commerce 
on  railroads  organized  under  this  act.  But  the  Interstate  Commerce  Commis- 
sion may  hold  conferences  from  time  to  time  with  the  regulating  jiower  of  any 
State  with  a  view  to  such  harmonious  ad.lustment  and  regulation  of  State  com- 
merce and  interstate  commerce  as  will  protect  the  public  against  abuses  or 
extortion,  and  the  railroads  against  inadequate  returns  upon  their  investment, 
and  promote  the  efticlency  of  such  corporations  as  connnon  carriers. 

ACQUISITION    OF    STATE    RAILKOADS. 

Sec.  19.  Such  corporation  may,  with  the  consent  of  any  State,  upon  the  ap- 
proval of  the  Interstate  Commerce  Commission,  acquire  the  railroad  of  any 
corporation  now  organized  under  the  laws  of  such  State,  and  may  issue  for  the 
purchase  thereof  such  amount  of  bonds  and  stock  as  may  be  authoiized  by  the 
Interstate  Commerce  Commission;  but  such  authorization,  shall  only  be  made 
after  a  public  hearing,  at  which  the  Attorney  General  shall  appear,  either  per- 
sonally or  by  one  of  his  assistants,  and  no  issue  of  bonds  or  stock  therefor  shall 
exceed  the  value  of  such  road  as  ascertained  by  said  commission. 

With  the  consent  of  the  State  under  which  any  railroad  corporation  is  or  nia.v 
be  organized,  merger  between  such  corporation  and  a  corporation  organized 
under  this  act  may  be  accomplished  under  th.is  act,  and  bonds  and  stock  may  be 
issued  by  any  corporation  organized  under  this  act  for  such  purpose,  provided 
such  proposed  merger  is  approved  by  the  Interstate  Commerce  Commission  and 
the  bonds  and  stocks  issued  in  the  accomi)lishment  of  such  merger  are  also 
approved  by  such  commission. 

accident    AND    INSURANCE    FUND. 

Sec.  20.  It  shall  be  a  condition  of  the  grant  and  continuance  of  any  franchise 
to  do  business  under  this  act  that  the  coi-poration  holding  such  franchise  shall 
set  aside  annually  1  per  cent  of  the  gross  receipts  of  said  corporation,  to  be  held 
as  a  fund  in  the  Treasury  of  the  United  States  for  the  pa.yment  of  pensions  to 
the  employees  of  such  corporation  who  shall  have  been  disqualified  for  active 
service  either  by  injury  in  the  service  or  by  age.  The  amount  and  time  of  pay- 
ments, the  investment  of  the  fund,  the  disbursing  of  the  same,  and  the  entire 
management  thereof,  shall  be  under  rules  and  regulations  to  be  made  and  from 
time  to  time  altered  by  the  Interstate  Commerce  Commission. 

BOARD   OF   CONCILIATION. 

Sec.  21.  The  Interstate  Commerce  Commission  is  hereb.v  empowered  and 
directed  to  act  as  a  board  of  conciliation  between  corporations  organized  under 
this  act  and  their  employees  as  to  any  dispute  arising  between  said  corpora- 
tion and  its  employees  in  the  matter  of  compensation,  hours  and  conditions  of 
labor,  the  protection  of  life  and  limb  of  s-iid  emplo.vees.  and  such  power  shall 
be  exercised  by  such  commission  in  .accordance  with  rules  and  regulations  to 
be  made,  and  from  time  to  time  altered,  by  said  commission. 
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PENALTIES. 

Sec.  22.  Any  officer,  director,  or  agent  of  such  corporation  who  sliall  be  en- 
gaged in  promoting  or  opposing  any  legislation  or  governmental  action,  either 
National  or  State,  shall  from  time  to  time  make  oath  to  the  Interstate  Com- 
merre  Conmiission  to  a  .statement  of  his  expenditures  male  in  that  behalf.  No 
corporation  organized  under  tliis  act  shall  make  any  expenditure  whatever  for 
the  pui-pose  of  aiding  or  defeating  any  political  party  or  candidate  for  office, 
and  for  every  such  offense  such  corporation  shall,  on  conviction,  be  subject 
to  a  fine  of dollars. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  and 
knowingly  make,  assist  in  making,  cause,  or  direct  to  be  made  any  false  state- 
ment, material  misrepresentation,  or  false  entry  in  any  book,  reporr,  return, 
account,  or  certificate  required  by  the  act  to  be  kept,  made,  or  filed,  shall  be, 

upon  conviction,  subject  to  a  fine  of  not  more  than  dollars,  or  to  im- 

])ris{)nment  for  nut  more  than  one  year,  or  lioth,  and  sliall  furthermore  be 
liable  in  a  civil  action  for  damages  caused  to  any  creditor  or  stockholder  thereby. 

Any  officer,  director,  or  agent  of  such  corporation  who  shall  willfully  refuse 
or  neglect  to  perform  any  duty  imposed  upon  him  by  this  act  for  which  refusal 
or  neglect  a  penalty  is  not  therein  otherwise  expressly  provided,  shall  be  sub- 
ject, upon  conviction,  to  a  fine  of  not  more  than ■ dollars,  or  to  imprison- 
ment for  not  more  than  one  year,  or  both. 

All  fines  under  this  act  shall  be  paid  into  the  accident  and  iiisurance  fund 
aforesaid. 

DIVIDENDS. 

Sec.  23.  No  such  corporation  shall  pay  or  distribute  to  its  stockholders  in  any 
form  during  any  one  year  a  dividend  or  dividends  exceeding  in  total  amount 
5  per  cent  upon  the  entire  capital  stock.  If  after  the  payment  by  such  corpo- 
ration of  its  operating  expenses,  maintenance,  improvements,  and  betterments, 
its  taxes,  its  interest  on  bonded  or  other  indebtedness,  and  its  contribution  to 
the  accident  and  insurance  fund,  there  shall  be  a  surplus  over  and  above  the 
amount  necessary  to  pay  such  dividend  of  5  per  cent  per  annum,  the  surplus 
shall  be  apportioned  as  follows :  One-half  thereof  shall  be  paid  into  a  guar- 
anty fund  in  the  Treasury  of  the  United  States  for  future  dividends  in  case  of 
a  slackening  of  business,  such  fund  to  be  controlled  and  invested  by  the  Inter- 
state Commerce  Commission,  and  one-half  thereof  shall  be  paid  into  the  accident 
and  insurance  fund  provided  for  by  this  act. 

No  reduction  of  rates  as  to  any  given  railroad  shall  be  made  or  ordered  by 
the  Interstate  Commerce  Commission  or  by  any  other  governmental  agency, 
which  shall  make  it  reasonably  probable  that  such  5  per  cent  dividends  can  not 
be  earned  upon  the  total  capital  stock  of  the  corporation. 

JURISDICTION    OF    SUITS    BY    AND    AGAINST    EAILWAY    COMPANIES. 

Sec  24.  All  national  railway  companies  incorporated  under  the  laws  of  the 
United  States  shall,  for  the  purpose  of  all  actions  by  or  against  them,  whether 
at  lav.^  or  in  equity,  be  deemed  citizens  of  the  States  in  which  they  are  respec- 
tively operating,  and  in  such  cases  United  States  circuit  and  district  courts  shall 
not  have  jurisdiction  other  than  such  as  they  would  have  in  case  such  corpora- 
tions were  individual  citizens  of  such  States,  respectively.  The  provisions  of 
this  section  shall  not  be  held  to  affect  the  jurisdiction  of  the  courts  of  the 
United  States  in  cases  in  which  the  United  States  is  a  party  or  cases  for  winding 
up  the  affairs  of  any  such  corporation. 


Sec.  25.  The  Interstate  Commerce  Commission  may  make  rules  necessary  for 
the  complete  enforcement  of  the  provisions  of  this  act,  and  from  time  to  time 
alter,  amend,  or  repeal  the  same. 

amendment   OB  REPEAL. 

Sec.  26.  This  act  shall  be  at  all  times  subjec  tto  amendment,  alteration,  or 
repeal  by  act  of  Congress. 
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Thursday,  April  .").  1906. 

Mr.  Xea\laxi)s.  Mr.  President,  in  my  remarks  of  yesterday  I  briefly 
iinswered  the  inquiries  made  by  the  Senator  from  Idaho  [Mr.  Hey- 
burn]  and  the  Senator  from  (ieorgia  |  Mr.  Bacon],  both  of  whom  had 
some  misappreliension  regarding  the  purpose  of  my  proposed  amend- 
ment providino;  for  the  national  incorporation  of  railways. 

The  Senator  from  Idaho  seemed  to  be  under  the  impression  that  it 
was  proposed  to  exempt  these  national  corporations  altogether  from 
State  taxation.  I  Avish  to  say  that  that  was  not  my  purpose.  My 
pui'j)ose  was  simply  to  provide  a  method  of  taxation  w^hich  would  be 
uniform  througliout  all  the  States  in  the  Union  and  Avould  result  in 
a  tax  which  would  be  mathematically  exact,  thus  relieving  the  rail- 
roads of  the  necessity  of  interfering  in  politics,  as  they  do  in  every 
State  in  the  Union,  upon  the  subject  of  taxation,  and  also  making  the 
tax  a  fixed  and  certain  factor  in  the  calculation  of  rates. 

MERGER HOW    ACCO^NIPLTSHED. 

Then,  as  to  the  inquiry  of  the  Senator  from  Georgia,  who  asked 
how  I  proposed  to  have  the  merging  of  State  corporations  with 
national  corporations  accomplished,  I  have  to  say  that  I  propose  that 
merger  shall  be  accomplished  in  the  same  way  that  the  merger  of  the 
corporations  organized  in  dilFerent  States  is  now  accomplished. 

As  it  is,  Mr.  President,  we  find  that  the  2,000  or  more  railroads  of 
this  country  are  already  practically  merged  into  10  or  12  sys- 
tems, and  that  each  one  of  these  s.ystems  is  incorporated  under  the 
laws  of  a  particular  State.  Now,  how  is  it  that  this  merger  has 
already  been  accomplished?  It  has  been  accomplished  under  laws 
passed  in  the  different  States  permitting  such  merger.  These  laws 
vary  in  tlieir  character  and  in  their  expression,  but  they  all  have  a 
common  purpose,  which  is  to  permit  the  consolidation  of  existing 
linas.  the  consolidation  of  State  roads  with  roads  organized  under 
the  laws  of  other  States.  Some  of  these  laws  simply  permit  con- 
solidation with  corporations  created  under  State  laws.  Others  also 
permit  consolidation  vritli  coiporations  created  under  United  States 
laws. 

As  to  the  bonds,  the  process  is  easy.  Each  railway  system  would 
organize  a  national  corporation  under  the  national  law  and  would 
transfer  all  its  property  to  such  corporation  subject  to  the  existing 
bonded  indebtedness.  As  the  existing  bonds  matured  they  would 
be  retired  by  an  issue  of  the  bonds  of  the  new  company,  and  thus  in 
the  end  the  bonds  of  the  new  national  corporation  would  be  substi- 
tuted for  the  bonds  of  the  constituent  State  corporations.  As  to  the 
stock,  the  process  would  be  no  more  difficult  than  that  frequently 
gone  through  with  in  existing  consolidations  of  State  corporations. 
The  stock  of  the  old  companies  would  be  surrendered  and  the  stock 
of  the  new  company  substituted.  Of  course,  the  sto<-k  issue  of  the 
new  company  must  be  subject  to  the  approval  of  some  tribunal,  such 
as  the  Interstate  Commerce  Commission,  in  order  to  avoid  over- 
capitalization. But  I  take  it  that  a  fair  method  of  valuation  of  the 
stock  of  the  existing  road  could  be  secured.  Individually  I  should 
favor  a  very  liberal  adjustment.    I  should  recognize  the  market  value 
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of  existing  stocks,  whether  watered  or  not.  The  watering  of  stock 
in  the  past  h.as  had  many  causes,  among  them  the  difficuhy  of  pro- 
moting such  enterprises  without  giving  investors  some  speculative 
chance.  The  raih'oads  have  been  obliged  to  work  out  their  own  sal- 
\ation,  unaided  by  wise  laws,  and  while  possibly  some  of  these 
exaggerated  stock  issues  have'  been  the  creation  simply  of  stock  specu- 
lators many  of  them  have  been  necessitated  by  financial  exigencies. 
At  all  events,  the  stocks  are  now  in  the  hands  of  the  investing  public 
and  liave  largely  gone  out  of  the  liands  of  those  who  originally  issued 
them.  If  we  can  only  guard  the  stock  and  bond  issues  of  the  future 
and  prevent  overcapitalization — all  of  which  is  provided  for  by  my 
proposition — we  can  easily  ati'ord  to  validate  much  of  the  overcapi- 
talization of  the  past. 

The  amount  of  stock  wdiich  should  be  issued  in  new  national  cor- 
porations to  the  stockholders  of  the  old  constituent  companies  could 
be  determined  by  the  Interstate  Commerce  Commission. 

The  merger  is  accomplished  by  various  methods.  The  stock  is 
often  interchanged.  The  company  which  desires  to  ac.-omplish  the 
merger  of  a  raihvay  in  another  State  provides  for  the  issue  of  stock, 
which  is  issued  to  the  stockholders  of  the  merged  railroad  in  ex- 
change for  their  existing  stock. 

Merger  can  be  accomplished  through  a  national  corporation  as 
well  as  through  a  foreign  State  corporation.  The  method  is  perfectly 
simple.  It  is  a  method  which  lias  been  worked  out  in  years  of  finan- 
ciering. If  the  railroads  wish  to  come  under  this  national  system, 
there  will  be  no  difRcvdty  about  their  securing  the  consent  of  the 
States  in  which  they  at  present  operate,  and  there  will  be  no  diffi- 
culty about  their  financing  the  operation. 

The  advantage  of  a  national  incorporation  act  is  that  instead  of 
allowing  the  capitalization  to  be,  as  at  present,  unrestricted,  subject 
only  to  the  judgment  or  caprice  of  those  financially  interested,  the 
(xovei-nment  of  the  United  States,  through  its  Interstate  Commerce 
Commission,  will  sit  in  judgment  upon  the  capitalization  and  de- 
termine it  justly  and  fairly. 

The  Senator  from  Georgia  seems  to  assume  that  the  States  will 
be  unwilling  to  give  their  consent.  Do  they  not  at  present  give 
their  consent  to  unrestrained  and  unrestricted  consolidation?  Have 
not  the  States  in  the  South,  10  or  12  in  number,  permitted  the  merger 
of  their  two  or  three  or  four  or  five  hundred  railroads,  as  they  ex- 
isted originally,  into  two  great  corporations,  each  of  them  foreign, 
one  organized  under  the  laws  of  Virginia  and  the  other  organized 
under  the  laws  of  Connecticut?  Has  there  been  any  difficulty  there 
in  obtaining  consent?  If  you  go  to  the  statutes  of  these  States,  you 
will  find  consent  expressly  given ;  and  in  all  of  the  laws  of  Virginia 
you  will  find  consent  given  not  only  to  merger  with  corporations 
organized  under  the  laws  of  the  State,  but  consent  given  to  merger 
with  corporations  organized  under  the  laws  of  the  United  States. 

Now,  are  the  people  of  the  United  States  in  earnest  in  demanding 
that  capitalization  shall  be  restricted?  Does  the  Senator  from 
Georgia  doubt  that?  Does  he  doubt  that  the  people  of  the  United 
States  insist  that  there  should  be  some  restriction  of  the  capitaliza- 
lion  of  these  great  systems,  or  does  he  think  that  the  people  are 
content  to  allow  these  great  promoters  to  juggle  with  the  matter, 
unrestrained  and  uncontrolled? 
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1  take  it  the  people  of  the  United  States  are  in  earnest  upon  this 
question;  I  take  it  that  the  people  of  the  Southern  States  are  in 
earnest  upon  this  question;  and  if  a  method  is  pointed  out  through 
national  incorporation  by  which  capitalization  can  be  restrained 
(and  under  the  existing  system  of  State  corporations  overcapitaliza- 
tion is  not  restrained)  I  submit  that  as  a  choice  between  two  foreign 
corporations,  one  the  corporation  organized  under  the  laws  of  a 
sister  State  in  whose  legislation  they  have  no  share,  and  the  other 
organized  under  the  laws  of  the  United  States  in  wdiose  legislation 
they  all  share,  they  will  seek  the  shelter  of  the  latter. 

TAXATION   BY  STATES. 

The  Senator  also  objects  upon  the  ground  that  this  system  involves 
the  surrender  of  the  power  of  taxation  by  the  States.  Mr.  President, 
it  is  not  essential  to  this  plan  of  national  incorporation  that  we 
should  include  in  it  a  scheme  of  taxation  of  railroads.  It  is  not  at 
all  essential.  It  is  desirable,  but  it  may  be  left  out  if  it  is  the  judg- 
ment of  the  Senate  and  the  House  that  it  should  be. 

I  point  out  its  desirability  simply  because  of  the  great  powers 
of  discretion  now  given  to  local  assessing  and  taxing  bodies,  powers 
of  discretion  which  involve  the  assessment  of  these  properties  at 
from  $10,000  a  mile — the  mere  cost  of  their  rails  and  the  right  of 
way — up  to  $75,000  and  $100,000  a  mile,  including  their  franchises 
and  valuations  based  upon  the  market  value  of  their  stock  and  bonds. 

The  scheme  of  taxation  also  involves  the  possibility  of  double  taxa- 
tion, for  the  bonds  and  stocks  in  the  hands  of  individual  holders  may 
also  under  existing  conditions  be  assessed  and  taxed. 

It  is  this  very  uncertainty  that  keeps  these  railroads  in  politics. 
They  are  obliged  to  be  in  politics,  because  they  have  a  property  value 
of  $10,000,000,000  subject  to  the  discretion  of  these  various  taxing 
bodies,  subject  to  the  passion  and  the  caprice  of  different  localities, 
and  subject  to  the  legislation  of  reformers  and  cranks  and  black- 
mailers. Can  we  expect  them  under  such  conditions  to  keep  out 
of  politics?  I  w^ant  to  keep  them  out  of  politics  by  providing  a  fair 
ancl  uniform  system  of  taxation  that  will  be  absolutely  certain  in 
its  mathematical  calculation,  that  will  leave  nothing  to  the  discretion 
of  the  taxing  officers. 

When  we  do  that  we  accomplish  two  purposes.  We  keep  the  rail- 
roads out  of  politics  on  the  subject  of  taxation,  and  we  also  secure 
an  additional  factor  of  certainty  in  the  determination  of  rates, 
which  involves  the  ascertainment  of  the  gross  receipts,  the  operating 
expenses,  and  the  taxes,  and  a  fair  return  upon  capital.  The  taxes, 
therefore,  are  a  factor  in  the  determination.  We  now  have  varying 
taxes,  which  may  be  this  year  one-third  of  what  they  will  be  next 
year,  as  in  the  case  of  Michigan,  for  recently  by  a  new  system  of 
taxation  the  taxes  of  the  railroads  in  that  State  have  been  trebled  in 
amount.  So  all  over  the  United  States  we  may  have  this  varying 
taxation,  which  tends  to  uncertainty  in  the  determination  of  rates. 

Mv.  President,  I  have  already  stated  that  it  is  not  necessary  to  put 
in  this  bill  a  scheme  of  taxation,  for  the  main  purpose  of  national 
incorporation  would  be  to  control  capitalization  and  interest  return 
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as  factors  in  rate  fixing,  but  it  is  desirable:  and  I  believe  on  an  ap- 
peal to  the  common  sense  of  the  American  people  upon  this  proposi- 
tion Congress  can  declare  that  these  railroads,  incorporated  under  a 
national  incorporation  act  are  national  instrumentalities  in  the  exer- 
cise of  the  great  national  powers  of  the  connnon  defense,  of  the 
establishment  of  post  offices  and  post  roads,  and  of  the  regulation  of 
interstate  connnerce,  and  when  it  declares  them  to  be  instrumentalities 
of  the  Xational  Government  it  can,  if  it  chooses,  absolutely  exempt 
them  from  taxation.  I  do  not  propose  it  shall  do  that,  but  if  it  can 
do  the  greater  thing  it  can  do  the  less.  It  can  then  prescribe  the 
method  of  taxation  and  the  rule  of  taxation  by  the  various  States. 

Under  the  method  which  I  suggest,  a  tax  of  a  certain  percentage 
upon  the  gross  receipts  of  national  railroads,  to  be  levied  by  the 
States,  according  to  mileage,  we  have  a  tax  that  may  be  mathemati- 
cally fixed,  that  will  be  just  to  the  railroads,  that  will  be  just  to 
the  States,  and  will  retain  for  them  the  revenues  which  they  now 
have  and  possibly  secure  them  greater  revenues  than  they  now  have, 
and  at  the  same  tiuie  secure  a  certain  factor  in  the  regulation  of  rates 
which  will  be  of  incalculable  benefit  both  to  the  State  boards  and  to 
the  national  board. 

RATE  MAKING  A  GUESS. 

At  present  rate  making  is  a  guess.  Ask  any  member  of  the  Inter- 
state Commerce  Commission  that  question  and  he  will  say  it  is  a 
guess.  It  is  true  that  the  Supreme  Court  has  endeavored  to  reduce 
it  to  something  of  a  science  by  saying  that  the  commission  must  have 
regard  to  value,  to  cost  of  construction,  to  the  original  cost,  to  the 
market  value  of  the  stocks  and  bonds,  and  to  a  fair  return  upon  the 
valuation  after  considering  all  these  factors.  But  these  factors 
should  be  as  certain  as  possible. 

We  must  have  a  valuation.  First,  I  prefer  to  see  a  valuation  rep- 
resented in  the  stocks  and  bonds  fairly  and  not  in  an  exaggerated 
form,  and  so  I  urge  national  incorporation  as  a  means  to  that  end. 

But  at  all  events  it  seems  to  me  that  the  Congress  of  the  United 
States  in  parting  with  its  legislative  discretion  on  this  subject  and 
turning  over  the  regulation  of  rates  to  the  Interstate  Commerce  Com- 
mission is  bound  to  fix  a  rule  by  which  that  commission  shall  pro- 
ceed ;  it  is  bound  to  provide  for  valuation,  and  it  is  bound  to  provide 
for  a  fixed  return  in  the  shape  of  interest  upon  that  valuation.  Then 
it  will  leave  to  the  commission  only  the  mathematical  process  of 
working  out  the  calculation  and  distributing  the  burdens  of  trans- 
portation within  the  rule  established  by  Congress  upon  all  the  various 
industries  and  commerce  of  the  country. 

Mr.  Heyburx.  I  should  like  to  ask  the  Senator  a  question. 

The  Vice  Presidekt.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Idaho? 

Mr.  Newlands.  Certainly. 

Mr.  Heyburn.  Do  I  understand  the  Senator  to  say  that  we  are 
bound  to  fix  a  rate  of  return  upon  the  valuation  in  fixing  rates  ? 

Mr.  Newlands.  Yes;  we  ought  as  a  matter  of  duty  to  do  so.  What 
I  meant  to  say  was  that  we  are  now  turning  over  to  the  Interstate 
Commerce  Commission  the  power  to  fix  just  and  reasonable  rates; 
that  that  is  all  the  power  that  Congress  has.     It  could  not  give  to 
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the  commission  tlie  power  to  fix  unjust  and  unreasonable  rates. 
Under  the  limitations  of  the  Constitution  all  that  Conoress  ran  do 
is  to  fix  just  and  reasonable  rates,  and  when  we  turn  over  that  power 
to  the  commission  we  turn  over  all  the  power  we  have. 

IVfr.  IIkyhtkn.  Right  there  I  should  like  to  ask  the  Senator  a 
question. 

Mr.  Neavlanos.  If  the  Senator  will  ])ermit  me  further,  I  think  in 
order  to  fix  the  constitutionality  of  this  legislation  beyond  a  doubt 
we  ought  in  this  very  act  to  fix  the  rule,  the  standard,  by  which  this 
commission  should  act. 

Mr.  Heyburx.  The  measure? 
Mr.  Newlands.  The  measure. 

]Mr.  Heyburn.  The  measure  of  what  constitutes  a  just  and  fair 
i-eturn  ? 

Mr.  NEWL.VNDS.  Yes. 

Mr.  Heyburn.  Would  the  Senator  think  we  could  go  so  far  as  to 
say  it  should  not  be  more  than  a  certain  per  cent  upon  the  value? 

Mr.  Newlands.  I  do.  Not  more  and  not  less  than  a  certain  per 
cent. 

Mr.  Heyburx.  Then  I  will  renew  the  question  I  submitted  tlie 
other  day.     Would  that  not  be  for  the  Government  to  guarantee  a 
given  income  upon  the  investment  of  any  transportation  company? 
Mr.  Newlands.  Not  at  all. 

Mr.  Heyburx.  If  we  say  that  they  shall  be  entitled  to  earn  G  per 
cent,  does  that  not  give  them  the  right  to  charge  such  tolls  as  will 
result  in  producing  6  per  cent  on  their  investment? 

Mr.  Neavlands.  Of  course  it  does  and  it  ought,  if  that  is  the  return 
fixed  by  Congress  as  a  reasonable  return. 

Mr.  Heyburx.  Would  it  not  result,  then,  in  this,  that  the  Govern 
ment,  by  legislation  as  directly  as  the  Government  can  act,  guarantees 
a  given  fixed  rate  of  income  upon  the  investment  represented  by  the 
stock  and  bonds  of  every  transportation  company  in  the  land?     Does 
it  not  amount  to  that  ? 

Mr.  Newl.\xds.  Not  a  legal  guaranty,  Mr.  President.  It  simply 
involves  nonreduction  by  the  commission  of  the  rates  of  a  corporation 
as  long  as  they  produce  only  the  return  fixed  by  law. 

Mr.  Heyburx^  If  we  say  that  a  reasonable  rate  shall  be  fixed  and 
that  6  per  cent  shall  constitute  a  reasonable  rate  of  return  to  the  com- 
pany, why  is  not  that  true  ?  And  if  it  is  true,  do  we  want  to  do  that  ? 
Mr.  Newlands.  I  will  say,  in  reply  to  that,  that  the  fixing  of  a  limit 
or  percentage  which  these  railroads  shall  receive  upon  a  valuation 
fairly  ascertained  is  not  a  guaranty  of  that  percentage  and  it  never 
has  been  so  regarded  in  the  legislation  of  this  country. 

Mr.  Heyburx.  Is  that  an  authorization?  I  should  like  to  substi- 
tute the  word  "  authorization  "  to  the  company  to  fix  its  tolls  so  that 
they  would  insure  a  return  of  that  percentage. 

Mr.   Fulton.  Mr.   President 

The  Vice  Presidext.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Oregon? 
Mr.  Newlands.  Certainly. 

Mr.  Fltlton.  I  should  like  to  ask  the  Senator  from  Idaho  [Mr. 
Heyburn]  a  question,  with  the  permission  of  the  Senator  from 
Nevada  [Mr.  Newlands]. 
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Mr.  Newlands.  Certainly. 

Mr.  Fulton.  Suppose  Congress  should  enact  a  law  providing  that 
no  corporation  created  pursuant  to  an  act  of  Congress,  incorporated 
oy  virtue  of  a  national  incorporation  act  or  law  of  Congress,  should 
l)e  i)erinitted  to  realize  over  4  or  5  or  6  per  cent,  would  that  be  a 
guaranty  that  they  should  realize  that  amount? 

Mr.  Hetbubx.  Not  unless  it  was  coupled  with  the  other  suggestion 
that  I  understood  the  Senator  from  Nevada  [Mr.  Newlands]  to  make, 
that  we  were  authorized  to  say  what  should  constitute  a  fair  and 
reasonable  return,  and  that  having  determined  that  the  corporation 
was  entitled  to  earn  it,  of  course,  it  naturally  follows  that  it  would 
be  entitled  to  adjust  its  tariff  rates  in  such  "a  wav  as  to  produce  a 
result  of  that  kind,  taking  the  two  propositions  together. 

Mr.  Newlaxds.  In  reference  to  that  I  would  sav,  of  course,  a  cor- 
poration has  a  right  to  adjust  its  rates  so  as  to  produce  the  return 
fixed  by  Congress,  and  the  interstate  Commerce  Commission,  in  exer- 
cising its  supervisory  power  over  rates,  would  be  compelled  to  have  in 
A'lew  the  return  fixed  by  CongTess :  and  it  is  only  fair  that  the  cor- 
poration should  have  that  return,  if  it  is  possible 'for  the  corporation 
to  get  it  out  of  its  business. 

Mr.  Heyburn.  If  I  do  not  annoy  the  Senator  by  an  interruption, 
I  should  like  to  inquire  if  there  is  any  other  department  of  the  busi- 
ness world  where  the  Government  undertakes  to  insure  to  the  investor 
any  return  whatever?  Why  not  as  well  the  manufacturer  demand 
the  saine  rights  as  the  transportation  company?  What  difference  is 
there  in  the  relation  which  they  bear  to  the  economic  system  of  our 
Government  ? 

Mr.  Newlands.  The  shortest  answer  to  that  is  that  the  Govern- 
ment does  not  insure.  The  Senator  might  as  well  insist  when  we  pass 
usury  laws  in  the  States  of  the  Union  providing  that  the  lawful  rate 
of  interest  shall  not  exceed,  say,  G  per  cent,  that  we  guarantee  every 
investor  that  he  Avill  receive  6  per  cent  upon  his  money.  This  limita- 
tion of  return  is  no  new  thing  in  legislation.  The  United  States 
(Government  has  done  it  in  previous  legislation.  "Wlien  Congress 
incorporated  the  Union  Pacific  Eailroad  or  the  Texas  Pacific— I 
forget  which — it  provided  that  the  rates  should  not  yield  a  return  of 
more  than  10  per  cent  upon  the  investment. 

Ten  per  cent  was  then  the  going  rate  of  interest,  just  as  4  or  5  per 
cent  is  the  going  rate  of  interest  now.  The  Government  gave  that 
corporation  the  power  to  fix  rates  that  would  yield  it  10  per  cent,  and 
provided  that  the  regulating  power  of  Congress  should  be  only  ap- 
plied in  case  the  return  exceeded  10  per  cen^.  That  is  a  case  in  the 
history  of  our  legislation  where  the  return  was  absolutely  fixed  by 
the  act  of  Congress. 

In  the  State  of  Massachusetts  I  understand  the  returns  to  all  the 
electric  railroad  companies  are  fixed  by  law.  No  corporation  of  that 
character  there  can  declare  any  dividend  of  over  6  per  cent.  All 
profits  over  that  amount  are  divided,  one  half  going  to  the  State 
and  the  other  half  going  to  the  corporation. 

The  result  is  that  none  of  these  companies  ever  return  more  than 
6  per  cent.  They  keep  down  their  rates.  They  expend  their  income 
in  new  investments,  in  extensions  of  their  lines,  and  in  the  betterment 
of  their  roads. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.        297 

I  repeat,  this  is  not  :it  all  a  new  tliin<>-  in  legislation.  I  call  the 
attention  of  Senators  to  one  thino-.  which  is  that  the  Supreme  Court 
has  said  that  fixing  rates  is  not  to  be  a  matter  of  guesswork;  tliat  the 
railroads  are  entitled  to  a  fair  return  upon  a  fair  valuation.  If  that 
is  so.  it  seems  to  me  that  it  is  the  duty  of  Congiess  to  provide  for  the 
valuation.  It  is  an  essential.  The  railway  commissioners  of  all  the 
States  have  been  in  session  i-ecently  in  Washington,  and  you  W'ill 
find  in  the  morning's  paper  that  they  have  adopted  a  resolution  call- 
ing upon  Congress  to  provide  for  the  valuation  of  railroads,  their 
appurtenances,  and  their  eciuipment  in  every  State  of  the  Union. 
That  is  to  be  done  not  by  the  local  commissions,  but  by  the  national 
conunission. 

These  men.  experienced  in  the  business  of  regulating  railroads, 
knoAV  hoAv  adrift  they  are  under  present  conditions ;  they  know  that 
they  can  not  regard  simply  the  capitalization  of  these  roads.  In 
some  cases  such  I'oads  are  undercapitalized,  and  in  many  other  cases 
they  are  overcapitalized.  Nor  can  they  always  take  into  considera- 
tion the  market  value  of  the  securities  in  determining  the  value  of 
their  property,  because  these  securities  are  up  and  down.  I  read 
some  quotations  yesterday  to  shoAV  that  the  stock  of  certain  roads 
had  increased  in  value  from  300  to  600  per  cent  in  10  years.  So  this 
association  of  State  railway  commissioners  has  asked  Congress  to 
provide  for  the  valuation  of  these  properties,  and  it  seems  to  me  their 
recommendation  is  entitled  to  some  consideration  here. 

What  valuation  would  a  national  corporation  act  provide  for?  It 
would  provide  for  an  initial  valuation  at  the  very  time  wdien  the 
company  was  organized.  When  the  company  was  organized  and  pre- 
sented its  scheme  of  consolidation  to  the  Interstate  Commerce  Com- 
mission it  then  would  have  to  state  to  that  commission  the  amount 
of  bonds  and  stocks  that  were  to  be  issued.  The  commission  then 
would  make  an  inquiry  as  to  the  value  of  the  property,  in  order  to 
determine  upon  the  amount  of  its  capitalization,  either  approving 
the  amount  submitted  or  reducing  it  if  the  circumstances  warranted 
it,  and  that  corporation  would  then  be  allowed  to  issue  only  the 
amount  of  stocks  and  bonds  so  approved.  From  that  time  on  we 
should  have  a  permanent  valuation  of  the  property  of  that  corpora- 
tion. To  that  may  be  added  from  year  to  year  the  amount  expended 
in  improvements  and  betterments,  less  the  depreciation  that  takes 
place.  Thus  throughout  the  years  we  should  have  a  constant  valua- 
tion of  these  properties  accomplished  by  the  aid  of  the  legislation 
which  I  suggest,  and  the  value  would  be  represented  in  the  capital, 
in  the  stocks  and  bonds. 

This  s^^stem  would  make  these  railroad  securities  the  best  securi- 
ties in  the  country,  and  railway  bonds  could  be  negotiated  at  3  per 
cent  under  such  a  system.  As  to  the  stocks,  instead  of  being  variable, 
as  they  are  now,  they  would  be  fixed  and  certain  in  value  and  go 
into  the  hands  of  the  investing  public  instead  of  being  controlled  and 
manipulated,  as  they  are  now,  by  the  stock  speculators. 

Mr.  Heyburn.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Idaho? 

Mr.  NEWI.AXDS.  Certainly. 

Mr.  Heyburn.  If  the  Senator  will  permit  me,  before  leaving  that 
subject  I  will  ask  may  not  this  investigation  and  sifting  down  of  the 
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values  of  corporate  property  for  the  purpose  of  arriving  at  a  basis 
upon  which  to  estimate  what  would  constitute  a  fair  return  be  as  well 
accomplished  without  the  national  incorporation  feature  suggested 
by  the  Senator? 

Mr.  Newlands.  As  I  suggested  in  my  remarks  yesterday,  if  we  do 
not  conclude  to  provide  for  national  incorporation  in  this  bill  we 
should  at  least  provide  for  a  valuation  of  these  railroads  engaged  in 
interstate  commerce. 

Mr.  Heyburn.  I  will  say  to  the  Senator  that  I  am  in  hearty  accord 
with  him  in  regard  to  that  matter.  I  have  endeavored  to  cover  it  by 
a  bill  alread}'  introduced  and  before  the  committee,  providing  for 
just  as  stringent  an  investigation  as  is  suggested  by  the  Senator,  to  be 
had  not  through  the  means  of  national  incorporation,  but  allowing 
the  corporations  to  exist  under  the  statutes  as  we  find  them,  and  doing 
it  through  a  board  of  interstate  connnerce  commissioners,  and  arriv- 
ing at  this  information  annually,  for  the  purpose  of  having  a  correct 
basis  of  value  upon  which  to  estimate  what  would  constitute  a  fair 
return. 

I  do  not  believe  that  the  Senator  will  meet  with  any  opposition  in 
this  body  or  elsewhere  if  he  confine  his  amendment  to  that  proposition 
by  providing  a  method  of  determining  real  values,  because  it  is  es- 
sential that  we  should  have  a  method  of  determining  them.  It  is 
obvious,  I  think,  to  every  Senator  that  before  you  can  determine 
what  would  constitute  a  fair  and  just  return  you  must  know  upon 
what  that  return  is  to  be  based. 

OPPORTUNITY  FOR  AMENDMENT. 

Mr.  Newlands.  I  am  very  glad  to  know  th.at  the  Senator  from 
Idaho  has  introduced  such  a  bill;  but  let  me  make  a  suggestion  to  the 
Senator  from  Idaho,  and  that  is  that  he  put  his  bill  m  the  shape  of 
an  amendment  to  this  bill,  for  experience  shows  that  legislation  upon 
the  subject  of  interstate  commerce  is  very  rare  and  infrequent.  We 
have  now  reached  a  crucial  point  in  that  legislation;  we  have  a  bill 
before  us  to  which  any  amendment  in  the  line  of  reform  can  be 
attached,  and  I  suggest  to  the  Senator  that  he  frame  an  amendment 
to  this  bill,  for  otherwise  I  should  very  much  fear  that  the  valuation 
which  he  calls  for  will  be  indefinitely  postponed. 

Mr.  Heyburn.  Mr.  President,  I  would  say,  in  reply  to  that  sugges- 
tion of  the  Senator,  that  it  has  not  occurred  to  me  that  we  have 
reached  a  point  in  the  consideration  of  this  bill  where  it  is  necessary 
to  formulate  every  suggestion  that  may  occur  to  the  minds  of  Sena- 
tors in  the  shape  of  amendments.  I  think  we  are  from  day  to  day 
gathering  new^  light  upon  the  scope  and  effect  of  this  legislation.  I 
have  in  my  desk,  with  a  view  to  considering  the  propriety  of  intro- 
ducing it  as  an  amendment,  a  provision  along  the  line  suggested  in  the 
remarks  that  I  have  made ;  but  I  do  not  feel  that  the  time  is  ripe  yet 
or  that  the  necessity  has  arisen  for  introducing  it.  I  am  not  at  all 
apprehensive  that  a  vote  will  be  reached  upon  this  bill  with  such 
unexpected  haste  as  to  make  it  dangerous  to  defer  the  consideration 
of  these  measures  until  we  are  quite  sure  that  our  minds  are  clear  as 
to  exactly  what  we  want  to  do. 

Mr.  NEwiiANDS.  If  the  Senator  will  review  the  history  of  legisla- 
tion u})on  the  subject  of  interstate  commerce,  he  will  find  that  Con- 
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gress  has  not  very  often  awakened  from  a  condition  of  apathy  and 
inertia  and  indifference  upon  the  subject.  Interstate  commerce  was 
given  over  without  k't  or  hin(h"ance  to  the  raih'oads  of  the  country 
until  1887.  Then  it  was  only  after  a  very  severe  strugiile.  in  which 
the  Senator  from  Illinois  [Mr.  Cullom]  took  so  i)romineut  a  part, 
that  the  pe()i)le  were  successful  in  securing  the  passage  of  legislation 
that  brought  them  onlv  some  degree  of  regulation  and  control. 

Mr.  Heyburn.  Yes ;  but  I  w^ill  suggest,  if  I  may,  that  it  took  eight 
years  to  reach  any  conclusion  on  the  question  of  interstate  commeice. 

I  remember — tliat  is,  if  my  memory  serves  me  correctly,  and  I 
think  it  does — hearing  a  Member  of  the  House  of  Representatives 
from  Texas  at  that  time,  Mr.  Eeagan,  introduce  the  original  interstate 
conmierce  bill  in  that  body.  I  listened  to  its  discussion  through 
several  winters  from  the  gallery,  looking  down  upon  it,  and  I  fol- 
lowed it  through  the  public  press  through  all  the  years  while  it 
dragged  along;  and  it  took,  I  believe,  about  eight  or  nine  years  to 
arrive  at  any  conclusion  whatever  on  the  subject.  Then,  after  an 
interval  of  about  that  many  more  years,  Congress  attempted  to  re- 
sume the  consideration  of  it.  So,  I  repeat  that  I  have  no  fear  of 
such  a  hasty  determination  of  the  conclusion  of  this  question  in  this 
body  as  to  make  it  dangerous  to  postpone  the  introduction  of  amend- 
ments. 

Mr.  Newlands.  Of  course,  if  the  Senator  thinks  that  10  or  12 
years  is  a  mere  trifle  in  the  consideration  of  the  question  of  this 
reform,  my  appeal  to  him  will  have  no  weight;  but,  I  repeat,  if -the 
Senator  will  review  the  history  of  legislation  upon  this  subject,  he 
will  find  that  it  has  been  very  difficult  to  wake  Congress  from  in- 
difference and  apathy.  It  was  not  until  1887,  after  eight  years  of 
agitation,  that  the  meager  bill  which  was  passed  upon  this  subject 
found  a  place  in  the  statute  book.  Years  and  years  were  involved 
in  the  discussion  of  rebates  and  preferences,  but  it  was  not  until  the 
great  trunk  lines  of  the  country,  headed  by  the  Pennsylvania  Rail- 
road Co.  three  years  ago,  came  to  the  conclusion  that  it  would  be  an 
advisable  thing  to  have  legislation  upon  the  subject  that  legislation 
"was  enacted. 

Since  then  Congress  has  rested  upon  its  oars,  and  Congress  will 
probably  rest  for  5  or  10  years  more  upon  its  oars  after  this  bill 
is  enacted.  I  warn  every  friend  of  reform  upon  this  question,  every 
man  who  views  with  apprehension  the  growing  power  of  these  rail- 
roads, who  views  with  apprehension  their  increasing  capitalization, 
who  views  with  apprehension  their  activity  in  politics — I  warn  them 
that  if  they  wish  legislation  looking  to  reform  upon  this  subject 
put  upon  the  statute  book  now  is  the  time  and  this  bill  is  the  place, 

POLICE  POWERS  OF  THE  STATES. 

Mr.  President,  I  wish  to  state  that  my  suggestion  involves  no  in- 
terference with  the  police  powers  of  the  various  States.  This  idea 
of  national  incorporation  fully  comprehends  the  fact  that  there  are 
two  sovereigns  that  are  dealinc:  with  the  question  of  commerce — the 
great  National  sovereign  and  the  lesser  State  sovereign,  each  supreme 
within  the  limits  of  its  jurisdiction ;  the  National  Government,  ab- 
solutely supreme  upon  every  inch  of  American  soil,  regardless  of 
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State  lines,  within  the  powers  granted  to  it  by  the  Constitution,  and 
the  States,  absohitel^v  supreme  in  all  the  powers  relating  to  sover- 
eignty outside  of  the  powers  granted  to  the  Nation.  Here  we  have 
machines  called  "  railroad  corporations  "  running  railroads  on  Amer- 
ican soil  through  American  States,  used  for  State  commerce  and  for 
National  commerce — State  commerce  under  the  control  of  the  States, 
and  National  commerce  under  the  control  of  the  United  States. 

It  is  simply  a  question  of  judgment  between  us  as  to  whether  we 
shal]  leave  such  machines  to  be  created  by  the  State  sovereignty 
under  its  powers  as  to  State  commerce  or  whether  we  shall  permit 
them  to  be  created  by  the  national  sovereignty  under  its  powers  as 
to  interstate  commerce.  These  railroads  have  grown  from  mere  local 
systems  into  great  national  systems.  I  believe  it  will  be  a  proper 
thing  for  the  great  national  sovereignty  to  create  the  charters  for 
these  railroads.  I  do  not  propose  to  force  them  into  a  national  in- 
corporation. I  hope  it  will  be  so  just  and  so  fair,  and  relieve  them 
of  so  many  complications,  political  and  otherwise,  that  they  will 
gladly  seek  the  shelter  of  national  incorporation.  At  the  same  time, 
I  do  not  propose  to  interfere  with  the  police  or  taxing  pow-ers  of  the 
States,  except  so  far  as  is  necessary  to  establish  a  uniform  rule  of 
taxation,  which  will  operate  to  the  advantage  of  every  State  in  the 
Union. 

Mr.  Spooler.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Wisconsin  ? 

Mr.  Newlands.  Certainly. 

Mr.  Spooner.  If  the  Senator's  theory  of  Federal  incorporation  were 
adopted,  and  every  railroad  corporation  in  the  United  States  en- 
gaged in  interstate  commerce  and  also  in  State  commerce  were  a  Fed- 
eral corporation,  does  the  Senator  contend  that  that  would  oust  the 
regulatory  power  of  the  State? 

Mr.  Neavlands.  Not  at  all. 

Mr.  Spoojs-er.  Then  what  would  be  gained?  Although  railroads 
are  State  corporations,  so  far  as  interstate  commerce  is  concerned 
Congress  now  has  the  power  to  control  them.  The  States  can  not 
control  them.  The  States  control  intrastate  commerce.  How  would 
that  change  the  situation  essentially? 

Mr.  Newlands.  I  w  ill  say  that  when  I  said  "  not  at  all "  I  meant 
that  the  bill  which  I  have  submitted  does  not  affect  the  regulatory 
power  of  the  States  over  intrastate  commerce.  As  to  whether  a  law 
could  be  so  framed  as  to  affect  that,  I  will  not  discuss  at  present.  I 
have  been  inclined  to  think  that  if  the  National  Government  should 
create  a  national  corporation  for  interstate  commerce  it  might  possi- 
bly be  regarded  that  any  attempt  by  the  State  to  regulate  the  State 
commerce  carried  upon  that  road  would  be  regarded  as  burthening 
a  national  instrumentality  and  as  such  involving  possibly  the  power 
to  destroy  it.  The  courts  might  possibly  uphold  a  provision  in  a 
national  law  which  forbade  the  State  to  regulate  State  commerce  on 
a  national  railroad. 

Mr.  Spooner.  The  question,  Mr.  President,  which  the  Senator 
makes  as  to  the  power)  to  destroy  A\ould  obviously  arise  only  as  to 
the  exercise  by  the  State  of  its  power  of  taxation,  but 

Mr.  Newlands.  The  decisions  thus  far  relate  entirelv  to  taxation,  i 
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Mr.  Sroo.NEu.  Yes;  to  taxation;  but  it  is  undeniable  that  to-dav 
Longresb  has  the  power  to  create  Federal  corporations  for  conducting- 
mtei-state  commerce.  In  the  Senator's  idea,  Avhich  is  a  very  laro? 
and  lar-reachmg-  one,  there  is  much  of  merit;  but  my  question  realty 
goes  to  this,  whether,  without  an  amendment  of  the  Constitution 
what  tlie  Senator  has  in  mind  could  be  effectively,  in  any  lar^^e  de- 
gree, carried  into  operation.  It  is  utterly  impossible,  I  take  it,  under 
the  existing  Con.stitution,  for  Congress  to  create  a  railroad  corpora- 
tion to  engage  in  interstate  commerce,  which  it  may  do,  which  could 
oust  the  States  of  their  regulatory  power  of  purelv  intrastate  com- 
merce. So  that  we  would  still  have  what  the  Senator  deplores,  Fed- 
eral regulation  of  interstate  commerce  and  the  State  regulation  of 
purely  domestic  or  State  commerce.  That^  would  be  far  away  from 
wluit  the  Senator  wants  to  accomplish. 

Then,  as  to  the  power  of  taxation,  is  the  Senator  certain  at  all  that 
the  States  in  taxing  private  property— for  a  railroad  chartered  bv 
the  l^ederal  Government  would  be  private  property  within  the 
boundaries  of  a  State— can  be  made  to  enforce  a  rule  of  taxation 
which  IS  created  by  Congress^  The  States  exercise  their  taxing 
power  under  their  own  constitutions.  Is  it  competent  for  Cono-res- 
under  the  existing  Constitution-,  to  take  away  from  a  State  in  anv 
degree  the  power  to  tax  property  within  its  own  limits,  its  own 
boundaries  ? 

•  The  Senator's  plan  is  one  entitled  to  great  respect  and  considera- 
tion. I  here  are  large  views  in  support  of  it,  but  what  has  troubled 
ine  about  it  is  the  constitutional  power  to  really  efficiently  carrv  it 
into  effect  by  any  bill  which  we  can  enact. 

Mr.  Xeavlands.  Mr.  President,  I  will  endeavor  to  answer  both 
propositions  to  which  the  Senator  has  referred,  namely 

Mr.  Spooxer.  They  are  questions,  not  propositions. 

Mr.  Newlaxds.  As  to  whether  we  can  legislate  in  such  a  way  as  to 
deprne  the  State  of  its  regulatory  power  over  intrastate  commerce, 
and,  second,  as  to  whether  we  can  legislate  in  anv  way  as  to  affect 
the  State  s  power  of  taxation  over  railroad  property  within  the  State 

As  to  the  hrst  proposition,  I  will  sav  that  there  is  no  effort  made  in 
the  meiisure  which  I  propose  to  affect  the  power  of  the  State  over 
purely  State  commerce.  That  would  remain ;  but  I  call  the  Senator's 
attention  to  the  fact  that  whilst  it  is,  of  course,  inconvenient  to  have 
forty-hve  State  commissions  actjng  at  the  same  time  with  one  na- 
tional commission  upon  the  subject  of  these  rates,  and  whilst  it  would 
be  very  much  better,  in  my  judgment,  to  have  one  national  commis- 
sion that  would  regulate  the  rates  of  both  State  and  intrastate  com- 
merce, when  that  commerce  is  conducted  by  the  same  road,  vet  as  to 
rates  the  ultimate  control  is  in  the  United  States  Supreme  Court  If 
the  rates  are  fixed  by  a  State  commission  unfairly  and  unjustly  and 
in  such  a  way  as  to  deprive  the  corporation  of  a  fair  revenue  the 
corporation  can  take  that  case  into  the  United  States  courts  and  to 
the  Supreme  Court  and  they  will  be  adjudged  invalid.  So  that  in 
the  end  the  power  of  the  United  States  is  exerted  in  one  form  or  the 
other,  either  through  the  legislature  or  the  courts,  upon  commerce 
both  btate  and  national.  ' 

As  to  the  power  of  taxation,  I  admit  that  it  is  an  open  question 
not  yet  fully  determined  by  the  courts;  but  I  submit  that  all  the 
decisions  indicate  clearly  that  if  the  United  States  incorporates  a 
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railroad  as  a  national  instrumentality  and  declares  it  exempt  from 
State  taxation,  the  court  will  enforce  the  exemption.  There  is  a 
case  in  which  the  question  of  the  exemption  from  State  taxation  of 
a  railroad  organized  under  a  national  charter  has  been  considered, 
and  that  is  the  case  of  Railroad  Company  v.  Peniston  (18  Wall.,  5), 
where  the  Union  Pacific  Co.,  a  national  corporation,  ojoerating 
under  a  national  charter,  but  without  any  exemption  asserted  in  the 
statute  from  its  liability  to  State  taxation,  claimed  that  because 
it  was  a  national  corporation  and  a  national  instrumentality  its 
property  was  by  implication  exempt.  There  were  eight  judges  who 
sat  in  that  case.  Three  of  the  judges  declared  that  without  any 
express  exemption'  in  the  statute  the  entire  property  of  the  railroad 
company  as  a  national  instrumentality  was  exempt  from  State  taxa- 
tion. As  to  the  other  five  judges,  four  declared  that  the  exemption 
would  apply  only  to  the  powers  and  operations  of  the  national 
instrumentality  and  not  to  the  property  used  by  the  agent  in  charge 
of  it.  But  the  three  judges  who  held  the  other  way  declared  that 
the  railroad  itself  Avas  the  instrumentality  for  carrying  out  the 
power,  and  that  therefore  it  was  exempt.  The  fifth  judge  was  be- 
tween the  two.  He  held  that  such  property  could  be  exempted  by 
Congress  from  taxation,  but  that  it  was  clearly  the  intention  of  the 
statute  not  to  exempt  it.  So  he  held  in  that  case  that  the  property 
was  subject  to  taxation.  If  the  statute  in  that  case  had  expressly 
declared  that  the  railroad  property  should  be  exempt  from  State 
taxation,  the  court  would  have  stood  four  to  four  upon  that  propo- 
sition. In  the  decisions  since  that  time  the  Supreme  Court  has 
expressly  reserved  that  question  as  an  open  question  for  the  future. 

Mr.  Teller.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Colorado? 
Mr.  Newlands.  Certainly. 

Mr.  Teller.  I  would  ask  the  Senator  if  he  thinks  there  is  no  dis- 
tinction betAvecn  that  case  and  a  case  where  the  Government  char- 
tered a  road  running  through  a  State  or  attempted  to  do  so?  The 
line  to  which  the  Senator  has  referred,  as  he  must  know,  was  char- 
tered to  run  through  the  Territories  of  the  United  States,  and  not 
through  the  States.  It  connnenced  in  a  Territory,  ended  in  a  Ter- 
ritory, and  ran  only  through  Territories. 

Mr.  Neavlands.  That  is  true,  Mr.  President.  There  was  only  one 
of  the  Pacific  railroads,  I  believe,  which  ran  from  a  point  in  one  State 
to  a  point  in  another,  and  that  was  the  Texas  Pacific  Railroad.  But 
the  court  does  not  take  that  into  consideration  at  all,  as  the  Senator 
will  see. 

Mr.  Spooner.  The  Senator  is  mistaken  about  that.  The  Northern 
Pacific  is  another. 

Mr.  Newlands.  I  was  not  aware  of  that.    I  thought  it  was  entirely 
constructed   through   Territories. 
Mr.  Spooner.  No;  not  at  all. 

Mr.  Teller.  I  want  to  call  the  attention  of  the  Senator 

Mr.  Newlands.  I  will  read  the  language 

Mr.  Teller.  I  want  to  call  the  attention  of  the  Senator  to  the  fact 
that  in  the  litigation  of  which  he  speaks — the  Union  Pacific  litiga- 
tion— the  parties  claimed  that  in  the  act  the  road  was  exempted  from 
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taxation.  It  was  in  the  power  of  Congress  to  have  exempted  that 
property  from  taxation,  if  it  saw  fit.  Wh}'^'^  Because  it  was  to  run 
through  a  Territory  absolutely  under  the  control  of  the  General 
(irovermnent.  AMiiie  tlie  power  to  exempt  it  in  a  Territory  exists,  it 
might  not  exist,  and  I  do  not  think  it  does  exist,  in  a  State. 

Air.  Newlanus.  The  Senator  is  mistaken  in  his  assumption  that 
the  counsel  claimed  in  that  case  that  the  statute  itself  exempted  the 
l)ro])erty  from  taxation.  It  was  admitted  on  both  sides  that  it  did 
not. 

Ml-.  Tellek.  Xo;  I  did  not  mean  to  say  it  exempted  it  in  words, 
but  in  principle,  because  it  was  performing  a  duty  for  the  General 
Government  and  had  a  charter  from  the  General  Government. 

]Mi".  Xewlands.  l^ut  the  question  as  to  its  being  a  Territory  was 
iu)t  considered,  for  it  must  be  recollected  that  the  Territories  had 
given  way  to  States,  and  they  Avere  complaining  then  of  State  taxa- 
tion. I  will  read  from  the  opinion  of  Judge  Bradley,  who  wrote  the 
dissenting  opinion,  and  who  states  the  case  also  for  Mr.  Justice 
Field : 

Tlio  l^niou  Piicitic  I^ailrnad  (!(».,  tlieref-'re.  being  a  United  States  corporation, 
<-reale(l  for  national  objects  and  pnrposes,  and  deriving  its  existence,  its  powers, 
its  dnties,  its  liabilities,  from  the  T'nited  States  alone :  being  responsible  to  the 
I'nited  States,  now  as  formerly,  for  a  whole  congeries  of  duties  and  observ- 
ances; being  subjected  to  the  forfeiture  of  its  corporate  franchises,  powers, 
and  property  to  the  United  States  and  not  to  raiy  individual  State ;  being 
charged  with  important  duties  connected  with  the  very  functions  of  the  Gov- 
ernment, every  consideration  adduced  in  the  cases  of  McCullock  v.  Maryland 
and  Osborn  r.  The  Baidv  would  seem  to  require  that  it  should  be  exempt  not 
only  from  State  taxation,  but  from  State  control  and  interference,  except  so  far 
as  relates  to  the  i)reservation  of  the  peace  and  the  performance  of  its  obligations 
and  contracts.  In  reference  to  these  and  to  the  ordinary  police  regulations  im- 
posed for  sanitary  purposes  and  the  preservation  of  good  order,  of  course,  it 
is  amenable  to  State  and  local  laws. 

As  an  instrument  of  national  conunerce  as  well  as  Government  operations, 
it  has  been  regulated  by  Congress.  Can  it  be  further  regulated  by  State  legis- 
lation? Can  the  State  alter  its  route,  its  gauge,  its  connections,  its  fares,  its 
franchises,  or  any  part  of  its  charter?  C.m  the  State  step  in  between  it  and  the 
superior  power  or  sovereignty  to  which  it  is  responsible?  Such  an  hypothesis, 
it  seems  to  me.  is  inadmissible  and  repugnant  to  the  necessary  relations  arising 
and  existing  in  the  case.  Such  an  hypothesis  would  greatly  derogate  from 
and  render  almost  useless  and  ineffective  that  hitherto  unexecuted  power  of 
Congress  to  regulate  commerce  by  land  among  the  several  States.  If  it  be  de- 
clared in  advance  that  no  agency  of  such  commerce,  which  Congress  may  here- 
after establish,  can  be  freed  from  local  impositions,  taxation,  and  toils,  the 
hopes  of  future  free  and  luirestricted  intercourse  between  all  parts  of  this  great 
comitry  will  be  greatly  discouraged  and  repressed. 

Again : 

But  it  is  contended  that  the  laying  of  a  tax  on  the  roadbed  of  the  company 
is  nothing  more  than  laying  a  tax  on  ordinary  real  estate,  which  was  conceded 
might  be  done  in  the  case  of  the  United  States  Bank,  in  reference  to  its  bank- 
ing liou.se  or  other  lands  taken  for  claims  due  in  the  cour.se  of  its  business. 
This  is  a  plausible  suggestion,  but,  in  my  apprehension,  not  a  sound  one.  In 
a.scertaining  what  is  essential  in  every  case,  respect  must  always  be  had  to  the 
subject  matter.  The  State  of  Maryland  undertook  to  tax  the  circulation  of  the 
United  States  bank  established  in  that  State,  etc. 

Mr.  Justice  Bradley  goes  on  to  state  the  case  with  reference  to  the 
United  States  Bank,  and  then  continues : 

But  the  primary  object  of  a  railroad  company  is  commerce  and  transporta- 
tion.    In  its  case  a  railroad  track  is  just  as  essential  to  its  operations  as  the 
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use  of  a  currency  or  the  issue  or  purchase  of  bills  of  exchange  is  to  the  oper- 
ations of  a  banli.  To  tax  the  road  is  to  tax  the  very  instrumentality  which 
Congress  desired  to  establisli,  and  to  oi:)erate  which  it  created  the  corporation. 

Such  is  the  opinion  of  three  of  the  eight  justices  who  sat  in  that 
case.  ' 

The  opinion  of  four  of  the  justices  was  delivered  bv  Mr.  Justice 
Strong,  who,  after  referring  to  the  object  and  purpose  of  the  legis- 
lation creating  the  Union  Pacific  Railroad,  said  (p.  32)  : 

Admitting,  then,  fully,  as  we  do.  that  the  company  is  an  agent  of  the  Gen- 
eral Government,  designed  to  be  employed  and  actually  employed  in  the  legiti- 
mate service  of  the  Government,  both  military  and  postal,  does  it  necessarily 
follow  that  its  property  is  exempt  from  State  taxation? 

Emphasizing  the  difference  between  the  operations  of  an  agent 
and  the  property  thereof,  Justice  Strong  said  (p.  33)  : 

It  may  therefore  be  considered  as  settled  that  no  constitutional  implications 
prohibit  a  State  tax  upon  the  property  of  au  agent  of  the  Government  merely 
because  it  is  the  property  of  such  an  agent. 

Then,  after  consideration  of  the  various  cases  bearing  upon  the 
general  question,  Justice  Strong  summed  up  as  follows  (pp.  36-37)  : 

It  is,  therefore,  manifest  that  exemption  of  Federal  agencies  from  State 
taxation  is  dependent  not  upon  the  nature  of  the  agents,  or  upon  the  mode  of 
their  constitution,  or  upon  the  fact  that  they  are  agents,  but  upon  the  effect  of 
the  tax ;  that  is,  upon  the  question  whether  the  tax  does  iu  truth  deprive  them 
of  power  to  serve  the  Government  as  they  were  intended  to  serve  it,  or  does 
hinder  the  efficient  exercise  of  their  power.  A  tax  upon  their  property  has  no 
such  necessary  effect.  It  leaves  them  free  to  discharge  the  duties  they  have 
undertaken  to  perform.  A  tax  upon  their  ojierations  is  a  direct  obstruction  to 
the  exercise  of  Federal  powers. 

Eight  justices  heard  this  case,  and  the  opinion  of  the  court  uphold- 
ing the  validity  of  the  tax  was  concurred  in  by  four  of  them.  A 
fifth.  Judge  Swayne,  concurred  in  the  judgment,  but  said: 

I  see  iio  reason  to  doubt  that  it  was  the  intention  of  Congress  not  to  give 
the  exemption  claimed.  The  exercise  of  the  power  may  be  waived,  but  I  hold 
that  the  road  is  a  national  instrumentality  of  such  a  character  that  Congress 
may  interpose  and  protect  it  from  State  taxation  whenever  that  body  shall 
deem  it  proper  to  do  so. 

So  that  Judge  Swayne  Avould  have  decided  against  the  majority 
of  the  court  had  there  been  exempting  legislation.  Two  other  justices 
flatly  dissented,  giving  an  opinion  to  the  effect  that  such  State  taxa- 
tion was  invalid,  even  in  the  silence  of  Congress.  And  the  eighth 
justice  merely  remarked:  "  I  dissent  from  the  opinion  of  the  court." 

All  that  can  be  claimed  from  this  decision  as  to  the  power  of 
Congress  to  exempt  a  corporation  from  taxation  by  affirmative  legis- 
lation is  that  the  court  was  evenly  divided,  and  even  this  can  not  be 
fairly  claimed,  for  the  case  of  exempting  legislation  was  not  before 
the  court,  and  the  opinion  of  the  four  justices  who  upheld  the  tax 
does  not  contain  a  word  which  denies  the  power  of  Congress  to 
exempt  the  property  which  it  expressly  declares  to  be  its  chosen 
instrumentality. 

So,  out  of  eight  justices  four  expressly  declared  that  Congress 
could  exempt  the  property  of  a  national  instrumentality  in  the  hands 
of  a  national  agent  from  State  taxation,  and  the  question  therefore 
is  an  open  one  to  be  determined  in  the  future. 

Mr..  Teller.  In  that  case  the  court  did  not  hold  what  the  Senator 
says  it  did.    It  simply  held  that  in  that  particular  case,  where  the 
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compjiny  hud  been  cliaitered  by  the  ooneral  aiitliority  of  the  Govern- 
ment in  a  Territory,  it  was  within  the  power  of  Congress.  That  is 
all  it  (lid  hold.    I  am  very  familiar  with  that  ease. 

Mr.  Xewlaxds.  Of  course  the  decision  was  with  reference  to  that 
particular  case. 

Mr.  Tellek.  I  do  not  want  to  discuss  it  with  the  Senator,  but  I 
will  say  to  him  that  the  court  was  dealing  with  the  particular  case 
of  the  railroad  which  was  brought  before  them,  and  they  took  that 
charter  and  were  simply  saying  Avhat  Congress  might  have  done,  but 
what  Congress  did  not  do.  That  case  is  pretty  well  understood,  and 
the  Senator  can  tind  in  it  no  sup]:)ort  f<n-  his  contention.  Of  course, 
if  the  Senator  depends  upon  the  law  of  the  minority,  he  can  find  a 
good  deal  of  law  that  is  not  recognized  as  the  law.  A  man  may 
sometimes  think  it  is  pretty  good  sense,  but  the  law  is  what  the 
majority  holds. 

Mr.  Newlands.  Undoubtedly  the  law  is  wdiat  the  majority  holds, 
nam.ely,  that  where  fi  statute  docs  not  exempt  property  employed 
by  a  national  corporation  in  the  exercises  of  its  poAvers,  that  property 
is  not  impliedly  exempt  from  State  taxation.  But  four  of  the  judges 
expressly  held  that  where  the  statute  does  exempt,  the  property 
would  be  exempt  from  State  taxation. 

Mr.  Teller.  In  that  particular  case. 

Mr.  Newlaxds.  And  hence  I  submit  I  am  justified  in  the  state- 
ment that  the  question  is  an  open  one.  I  think  the  logic  and  the 
reasoning  are  entirely  with  the  four  judges  who  declared  that  the 
National  Government,  creating  a  corporate  agent  for  the  purpose 
of  carrying  out  a  national  power,  stamping  the  property  of  that 
agent  as  an  instrumentality  for  the  exercise  of  that  power,  can  pro- 
tect it  from  destruction  bv  another  sovereignty  upon  Avhose  soil  it 
has  a  right  to  operate.  There  can  be  no  question  of  the  power  of  a 
natioral  corporation  to  enter  any  State  without  the  consent  of  that 
State  and  to  build  a  railroad  and  to  exercise  the  power  of  eminent 
domain  and  to  take  part  in  interstate  commerce.  The  National  Gov- 
ernment itself  can  do  it,  and  if  the  National  Government  can  con- 
struct a  railroad,  would  it  be  held  for  a  moment  that  that  railroad 
would  be  subject  to  State  taxation? 

The  National  Government,  under  the  power  to  establish  post  offices 
and  ])ost  roads,  builds  post  offices  in  the  States.  Do  we  have  to  ask 
the  State  to  exempt  them  from  taxation?  No.  Years  ago  it  was 
thought  necessary  to  obtain  a  special  State  statute  exempting  such 
buildings  from  State  taxation.  Now  it  is  the  universally  recognized 
doctrine  that  the  public  buildings  put  up  by  the  National  Govern- 
ment in  a  State  in  the  exercise  of  its  governmental  functions  can 
not  be  taxed. 

Mr.  Spooler.  Will  the  Senator  allow  me  to  ask  him  a  question  ? 

Mr.  Newlands.  Certainly. 

Mr.  Spooner.  Aside  from  the  question  of  law,  aside  from  the  ques- 
tion whether  Congress  has  power  to  exempt  such  property  in  the 
States,  does  the  Senator  think  the  States  would  ever  for  a  moment 
submit  that  railroad  property  within  their  borders  should  not  be 
subject  in  any  degree  to  local  taxation? 

Mr.  Newlands.  No:  I  do  not  think  they  would.  It  is  impossible 
to  get  through  such  a  bill,  and  I  w^ould  not  ask  to  have  it  passed.  All 
that  I  wish  to  accomplish  is  to  have  a  uniform  rule  of  taxation  that 
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will  make  the  t;ixes  of  railroads  a  certainty,  so  that  they  will  keep 
out  of  politics  upon  this  subject,  and  so  that  we  will  have  a  definite 
factor  in  the  determination  of  rates. 

Mr.  Spooxek.  Do  not  the  railroads  g-et  into  politics  more  on  the 
question  of  rcoulating  rates  than  on  the  question  of  taxation? 

Mr.  Xewlands.  No;  T  think  they  are  in  politics  upon  both:  and 
they  have  to  be. 

Mr.  Spooxi-:r.  The  Senator  Avould  leave  them  in  politics  as  to  the 
one? 

Mr.  Newlands.  Because  I  can  not  help  it.  But  still  as  to  that  the 
Senator  must  recollect  that  thev  have  the  protection  of  the  national 
courts,  wliich  are  bound  to  see  to  it  that  no  State  re^dation  deprives 
the  ( ompany  of  a  fair  leturn  upon  its  property.  The  courts  have 
modified  very  much  the  doctrine  asserted  in  the  case  of  Munn  v. 
Illinois,  where  it  was  declared  that  the  power  to  regulate  was  a  legis- 
lative power;  that  it  was  no  objection  to  the  power  to  say  that  it 
Avould  lead  to  legislative  abuse ;  that  the  only  remedy  for  legislative 
abuse  was  a  resort  to  the  polls.  That  was  a  poor  remedy  given  to 
the  corporations  by  that  decision,  for  we  Iniow  how  ill  any  corpora- 
tion would  fare  at  the  polls  in  seeking  a  redress  of  injuries.  But 
we  do  know  that  since  that  time  that  doctrine  has  been  seriously 
modified,  and  the  courts  have  now  taken  the  property  of  these  cor- 
porations within  their  i)rotection  and  have  given  them  ample  pro- 
tection. They  do  not  simply  protect  them  against  confiscation,  but 
they  protect  them  in  a  fair  and  reasonable  return  upon  their  prop- 
erty and  in  a  fair  and  just  compensation  for  the  services  which  they 
perform. 

Mr.  President,  I  have,  at  the  risk  of  being  tedious,  gone  quite  fully 
into  the  principles  which  should,  in  my  judgment,  govern  the  regula- 
tion of  rates.  I  believe  that  it  is  our  duty  to  provide  for  a  valua- 
tion of  railroads  in  interstate  commerce  and  to  fix  the  returns 
which  the  corporations  are  to  receive  on  such  valuation.  If  these 
two  factors  are  established,  the  whole  system  will  tend  automatically 
toward  a  reduction  in  rates  as  the  business  of  the  railroads  increases. 

auto:matic  adjustment. 

A  system  of  national  railway  corporations  strictly  controlled  as  to 
ca]Ditalization,  limited  as  to  their  returns  to  a  certain  percentage, 
with  taxes  mathematically  certain,  with  a  proper  allowance  for  an 
insurance  and  pension  fund,  with  proper  provisions  for  conciliation 
of  disputes  between  employees  and  the  railroads,  would  result  in  an 
automatic  adjustment  that  would  do  away  gradually  with  excessive 
rates  and  all  the  abuses  arising  from  preferences  and  discriminations 
as  to  individuals  or  localities.  The  tendency  would  be  to  equality  and 
reasonableness  of  service.  If  we  enter  upon  a  system  of  j^roper  capi- 
talization of  these  roads,  involving  a  fair  and  fixed  return  in  the 
shape  of  dividends,  the  Interstate  Commerce  Commission  will  hardly 
ever  have  cause  to  act,  and,  automatically,  the  entire  administration 
of  these  roads  will  tend  toward  impartiality  in  place  of  partiality, 
and  reasonable  rates  instead  of  unreasonable  rates,  to  the  betterment 
of  the  roads  instead  of  exhausting  the  roads  with  a  view  to  paying 
dividends  on  watered  capital. 
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'riie  pc'()])lc'  will  look  for  simplicity  in  whatever  phiu  (^f  relief  is 
proposed,  aiul  unless  we  unify  and  simplify  the  control  of  transporta- 
tion in  a  few  thoroughl}'  regulated  great  national  corporations,  whose 
finances  and  operations  can  be  easily  understood,  and  whose  functions 
will  be  entirely  taken  out  of  politics,  they  Avill  drift  into  national 
ownership  as  the  easiest  solution. 

Tlie  argument  in  favor  of  national  ownership  is  an  attractive  one. 
Outside  of  the  United  States  three-fifths  of  the  world's  trackage  is 
in  national  ownership,  and  not  a  single  nation  that  has  entered  upon 
national  ownership  is  inclined  to  withdraw  from  it.  Japan,  only 
i-ecently  coming  out  of  the  stress  and  strain  of  a  great  Avar,  has  passed 
an  act  for  fhe  jMirchase  of  all  private  railroads  in  Japan,  at  a  cost  of 
$250,000,000. 

The  plan  of  ac(|uiring  national  ownership  would  not  be  difficult. 
It  would  not  involve  the  entire  readjustment  of  the  present  system. 
Tt  would  be  easy  to  authorize  the  Interstate  Commerce  Commission 
to  institute  suit  and  condenm  the  shares  of  stock  of  all  the  railroads 
in  th.e  country  engaged  in  interstate  commerce,  leaving  the  bonds 
outstanding  as  a  lien  upon  the  jn'operty.  Thus  the  interests  of  the 
stockholders  would  be  purchased  by  the  ^[ation  and  the  Interstate 
Commerce  Commission  could  step  into  the  position  of  director  of  the 
various  corporations,  with  their  present  organization  of  officials  and 
employees,  and  could  gradually  work  out  a  method  of  national  ad- 
ministration. 

The  present  gross  revenue  of  all  the  railroads  would  be  am])ly 
sufficient  to  pay  all  the  fixed  charges  of  the  companies  and  the  low 
rate  of  interest  u]:)on  the  Government  bonds  issued  for  the  purchase 
of  stock  and  produce  a  surj^lus  which  would  make  ample  provision 
for  betterments  and  extensions,  and  also  provide  a  sinking  fund 
which  Avould  extinguish  the  debt  before  many  years. 

Or,  should  the  country  determine  to  take  hold  simply  of  the  neAV 
construction  of  the  future,  leaving  the  existing  railroads  in  the  hands 
of  their  ]n'esent  owners,  the  Government  could  easily  build  a  railroad 
of  8,000  miles  across  the  continent  from  the  Atlantic  to  the  Pacific, 
which  Avould  become  the  spinal  column  of  a  great  governmental 
system. 

_  Government  ownershij)  presents  no  difficulties,  either  constitu- 
tional or  practical,  and  the  country  will  certainly  drift  to  it  nnless 
the  existing  abuses  of  uncontrolled  mono])oly,  of  overcapitalization, 
of  accomplished  union  betAveen  the  producing  and  transportation 
interests  of  the  country,  of  political  control,  and  of  unjust  prefer- 
ences and  discriminations  are  done  aAvay  AA'ith.  Even  assuming  that 
the  Government  management  may  not  be  economical,  the  time  may 
come  Avhen  the  people  Avill  regard  equality  of  service  as  of  more  ini- 
]:>ortance  than  economy  of  service.  But  the  plan  of  national  incor- 
poration Avould  giA'e  the  country  the  benefits  of  Government  oAvner- 
ship  Avith  none  of  its  dangers.  It  would  abolish  the  evils  which  haA^e 
arisen  from  unrestricted  monopoly,  automatically  bring  about  a  re- 
duction in  rates,  put  the  railroads  out  of  politics,  and  retain  the 
rnanagement  of  the  able  men  whose  genius  created  our  present  effi- 
cient system  of  transportation.  No  "complaint  can  be  made  as  to 
this  efficiency :  no  complaint  can  be  made  as  to  consolidation  properly 
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controlled  in  its  capitalization.  No  attempt  should  be  made  to  raid 
the  property  of  railroad  investors.  No  attempt  should  be  made  to 
destroy  or  impair  the  existing  values  of  their  securities.  Unity  of 
control,  simplicity  of  organization,  certainty  in  valuation  of  railroad 
property  and  in  return  upon  such  valuation  to  the  stockholders,  cer- 
tainty in  taxes,  fair  recognition  of  the  dangerous  character  of  the 
service  of  the  employees,  proper  provision  for  insurance  against 
accidents  and  old  age,  conciliation  of  disputes  between  the  carriers 
and  their  employees  are  parts  of  the  full  and  comprehensive  legisla- 
tion which  this  subject  requires  and  which  would  differentiate  our 
legislation  from  the  incomplete  and  fragmentary  legislation  in  which 
Congress  has  thus  far  indulged  regarding  interstate  transportation. 

MR.  ALFRED  P.  THOM— Resumed. 

The  Chair:man.  The  committee  will  come  to  order.  Mr.  Sims, 
will  3^ou  proceed  with  the  witness? 

Mr.  Sims.  Yes,  sir. 

Mr.  Thom.  Before  Mr.  Sims  begins,  I  made  a  reference  yesterday 
to  a  letter  I  received  from  Mr.  Daniel  Willard  on  the  subject  referred 
to  in  Judge  Sims's  examination,  and  with  his  permission  and  with 
the  permission  of  the  committee  I  should  like  to  read  into  the  record 
an  extract  from  that  letter.  It  relates  to  the  average  movement  of 
freight  cars,  referring  to  the  statement  which  I  made  at  Atlantic  City 
and  which  was  quoted  by  Judge  Sims  yesterday.  Mr.  Willard  pro- 
ceeds as  follows: 

You  say.  "  One  of  the  States  has  a  law  requirins  its  freight  to  be  moved  for- 
ward at  a  rate  of  not  less  than  .50  miles  a  day."  The  average  movement  of 
freight  in  the  United  States  is  24  miles  a  day."  What  you  meant  to  say,  I  take 
it,  was  that  the  average  miles  made  per  day  by  all  freight  cars  in  the  United 
States  is  24,  which,  I  am  sure  you  will  agree  is  quite  different  from  saying 
that  the  average  movement  of  freight  in  the  United  States  is  24  miles  per  day. 
As  a  matter  of  fact,  when  freight  is  actually  moving,  I  doubt  very  much  if  the 
average  speed  is  less  than  10  miles  per  hour,  and  usually  when  moving,  freight 
cars  will  go  over  at  least  one  division  of  100  miles  per  day.  In  the  case  of 
the  freight  car,  however,  it  must  be  kept  in  mind  that  the  total  time  of  the  car 
nuist  be  acc<nnited  for — that  is  to  say,  not  only  the  time  while  it  is  actually 
■moving  but  also  during  the  48  hours  which  the  shipper  is  given  to  load  the  car 
and  the  48  hours  allowed  for  unloading,  and  any  other  delays  which  may  happen 
to  the  car  during  the  entire  year,  due  to  accident,  slack  business,  etc. 

I  have  taken  the  liberty  of  writing  you  about  this  matter  because  I  have  no 
doubt  you  will  have  occasion  frequently  to  refer  to  the  saine  subject  in  your 
public  addresses,  and  otherwise,  and  on  that  account,  I  thought  best  to  point 
out  the  distinction  which  I  think  should  be  drawn  between  the  average  move- 
ment of  freight  and  the  average  movement  of  the  freight  car. 

Mr.  Sims.  He  is  correct;  your  statement  is  the  average  movement 
of  freight  in  the  United  States,  24  miles  per  hour.  He  is  correct  in 
that. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Which  you  accept? 

Mr.  Thom.  I  accept  what? 

Mr.  Sims.  The  staetment  of  Mr.  Willard. 

Mr.  Thom.  I  am  trying  to  have  that  whole  subject  developed  by 
having  the  statistics  checked,  and  I  have  not  got  them  in  such  shape 
yet  as  to  present  it. 

Mr.  Sims.  Wlien  we  took  a  recess  yesterday  we  were  on  the  sub- 
ject, at  least  indirectly,  of  railroad  credit,  or  what  would  be  neces- 
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siiry  to  be  done  in  order  that  the  railways  of  the  country  might 
receive  the  necessary  new  capital  at  such  rates  of  interest  as  would 
enable  them  to  make  the  required  new  developments  that  ought  to 
be  made  in  order  to  meet  what  seems  to  be  admitted,  both  by  your- 
self and  everyone  else,  as  absolutely  necessary.  Or  else,  failing 
to  do  so,  the  commercial  growth  of  the  country  will  be  arrested. 
Your  conclusions  are,  as  have  been  announced  in  your  former  state- 
ments as  I  understand  them,  that  something  must  be  done  to  attract 
private  investors  sufficient  in  itself  to  enable  railroad  companies  to 
market  their  securities  in  competition  with  all  other  kinds  and  char- 
acters of  investments  that  will  be  open  to  the  private  investor.  Your 
conclusion,  as  I  understand  it,  was  that  if  legislation  along  the  lines 
jou  have  suggested  waS  carried  out,  that  then  the  stocks  and  bonds 
of  railroads — in  other  words,  railroad  securities — would  prove  suffi- 
ciently attractive  to  cause  private  investors,  in  competition  with  all 
other  forms  of  investment  offered,  to  take  these  securities  in  such 
volume  as  will  enable  the  railroads  to  do  that  which  they  admit 
is  necessary  to  be  done,  so  that  we  shall  not  have  a  continuous  state 
of  arrested  commercial  development.  Now,  we  were  on  that  point, 
and  I  made  the  suggestion  with  reference  to  the  Government  guar- 
anteeing minimum  returns  upon  these  new  issues  of  stocks  or  bonds, 
or  both,  for  a  sufficient  length  of  time,  so  as  to  remove  the  element 
of  uncertainty  that  now  exists,  and  in  that  w^ay,  while  reducing 
the  rate  of  interest  charged  to  the  public  carriers,  really  making 
a  form  of  credit  investment  that  will  be  desirable  over  all  other 
securities  offered  not  guaranteed  by  the  Government  of  the  United 
States  or  some  other  guaranty  of  equal  solvency  and  ability. 

I,  of  course,  am  not  a  railroad  man,  and  can  not  go  into  these 
things  except  in  a  very  crude  way,  but  I  wanted  to  ask  your  opinion 
as  to  what  you  think  would  be  practical  provided  that  legislation 
might  be  passed  giving  the  Interstate  Commerce  Commission  or 
some  othei-  Government  authority  the  power  and  placing  upon  it 
the  duty  to  approve  all  future  issues  of  either  stocks  or  bonds  of 
railroad  companies.  Would  it  be  practical,  and  would  it  serve  the 
purpose  if,  after  the  Government  had  approved  these  issues,  that  it 
should  guarantee  that  the  interest  return  or  dividend  return  upon 
this  specially  authorized  stock  issue  or  bond  issue  should  not  be  less 
than  a  fixed  amount — say,  4  per  cerit — giving  to  the  investor  the 
opportunity  to  receive,  if  he  is  a  purchaser  of  stock,  any  additional 
dividend  that  might  be  earned  in  the  nature  of  a  speculative  induce- 
ment or  in  the  nature  of  a  bonus,  so  to  speak?  That  is,  if  the  com- 
pany makes  under  Government  regulation  6  per  cent,  which  it  can 
devote  to  dividend  on  the  stock,  that  it  should  not  be  prevented  from 
doing  so,  provided  this  Government  authority  regulating  these 
things  did  not  intercede  and  prevent  it  upon  the  idea  that  it  was 
not  authorized  by  the  conditions  of  the  carrier.  The  Government 
not  guaranteeing  the  ultimate  value  of  the  stock,  but  simply  the 
regular  payment  of  a  dividend  for  a  certain  period  of  years— 20, 
30.  40,  or  50,  or  whatever  might  seem  to  be  practical. 

I  want  to  ask  you  wdiether  or  not  you  think  such  a  system  as  that 
might  relieve  the  situation  and,  at  the  same  time,  not  involve  the 
Government  in  any  probable  or  possible  ultimate  loss,  and  not  remove 
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the  properties  of  railroads  from  State  control — I  mean  to  the  extent 
of  taxation,  police  regulation,  and  so  on — giving  the  Government 
the  right  to  be  represented  in  any  meeting  of  the  stockholders  of 
such  a  companj^  and  making  it  necessary  that  the  Government 
director,  if  we  should  call  him  such,  the  Secretary  of  the  Treasurj', 
the  Secretary  of  Commerce,  or  whoever  might  be  authorized  by  leg- 
islation to  act,  should  approve  all  arrangements  and  regulations  of 
that  railway  company  just  as  though  it  was  a  private  owner  of  the 
stock,  to  the  end  that  the  Government  might  be  protected  against  a 
possible  loss  of  this  guaranteed  dividend. 

These  are  only  suggestions,  crude  thoughts,  and  I  have  thrown 
them  out  for  just  what  they  are  worth,  to  the  end  that  what  seems 
to  be  undesirable  by  some  people,  and  at  the  same  time  to  have 
behind  a  railroad's  security  both  a  moral  and  a  financial  guaranty 
that  would  appeal  to  the  investors  both  at  home  and  abroad  over  an 
investment  of  like  character,  but  without  governmental,  moral,  and 
financial  responsibility.  I  will  ask  you,  have  you  given  this  propo- 
sition any  though  or  have  you  thought  along  that  line?  'Have  you 
given  it  consideration  ? 

Mr.  Thom.  You  present  an  exceedingly  interesting  point  of  view. 
Judge.  In  the  first  place,  I  would  like  to  call  attention  to  perhaps 
a  little  modification  that  should  be  made  in  your  statement  of  my 
view,  so  that  the  record  shall  not  be 

Mr.  Sims.  I  do  not  want  to  misstate  it,  of  course. 

Mr.  Thom.  Of  course,  I  appreciate  that.  I  do  not  think  you  will 
find  that  I  have  ever  said  that  even  if  everything  that  we  have  sug- 
gested is  done,  that  there  will  be  no  need  for  something  further  to  be 
done  in  respect  to  a  constructive  system  of  relationship  between  the 
Government  and  the  railroads.  I  regard  what  we  have  proposed 
as  an  immense  step  in  the  direction  of  stability.  Wonderful  progress 
will  be  made  if  we  can  get  those  elements  of  sympathetic  cooperation 
between  the  Government  and  the  railroads  which  we  have  suggested. 
Now,  I  have  never  assumed  that  we  could  get  everything  that  was 
necessary  at  one  effort.  I  have  no  doubt  it  will  be  a  developing 
situation,  in  which  Congress  will  have  to  study  it  from  time  to  time, 
as  the  conditions  are  presented,  and  will  have  to  deal  with  it  in  a 
progressive  way,  but  that  what  has  been  now  proposed  will  be  a 
tremendous  step  in  that  direction. 

Undoubtedly  a  Government  guaranty  of  income  will  be  a  most 
tremendous  element  in  the  value  of  these  securities  and  would  very 
greatly  attract  investors,  but  you  ask  me  whether  I  have  given  any 
consideration  to  that.  I  have  not  given  consideration  to  it  as  a  prac- 
tical matter,  for  the  reason  that  I  never  supposed  that  the  Govern- 
ment would  make  such  a  guaranty.  Now,  if  that  is  in  the  range  of 
possibility,  that  is  a  very  important  thing  to  be  considered.  A  Gov- 
ernment guaranty  of  income  would  be  a  tremendous  attraction.  For 
example,  take  the  securities  that  are  going  to  be  issued  under  this 
new  rural-credits  system,  which  come  with  the  apparent  backing  of 
the  Government,  even  free  from  taxation.  Now,  it  is  the  general 
opinion  among  financial  men  that  when  those  things  are  issued  they 
are  going  to  be  very  attractive,  because  the  Government  is  behind 
them  in  a  way.  Now,  if  the  Government  chooses  to  get  behind  the 
securities  of  the  railroads,  of  course  that  is  going  to  be  a  tremen- 
dous factor;  but  I  call  attention  to  the  fact,  if  you  will  permit  me 
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one  luonieiit,  that  the  tondcncy  of  the  (lucstions  which  you  are  asking 
is  to  base  them  upon  a  recoji'nition  of  a  condition  in  respect  to  rail- 
roads ^vhich  is  in  accord  witli  what  T  think  it  is,  that  there  is  a  pres- 
ent condition  calling  for  decided  lielpfuhiess  on  the  part  of  the 
Government  so  as  to  continue  these  facilities  up  to  the  point  that 
the  commerce  of  the  country  requires.  Your  questions  are  based 
upon  that  as  a  fundamental.  I  do  not  mean  that  you  necessarily 
think  that,  but  you  are  asking  these  (]uestions  based  on  that  assump- 
tion. That  is  my  belief.  The  only  dift'erence  between  the  tendency 
of  your  questions  and  my  own  judgment  is  that  you  are  suggesting 
remedies  far  beyond  anj'thing  that  I  believe  to  be  practicable  from 
a  public  standpoint.  T  do  not  believe  the  Government  is  going  to 
do  that.  I  Avould  think  that  if  the  Government  is  ready  to  do  that, 
the  whole  subject  ought  to  be  reviewed  in  the  light  of  that  willing- 
ness on  the  part  of  the  Government ;  but  I  have  assumed  that  we 
have  a  condition  here  which  your  (juestions  indicate  must  be  met  by 
some  real,  earnest,  serious  governmental  eifort  in  order  to  meet  the 
public  needs  of  the  future,  and  even  the  present,  in  respect  to  the 
facilities  which  conmierce  needs. 

We  feel  that  as  long  as  these  properties  are  privately  owned  that 
the  Government  will  expect  us  to  see  that  they  are  kept  up  to  the 
needs  of  connnerce,  provided  the  Government  affords  us  such  en- 
couragement in  its  regulations,  such  helpfulness  and  constructiveness 
in  its  system  of  regulations  as  will  enable  us  to  do  it.  leaving  the 
responsibility  on  us  to  do  that,  and  testing  finally  the  system  of  pri- 
vate ownership  by  our  success.  You  can  not  test  the  success  of  the 
system  of  private  ownership  under  a  system  of  regulation  where 
onl}^  the  correction  and  repression  are  the  main  features.  You  can 
test  a  sj'stem  of  private  ownership  when  you  have  given  to  the  in- 
vestors in  these  facilities  all  the  reasonable  aid  Avhich  Government 
can  give,  and  when  you  have  done  that,  when  you  have  perfected  your 
system  of  regulation  by  introducing  in  addition  to  your  present 
powers  of  correction  and  punishment  the  power  that  the  Government 
may  give  in  the  w-ay  of  helpfulness  and  encouragement — I  mean 
reasonable  and  proper  helpfulness  and  encouragement — when  that 
is  done  and  tested,  of  course,  we  appreciate  that  there  will  be  the 
supreme  test  of  private  ownership.  We  can  not  have  it  now,  because 
the  system  of  Government  ownership  denies  it  to  us  anyhow\  We 
will  have  it  then,  because  the  system  of  private  ownership  will  have 
been  helped  by  the  Government  in  every  reasonable  way.  Then  the 
question  will  come  up,  and  on  that  question  will  depend  the  future 
of  this  Government.  If  we  break  down  after  having  been  helped  to 
the  extent  that  Government  can  reasonably  help  us  in  the  system 
of  regulation — if  we  break  dowm— then  the  connnerce  of  this  country 
is  not  going  to  contend  with  inadequate  facilities.  When  private 
ownership  fails,  there  will  be  a  demand  from  everybody  that  the 
Government  shall  take  its  place,  and  thereupon  we  wdll  have  what- 
ever that  means  to  our  system  of  government. 

One  man  may  think  that  means  one  thing,  and  another  another. 

but  we  all  know  that  it  is  an  unknown  world  which  we  will  be  enter- 

•  ing.  to  engraft  upon  a  democracy  the  iuunense  strain  of  Government 

ownership  of  transportation  facilities,  with  its  army  of  enqoloyees. 

AVe  know  that  that  will  be  a  oreat  strain.     I  do  not  believe  that  that 
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ought  to  be  accepted  as  a  solution,  until  we  find  there  is  no  other  way 
out.  and  therefore  I  have  addressed  myself  in  your  presence,  earnestly 
to  establish  the  purpose  of  creating  the  conditions  that  will,  I  hope 
and  I  think,  save  the  system  of  private  ownership  of  these  rail- 
roads. I  believe  that  to  be  in  the  interest  of  the  public,  and  of 
our  system  of  democratic  government,  infinitely  more  than  it  is  in 
the  interest  of  the  security  holders;  and  if  I  "may  be  permitted  a 
personal  word,  if  anything  that  I  can  do  will  tend  or  help  to  bring 
about  that  result,  I  will  feel  that  I  hav-e  not  labored  in  vain. 

Xow,  in  connection  with  another  aspect  of  your  question,  I  wish 
to  introduce  at  this  point  an  idea  that  has  been' suggested  to  me  since 
these  hearings  began.  As  bearing  upon  the  conditions  which  we  will 
have  to  confront  in  respect  to  getting  new  money  for  these  railroads, 
the  various  matters  which  I  have  mentioned  in  that  connection  are  in 
the  record,  and  probably  are  remembered  by  you  gentlemen;  but  here 
is  a  letter  from  a  most  distinguished  man,  a"  financier,  who  is  at  the 
head  of  the  new  governmental  banking  system  of  New  York.  I  think 
he  is  the  governor  of  the  Eeserve  Bank  of  New  York.  I  do  not  laiow 
exactly  Avhat  his  title  is,  but  it  is  Mr.  Benjamin  Strong,  who  was 
formerly  president  of  the  Bankers'  Trust  Co.,  and  is  now'the  head  of 
this  new  banking  system  in  New  York,  and  he  calls  attention  to  an 
additional  matter  wdiich  the  statesmanship  of  this  country  has  got 
to  confront  in  dealing  with  the  matter  of  railroad  credit,  and  that  is 
this :  The  effect  of  the  European  war  on  interest  rates.  Now,  his 
view  is  this :  He  says  in  England  they  are  now  paying  6  per  cent  for 
nioney  that  they  used  to  get  for  less  than  2  per  cent.  France  is  pay- 
ing 6  per  cent  for  money  it  used  to  get  for  less  than  1  per  cent.  That, 
of  course,  has  a  tremendous  effect  upon  the  level  of  inteiest  during 
the  war. 

The  problem  that  men  of  affairs  have  got  to  deal  with,  and  that 
the  statesmanship  of  the  country  has  to  deal  with  is :  What  is  going 
to  be  the  effect  on  interest  rates  after  the  war?  Is  this  4  per  cent 
you  are  talking  about  going  to  be  a  legitinuite  return  on  money  after 
the  war,  or  will  the  effect  of  the  innnense  demand  for  capital  abroad, 
in  reconstructing  Europe  when  peace  comes  be  to  make  such  a  de- 
mand for  money  as  to  greatly  increase  the  rates  of  interest,  and  if  it 
will  there  v.ill  be  a  trGiiiendous  competition  ebtablishecj  with  rail- 
road securities,  and  the  amount  of  interest  they  wall  have  to  pay  for 
new  money  will  be  affected  greatly  by  it. 

May  I  read  a  portion  of  this  letter? 

Mv.  Sims.  I  have  no  objection,  of  course. 

The  Chairman.  Certainly. 

Mr.  TiiOM.  It  is  a  question  we  would  like  to 

Mv.  Sims.  I  would  like  the  information. 

Mr.  Thom.  It  seems  to  me  it  Avould  be  of  some  importance.  I  will 
read  the  whole  letter.  It  is  written  by  Mr.  Benjamin  Strong,  from 
Denver.  He  is  out  in  Denver  and  has  evidently  been  out  there  for 
some  time — to  Mr.  Trumbull,  who  is  the  chairman  of  this  railroad 
executives  advisory  committee,  written  on  November  8  [reading]  : 

Deab  Mk.  Tiu'mbull:  Since  replying  to  yours  of  tlie  31st,  I  have  been  over 
the  various  documents  you  were  good  enough  to  send  me  bearing  on  the  subject  • 
of  railroad  regulation. 

Every  time  I  read  literature  on  this  subject  the  difficulties  stand  out 
strnngei-  and   my  own   unfamiliarity   l)ecomes  UKU-e   apparent.     The  three  sug- 
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gcstioiis  outlining-  the  seoin'  <>!'  inlnrniMt i<in  desired  stnifk  mo  as  being  very 
ubly  niid  Uioi-ou.uiily  prepiired  but  I  jiin  eoiist  rjiiiied  to  make  one  modest  sug- 
gestion wliere  I  l)elieve  the  subject  has  not  ))een  as  extensively  developed  as  it 
phoidd  be. 

We  all  rec(»gnize  that  the  war  is  bound  to  have  an  unsettling  iidhience  upon 
rates  of  interest  all  over  the  world  for  many  years  to  come.  The  liritish  Gov- 
ernnu-nt  is  paying  G  i)er  cent  interest  for  short  loans,  which  a  few  years  ago 
it  had  no  diniculty  in  placing  at  less  than  2  per  cent.  The  French  (Jovern- 
ment  is  paying  between  5  per  cent  and  6  per  cent  for  short  loans,  which  in 
times  of  i)eace  it  had  no  ditficulty  in  placing  with  bankers  at  times  at  less 
than  1  per  cent.  These  developments  have  had  as  yet  but  slight  effect  upon  the 
level  of  interest  rates  in  this  connti-y  because  the  inllnences  of  war  conditions 
here  have  been  (jnite  the  ri'verse  of  those  which  are  found  abroad.  When 
peace  lets  down  tlie  bars  and  the  financial  currents  ])egin  again  to  flow  nor- 
mally, what  will  be  the  general  effect  upon  interest  rates  and  how  will  it  be 
felt  in  this  country?  I  am  inclined  to  agree  witli  Prof.  Fisher  who  believes 
apparently  that  the  whole  world  is  more  likely  to  face  considerably  higher 
rates,  rather  than  with  those  who  believe  that  relaxation  of  business  activity 
will  bring  about  lower  rates. 

As  applying  to  tlie  railroad  situation,  which  is  peculiar  to  itself  in  that  rail- 
roads can  not  read.iust  their  rates  to  meet  economic  changes,  I  wM)uld  suggest 
a  line  of  inquiry  somewhat  as  follows : 

First.  What  will  be  the  general  effect  of  the  wai'  on  interest  rates? 
Second.  Will  considerable  differences  in  rate  levels  abroad  and  in  this  country 
intluence  further  sales  of  American  securities  now  held  in  Europe? 

Third.  Will  such  difference  of  rates  likewise  preclude  the  possibility  of  sales 
of  railroad  securities  in  foreign  markets  in  future  years? 

Fourth.  Will  the  course  of  interest  rates  following  the  war  have  any  eiTect 
upon  certain  special  domestic  markets  for  railroad  securities  such  as  trust 
funds,  savings  banks,  insurance  companies,  etc.? 

Fifth.  Is  the  margin  of  railroad  earnings  now  sufhcieut  to  enable  railroads 
to  finance  by  issues  of  stock  when  upon  the  conclusion  of  the  war  business 
slackens,  earnings  decline,  and  interest  rates  advance? 

Sixth.  The  same  inquii-y  should  be  made  as  to  financing  by  bond  issues. 
Seventh.  If  rates  do  advance  sharply,  what  will  be  the  situation  of  tliose 
roads  which  in  past  years  provided  for  their  requirements  by  large  issues  of 
short-term  obligations? 

Some  of  these  points  are  already  covered  in  the  questions  addressed  to 
bankers,  etc.,  and  I  realize  that  the  above  suggestions  are  no  more  tlian  the 
sm-face  of  a  subject  of  tremendous  importance  and  uncertainty. 

I  think  the  safest  guess  as  to  economic  conditions  after  the  war  ends  can 
be  described  by  stating  that  the  United  States  will  be  in  competition  with  all 
belligerent  nations  in  all  markets  of  the  world  and  in  all  departments  of  finan- 
cial and  commercial  activity.  The  conditions  of  production  here  will  be  based 
at  first  upon  the  highest  wages  ever  paid  in  this  country,  nominal  taxes  as  com- 
pared with  Europe,  and  much  lower  interest  rates  at  first  than  will  prevail 
abroad,  whereas  the  belligerent  nations  will  have  very  cheap  labor,  a  tremen- 
dous burden  of  taxation,  and  at  first  considerably  higlier  rates  of  interest  than 
ours. 

If  there  is  one  thing  which  experience  demonstrates  in  this  counti'y  it  is  that 
wages  readjust  more  slowly  than  any  other  item  in  the  cost  of  production. 
Taxes  are  fixed  and  can  not  be  x-eadjusted.  The  first  readjustment  and  always 
the  promptest  to  take  effect  is  the  value  of  credit — that  is,  interest  rates. 

In  presenting  the  case  of  the  railroads,  it  will  be  impossible  to  avoid  dealing 
with  a  good  many  controversial  features  of  the  i*ailroad  situation.  Here  is  one 
subject  of  vital  importance  to  the  railroads  which  can  be  developed  to  great 
advantage  without  inviting  the  antagonism  of  stockholders,  wage  earners,  or 
shippers.  It  has  nothing  to  do  with  the  character  of  the  regulation  which  should 
be  applied  to  railroads,  hut  it  lias  a  great  deal  to  do  with  the  reasonableness  of 
methods  applied  in  regulating  their  affairs. 

You  asked  me  for  suggestions,  and  these  are  the  only  things  which  occur  to 
me  that  do  not  seem  to  be  very  fully  developed  by  the  documents  sent  me.  I 
hope  your  hearings  at  W^ashington  meet  with  the  great  success  whicli  they 
deserve. 

With  warmest  regards. 
Very  sincerely,  yours. 
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The  Chairman.  Have  you  given  the  signature  ^ 

Mr.  Thom.  Benjamin  Strong. 

Mr.  Sims.  I  failed  to  state,  but.  necessarily,  it  should  be  a  part 
of  luy  statement,  that  in  case  the  (xovernment  should  guarantee  a 
minimum  dividend  on  stocks  and  a  mininuim  interest  on  bond  issues, 
any  railroad  company  making  application  for  such  a  guaranty  would 
have  to  provide  that  in  case  there  was  a  loss  to  the  Government,  the 
loss  should  be  a  first  lien  on  the  properties  of  the  company,  so  that 
the  Government  would  not  ultimately  lose  anything.  I  intended  to 
state  that  as  one  of  the  conditions  upon  which  Government  guaranty 
should  be  obtained. 

Mr.  Trioii.  You  can  readily  see  that  if  every  amount — every  cent 
that  is  paid  to  a  sto;  kholder  in  current  revenue  becomes  a  fixed 
charge  ahead  of  his  rights  thereafter,  it  will  be  a  very  serious  ques- 
tion with  him  as  to  how  far  he  is  undermining  his  ultimate  seurity. 

Mr.  Sims.  I  am  not  presupposing  at  all  that  the  application  should 
be  compulsory,  but  that  when  such  railroad  companies  as  might  think 
it  would  be  of  economic  advantage  to  them  should  make  this  appli- 
cation for  a  guaranty. 

Mr.  Thom.  Yes. 

Mr.  Sims.  They  could  aho  make  application  to  a  Government 
agency  authorized  to  approve  the  issues  of  stocks,  without  any  guar- 
anty condition  going  with  it.  You  Avill  remember,  perhaps,  that 
when  we  had  this  ciiiestion  up  before  the  Conmiittee  on  Interstate 
and  Foreign  Connnerce  of  the  House — I  mean  the  question  of  regu- 
lating railroad  securities  by  approval  of  the  Interstate  Commerce 
Commission — nuiking  it  conditional  upon  their  approval — that  some 
very  learned  gentlemen  among  others  one  of  the  members  of  the 
Interstate  Connnerce  Commission,  Mr.  Meyer,  who  was  a  member 
of  the  Hadley  commission,  presented  the  view  that  public  sentiment 
would  regard  the  indorsement  or  approval  of  a  bond  issue  or  an 
issue  of  sto.  k  by  a  common  carrier  as  a  pledge  upon  the  part  of  the 
Government  of  the  I^'nited  States  that  it  would  not  deny  such  a  rate 
to  that  railroad  in  the  future  as  would  enable  it  to  provide  for  the 
payment  of  reasonable  dividends  on  these  securities  wiiich  it  author- 
ized to  be  issued;  and  also  to  be  based  upon  the  condition  that  it 
would  not  deprive  the  railroad  of  opportunity  to  carry  out  anv 
existing  obligation  by  way  of  paying  interest  on  outstanding  securi- 
ties— reasonable  dividends  upon  its  outstanding  issues :  in  other 
words,  it  would  be  in  the  nature  of  a  moral  obligation  that  the  Gov- 
ernment would  not  afterwards  reduce  the  rates  so  that  the  railroad 
company  getting  the  approval  of  the  Government  for  its  issue,  which 
it  would  have  to  have  imder  the  proposed  law,  would  not  be  able  to 
pay  this  authorized  rate  of  interest  or  dividend  on  stock  issue ;  which 
would  make  the  Government  practically  a  guarantor.  I  have  stated 
it  just  from  memory,  and  I  am  not  trying  to  state  accurately  the 
views  of  Mr.  Meyer  and  othei-s  who  expressed  the  same  views,  but 
that  is  a  thought  which  they  suggested  with  regard  to  what  would 
take  place  in  public  sentiment. 

Xow,  if  the  Government  of  the  Ignited  States  is  going  to  be 
hamjjered  in  the  regulation  of  freight  rates  by  the  approval  of  out- 
standing securities  it  would  hamper  itself  in  the  future,  so  far  as 
that  is  ( oncerned,  to  give  anything  like  substantial  rate  regulation, 
at  least  on  the  railroads  the  securities  of  which  it  had  approved,  and 
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not  only  to  the  extent  of  tliose  approved,  but  as  to  all  outstanclino- 
prior  securities,  Avliieh,  of  course,  is  a  condition  that  ought  not  to  be 
invited  and  ouijht  not  to  be  encouraged,  at  least  it  did  not  strdie  me 
that  way.  I  did  not  believe  it  was  a  legal  obligation  myself,  but 
these  gentlemen  regarded  it  in  the  nature  of  a  moral  guaranty  of 
profitable  returns,  and  that  is  one  of  the  reasons  that  led  me  to 
think  about  a  si)ecific  absolute  guaranty  of  a  sufficient  income  on  the 
laih-oads'  ])roperties,  bv  making  it  a  preferred  liability  over  other 
outstanding  obligations  of  the  railroad  company.  You  have  men- 
tioned a  difficulty  that  W(>,  ha\e  got  to  meet;  that  is,  that  present 
conditions  are  in'ipossible-of  continuance  in  the  successful  develop- 
ment of  the  country.  It  seems  to  me,  Mr.  Thorn,  that  the  question 
is  not  whether  we  want  or  do  not  want  Government  ownership;  the 
<|uestion  is  what  shall  we  do,  consistent  with  the  demands  of  the 
country,  that  will  prevent  the  necessity  of  Government  ownership? 
Now,  between  absolute  Government  ownership  and  present  condi- 
tions, the  thouaht  occurred  to  me  of  a  cooperative  affair,  by  reason 
of  having  the  Government  to  a]>prove  additional  security  issues  and 
to  guarantee  a  minimum  income  upon  those  issues,  leaving  the  prop- 
erty or  the  owners  of  the  property  the  right  to  pay  mor-e  than  that 
guaranteed  dividend,  if  the  Government,  through  its  proper  au- 
thorities, approved,  and  giving  the  Government  the  power  by  way  of 
Government  directors  to  decide  whether  or  not  this  railroad  prop- 
erty, after  getting  this  guaranty,  should  do  this,  that,  or  the  other 
thing.  In  other  words,'  as  a  cooperation  of  a  valid  and  material 
kinct  Now,  I  do  not  know  mvself  whether  the  public  would  take 
hold  of  this  at  all  or  not;  I  do  not  know  what  the  public  is  going  to 
approve,  but  I  think  we  are  all  agreed  that  present  conditions  will 
not  develop  the  country. 

Mr.  Thom.  Yes ;  I  think  we  are. 

Mr.  Sims.  And  none  of  us  knows  whether  the  plans  that  the  rail- 
road men  have  proposed  will  do  it  or  not,  and  we  do  not  know 
whether  Government  ownership  would  fully  meet  all  the  require- 
ments of  the  situation  or  not :  but  we  are  up  against  a  situation  where 
we  must  do  something. 

Mr.  Thom.  Undoubtedly. 

Mr.  Sims.  Now,  you  made  a  very  interesting  argument  along  the 
theory  that  the  jnoper  development  of  our  railways  was  a  necessary 
step  "in  the  national  defense.  Is  this  country  to  depend  for  the 
]n-oper  developmnt  of  its  national  defense  upon  the  money  markets 
for  private  securities,  competing  with  the  demands  of  all  the  world 
for  a  number  of  years  to  come?  The  letter  which  you  have  just 
read  points  out  what  will  probably  be  the  case ;  that  attractive  invest- 
ments that  have  not  heretofore  flooded  our  markets  will  flood  them. 
Now,  is  the  national  defense  of  this  country  to  depend  upon  the 
ability-  of  privately  owned  properties  to  float  their  securities  in  com- 
petition with  the  fierce  demands  made  by  these  abnormal  conditions 
throughout  the  country  and  throughout  the  world,  perhaps  for  an 
unknown  number  of  years? 

Mr.  Thom.  Now,  judge,  we  will  both  admit,  I  imagine,  that  it  is 
better,  from  the  standpoint  of  national  defense,  to  have  the  National 
Government  establish  the  standard  of  efficiency  of  the  railroads, 
rather  than  that  they  should  be  in  a  position  to  be  pulled  down  by  48 
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States  not  charged  with  the  duty  of  national  defense — at  least  that 
one  thing  we  must  agree  on— that  if  there  is  this  duty  of  national 
defense  (and  we  all  agree  that  that  does  exist,  and  that  it  does  exist 
in  the  interest  of  the  States),  then  that  the  standard  of  efficiency  and 
capacity  of  these  carriers  must  be  fixed  b}^  the  National  Government. 
The  dilference  between  your  question  and  any  answer  I  might  make 
is  not  that,  because  that  is  conceded  by  your  question,  but  it  relates  to 
Avhcther  or  not,  after  putting  upon  the  Government  the  duty  of  estab- 
lishing this  efficient  standard  that  can  be  clone  through  private  owner- 
ship at  all,  or  must  be  done  through  Government  ownership. 

Now,  my  belief  is  that  with  the  proper-  system  of  encouragement 
to  the  private  owners  and  assurance  to  the  public  of  a  sympathetic 
attitude  on  the  part  of  the  Government  that  this  burden  can  still 
be  bt)rne  by  the  private  owner.  I  may  be  mistaken  about  that;  I 
may  be  taking  counsel  entirely  of  my  hopes,  but  at  least  the  sugges- 
tion you  make  is  most  important.  It  is  entitled  to  the  greatest  con- 
sideration; but  reverting  back  to  what  you  have  just  said  in  respect 
to  the  history  of  the  hearings  before  the  Committee  on  Interstate 
and  Foreign  Commerce  of  the  House  on  the  subject,  I  was  not 
encouraged  to  hope  by  what  transpired  there,  or  what  transpired 
in  the  Senate  committee,  for  a  Government  guaranty.  I  was  aware 
of  the  general  views  which  are  described  as  having  been  presented 
to  your  connnittee,  but  when  I  commenced  to  read  the  bill  which 
you  reported  out,  and  which  the  Senate  had  under  consideration 
and  reported  out,  it  had  in  it  a  provision  saying  that  nothing  therein 
contained  should  be  construed  as  any  guaranty  on  the  part  of  the 
Government  in  any  of  these  matters. 

Now,  that  was  your  answer,  and  that  did  not  encourage  me  to 
expect  a  Government  guaranty. 

Ml-.  Sims.  Well,  that  was  an  amendment  to  a  bill  I  introduced, 
which  had  nothing  on  that  subject  in  it 

Mr.  Thoini.  I  know  you  did,  and  I  was  very  much  interested  in  it. 

Mr.  Sims.  That  very  proposition  was  put  up  to  these  distinguished 
gentlemen  before  our  committee,  that  if  the  authorized  stock  issue 
on  its  face  should  say  that  the  Government  should  not  be  responsible, 
they  then  said  that  public  sentiment  and  the  moral  aspect  of  the  case 
with  the  public  would  be  such  as  to  practically  force  the  commission 
to  allow  rates  sufficient  for  the  company  that  had  issued  these 
Government-approved  stocks,  to  pay  a  reasonable  dividend  or  inter- 
est on  the  stock,  regardless  of  whether  that  was  a  part  of  the  law 
or  not;  in  other  words,  that  the  public  would  afterwards  consider 
it  as  no  part  of  the  law  and  not  be  bound  by  it. 

Mr.  Thom.  Now,  as  to  my  own  conception  of  that,  I  never  enter- 
tained the  idea  that  a  mere  governmental  approval  of  a  particular 
issue  of  stock  involves  any  guaranty  on  the  part  of  the  Government 
ftt  all. 

Mr.  Sims.  I  am  'like  you.  I  did  not  take  that  view  of  it,  but  the 
Hadley  commission  did  take  the  .view  that  we  should  not  go  further 
in  that  direction  in  connection  with  stock  issues. 

Getting  down  to  the  point  mentioned,  the  national  defense, 
national  defense  is  not  a  matter  of  choice ;  it  is  a  matter  of  absolute 
necessity.  Who  would  think  of  having  our  fortifications  along  the 
seacoast  owned   and  operated  by  private  interests  that  depended 
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upon  their  ability  to  get  enough  money  to  make  sufficient  fortifica- 
tions, in  the  competitive  money  markets  of  the  worhl  ? 

Mr.  Thom.  Who  wouhl  tliink  of  having  their  fortifications  not 
controHed  by  the  riiiled  States,  hui  coiiti-oUed  by  tlie  States  in  whicli 
they  Avere  located '( 

Mr.  Sims.  AA\'11,  I  am  not  suggesting  anything  of  tliat  sort.  I  am 
not  responsible  for  that. 

Mr.  Thom.  But  I  want  to  get  the  two  ideas  together. 

Mr.  SiiMS.  I  understand  that  and  am  not  antagonizing  it,  but  that 
which  ouglit  to  be  done  shoukl  not  be  left  to  speculative  imcertainties. 
When  it  comes  to  Avhether  a  man  can  nudce  money  out  of  private  in- 
vestments, the  Government  can  ailord  to  let  him  take  his  risk,  Init 
if  this  Nation  is  to  be  defended,  and  a  proper  railroad  system  is  a 
part  of  it — a  part  of  the  national  defense — I  can  not  see  how  the 
Government  can  any  more  afford  to  neglect  its  duty  in  that  respect 
than  in  the  building  of  forts,  arsenals,  etc. 

Mr.  TiiOM.  That  is  one  of  the  most  important  suggestions,  and  the 
only  question  is,  if  the  Government  can  fix  such  an  efficient  standard 
of  railroading  in  times  of  peace  that  it  can  readily  be  converted  into 
a  useful  instrument  in  time  of  war,  that  is  the  problem  for  yon 
gentlemen  to  deterndne. 

Mr.  Si:Nrs.  The  ability  of  the  railroad  companies  to  make  such  fur- 
ther additions  to  their  equipment  and  such  further  additional  new 
construction  as  may  be  required  depends  entirely  upon  the  income 
they  get  out  of  investments,  and  the  income  depends  entirely  upon 
what  they  may  charge  the  public  for  the  services  they  may  render. 
The  theory  of  private  property,  as  I  get  it,  is  this,  that  it  is  not  a 
public  utility ;  that  every  man  has  a  right,  lawfully,  to  make  as  much 
out  of  his  private  investment  as  he  can.  If  a  merchant  has  a  capital 
of  $10,000  and  can  make  $10,000  profit  on  his  capital  in  competition 
Avith  other  merchants,  he  is  rather  commended  for  it,  provided  it  is 
in  an  open,  high-minded  way  in  competition  with  other  merchants 
without  any  advantage.  Therefore,  the  theory  of  private  enterprise 
is  that  the  private  owner  should  not  be  unduly  hampered;  that  he 
should  be  encouraged  by  having  an  open  field.  On  the  other  hand, 
public  utilities,  such  as  the  life  of  a  nation  or  city  or  county  depends 
on,  brings  us  to  a  situation  where  it  is  not  a  question  of  how  much 
money  the  owners  of  these  utilities  can  make  out  of  them,  but  how 
much  service  the  public  can  get  out  of  the  utility  with  the  least 
expenditure.     Is  not  that  practically  the  dividing  line  between  them  ? 

Mr.  Thom.  I  am  afraid  you  have  invited  a  deluge.  I  am  afraid 
you  will  have  to  wait  a  little  while. 

Mr.  Sims.  I  will  finish  my  question.  The  question  which  I  wanted 
to  follow  is  this:  If  the  development  of  the  railroads  in  the  future 
depends  upon  making  the  investments  in  railroads  as  desirable  to 
the  private  investor  as  any  other  private  enterprise,  how  can  we  know 
what  the  future  earnings  of  the  railroads  will  be,  what  future  ex- 
penses will  be,  and  how  is  it  possible  for  them  to  get  money  in  sucli 
A^olume  as  Avould  enable  them  to  make  the  necessary  improvements, 
and  at  the  same  time  give  the  service  to  the  public  at  the  least  pos- 
sible charge  for  rendering  the  service,  in  competition  with  the  entire 
field  of  private  enterprise — the  entire  field  of  private,  unrestricted,  un- 
regulated investment? 
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Mr.  Thom.  I  beg  your  pardon.  Judge,  I  did  not  quite  catch  your 
question. 

Mr.  Sims.  I  will  repeat  it. 

Mr,  Thom,  Xo;  let  the  stenographer  read  it. 

(The  stenographer  thereupon  repeated  the  question  asked  by  Mr. 
Sims.)  '  1 

Mr.  Thom.  I  believe  you  have  got  to  place  safety  in  investment, 
instead  of  hope  in  investment,  when  you  come  to  railroads.  Of 
( ourse,  there  are  two  great  classes  of  investing  public.  One  is  the 
class  that  asks  for  safe  investments,  and  that  class  accepts  a  lower 
return  in  order  to  obtain  safety.  The  other  class  of  the  investing 
public  is  the  class  that  is  willing  to  accept  risk  in  order  to  obtain 
higher  returns.  Now,  the  railroads  of  this  country  were  built  by 
the  second  of  those  classes,  by  the  class  that  was  willing  to  accept  the 
risks  in  the  hope  of  large  returns. 

The  time  has  come  when  the  large  returns  can  not  be  hoped  for 
and  your  whole  system  of  regulation  has  got  to  be  to  give  to  the 
conservative  class  of  investors,  the  one  who  wants  safety,  such  at- 
tractions of  safety  as  will  bring  their  money  into  this  industry.  I 
believe  it  is  possible  for'  you  to  do  that.  I  believe  that  with  a  gov- 
ernmental attitude  of  support  for  all  the  legitimate  interests  of  these 
carriers  that  you  will  so  far  make  an  appeal  to  the  investing  public, 
allowing  them  safety,  that  you  will  get  such  money  as  you  need.  At 
least,  I  think  it  worthy  of  the  trial  before  you  go  into  this  tremen- 
dous revolution  of  taking  over  these  properties  by  the  Government 
and  supporting  them,  perhaps,  from  general  taxation,  because  Gov- 
ernment ownership  will  not  be  as  efficient  in  making  net  returns  as 
private  ownership,  and  putting  a  strain  upon  your  system  of  Gov- 
ernment which  may  make  it  an  absolutism  instead  of  a  democracy. 

Now,  I  can  not  give  jon  any  assurance — nor  can  any  person — look- 
ing into  the  future,  as  to  what  will  happen  in  an  issue  as  great  as 
this.  Men  may  speculate  about  it  and  have  differins:  views,  but  we 
know  something  now  is  happening  to  the  public.  We  know  some- 
thing is  happening  now  in  the  way  of  absolutely  menacing  the  com- 
mercial opportunities  of  the  public.  They  are  not  properly  safe- 
guarded in  the  matter  of  transportation.  Now,  we  come  together — 
I  am  not  speaking  now  of  you  and  me,  but  the  common  judgment  of 
the  American  public— we  have  come  together  to  deliberate  on  ways 
and  means  of  meeting  that  situation.  One  way  is  certain  to  meet 
that  situation,  and  that  is  the  Government  can  come  and  say  that  it 
will  take  these  properties  over  and  that  it  will  guarantee  to  the  public 
their  commercial  opportunities. 

Mr.  Sims.  That  is  an  absolute  certainty. 

Mr.  Thom.  That  is  certain.  Now,  the  consequence  of  that,  how- 
ever, is  that  many  men  of  ordinary  type  quail  at  the  thought  of  what 
may  happen.  Some  men  may  be  brave  enough  to  jump  into  an  un- 
known future,  without  qualm,  but  I  misread  the  American  public  if 
they  are  ready  to  do  that  with  the  railroads  just  yet.  They  may  be 
driven  to  it,  but  the  propelling  forces  have  not  been  evolved  to  bring 
them  to  that  point.     That  is  what  I  think. 

Now,  what  other  thing  can  we  consider?  The  next  thing  for  us 
to  consider  is  whether  or  not  there  is  anything  which  can  be  done  to 
make  more  successful  the  present  system  of  private  ownership,  ac- 
cepting fully  the  principle  of  governmental  regulation,  accepting  the 
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policy  that  the  Government  has  a  right  to  protect  the  public  in  this 
essential — now,  what  can  be  done  to  strenirthen  that?  We  think  that 
is  a  fair  sul)je('t  t'oi-  consideration,  a  fair  subject  for  etl'ort  and  a  fair 
subject,  if  you  will  say  so,  for  experiment.  I  do  not  know  what 
you  would  call  it.  It  certainly  is  a  fair  thing  to  be  tried,  because 
of  the  tremendous  conseiiuences  of  any  other  step.  We  must  remem- 
ber that  your  action  liere  is  not  final ;  you  will  stand  again  vigilant  on 
the  lookout  for  wh.at  the  public  interests  will  require  from  time  to 
time.  If  what  you  do  now  is  a  mere  advance,  a  mere  evolution  of 
what  you  did  in  1887,  it  will  be  no  more  final  than  wliat  you  did  in 
1887,  but,  in  evolving  a  final  policy  of  wisdom  for  this  country,  you 
will  have  the  benefit  of  all  these  efforts  to  meet  the  situation,  and  you 
will  have  that  before  you  come  to  the  ultimate  decision  of  the  enor- 
mous question  of  a  thing  that  may  and,  in  the  opinion  of  many  of  us. 
will  seriously  alter  our  system  of  government.  I  think  that  we  are 
here  to  disjuss  merely  the  question  of  what  is  wise  to  do  in  the  step 
that  all  of  us  admit  must  be  taken. 

Mr.  Sims.  Is  it  wise  to  undertake  to  do  that  which  you  have  not  a 
reasonable  probabilitv  of  being  able  to  do? 

Mr.  Thom.  Undoubtedly  not. 

Mr.  Sims.  Then,  the  approach  of  the  railroads  to  do  and  what  the 
public  require  they  should  do  de]3ends  on  their  future  credit  as  out- 
lined by  yourself  and  as  admitted  by  all? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Your  present  position  makes  this  credit  depend  on 
things  that  are  hereafter  to  happen — the  railroads  must  have  in- 
creased net  earnings,  either  by  reducing  expenses  or  by  increasing 
freight  rates,  increasing  the  pny  they  receive,  or  reducing  their 
operating  expenses.  Now,  Mr.  Thom,  is  it  possible  for  you  or  me  or 
anybody  to  know  anything  certain  as  to  what  the  operating  expenses 
of  a  railroad  will  be  in  the  next  20  or  30  years? 

Mr.  Thom.  It  is  not  possible.  We  can  only  guide  ourselves  in  that 
as  we  guide  ourselves  in  everything  we  do,  by  the  best  light  we  have 
and  try  to  draw  some  lessons  from  the  past.  I  think  that  we  can 
form  a  reasonably  good  idea,  enough  to  justify  an  effort  to  strengthen 
the  present  s^^stem  before  abandoning  it. 

Mr.  Sims.  And  your  whole  object  and  purpose,  then,  is  to  make  at 
least  one  more  experiment  to  avoid  public  ownership  of  the  railroads 
of  the  country? 

Mr.  Thom,  Well,  I  do  not  know  whether  you  would  say  that  is  my 
whole  object.    My  view  is  that  would  be  the  wise  thing  to  do. 

Mr.  Sims.  That  it  would  be  better  to  do  it  than  not? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Mr.  Thom,  is  it  possible  for  you  or  this  Congress,  or 
anybody  else,  to  know  what  the  labor  costs  of  this  service  is  going 
to  be  5  years  from  now  or  10  years  from  now  ? 

Mr.  Thom.  I  have  just  said  it  is  not  possible.  We  can  only  form 
some  judgment  of  it  just  as  we  could  of  any  other  affair  of  the  future. 

l\Ir.  Sims.  There  is  only  one  power  in  tliis  Government  bv  which 
all  these  conditions  may  be  reasonably  controlled  and  that  is  the 
sovoreiffntv  of  the  Government  itself? 

Mr.  Thom.  By  the  Congi-ess  of  the  United  States. 

Mr.  Sims.  Yes;  and  depending  not  upon  private  agency,  but  upon 
public  agency.    As  a  matter  of  principle,  Mr.  Thom,  is  there  any 
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difference  in  the  Government  requiring-  a  railroad  now  existing,  a 
private  instrumentality,  to  carry  50  pounds  of  ordinary  freight  150 
miles  at  a  certain  price,  than  to  require  the  railroad  to  carry  50  tons 
of  the  same  class  of  freight  the  same  distance? 

Mr.  Thom.  The  principle  is  the  same. 

Mr.  Sims.  It  is  said  by  the  Supreme  Court.  I  believe,  or  at  least 
upon  about  as  good  authority  as  the  Supreme  Court,  that  ''  The 
power  to  tax  is  the  power  to  destroy ''  ? 

Mr.  Thom.  But  right  here  I  want  to  register  my  dissent  from  the 
parallel  of  a  charge  for  a  freight  service  or  a  passenger  service 
through  the  power  to  tax. 

Mr.  Sims.  I  am  not  assuming  that  myself. 

Mr.  Thom.  The  power  to  tax  is  a  power  of  superior  authority  to 
take  a  toll  from  those  subject  to  its  jurisdiction  to  carry  on  a  public 
work.  It  has  no  element  of  being  payment  for  a  specific  service, 
whereas  the  charge  of  a  railroad  for  carrying  a  passenger  100  miles, 
or  carrying  a  ton  of  freight  100  miles,  is  simply  the  power  to  be  rea- 
sonably paid  for  the  services  performed. 

Mr.  Sims.  The  right  to  be  reasonably  paid? 

Mr.  Thom.  Yes;  the  right  to  be  reasonable  ])aid  for  the  services 
performed.  It  is  no  more  a  tax  on  the  man  who  travels  100  miles, 
or  whose  ton  of  freight  is  carried  100  miles,  than  my  bread  man  im- 
poses on  me  when  he  comes  and  leaves  his  loaf  of  bread  at  my  house 
and  gets  his  10  cents  for  it. 

Mr.  Sims.  I  am  not  controverting  one  word  you  say,  and  I  did  not 
contemplate  doing  so. 

Mr.  Thom.  I  was  not  answering  you ;  I  was  answering  this  talk  I 
hear  evei'ywhere,  that  the  power  to  charge  a  freight  or  passenger 
rate  is  the  power  to  tax.  It  is  a  power  simply  to  be  paid;  it  is  a 
right  simply  to  be  paid  for  a  service  which  is  never  overpaid. 

Mr.  Sims.  What  I  was  leading  up  to,  and  the  only  reason  I  used 
that  expression,  "  the  power  to  tax  is  the  power  to  destroy,"  is  not 
the  power,  the  unlimited  power,  of  the  Government  to  regulate  pri- 
vate control  and  ownership  of  property  the  power  to  destroy  it  com- 
mercially ? 

Mr.  Thom.  If  there  was  not  any  Constitution. 

Mr.  Sims.  Oh,  we  can  not  be  confiscatory,  but  when  you  destroy 
the  earning  power  of  property  have  you  not  virtually  and  commer- 
cially destroyed  the  ))ro])erty  itself? 

Mr.  Thom.  Undoubtedly. 

Mr.  Sims.  If  the  Government  has  the  right  to  say  to  a  railroad  you 
shall  carry  freight  put  up  in  a  certain  way  of  a  certain  class  a  certain 
number  of  miles  for  a  certain  compensation,  is  not  that  absolutely 
uncontrolled  exercise  of  an  arbitrary  power? 

Mr.  Thom.  No,  sir;  the  Government  has  no  right  to  say  they 
can  do  that  on  any  terms  that  are  not  reasonable.  Any  terms  im- 
posed that  are  not  reasonable  are  confiscatory. 

Mr.  Sims.  I  do  not  assume  that  the  Government  shall  say  it  shall 
carry  this  at  a  loss  to  itself.  Now,  then,  as  to  what  reasonable  profit 
is,  as  to  what  the  reasonable  per  cent  which  should  go  to  the  carriers, 
that  is  a  question,  of  course,  that  is  the  hardest  matter  in  the  world 
on  which  to  find  two  experts  in  agreement. 

Mr.  Thom.  Right  there  I  have  a  thought  in  my  own  mind  Which 
I  want  to  get  in  this  record.     I  think  a  great  many  of  our  diffi- 
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ciiltics  have  come  fioiii  llie  adoption  by  the  Supreme  Coiirl  of 
the  United  States  of  an  erroneous  idea  in  respect  to  the  fixinp;  of 
rates.  I  do  not  mean  that  it  has  adopted  that  view  to  which  I  allude 
finally  or  exclusively,  because  sometimes  a  case  conies  which  is  de- 
cided one  way  and  sometimes  a  case  comes  that  is  decided  another 
way,  and  there  are  two  views  that  they  have  accepted— two  views 
which  are,  to  my  mind,  absolutely  destructive  of  each  other.  One  of 
those  views  is  that  the  (juestion  of  confiscation  nuist  be  determined 
by  whether  or  not  there  is  a  reasonable  return  on  the  value  of  prop- 
erty. The  other  of  those  vieAvs  is  that  the  reasonableness  of  a  rate 
uuist  be  determined  by  the  relation  that  the  rate  bears  to  the  service. 
Now.  I  believe  the  latter  one  is  the  correct  view,  and  I  believe  if  we 
had  had  it  started  at  that  point  that  we  never  would  ha\e  had  any 
of  this  trouble.  I  believe,  in  other  words,  it  is  the  rate  paid  on  "a 
specific  service  Avhich  the  railroad  o^ts  for  that  service,  and  that  the 
public  is  not  interested  at  all  in  the  (piestion  of  return,  except  as  it 
is  interested  in  the  (luestion  of  facilities.  Now,  this  A'iew  was  first 
presented— I  can  not  say  first  presented,  but  was  very  strinkinglv  pre- 
sented— by  Justice  Brewer,  of  the  Supreme  Court,  in  the  case  of 
Cotting  r.  Kansas  City  Stock  Yards  (183  U.  S.,  p.  95).  There  the 
(juestion  cjime  up  of  what  was  a  reasonable  rate  in  the  ([uasi  public 
business  of  the  stockyards,  and  with  your  permission  I  Avill  read  to 
you  from  that  case,  which  will  indicate  the  line  of  view  which  I  wish 
to  present : 

I'lii-suiii-  this  tli(.ii,i:iit,  we  add  tliat  the  States'  re.iiulutioii  of  his  charges — 

He  is  now  referring  to  the  stockyards'  charges — 

is  not  to  l»e  iiieasured  by  tiie  aK.invuate  of  his  lu-olits.  detenniued  by  t!io 
voliinie  of  Itusiness,  but  by  tiie  (juestion  wiiether  or  not  any  particular  (iiarj.':e 
to  an  individual  dealing  with  him  is,  (•()nsi<lering  the  service  )-endered,  an 
unreasonable  exaction.  In  other  words,  if  he  has  1,000  transactions  a  day 
and  his  charges  in  each  are  l)ut  a  reasonable  compensation  for  the  beneti't 
received  liy  the  parties  dealing  with  him,  such  charges  <lo  not  become  unrea- 
sonable,^ because  by  reason  of  the  multitude  the  aggregate  of  bis  profits  is 
large.  The  question  is  n.ot  how  nuich  he  makes  out  of  his  volume  of  business, 
liut  whether  in  each  particular  transaction  the  charge  is  an  unreasonable  ex- 
action for  the  service  rendered.  He  has  a  right  to  do  business;  he  has  a 
right  to' charge  for  each  separate  service  that  which  is  reasonable  compensation 
therefor,  and  the  legislation  may  not  deny  him  such  reasonable  compensation 
and  may  not  interfere  simply  l)ecause  out  of  the  multitude  of  his  transactions 
the  amount  of  bis  profits  is  large.  Such  was  the  rule  of  the  connnon  law 
even  in  respect  to  those  engaged  in  the  quasi  public  service  independent  of 
legislative  action.  In  that  action  to  recover  for  an  excessive  charge  prior  to 
all  legislative  action,  whoever  knew  of  an  inquiry  as  to  the  amount  of  the  total 
profits  of  the  party  making  the  charge?  AVas  not  the  inquiry  always  limited 
to  the  i)articular  charge,  and  whether  that  charge  was  an  unreasonable  exaction 
for  the  services  rendered? 

Mr.  Sims.  That  is  the  view  you  indorse,  as  I  understand  you? 

Mr.  Thom.  That  view  I  indorse.  Now.  I  want  to  say  here  we  are 
met  Avith  the  necessity,  under  some  decision,  of  trying  to  find  out 
Avhether  the  rates  are  reasonable  by  reference  to  the  value  of  the 
property,  whether  or  not  the  return — in  other  Avords,  the  effort  is 
made  to  first  determine  the  value  of  the  property,  and  from  that 
to  determine  the  earning  capacity  of  the  property.  Is  there  any 
other  property  on  earth  Avhere  that  is  done?  You  have  a  ware- 
house on  the  corner  of  TAvelfth  and  F  Streets,  in  the  city  of  Wash- 
ington, and  you  have  another  one  over  here  in  Anacostia,  and  they 
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cost  exactly  the  same.  Now,  the  one  on  F  Street  rents  for  five 
times  what  the  one  over  in  Anacostia  does.  Do  you  find  tlie  vahie 
of  that  F  Street  liouse  by  the  cost  of  it?  Do  you  find  the  vahie  of 
the  unrentable  one  in  Anacostia  by  the  cost  of  it?  What  you  do 
universally  in  tryino-  to  find  the  value  of  a  property  used  for  com- 
mercial purposes  is  to  first  find  the  income  from  it  and  then  to 
ascertain  the  value  from  that. 

If  you  want  to  buy  it  you  can  go  to  your  real  estate  man,  and  you 
would  ask  him,  first,  "  What  income  can  I  expect  from  this  prop- 
erty'," and  you  would  give  him  not  the  amount  that  the  property 
cost,  but  you  would  give  him  what  you  considered  to  be  the  fair 
valuation  of  the  income  you  are  going  to  get  out  of  it.  Now,  if  that 
is  so,  how  counter  to  everything  that  is  recognized  as  a  commercial 
and  economic  law  are  such  transactions  as  we  are  undergoing,  when 
we  are  trying  to  find  the  value  of  the  railroad  and  then  from  that 
to  deduce  its  earning  capacity, 

Mr.  Sims,  I  did  not  know  my  question  had  involved  any  such 
consideration. 

Mr.  TnoBr.  I  ask  you  to  give  me  an  opportunity  at  this  point  to 
get  this  idea  into  the  record,  Judge.  I  have  got  a  Ijroader  view  than 
the  mere  question,  and  if  it  is  not  unpleasant  to  you,  I  would  like 
to  indulge  in  it. 

Mr.  Sims.  Not  at  all  to  n.ie ;  glad  to  hear  it. 

Mr.  Thom.  Now,  we  have  two  railroads,  one  that  runs  from  tlie 
city  of  New  York,  througii  Philadelphia  to  Pittsburgh ;  another  one 
built  along  the  crest  of  the  Rocky  Mountains,  or  is  built  out  from  the 
keys  of  Florida,  toward  Cuba,  over  the  water.  The  cost  of  those 
two  roads  may  be  exactly  the  same,  or  it  may  be  more  in  the  Rocky 
Mountains  or  over  the  water  toward  Cuba — may  be  vastly  more — ■ 
but  the  value  of  them  is  entirely  different.  The  value  depends  upon 
the  neighborhood  business;  the  location  of  the  public  for  handling 
business;  and  when  we  put  ourselves  upon  the  plane  of  reversing 
that  economic  law,  we  introduce  the  very  situation  which  has  given 
us  all  of  this  trouble  to-day. 

We  are  first  trying  to  find  values  and  then  to  restrict  earnings  to 
them.  Instead  of  that,  the  duty  of  government  is  completely 
done  when  you  safeguard  every  transaction  that  one  of  the  public 
has  with  the  carrier,  and  see  that  that  is  done  at  a  reasonable  rate; 
and  if  he  has  got  a  million  of  them  instead  of  a  hundred  of  them 
every  day  that  is  the  advantage  that  he  has,  and  you  have  exhausted 
the  whole  power  of  government  when  you  safeguard  each  individual 
transaction.  Now,  that  has  been  held — there  is  one  line  of  decisions 
of  the  Supreme  Court  of  the  United  States  which  goes  on  that  view. 
Take  the  case  in  One  hundred  and  forty-eight  United  States, 
where  the  Government  wanted  to  acquire  a  dam  in  the  Monongahela 
River,  and  the  Congress  of  the  United  States  said  that  given  the 
power  of  condenmation,  you  must  not  take  into  consideration  the 
franchise  clause;  take  the  physical  property.  You  must  not  take 
any  franchise.  That  case  went  to  the  Supreme  Court  of  the  United 
States,  and  there  the  Supreme  Court  of  the  United  States  said,  "  This 
is  not  brick — the  brick  and  mortar  of  this  dam  is  not  the  value  these 
people  have,"  They  have  got  a  right  to  use  that— got  a  right  to  make 
money  out  of  it — and  we  have  got  to  find  the  value  of  the  dam— lock, 
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I  should  say.  I  said  dam ;  I  meant  the  lock.  We  have  jiot  to  find  the 
value  of  that  lock,  not  by  reference  to  what  it  cost  but  by  reference 
to  what  it  can  legitinuitely  earn.  So  there  is  one  line  of  decisions 
going  that  way.  Now,  here  comes  anotlier  one  which  says  that  the 
proper  standaril  of  judging  whether  or  not  a  particular  rate  is  or 
is  not  confiscatory,  is  return  on  the  whole  property.  Now,  when 
we  do  that,  when  we  accept  tluit  second  one,  we  get  to  the  condition 
where  Ave  limit  the  reasonable  and  legitimate  earning  capacity  of 
a  road,  on  transactions  each  one  of  which  are  reasonable.  I  consider 
that  when  I  own  a  railroad — ^wliich  I  wish  I  did,  sometimes;  then, 
again,  Avhen  I  think  of  the  future  I  wish  I  did  not. 

If  I  owned  a  railroad  my  property  right  justifies  me  in  making  out 
of  that  railroad  every  bit  of  profit  I  can  make  if  every  one  of  my 
transactions  is  at  a  reasonable  rate.  If  that  were  adopted  as  a  prin- 
ciple, then  we  would  not  have  this  trouble  here,  because  all  we  would 
have  to  do  would  be  to  let  the  railroads  fix  a  reasonable  rate,  and  let 
them  earn  what  they  could  without  oppression  to  the  public  in  any 
special  fransnctioi"),  n^.d  tb.ero  would  not  be  this  limitiit'oii  yoii  speak 
of  upon  them.  Now,  the  difficulty  in  that  is  to  fix  what  is  each  in- 
dividual's rate.  But  the  United  States  Supreme  Court,  in  the  North 
Dakota  Coal  case  and  in  the  Western  Passenger  case,  have  undertaken 
to  say  that  that  is  the  proper  standard.  Now,  the  difficulty  of  estab- 
lishment is  the  difficulty  of  regulation.  It  does  not  affect  the  sub- 
stantial constitutional  rights,  and  at  the  proper  time  I  have  got  a 
little  article  on  that  subject  that  I  may  ask  to  be  put  in  the  record, 
but  I  want  to  say  now  that  I  believe  that  that  is  the  fundamental 
difficuly  in  our  railroad  situation,  that  we  have  adopted  a  false  prin- 
ciple of  determining  what  these  railroads  may  legitimately  do. 

Mr.  Sims.  Does  any  of  the  legislation  you  propose  cover  that  ]jar- 
ticular  phase  of  it  ? 

Mr.  Thom.  It  does  not,  because  I  consider  myself  "  a  voice  crying 
in  the  wilderness  "  on  that  subject. 

Mr.  Sims.  Are  the  decisions  you  refer  to  by  the  Su]')renie  Court  of 
the  Ignited  States  the  latest  decisions  on  the  subject?  They  are  the 
latest  decisions  of  the  court  on  this  question? 

I\ir.  Thom.  There  are  more,  of  course,  I  have  not  referred  to. 

Mr.  Sims.  The  one  that  you  did  refer  to. 

Mr.  TiiOM.  They  are  very  late.  Then,  there  is  alscj  a  very  late  one, 
and  that  is  the  Minnesota  Kate  case,  which  takes  the  other  view. 

Mr.  Sims.  It  is  the  law,  as  interpreted  by  the  Supreme  Court  at 
this  time,  that  a  rate  is  not  confiscatory  if,  from  all  the  earnings 
of  the  railroad,  a  reasonable  profit  is  made  upon  the  fair  value  of  the 
pi'0})erty  ( 

Mr.  Thom.  That  is  a  view  which  unfortunately  they  have  taken. 
They  are  very  wise  men.  You  see  that  that  just  simply  means  this, 
that  if  five  rates  were  too  high  and  five  rates  were  too  low.  and  the 
average  is  right,  that  that  means  simply  that  when  the  rates  that  are 
too  low  are  attacked,  the  man  can  reply,  "  You  have  got  another  one 
here  that  is  too  high,  and  your  average  is  right,  and  you  can  ])ut  the 
burden  which  you  have  on  me  or  some  other  man." 

Mr.  Sims.  Now,  upon  your  theory,  of  what  ought  to  be  the  law,  or 
what  ought  to  be  the  decision  of  the  Supreme  Court,  but  what  is  not. 
is  that  a  public-service  corporation,  like  a  railroad  company,  should 
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have  the  same  right  an  individual  does  to  have  a  profit  on  each 
separate  unit  of  service  performed? 

Mr.  Tho]m.  I  do  not  think  it  is  a  question  of  profit  on  eacli  one. 
I  think  it  is  a  question  of  a  reasonable  rate  on  each  one.  It  may  be 
a  profit  or  may  not.  I  may  so  extravagantly  operate  the  railroad  that 
I  get  no  profit  on  anything.  I  may  so  extravagantly  build  it  that  I 
get  no  profit  on  anything.  I  must  be  content,  however,  when  1  go 
into  that  business  to  get  a  reasonable  return  for  each  charge  by  com- 
parison with  other  charges. 

Mr.  Sims.  For  each  service? 

Mr.  Thom.  For  each  service,  by  comparison  with  other  services, 
and  if  I  make  no  money  out  of  it  that  is  my  fault  and  my  misfor- 
tune. If  I  do  make  money  out  of  a  reasonable  charge,  it  is  to  the 
advantage  of  my  business  to  which  I  am  entitled. 

Mr.  Sims.  But  your  conclusion  necessarily  involves  in  the  defini- 
tion of  a  reasonable  charge  something  more  than  money  out  of 
pocket,  does  it  not,  in  the  performance  of  service  i 

Mr.  Thom.  I  do  not  think  it  does.  I  do  not  think  you  have  got  a 
right  to  simply  say  that  I  can  put  up  my  cost  by  })ad  management 
and  have  a  profit  on  that  transaction.  I  think  you  have  got  a  right 
(o  do  this:  I  come  to  you.  Judge,  and  I  employ  you  as  a  lawyer  and 
you  go  into  court  for  me  and  attend  to  my  case,  and  we  do  not  say  a 
word  about  what  I  shall  pay  you.  Then  when  you  get  through  you 
present  me  a  bill.  Now,  your  bill  has  got  to  be  what  you  and  I  call — 
what  lawyers  call  a  quantum  meruit.  It  has  got  to  be  a  reasonable 
charge  for  that  service.  Now,  nobody  on  earth  can  say  that  there  is 
any  absolute  test  of  what  that  is,  but  the  common  judgment  does 
fix  something  that  is  reasonable  for  an  unagreed  service.  And  this 
court  goes  on  to  state  how  those  things  are  to  be  determined;  Justice 
Brewer  talks  about  how  that  is  to  be  determined. 

Mr.  Sims.  I  do  not  mean  that  you  will  claim  you  are  entitled  to  a 
profit  on  a  service  that  you  have  wastefully  and  extravagently  ]3er- 
formed.  I  mean,  of  course,  that  the  service  has  been  done  as  economi- 
cally as  a  good  service  could  be  rendered  under  the  circumstances, 
but  your  theory  is  and  your  holding  is  that  when  that  is  complied 
with,  in  substance,  that  then  a  public-service  corporation  is  entitled 
to  have  a  return — in  order  to  be  a  reasonable  return,  something  in 
addition  to  the  cost  of  performing  the  service  ? 

Mr.  Thom.  Judge,  it  is  impossible  to  determine  what  the  cost  is 
of  any  particular  service.  You  can  not  determine  that,  ^^ou  have 
got  to  approach  the  question  of  a  reasonable  charge  from  a  different 
angle.  You  have  got  to  judge  a  great  many  economic  and  commer- 
cial conditions,  and  determine  what  is  reasonable  under  the  cii'cum- 
stances. 

Mr.  Sims.  In  other  words,  it  is  a  complex  problem. 

Mr.  Thom.  It  is  very.  There  is  my  difficulty.  If  I  could  point  a 
way  that  was  certain  and  simple  to  determine  what  was  a  reasonable 
charge  for  each  service,  I  would  have  no  difficulty  in  getting  it  ac- 
cepted, but  the  very  difficulty  of  doing  that,  which  I  claim  does  not 
change  the  const itiitional  principle — the  very  difficulty  of  doing  that 
lias  driven  the  mind  of  the  public  into  the  other  conclusion  of  put- 
ting upon  railroad  property  a  limitation  in  respect  to  its  value,  that 
absolutely  does  not  apply  to  any  other  class  of  property  in  the 
country.     You  first  in  r-aih'oad  pi'operty  determine  your  value,  and 
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from  that  you  determine  the  reasonableness  of  your  revenue;  where- 
as, in  evtMT  other  c-hiss  of  business  you  first  say  liow  much  this  prop- 
erty can  looitinialoly  earn  and  from  that  determine  what  the  value 
of  it  is. 

Mr.  Si.Ms.  We  are  gettinj>-  very  far  afield  on  this  rate-makino^  prob- 
lem, and  I  think  we  will  never  ^et  to  any  end. 

INIr.  TiioM.  We  are,  indeed. 

The  Chairman.  I  would  suggest,  Mr.  Thom,  that  while  your  dis- 
cussion of  this  subject  is  very  interesting,  it  is  likely  to  take  us  far 
afield. 

Mr.  TiioM.  It  is. 

Mr.  Sims.  But  what  is  germane,  as  1  understand,  is  Avhat  can  the 
railroads  do  in  the  future  that  the  public  can  endure  and  prosper; 
that  commerce  may  expand  and  that  the  railroads  may  make  such 
additional  improvements  as  is  necessary,  in  order  for  them  to  meet 
the  expanding  requirements  of  commerce,  when  your  Avhole  depend- 
ence for  credit  to  enable  you  to  perform  this  service  depends  upon  a 
competitive  field  for  credit  securities,  worldwide,  and  depending 
upon  the  conditions  that  this  Congress  can  not  prescribe. 

jNIr.  TiiOM.  Now,  you  have  got  in  your  system  of  regulation  to 
introduce  the  attraction  that  will  enable  the  railroads  to  go  into  that 
competitive  field  and  succeed. 

Mr.  Sims.  Then,  that  involves  increased  earnings  to  the  railroads 
over  present  conditions? 

Mr,  Thom.  It  involves  an  assiii'ance  of  increased  earnings. 

Mr.  Sims.  An  assurance  of  increased  earnings. 

Mr.  Thom.  Now,  of  course,  the  reason  I  am  guarded  in  that  way 
is  because  at  the  present  time  we  are  in  what  we  think  an  abnormal 
condition.  We  have  got  a  standard  of  earnings  created  by  a  war 
condition,  but  in  a  little  while  that  will  be  all  gone.  Now.  what  are 
we  to  do  to  meet  that  changed  condition?  My  judgment  is  we  have 
got  to  have  a  system  of  regulation  that  will  be  sensitive  to  those 
changed  conditions  and  will  respond  as  to  those  changed  conditions. 

My.  Sims.  You  admit  that  rate  making  is  at  present  under  the  law, 
as  decided  by  the  Supreme  Court,  a  very  complex  and  unsatisfactory 
condition  ? 

Mr.  Thom.  I  do. 

Mr.  Sims.  And  it  being  that  way,  how  is  it  possible  for  you  or  this 
committee  to  know  what  the  rates  made  in  the  future  will  bring,  in 
the  way  of  net  returns,  to  the  railroads? 

Mr.  Thom.  I  do  not  think  it  necessary;  the  committee  can  not 
know  it,  and  I  do  not  think  this  committee  is  called  to  pass  on  it. 
The  committee's  entire  duty  is  performed  when  it  perfects  a  system 
of  administration  which  it  creates  that  will  deal  in  the  most  sensible 
and  fair  way  with  that  problem.  Now,  my  whole  plea  is  for  perfec- 
tion of  a  method.  I  do  not  ask  you  to  determine  the  question  here 
of  how  much  revenue  these  roads  are  entitled  to,  or  increase,  or  to  do 
anything  of  that  sort.  My  plea  to  you  is  for  perfecting  a  method  of 
dealing  with  that  situation  as  it  arises. 

Mr.  Sims.  You  say  there,  Mr.  Thom — it  may  be  that  I  have  over- 
looked it  or  I  am  not  capable  of  discerning  it — the  propositions  you 
have  made  do  not  seem  to  me  to  eliminate  the  wastefulness  of  com- 
petition at  competitive  points  of  the  present  systems  of  the  rail- 
roads.    Now,  you  speak  in  high  terms,  no  doubt  correctly,  about 
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the  condition  of  the  country  served  by  the  consolidation  of  the  149 
raih'oads  now  composing  the  Pennsylvania  system :  also  the  con- 
solidation of  numerous  roads  now  composing  the  Soutliern  system, 
and  that  these  systems  are  built  up  in  that  way  all  over  the  country, 
but  as  systems  they  have  competitive  points  and  a  competitive  service 
to  render  in  which  it  seems  to  me  that  the  competitive  methods 
adopted  are  absolutely  wasteful. 

Now,  your  propositions  which  you  put  forth,  if  I  have  understood 
you  correctly,  do  not  provide  for  the  elimination  of  wasteful  com- 
petition practiced  between  the  several  systems,  and  when  you  get 
your  regions  established,  which  extra  members  of  the  commission  are 
to  look  over,  if  149  railroads  combined  in  1  better  serve  the  country 
they  cover  than  a  lesser  combination,  and  if  your  national  incorpora- 
tion is  intended  to  force  all  of  these  railroads  to  take  out  national 
charters  and  then  make  your  working  arrangements  or  combina- 
tions afterwards,  for  the  life  of  me  I  can  not  see,  if  a  railroad  com- 
pany ow^ning  and  operating  149  railroads,  with  great  benefit  to  the 
country  and  to  the  stockholders — I  can  not  see  why  that  same  iden- 
tical railroad  should  not  own  every  railroad  in  the  United  States  and 
should  not  operate  them  all  with  reference  to  the  public  interest,  and 
not  simply  to  a  section  served  by  it. 

Mr.  Thom.  Noav,  Judge,  the  difficulty  about  that  is  that  you  are  uj) 
against  the  fact  that  you  do  not.  How  are  they  to  acquire  all  these 
other  railroads  ?  You  have  to  deal  with  the  situation  as  it  is.  You 
are  trying  to  improve  that  situation  as  it  is  by  making  improve- 
ments. Now,  you  complain  of  certain  private  practices  that  are 
wasteful.  Don't  you  imagine  that  these  responsible  railroad  men, 
who  find  their  limitations  of  initiative  narrowed  by  having  no  con- 
trol to  speak  of  over  their  revenues  and  expenses,  are  giving  this 
matter  great  thought?  These  men  are  studying  every  day  how  they 
can  eliminate  competition  and  other  wastes.  If  you  do  not  believe 
that  they  are  doing  so,  I  should  like  for  you  to  come  and  sit  in  one 
of  their  offices  and  see  how  earnestly  they  are  giving  attention  to 
that  very  matter. 

Mr.  Sims.  I  have  no  doubt  of  it,  but  that  does  not  remove  the  fact 
that  now  stares  us  in  the  face,  that  here  we  have  two  railroads  in 
sight  of  each  other  all  the  way,  paralleling  each  other,  from  here 
to  the  city  of  Philadelphia,  and  from  there  to  the  city  of  New  York, 
doing  an  immense  business,  with  double  terminals,  double  bridges, 
double  rights  of  way,  and  double  expenses  all  along.  Is  not  that 
an  economic  folly,  to  continue  that  kind  of  thing  through  all  time 
to  come  ? 

Mr.  TiiOM.  Let  us  see.  In  the  first  place,  let  me  call  attention  to 
the  fact  that  that  is  a  situation  that  now  exists,  and  we  have  to  deal 
w'ith  it,  whether  it  is  good  or  bad.  Now,  as  to  the  future,  our  pro- 
posal is  that  there  shall  not  be  any  more  railroad  construction  of  a 
mere  competitive  nature,  imless  approved  by  the  Interstate  Com- 
merce Commission.  There  has  to  be  a  certificate  of  public  neces- 
sity for  the  construction  of  railroads  under  the  view  we  hope  to 
present;  that  before  a  railroad  can  be  built  that  must  be  done. 

Now,  in  Germany  they  have  adopted  an  entirely  different  theory 
from  America.  Here,  in  America,  we  have  had  the  idea  up  to  now 
that  the  wise  policy  is  to  get  just  as  many  competitive  railroads  as 
we  can,  and  there  are  prohibitions  in  some  constitutions  to  prevent 
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the  i-ofiisjil  of  charters  to  c())iii)otiliv(>  railroads,  or  soiuething  of 
that  sort.  Noav,  in  (Torinany  thoy  have  a  ^Governmental  principle 
that  will  not  let  a  railroad  Ik^  paralleled  wilhin  a  certain  distance, 
becanse  they  think  it  better  to  have  one  jrood  railroad  than  two  poor 
ones,  dividing"  the  bnsiness. 

A  A'^oiCE.  But  they  own  the  railroads. 

Mr.  Tiio:n.  Yes; "they  own  the  railroads.  That  may  be  a  wise 
policy,  but  we  have  cfrown  np  in  a  haphazard  manner  in  this  country 
with  respect  to  our  railroads.  We  can  not  undo  what  has  been  done. 
You  and  I  may  think  we  have  an  unnecessary  railroad,  but  it  is  there. 
What  are  we* to  do  with  that?  We  have  to  deal  with  that  as  an 
existing  fact.  AVe  can  safeguard  the  future,  but  we  can  not  change 
the  past  without  most  hurtful  consecpiences. 

Now,  you  speak  of  these  two  railroads.  I  am  not  acquainted  with 
those  situations  any  more  than  you  are,  but  I  will  say  this — this 
occurs  to  me — that  there  is  the  Baltimore  &  Ohio  that  serves  a  vastly 
different  public  from  the  Pennsylvania  Railroad. 

Mr.  Snis.  Between  here  andlMiiladelphia  and  New  York? 

Mr.  Tho:m.  No;  at  other  points. 

Mr.  Si:n[S.  That  is  what  I  am  talking  about. 

^Ir.  TiiOM.  Is  it  to  the  interest  of  the  vast  public  that  the  Baltimore 
&  Ohio  serves  and  the  Pennsylvania  does  not  serve  to  get  directly 
into  the  markets  of  Philadelphia  and  New  York;  are  we  justified  in 
considering  merely  the  distance  between  Washington  and  New^  Y'ork 
in  considering  this  problem,  or  must  we  go  out  to  the  whole  section 
of  Pennsylvania  that  the  Baltimore  &  Ohio  serves  to  determine 
whether  that  vast  public  has  an  interest  in  getting  directly  over  the 
same  railroad  into  those  markets?  Now.  there  may  be  a  difference 
of  opinicn  about  that,  but  those  are  the  things  that  the  men  who  built 
the  road  determined  in  favor  of  when  they  built  the  roads,  and  my 
proposition  is  that  you  and  I  can  not  go  and  tear  up  those  roads. 
They  have  got  to  continue.  We  have  got  to  deal  with  a  situation, 
good  or  bad.  such  as  has  been  created. 

Mr.  Sims.  Is  it  not  economically  sound  to  double-track  a  road 
rather  than  build  two  separate  railroads,  having  separate  terminals 
and  se])arate  bridges,  etc.  ? 

Mr.  Thom.  If  a  double  track  will  serve  the  same  conuuunity. 

Mr.  Sims.  I  mean  the  same  conmiunity. 

Mr.  Thom.  Undoubtedly. 

Mr.  Sims.  W^e  want  to  guard  against  such  things  in  the  future. 

Mr.  Thom.  Yes,  sir ;  and  the  proposition  we  have  presented  to  you 
is  one  we  would  present  as  a  means  of  carrying  out  that  very  idea. 
In  other  words,  when  there  is  a  pos,sibility.  under  the  Federal  law  of 
incorporation,  to  incorporate  a  new  railroad  there  must  be,  in  our 
judgment,  an  application  made  to  the  Interstate  Commerce  Commis- 
sion for  a  certificate  of  necessity — public  necessity — and  the  Inter- 
state Commerce  Commission  must  pass  upon  that  question  favorably 
before  a  charter  can  be  issued. 

Mr.  Sims.  Now,  then,  Mr.  Thom,  seriously,  do  you  think  the  Amer- 
ican public  will  ever  agree  to  vest  in  the  hands  of  a  single  board  the 
question  of  whether  they  shall  have  or  shall  not  have  one  railroad  or 
two  railroads? 

Mr.  Thom.  But  that  must  be  determined  by  somebody. 
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Mr.  Sims,  Yes,  sir:  that  is  a  practical  question. 

Mr.  Thom.  AVho  will  determine  it  ''^.  We  supposed  the  creature  of 
Congress  would  determine  it. 

Mr.  Sims.  Would  the  great,  imperial  State  of  Texas  ever  agree  to 
a  situation  where  her  domain,  which  is  larger  than  Germany,  should 
depend  on  a  board  sitting  in  Washington  as  to  whether  a  railroad 
should  or  should  not  be  built  there  ? 

Mr.  Tho:m.  Why  should  it  not?  Does  not  that  board  represent 
Texas?  Is  there  any  doubt  that  if  there  is  any  semblance  of  neces- 
sity that  the  commission  Avill  be  more  responsive  to  the  sentiment  in 
Texas  than  to  the  railroads  ? 

Mr.  Sims.  I  am  supi)osing  this  to  be  a  competitive  railroad,  to  be 
privately  owned. 

Mr.  Thom.  I  am.  too.  But  ought  not  anybo,dy,  no  matter  where  he 
is,  feel  perfectly  safe  in  filing  with  the  Interstate  Commerce  Com- 
mission, the  independent  body  that  represents  every  interest  in  this 
Union,  that  it  will  not  prevent  the  building  of  a  railroad  except  it  is 
a  mere  frivolous  pretext  to  break  down  some  other? 

Mr.  Sims.  I  assume  that  it  would  be  very  safe  to  rely  on. 

Mr.  Thom.  And  that  the  empire  State  of  Texas  would  have  just 
as  many  railroads  as  they  could  get  anybody  to  build,  where  there 
was  a  reasonable  excuse  for  the  building  of  them? 

Mr.  Sims.  The  State  of  Texas  has  the  right,  as  a  State,  to  build 
railroads  there  itself,  in  Texas. 

Mr.  Thom.  Undoubtedly.  They  could  build  their  own  railroads 
if  they  wanted  to. 

Mr.  Sims.  But  you  do  admit,  under  private  ownership,  there  has 
been  an  unnecessary  and  wasteful  expenditure  of  capital  by  building 
excessive  railroad  facilities  unnecessarily,  and  more  than  was  needed 
in  some  sections  of  the  country,  to  the  deprivation  of  other  sections 
of  the  country,  not  having  what  they  actually  do  need,  because  the 
investors  have  to  make  an  earning  on  the  investments  as  they  are? 

Mr.  Tho:m.  You  say  I  admit  that.  I  do  not  know  that  I  have  ad- 
mitted that.  I  do  not  think  my  study  of  the  situation — this  particu- 
lar situation — would  justify  me  in  admitting  that.  I  have  admitted 
the  possibility  of  that.  I  do  not  know  myself  where  there  is  an  ex- 
cessive railroad  built  in  this  country. 

Mr.  Sims.  You  do  not  think  we  need  two  from  here  to  Baltimore? 

Mr.  Thom.  I  think  so. 

Mr.  Sims.  What  is  the  reason  the  same  railroad  could  not  have  six 
or  eight  tracks  or  a  dozen  and  still  be  cheaper  than  two  separately 
operated  entities? 

Mr.  Thom.  We  have  considered  that  question.  Here  is  a  situation 
of  this  sort.  There  is  the  Baltimore  &  Ohio  Railroad,  running  from 
the  city  of  Baltimore  to  the  West.  It  ran  long  before  the  Pennsyl- 
vania Railroad  came  through  Baltimore.  Now,  was  it  not  to  the 
public  interest  that  the  Pennsylvania  system  should  also  come  to 
Washington  ? 

Mr.  Sims.  Oh,  as  a  matter  of  course,  I  am  not  questioning  the  ad- 
visability of  doing  what  was  then  done. 

Mr.  Thom.  It  looks  like  the  public  was  benefited. 

Mr.  Sims.  But  the  public  is  compelled  to  stand  a  rate  for  all  time, 
to  cover  services  which  would  not  cost  so  high  if  this  railroad  build- 
ing had  been  done  economically. 
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Mr.  TiioJi.  Do  you  know,  .ludi>e,  that  it  costs  less  to  come  from 
Baltimore  to  here  than  it  does  to  take  a  taxicab  from  here  uptown'^ 
I  do  not  thiidv 

Mr.  Sims.  That  is  so,  hut  I  do  not  think  that  makes  any  difference. 

Mr.  TiioM.  1  do  not  tliink  the  cost  is  excessive. 

Mr.  Sims.  The  public  has  a  rij2:ht  to  have  that  service  performed 
at  the  lowest  cost  of  performing  the  service.  Now,  the  only  reason 
why  private  companies  are  tolerated  at  all,  as  I  understand  it,  to 
perf<u-m  a  oovornnK'ntal  function,  is  that  they  will  perform  it  and 
make  a  profit,  and  upon  the  whole  jiive  the  service  cheaper  than  the 
Government  would  oive  it  if  it  was  performing  the  service  itself — as 
cheap  and  as  efficient — some  contend  much  more  efficient.  But  is 
not  that  an  imi)lied  necessary  condition  or  assumption  that  when  a 
private  individual  or  a  corporation  does  for  the  public  that  which 
it  can  do  for  itself,  that  it  must  be  done  beneficially  to  the  luiblic, 
and  atii  the  same  time,  if  they  can  make  an  earning  or  profit,  well 
and  good 't 

Mr.  Thom.  They  must  do  it  on  terms  beneficial  to  the  public,  un- 
doubtedly, but  yoii  nnist  take  the  whole  field,  as  to  what  is  beneficial 
to  the  pul)lic,  and  that  is  not  determined  by  simply  the  scale  of  rates. 

Mr.  Sims.  Now,  Mr.  Thom,  is  it  not  sound  to  say  that  unless  pri- 
vate ownership,  as  a  principle  and  as  a  policy,  can  serve  the  whole 
country  as  efficiently  and  as  cheaply  as  the  country  can  serve  itself 
through  its  own  facilities,  that  it  is  not  entitled  to  perform  that 
service  ? 

Mr.  Thom,  No,  sir;  I  think  there  may  be  other  considerations  that 
may  control  the  matter  of  whether  it  should  be  private  or  govern- 
mental ownership. 

Mr.  Sims.  Then  you  do  not  think  that  the  Government  has  the 
right  to  supply  its  own  facilities  for  its  own  purposes;  for  the  public 
interest,  to  serve  the  public  interest  in  any  such  way  as  will  give  the 
public  the  greatest  amount  of  service  at  the  lowest  amount  of  ex- 
penditure ? 

Mr.  Thom.  I  do  believe  in  its  right,  but  the  question  is  as  to  the 
wisdom  of  exercising  it.    I  admit  it  has  a  perfect  right  to  do  it. 

Mr.  Sims.  Are  we  going  to  assume  that  the  Government  of  the 
United  States  is  not  as  able  and  is  willing  to  do  for  its  people  what 
the  Government  of  any  other  country  has  done  or  is  doing  for  its 
people  ? 

Mr.  Thom,  I  do  not  know,  Judge,  what  you  are  going  to  assume 
on  that  subject.  I  think  there  is  a  vast  difference,  speaking  per- 
sonally, as  to  what  we  ought  to  assume  in  regard  to  one  form  of  gov- 
ernment and  what  we  ought  to  assume  in  regard  to  another  form  of 
government.  I  think  that  there  are  certain  forms  of  government 
where  the  principle  of  liberty  is  made  dominant  over  the  theory  of 
efficiencv.  I  think  there  are"  other  forms  of  government  where  the 
principle  of  efficiency  is  made  dominant  over  the  principle  of  indi- 
vidual libertv.  What  one  of  those  governments  may  do  in  a  great 
matter  affecting  an  efficient  form  of  "government,  and  what  the  other 
form  of  government  mav  do  may  rest  upon  very  different  principles, 
and  the  success  of  it  must  be  measured  by  the  different  governmental 
svstems  which  authorize  it. 

"  Mr.  Sims.  Do  you  think  that  the  individual  liberty  of  any  citizen 
has  ever  been  affected  by  the  Government  function  of  performing 
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the  entire  transportation  service  carried  on  by  the  Post  Office  Depart- 
ment ? 

Mr.  Thom.  I  think.  Judge,  that,  of  course,  there  has  not  been,  but 
Avhen  you  extend  that  principle  to  the  ownership  of  every  railroad 
in  the  country,  and  increase  your  army  of  governmental  employees 
to  the  extent  you  will,  and  put  upon  the  officers  of  the  Government 
the  responsibility  for  this  transportation  system,  that  you  will  be 
dealing  with  a  very  different  problem  than  any  which  any  democracy 
ever  dealt  with  before.  Now,  as  I  have  said  to  you,  time  and  suffi- 
cient experiments  may  prove  that  that  is  the  only  way  we  have  got, 
speaking  for  myself  alone — I  do  not  think  the  time  has  come  for  us 
to  accept  that  as  a  final  proposition.  I  believe  that  some  other  way 
of  dealing  with  this  immense  problem  exists  than  the  way  suggested 
by  your  question. 

Mr.  Sims.  But  the  some  other  way  would  naturally  include  that 
which  is  to  the  best  interests  of  the  country,  taken  as  a  whole? 

Mr.  Thom.  Undoubtedly. 

Mr.  Sims.  And  should  develop  every  part  of  the  country  instead  of 
sections  only  ? 

Mr.  TiiOM.  Undoubtedly. 

Mr.  Sims.  Now,  if  private  enterprise,  through  the  earnings  of  the 
railroads  and  under  the  complex  control  that  now  exists,  can  not 
secure  the  necessary  funds  with  which  to  perform  this  service  and 
to  give  to  the  people  of  this  country  that  which  their  own  Govern- 
ment, you  admit,  can  give,  are  we  going  to  be  hampered  forever 
and  never  have  a  complete  and  perfect  transportation  system  in  this 
country,  in  order  to  leave  the  whole  matter  subject  to  the  control  of 
private  interests,  private  employees  or  private  employers 

Mr.  Thom.  You  ought  not.  The  minute  that  private  ownership 
breaks  down  the  Government  ought  to  step  in. 

Mr.  Sims.  Has  it  not  broken  down  ? 

Mr.  Thom.  I  do  not  think  it  has  finally  broken  down. 

Mr.  Sims.  You  think  it  is  breaking? 

Mr.  Thom.  I  think,  unless  you  improve  conditions,  it  will  break 
down. 

Mr.  Sims.  Now,  then,  you  can  not  promise  us  anything  more  than 
the  mere  further  experimenting  with  private  ownership  ? 

Mr.  Thom.  I  think,  so  far  as  I  am  concerned,  my  judgment  would 
be  we  could  succeed  with  proper  help  from  the  Government. 

Mr.  Sims.  As  I  understand  you,  as  representing  practically  all  the 
railroad  properties  in  the  country,  they  are  not  ready  to  sell  their 
holdings  for  a  fair  valuation? 

Mr.  Thom.  We  have  never  discussed  that.  I  did  not  come  to  speak 
for  them  on  that  subject. 

Mr.  Sims.  I  understood  you  to  say  that  some  of  the  railroad  people 
were  in  favor  of  Government  ownership. 

Mr.  Tho3h.  Some  railroad  people  take  this  view 

Mr.  Sims.  And  that  a  majority  was  opposed. 

Mr.  Thom.  Some  take  this  view,  that  with  an  inability  to  control 
their  revenues  and  with  the  demonstrated  inability  of  controlling 
their  expenses,  there  is  nothing  left  but  for  them  to  take  some  money 
and  have  the  governmental  agencies  manage  them.  Some  of  them  are 
pessimistic  and  some  are  hopeful.  The  majority  are  hopeful  and 
expect  proper  results  from  improved  regulations. 
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Mr.  Sims.  And  so  they  are  not  willing  to  sell  their  propcrtj'  for  a 
fair  Aahiation? 

Mr.  TiioM.  1  do  not  know  that  1  can  say  that.  If  you  conie  around 
and  olFer  a  fail  value  I  expect  you  will  find  more  Avilling  to  give  it  to 
you  than  you  think.  But  I  do  not  know;  you  are  asking  nie  to  dis- 
cuss a  question  now  which  I  have  not  discussed  with  them.  You,  of 
coui'se,  realize  that  if  I  have  not  discussed  the  particular  phase  of  the 
matter  that  you  are  now  alhuling  to  that  I  can  not  sj)eak  as  to  their 
views,  but  I  say  generally  that  1  have  discussed  it  enough  to  know 
that  some  of  them  feel  dili'erentl}-  about  public  ownership  than  otliers. 
Some  feel  ver}'  pessimistic;  others  feel  less  so. 

Mr.  SiJLS.  But  in  view  of  the  fact  that  your  argument,  and  1  am 
not  contending  that  your  argument  is  not  a  correct  one,  that  the  po- 
sition taken  by  these  railroad  companies  whom  you  represent  is  that 
without  the  legislation  proposed,  or  something  tliat  Avill  do  equally  as 
well,  that  (jovernment  ownershi])  is  inevitable.  Novr,  then,  it  is 
strange  to  me  that  these  companies  do  not  contemplate  that  which 
they  think  may  arise  at  a  reasonably  early  day.  because  they  do  not 
know,  I  do  not  know,  and  30U  do  not  know  what  will  be  the  result  of 
passing  every  law  that  you  are  asking  for.  If  everyone  was  passed 
just  as  you  have  suggested  them,  you  do  not  know,  and  I  do  not  know, 
and  nobody  else  knows  what  the  effect  on  the  railroads  will  be  for  the 
future,  as  to  whether  or  not  investments  in  those  roads  will  be  so  at- 
tractive as  to  compete  with  all  other  nuirkets  for  capital.  Therefore, 
not  knowing,  and  you  can  not  possibly  know  that  it  will  be  a  success, 
your  next  step  must  come — Government  ownership.  Why  should 
not  these  lines,  these  owners  of  these  properties,  contemplate  that 
contingency  'i 

iVIr.  Thom.  I  have  not  said  they  did  not  contemplate  it.  I  say  on 
that  subject  that  I  am  not  entitled  to  express  a  view. 

Mr.  Sims.  You  mean  you  are  not  authorized  to  express  a  view  ? 

Mr.  Thom.  Not  only  am  I  not  authorized  to  express  a  view,  but 
I  am  not  acquainted  with  the  views  of  these  managers;  but  they  are 
in  this  attitude  of  mind:  Here  they  have  become  committed  to  vast 
expenditures  in  the  way  of  furnishing  facilities  to  the  public.  They 
have  assumed  vast  responsibilities  in  respect  to  the  public  service. 
They  believe  that  the  time  has  come  for  their  hands  to  be  upheld  by 
sympathetic  and  helpful  public  regulations  in  order  that  they  may 
adequately  perform  their  duties;  and  they  expect,  under  perfect 
regulations,  to  be  able  to  do  that.  Now,  when  the  time  comes  that 
all  these  apprehensions  that  you  are  talking  about  are  realized,  then 
your  power  remains  as  it  is  now  in  respect  to  any  further  change. 

Mr.  Sims.  But  if  the  Government  is  going  to  undertake  the  ex- 
i:)eriment  of  Government  ownership,  why  defer  the  evil  day,  if  it 
should  be  so  denominated? 

Mr.  Thom.  If  you  so  determine.  We  do  not  think  the  time  has 
coine.    That  is  one  thing  you  are  to  determine. 

Mr.  Sims.  Speaking  for  myself  individually'  and  not  pretending 
to  bind  anybody  but  myself,  I  think  that  with  the  potential  control 
to  the  extent  that  it  is  lawful  and  has  been  and  can  be  exercised  by 
the  several  States,  with  the  potential  control  that  has  been  exercised 
by  the  Congress  of  the  United  States,  that  the  successful  operation 
of  the  transportation  business  of  this  country  is  as  impossible  as 
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wou'd  be  the  conducting  of  the  post-office  business  of  this  country 
under  similar  conditions. 

Mr.  Thom.  You  do  not  think  it  is  possible? 

Mr.  Sims.  Not  possible  in  the  sense  of  being  the  best  that  can  be 
done. 

Mr.  Thom.  I  Avill  agree  with  you  that  it  is  not.  Now  we  bring 
before  you  our  best  thought  as  to  how  to  meet  that  situation.  Of 
course  we  will  be  immensely  benefited  and  the  public  will  be  im- 
mensely benefited  by  any  suggestion  of  a  better  course. 

Mr.  Sims.  You  speak  of  practical  things  in  a  practical  way  and 
witli  a  practical  vieAv,  and  I  think  you  are  right  about  it.  Now  stat- 
ing it  in  a  practical  way,  I  will  give  you  my  own  personal  judgment. 
The  people  settle  these  things  through  their  power  to  vote,  through 
the  exercise  of  the  elective  franchise,  and  at  this  time  I  think  it 
would  be  as  utterly  impossible  to  take  from  the  State  railway  com- 
missions the  powers  that  they  now  exercise,  waiving  all  question  as 
to  whether  they  are  beneficially  exercised  or  not,  and  lodge  them  in 
a  single  Federal  body  of  control — I  think  it  is  practically,  politi- 
cally impossible.  And  with  48  potential  regulators  of  commerce, 
rate-fixers,  and  then  with  the  forty-ninth  asserting  its  power  over 
all,  and  all  the  issues  of  credit  instruments  in  the  future  to  depend 
upon  them,  I  can  not  see  how  you  expect  nuicli  better  results  in  the 
future  than  we  have  had  in  the  past.  Believing  that  it  is  practically 
impossible  to  centralize  Federal  control,  I  think  that  the  second 
proposition,  national  incorporation,  will  be  fought  to  the  bitter  end 
by  those  who  do  the  voting. 

You  perhaps  have  never  been  a  candidate  before  the  people  for 
office  and  do  not  know  just  how  a  man  feels.  It  is  always  very  easy 
to  talk  about  a  man  having  moral  courage,  but  until  a  man  has  been 
tested  he  does  not  know  what  he  will  do,  is  my  observation.  We 
passed  a  rural-credit  law  here  in  which  Ave  adopted  50  per  cent  of 
the  land  value  of  a  piece  of  land ;  in  other  words,  if  a  man  wanted 
to  borrow  he  nuist  not  borrow  a  sum  exceeding  50  per  cent  of  the 
land  value,  and  not  to  exceed  ^0  per  cent  of  the  insured  improve- 
ments. I  went  out  in  uiy  district  thinking  I  had  a  splendid  thing 
to  present  to  the  people,  and  my  opponent,  who  ran  against  me,  said 
that  anything  less  than  80  per  cent  of  the  entire  value  was  an  abso- 
lute failure  and  a  denial  of  justice  to  the  poor  tenant  farmers  of  the 
country,  and' enough  of  them  took  his  view  of  it  to  come  very  nearly 
defeating   vour  humble   servant. 

Mr.  Thom.  But  they  did  not? 

Mr.  Sims,  They  did  not  do  it.  but  I  do  not  know  what  the  other 
exjDeriuient  will  do. 

Mr.  Thom.  "What  did  you  think  of  that  argument,  Judge? 

Mr.  Si:ms.  I  thought  it  was  not  economically  sound  and  would  lead 
to  a  speculative  increase  in  the  values  of  land  and  all  that  sort  of 
thing,  I  made  that  argument ;  but  the  man  who  had  $200  in  money 
and  wanted  to  borrow  $800  to  buy  a  piece  of  land  costing  $1,000 
paid  no  attention  to  my  argument.    He  was  after  practical  results. 

Mr,  Thom,  Is  it  desirable  that  the  matter  of  these  great  facilities, 
on  which  the  public  is  dependent,  should  be  made  the  football  of 
arguments   like   that? 

Mr.  Sims,  It  is  not  desirable;  but  the  question,  like  the  one  you 
spoke  of  is.  Is  it  practical  to  do  it  ? 
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Mr.  Tiio.Ai.  Lot  iiK'  sec  if  1  understand  yon.  Yon  say  it  is  not 
possible  for  tlie  United  States  (Jovernnient  to  act  on  behalf  of  all 
the  States^ 

Mr.  Sims.  No;  I  do  not  say  that.  1  say  it  is  practically  impos- 
sible to  oet  the  States  to  consent  to  this  kind  of  a  law. 

Mr.  TiioM.  To  consent  that  the  Ignited  States  shall  act  on  behalf 
of  all  of  them,  but  to  say,  moreover,  nnless  they  do  that,  we  have 
come  to  an  impossible  situation  in  respect  to  transportation,  and 
yonr  proposal  is 

Mr.  St  MS.  The  inevitable 


JMr.  Thom.  Your  i)i'oposal  is  for  (lovernment  ownership? 

Mv.  Sims.  I  do  not  pr()i)ose  it. 

Mr.  TiioM.  But  in  your  questicm  that  is  your  other  suggestion. 
Now.  what  will  become  of  these  State  governments  that  you  allude 
to  when  you  get  (Tovernment  ownership? 

Mr.  Sims.  They  Avill  not  exist, 

Mr.  Tno^i.  Therefore  there  is  no  difference  betAveen  your  sugges- 
tion and  mine,  so  far  as  they  are  concerned. 

Mr.  Si.Ais.  There  is  a  very  great  deal  of  difference. 

^Ir.  Thom.  No,  sir;  in  either  event  the  authority  of  the  State 
over  these  transportation  facilities  will  disappear  and  be  merged 
in  the  National  (lOvernment  that  acts  on  behalf  of  all  the  States. 

Mr.  Sims.  They  will  be  publicly  owned  and  publicly  operated,  and 
then  they  will  believe  that  this  operation  is  performed  with  refer- 
ence to  equality  among  the  people  who  receive  the  service,  with  pri- 
vately owned  agencies  that  do  not  believe  it. 

Mr.  Thom.  Why  should  there  be  any  greater  confidence  in  that 
when  the  Government  owns  it  or  when  the  Government  regulates  it  ? 

Mr.  Sims.  Simply  because  the  Government  has  greater  power  of 
control  and  regulation  than  such  agencies. 

Mr.  Thom.  There  is  only  this  difference  between  you  and  me,  the 
tendency  of  your  questions  and  the  purport  of  my  answers,  and  that 
is  I  am  asking  that  there  should  be  a  regulation  on  the  part  of  the 
National  Government  in  behalf  of  all  the  States,  and  you  are  ask- 
ing that  there  shall  be  an  ownership  of  all  these  properties  by  the 
United  States  in  behalf  of  all  the  States,  and  in  both  events  the 
authority  of  the  local  body  to  deal  with  these  (juestions  will  be  taken 
away,  only  it  will  be  taken  away  much  more  under  what  you  advo- 
cate than  under  what  I  advocate.    Is  not  that  a  fair  statement  of  it? 

Mr.  Sims.  AnsAvering  you  offhand,  it  seems  to  me  to  be  a  fact 
that  absolute  oAvnership  is  more  inclusive  than  regulation  by  that 
authority. 

Mr.  Thom.  So  the  difference  between  you  and  me  is  not  one  of 
whether  or  not  the  States  have  continued  to  determine  the  standards 
of  these  agencies  of  commerce,  but  you  think  it  ought  to  be  to  a 
greater  extent  in  the  hands  of  the  National  Government  than  I 
think? 

Mr.  Sims.  You  are  admitting,  if  I  understand  it,  and  I  do  not 
mean  in  terms — but  that  is  the  tendency  of  your  entire  argument — 
that  present  conditions  can  not  continue  in  justice  to  the  public? 

Mr.  Thom.  You  and  I  both  agree  on  that. 

Mr.  Sims.  We  agree  on  that.  Noav,  then,  you  present  a  suggestion 
which  I  think  is  practically  impossible. 
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]Mr.  Thom.  Exactly.  You  present  another  one  which  is  a  greater 
denial  to  the  States  than  I  do. 

]Mr.  Si:*rs.  No ;  I  do  not  present  a  suggestion  at  all.  You,  yourself, 
have  suggested  that  in  the  absence  of  the  success  of  the  solution  you 
propose  Governnient  ownership  is  inevitable. 

Mr.  Thom.  And  you  say  not  only  that,  but  you  judge  that  what 
I  propose  is  not  Avorth  anything  to  start  with  and  that  we  should 
go  to  Government  ownership  now\ 

Mr.  Sims.  Xo;  I  do  not  say  it  is  not  worth  anything;  I  just  say 
I  am  afraid,  and  very  nnich  afraid.  In  fact,  I  do  not  believe  for 
a  moment  we  can  pass  the  laws  you  say  are  necessary  to  prevent 
Government  ownership. 

Mr.  Thom,  You  interpret,  then,  what  I  say  into  a  failure;  you  do 
not  go  back  to  a  condition  which  you  say  is  impossible,  but  you  go 
forward  to  Government  ownershii).  where  ever}'^  light  of  the  State 
disappears. 

Mr.  Sims.  Remember,  I  am  not  nuiking  this  argument  in  favor  of 
State  commissions;  I  am  simply  presenting  to  you  a  situation.  It 
is  not  what  we  want  to  do,  but  what  we  can  do.  If  it  is  practically 
impossible,  it  may  just  as  well  be  physically  impossible. 

Mr.  Thom.  Judge  Sims,  I  have  profound  faith  that  when  the 
people  of  the  United  States  understand  that  this  thing  is  done  in 
the  interest  of  assuring  them  the  commercial  facilities  which  are 
essential  that  they  are  going  to  approve  it;  and  if  I  were  a  candi- 
date for  office,  I  would  not  object  at  all  to  going  before  the  people 
on  that  issue.  I  have  been  a  candidate  for  office.  You  are  mistaken 
in  assuming  that  I  have  not. 

]Mr.  Sims.  I  did  not  know  it.  You  know,  then,  how  to  sympathize 
with  us. 

Mr.  Thom.  I  was  not  only  a  candidate  for  office,  but  I  was  elected. 
I  was  made  a  member  of  the  constitutional  convention  of  Virginia, 
and  the  man  who  attacked  me  w^as  an  eminent  lawyer  of  my  city; 
and  he  attacked  me  just  along  the  lines  you  are  talking  about;  and 
I  did  not  run.  I  came  out  and  I  met  the  issue,  and  I  beat  him  in 
every  precinct  in  my  city. 

]\Ir.  Sims.  "Why  did  you  not  keep  on  running? 

Mr.  Thom.  I  did  not  have  to.    I  got  there. 

Mr.  Sims.  But  for  other  offices.  Why  are  you  not  in  office  now? 
You  would  be  a  valuable  man  in  Congress. 

Mr.  Thom.  1  never  was  in  Congress. 

Mr.  Sims.  We  agree,  Mr.  Thom,  that  a  situation  exists  that  calls 
for  relief,  and  that  without  relief  progress  is  paralyzed. 

Mr.  Thom.  You  and  I  agree  on  that:  the  only  thing  is  you  want 
to  take  away  more  from  the  States  than  I  do. 

Mr.  Sims.  I  am  not  talking  about  taking  away  from  the  States. 
I  am  talking  about  whether  the  States  will  let  us  or  not.  They 
control,  not  we.  AVhen  you  admit  that  not  over  1,000  miles  of  rail- 
roads were  built  in  this  Nation  last  year,  you  admit  one  of  the  sad- 
dest facts  that  it  appears  to  me  can  possibly  confront  us.  If  that  is 
not  absolute  arrest  of  development  I  do  not  know  what  it  takes  to 
constitute  it,  because  nobody  can  claim  for  one  moment  that  there 
was  not  a  real,  pressing  necessity  for  a  larger  construction  than  1.000 
miles,  and  last  year  was  a  profitable  year  to  the  industries  of  this 
country. 
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Ml.  Tno.M.  The  saddest  fact,  and  one  tliat  is  so  lar^e,  whicli  slioidd 
not  he  hi'iished  asi(k'  and  that  we  should  do  that  whicli  will  not 
further  continue  this  state  of  national  industrial  commericial  paraly- 
sis; hut  whether  you  are  g'oinjjj  to  ji'et  it  done  by  increasing  the  cost 
of  the  service  to  those  already  j-eceivino:  it.  and  make  it  less  beneficial 
to  those  who  may  hereafter  receive  it,  I  can  not  see  that  that  can 
be  done.  I  can  not  see  that  it  is  oroin<;  to  be  possible  to  pass  a  na- 
tional corpoi-ation  act — that  it  is  possible  to  pass  an  act  that  is  going 
to  deprive  the  State  commissions  substantially  of  the  authority  they 
are  now  exercising,  and  I  can  not  see  liow  we  are  going  to  get  con- 
crete results  in  sufficient  amount  and  sufficiently  comprehensive  that 
the  projiositions  of  the  railway  executives  present,  to  enact  the  legis- 
lation that  they  propose,  or  anything  that  would  be  substantially 
the  same,  and  therefore  not  believing  that  that  is  possible — and  I 
may  be  mistaken — then  next  year  we  are  to  have  less  than  1,000 
miles  of  railroad  built  in  the  country,  a  country  of  this  vast  domain 
Avhich  needs  so  much,  and  Avhicli  needs  perhaps  every  trunk  line  in 
the  United  States  doubled — I  mean  its  trackage  doubled,  its  facili- 
ties doubled.  If  you  can  present  a  gloomier  picture  than  that,  I  do 
not  know  what  it  is  going  to  be. 

Mr.  Si:ms.  The  whole  tlieorv  as  to  what  effect  it  will  have  politi- 
cally, as  to  whether  a  Member  of  Congress  will  appoint  an  engineer — 
and  I  am  surprised  that  the  great  president  of  a  great  railroad  system 
of  this  country  thinks  that  we  are  so  limited  in  our  discharge  of  ex- 
ecutive duties  that  the  appointment  of  an  engineer  or  a  conductor  on 
a  railroad,  if  Government  owned,  would  be  left  to  the  political  in- 
terests of  a  Senator  or  Eepresentative  in  Congress — if  that  is  a  fact 
and  it  should  come  down  to  that,  then  we  need  a  new  form  of  gov- 
ernment worse  than  we  need  a  new  system  of  railroad  regulation. 
Xow,  believing  as  I  do  that  we  have  reached  this  state  of  arrested 
development,  and  believing  as  I  do  that  we  can  not  live  under  it  and 
continue  to  prosper,  it  is  not  a  question  about  what  we  want  or  I 
want.  What  can  we  get  that  relieves  the  situation — either  the  legis- 
lation which  you  are  proposing,  substantially  complete,  or  such  Gov- 
ernment guaranty  as  to  the  future  issues  of  securities  so  that  you 
will  find  they  can  withstand  competition  of  other  Governments, 
which,  according  to  the  letter  you  have  just  read,  may  become  very 
acute  after  this  war  is  over,  which  wdll  enable,  along  the  lines  of 
private  ownership  with  Federal  control,  to  furnish  the  country  what 
it  must  have,  or  whether  or  not  we  shall  have  to  go  to  Government 
ownership,  either  directly  or  indirectly,  through  stock  ownership  of 
present  corjiorations  sufficient  to  control  them,  or  through  an  abso- 
lute ownership  of  the  properties?  Now,  we  are  up  against  a  gi^eat 
question,  as  I  see  it,  and  one  that  I  can  not  treat  frivolously,  and  I 
am  afraid  that  I  am  absolutely  incompetent  to  treat  it  from  the  best 
interests  of  the  country.  I  mean  in  speaking,  i-ndividually.  for  my- 
self, and  therefore  I  want  information  of  every  kind,  and  I  hope 
that  the  railway  executives  and  the  owners  of  stocks  and  bonds  will 
be  heard  before  this  committee  with  reference  to  the  inevitable,  pro- 
vided the  present  scheme  of  legislation  should  fail. 

Mr.  Thom.  That  is  very  earnestly  to  l)e  hoped,  and  it  will  be  grati- 
fied by  their  coming.  Now.  what  you  said  inierests  me  greatly.  As 
T  understand,  your  proposition  is  this,  that  the  idea  of  increased  regu- 
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lation  by  the  National  Government,  up  to  the  point  we  sng^gest,  is  im- 
practicable, because  people  won't  have  it;  but  you  propose  to  go 
before  the  people  and  to  say  to  them  that  the  present  condition  is  an 
impossible  one.  Here  in  a  country  not  yet  developed,  not  yet  ap- 
proaching- the  ])oint  of  entire,  complete,  satisfactory  development, 
the  present  system  has  brought  about  Avhat  is  practically  an  arrested 
railroad  extension.  Not  more  than  a  thousand  miles  of  railroad  has 
been  built  in  this  whole  country  during  the  last  year.  Now,  that  is 
the  situation  that  shows  that  the  present  conditions  are  unbearable, 
that  the  present  condition  must  necessarily  fail.  Now,  I  know  that 
you  people  are  not  ready  to  let  the  Federal  GoA'ernment  regulate  to 
a  greater  extent  than  they  do  now,  because  it  Avill  interfere  with 
some  of  your  own  powers  of  regulation.  I  know  that,  but  my  remedy 
is  for  the  Federal  Government  to  own  these  pro]Derties  entirely  and 
to  deprive  j^ou  of  any  voice  in  your  local  capacity  in  respect  to  it, 
and  I  ask  you  to  adopt  that.  Now,  where  would  you  get  with  such 
an  argument?    Don't  it  destroy  itself? 

Mr.  Sims.  Well,  I  woidd  have  to  cite  a  rural  route  in  a  community 
where  the  Government  is  ]Dei'forming  transportation  service,  most 
satisfactory  to  the  people  who  receive  it,  without  any  local  control 
whatever. 

Mr.  Thom.  When  you  do  that,  are  you  not  arguing  in  favor  of 
increased  Government  regulation,  as  much  as  in  favor  of  Government 
OM^ership  ? 

Mr.  Sims.  I  say  that  there  is  a  concrete  fact.  The  Government  is 
to-day  delivering  package  freight,  all  over  the  country,  through  Gov- 
ernment agencies,  to  the  absolute  satisfaction  of  people  who  are 
receiving  the  service. 

Mr.  Thom.  I  do  not  believe  that  the  people  of  this  country  Avill 
ever  accept  an  argument  which  is  based  upon  the  fear  of  disturbing 
theii"  control  of  these  agencies  of  commerce,  and  present  as  a  substi- 
tute for  that,  excluding  them  from  the  entire  field  of  any  possibility 
of  exercising  any  local  control,  and  I  think  you  have  got  to  go  with 
your  proposition,  and  that  is  where  I  think  you  will  succeed.  What 
this  country  needs  is  im])roved  and  increased  commercial  facilities 
and  the  assurance  of  every  adequacy  in  all  the  future.  That  is  what 
the  country  needs. 

Now,  it  is  time  for  us  to  take  counsel  together  as  to  how  that  is  to 
be  obtained.  You  realize  that  you  would  not  yourself  go  into  these 
matters,  if  you  were  subjected  to  the  varying  policies  of  48  dif- 
ferent governmental  bodies.  Now,  that  can  not  stand.  Which  shall 
we  have  as  a  substitute  for  it.  Government  regulation  or  Government 
ownership?  In  either  of  them,  this  divided  responsibility  and  this 
divided  power  ceases.  Now,  which  shall  we  take?  Do  we  want  to 
go  to  Government  ownership,  or  do  we  want  to  go  to  improved  and 
increased  Government  regulation?  Now,  it  is  a  fair  argument.  I 
do  not  think  there  is  a  doubt  as  to  what  the  people  would  say  now. 
It  mav  be  that  something  will  happen  in  the  future  to  show  that  the 
experiment  of  improved  regulation  will  break  down  and  that  the 
other  is  inevitable,  but  I  do  not  believe  the  American  people  are 
going  to  be  content  to  take  the  step  of  Government  ownership  now. 

Mr.  Sims.  We  all  assume  to  be  afraid  to  allude  to  a  certain  mat- 
ter— not  afraid,  but  rather  not  discreet  to  do  so,  and  I  won't  ask 


INTERSTATE   AND   FOREIGN    TRANSPORTATION.  337 

>'Oii  to  do  it  at  all — but  the  exercise  of  franchise  controls  this 
country.     Xo  question  about  that. 

Mr.  Tho:m.  t^ndoubteclly. 

Mr.  Si>rs.  Now.  as  l)et\veen  private,  individual  ownership  and 
public  Governnieut  facility  and  direct  Government  ownership,  which 
is  most  liable  to  be  involved  in  these  interuiinable  labor  troubles  and 
dis])utes?  So  far  as  I  know,  wherever  the  Governuient  has  done 
anything — I  mean  wherever  the  (jovernnient  has  pursued  any  line  of 
industry — the  Government  has  had  absolutely  no  trouble  with  this 
interminable  contest  between  labor  and  capital,  and  how  can  you 
operate  the  railroads  of  this  country  and  not  know  wdiat  the  demands 
of  laboi-  are  going  to  be  ^ 

Mr.  Thom.  I  think  that  that  is  a  matter  that  the  Government  can 
control.  Judge. 

Mr.  Sims.  It  controls  through  Congress? 

Mr.  Thom.  Yes. 

Mv.  Sims.  And  Ccngrcsr:  is  cor.trolled  by  the  exercise  of  tlic  elec- 
tive franchise;  do  you  know  what  sort  of  a  Congress  you  will  have 
foiu-  years  from  now  ? 

Mr.  Thom.  We  can  only  hope. 

Mr.  Sims.  But  the  Government  itself,  wherever  it  does  own  any- 
thing, operates  it  just  the  same  way,  regardless  of  a  change  in  Gov- 
ernment control.  Xow,  I  know  this  bugaboo  about  making  politi- 
cians of  all  the  employees  of  a  railroad  company  is  just  about  as 
substantial  as  making  politicians  of  employees  who  carry  the  mails 
on  your  streets — just  about  as  substantial  and  about  as  reasonable. 

Mr.  Thom.  Judge,  we  can  not  accept  the  proposition  that,  not- 
withstanding the  fact  that  the  franchise  controls  the  views  of  our 
public  men,  that  it  is  going — either  the  views  of  the  public  or  the 
views  of  our  public  men  are  going  to  be  inadequate  to  deal  with 
any  situations  that  arise.  If  so,  our  system  of  government  breaks 
down.  Xow,  I  am  basing  everything  that  I  say  upon  the  supposition 
that  our  system  of  government  is  possible ;  that  while  Congress  may 
go  wrong  for  a  time,  or  while  any  public  body  may  go  wrong  for  a 
time,  that  ultimately  it  is  coming  to  a  sound  and  an  honest  view 
of  every  question.  I  think  that  that  must  be  the  reliance  on  the  part 
of  the  American  public,  if  it  is  going  to  believe  in  and  be  content 
with  its  own  (jovernment,  and  that  thier  leaders  must  in  the  end 
arrive  at  a  sound  cojiception  of  what  the  public  needs  are  and  make 
the  proper  legislation  to  get  them. 

Mr.  Sims.  We  have  been  generalizing.  I  want  to  ask  you  a  few 
questions  along  your  propositions  which  you  have  already  fully  ex- 
plained, but  under  your  system  of  compulsory  incorporation — I  be- 
lieve perhaps  some  one  did  ask  that  question — I  am  not  sure  now — 
could  you  compel  a  railroad,  owned  by  a  corporation  within  the 
State  in  wdiich  the  railroad  is  being  operated,  say,  Texas,  for  in- 
stance— say  you  have  a  Texas  corporation  that  owns  a  thousand  miles 
of  railroad,  all  within  the  State  of  Texas.  Could  you  force  that 
railroad  company  to  take  out  a  national  charter  simply  because  it,  in 
connection  with  other  roads,  delivers  to  patrons  on  its  route  freight 
coming  from  some  other  State  or  going  to  some  other  State? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  In  other  words,  you  think  that  if  they  do  that  business, 
they  must  do  it  in  the  way  the  Government  says  it  must  be  done? 
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Mr.  Thcv.  The  test  is  not  the  location  of  a  physical  property.  The 
test  is  the  character  of  business  in  which  the  road  engages.  Now, 
if  the  road  that  you  speak  of,  being  entirely  within  one  State,  wants 
to  do  business  wi'tliin  that  State  and  not  carry  any  traffic  in  interstate 
commerce,  it  would  have  a  perfect  right  to  do  so,  and  the  United 
States  Government  would  have  no  right  to  disturb  it,  but  if  it  wants 
to  engage  in  interstate  business — wants  to  carry  traffic  which  is  inter- 
state traffic,  then  this  Government  can  say  that  unless  you  take  out  a 
Federal  license  or  a  Federal  charter  of  incorporation  you  can  not 
continue  to  do  it. 

Mr.  Sims.  Now,  then,  take  a  great  State  like  the  State  of  Texas, 
being  67.000  square  miles ;  larger  than  the  German  Empire 

Mr.  Thom.  Why  use  Texas  all  the  time?     Take  some  little  State. 

Mr.  Sims.  It  illustrates  what  I  am  speaking  about.  Could  not  a 
Texas  railroad  corporation  build  a  system  of  roads,  one  terminus 
at  El  Paso,  one  at  some  eastern  town  in  the  State  of  Texas,  one  at  a 
northern  town,  another  one  at  the  Gulf  somewhere — could  they  not 
do  all  of  the  business  they  wanted  to.  to  the  end  of  their  terminals, 
and  not  take  a  bill  of  lading  or  anything  else  to  go  beyond  the  State, 
and  yet  some  other  road,  an  interstate  road,  pick  it  up  at  the  end  of 
that  "line  and  carry  it  on  wherever  it  wants  to? 

Mr.  Thom.  Not  without  its  being  still  interstate  conunerce.  The 
Supreme  Court  of  the  Ignited  States  has  held — which  I  am  sure  your 
judgment  as  a  lawyer  will  indorse — that  through  no  form  of  han- 
dling business  can  "the  intrinsic  character  of  the  traffic  be  changed, 
and  if  the  trafric  was  really  an  interstate  shipment  it  is  not  prevented 
in  being  an  interstate  shipment  by  where  your  billing  starts  and  your 
billing  ends,  but  it  is  the  real  nature  of  the  transaction  itself. 

Mrr  Sims.  Well,  now,  I  admit  that.  I  understand  it;  I  mean  I 
understand  the  decision. 

Mr.  Thom.  And,  therefore,  to  answer  categorically  your  question 
about  the  device  of  billing  to  the  end  of  a  road  interstate  trafHc,  the 
road  could  not  violate  the  laws  of  the  country. 

Mr.  Sims.  Well,  now,  let  us  see  whether  it  could  not.  Here  is  a 
firm  doing  business  in  El  Paso.  Here  is  a  firm  doing  business,  not 
in  Shreveport,  but  in  the  nearest  Texas  town — Texarkana.  That 
illustrate  very  well.  Now,  this  firm  here  is  doing  business.  It  is 
buying  and  selling,  and  the  El  Paso  firm  is  buying  large  amounts 
of  Texas  property,  for  which  California  has  a  demand  and  furnishes 
the  market.  Now.  that  firm  can  buy  all  of  the  Texas  property  it 
wants  to.  have  it  shipped  to  El  Paso  and  stopped;  then  it  can  resell 
to  a  California  purchaser,  can  it  not?  A  man  comes  there  and  buys 
it  and  wants  to  ship  it  to  California. 

Mr.  Thom.  The  question  is.  what  was  the  transaction  from  the 
beginning?  If  it  is  a  device  to  change  interstate  traffic  into  intra- 
state traffic,  it  can  not  succeed.  If  it  is  a  fact  that  it  was  honestly 
intrastate  traffic,  up  to  the  time  of  being  delivered  at  the  ultimate 
destination  in  the  State,  then  that  could  be  done:  that  coidd  be  done 
because  then  that  would  be  simply  intrastate  traffic,  honestly  intra- 
state traffic,  but  if  that  is  a  course  of  business  intended  as  a  device, 
it  can  never  su.cceed  at  law,  nor  can  it  succeed  as  a  practical  matter, 
because  there  will  be  some  other  road  that  will  come  along  and  take 
that  property,  without  breaking  bulk,  and  carry  it  very  much  quicker 
to  destination  in  another  State,  and  there  will  be  no  chance  of  this 
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brokiMi  shipment  and  r('shij)iiu'iit  triinsaction  siicccoding  in  conipoti- 
tion  with  the  other. 

Mr.  Sims.  Now,  then,  another  (juestion.  I  am  leading  up  to  one, 
the.  reason  I  am  asking  these  preliminary  questions.  Now,  then,  you 
liave  a  great  cotton  i)urchaser  and  dealer  in  cotton  at  Texarkana. 
in  Texas,  lie  buys  thousands  and  hundreds  of  thousands  of  bales 
of  cotton  in  the  State  of  Texas,  shipped  on  a  Texas  railway,  intra- 
state railway,  which  terminates  at  Texarkana.  He  has  got  that 
cotton  to  sell,  say  Philadelphia  purchasers,  Boston  purchasers,  and 
other  purchasers  buy  thai  cotton  of  him,  and  ship  it  straight  on. 
That  is  all  in  perfect  good  faith.    Why  can  he  not  do  that? 

Mr.  TiioM.  Because  there  is  a  vast  bulk  of  that  railroad  traffi  •  that 
could  not  be  handled  in  that  way,  and  foi'  that  purpose  of  evading 
the  etfect  of  the  laws  of  the  land,  and  that  railroad  would  not  for  a 
minute  stay  out  of  the  national  system  of  incorporation,  because  it 
would  be  sacrificing  its  facilities  and  its  opi)ortunities  of  doing  busi- 
ness. 

Mr.  Sims.  Now,  we  are  coming  to  the  question 

Senator  Unuehwood.  Mr.  Chairman,  will  Mr.  Sims  alloAV  me  to 
ask  a  (|uestion  a  uioment — not  ask  it  of  him.  I  want  to  ask  the  com- 
inittee — I  ha\e  got  an  ap[>ointment  and  must  leave  in  a  few  minutes — 
I  want  to  ask  if  it  is  the  purpose  of  the  committee  to  meet  to-morrow. 

The  Chairman.  I  have  canvassed  the  connnittee  and  find  that  the 
impression  is  against  meeting  to-morrow.  There  will  be  a  recess 
until  Friday  at  half  past  10. 

Mr.  Sims.  Now,  the  State  of  Texas  makes  4,000,000  bales  of  cot- 
ton, upon  the  average,  every  year.  Perhaps  it  will  make  10,000,000 
some  day.  Now.  the  averagt  cost  of  railway  construction,  mainte- 
name,  and  operation  in  the  State  of  Texas  is  so  much  less  than  the 
average  cost  of  railway  construction,  inaintenance,  and  operation 
from  Boston  and  New  York  and  Texas  as  to  enable  a  Texas  railroad 
to  perform  the  largest  part  of  that  haul  economically  and  profitably 
at  much  less  than  the  through  rate  would  have  to  be,  if  the  through 
rate  was  based  upon  the  reasonableness  of  a  rate  that  these  other 
States  would  have  to  charge.  Therefore,  there  would  be  a  burden 
placed  upon  the  State  of  Texas,  or  its  industry,  b,y  national  incorpo- 
ration, provided  a  rate  could  then  be  put  upon  the  producer  of  the 
cotton  in  Texas  for  the  proportion  of  the  haul  in  Texas  that  exceeded 
what  the  pro  rata  part  of  such  a  service  would  be,  if  confined  to 
Texas.  So  that  a  system  of  rate  making  that  would  put  a  rate  from 
Boston  to  Galveston  or  to  El  Paso  or  to  San  Antonio,  that  would  be  a 
reasonable  and  fair  rate  for  the  entire  service,  but  for  the  Texas  part 
of  it  would  exceed  what  it  would  be  if  done  by  a  Texas  corporation — 
why  is  it  not  to  the  interest  of  the  State  of  Texas  to  encourage  a 
system  of  State  railways,  built  wholly  within  the  State,  to  carry 
away  those  products  to  a  border  market  so  as  to  escape  the  additional 
cost  of  transportation  over  several  hundred  miles,  that  would  be 
added  provided  they  had  to  pay  the  average  through  rate? 

Mr.  Thom.  Judge,  how  many  railroads  in  Texas  are  in  bank- 
ruptcy to-day  ? 

Mr.  Sims.  I  do  not  know. 

Mr.  Thom.  Are  they  all,  pretty  nearly — — 

Mr.  Snrs.  I  do  not  know.  I  do  not  see  that  that  has  anything  to 
do  with  the  question  I  have  asked. 
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Mr.  Thom.  I  think  so. 

Mr.  Sims.  I  assiiine  that  the  raih-oads  in  Texas  can  do  it  cheaper 
than  the  aAerage  haul  to  the  average  destination  of  the  cotton. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  I  assume  they  can  do  a  profitable  business  for  a  less  rate 
than  the  average  through  rate. 

Mr.  Thom.  You  have  assumed  that  in  reference  to  interstate  ship- 
ments, have  you  not  ? 

Mr.  Sims.  I  have  assumed  that  with  reference  to  a  product  which 
will  ultimately  be  used  or  consumed  in  another  State. 

Mr.  Thom.  The  real  purpose  is  to  accommodate  an  interstate  move- 
ment, or  what  is  practically  an  interstate  movement  ? 

Mr.  Sims.  Oh,  no;  it  is  the  purpose  to  enable  people  to  grow 
cotton  in  Texas,  to  have  a  freight  rate  through  Texas  that  is  reason- 
able, just  and  fair  and  profitable,  for  the  Texas  haul. 

Mr.  Thom.  No:  now  the  real  destination  of  that  commodity  is  in 
another  State  or  in  a  foreign  country. 

Mr.  Sims.  Well,  that  is,  a  greater  portion  of  it  would  be,  naturally. 

Mr.  Thom.  That  is  what  I  say.  Now,  if  Texas,  and  if  each  State 
can,  on  such  a  haul  as  that,  divide  up,  according  to  its  local  condi- 
tion, you  have  State  regulation  instead  of  United  States  Government 
regulation  of  a  commerce  that  is  distinctly  interstate.  Is  that  right? 
AVhat  is  the  meaning  of  State  line  for  interstate  commerce? 
Didn't  every  State,  when  it  came  into  the  Union,  agree  that  there 
should  not  be  any  such  thing  as  State  lines  so  far  as  commerce  pass- 
ing beyond  is  concerned,  and  what  possible  justification  is  there  for 
dividing  those  territories  now  by  State  lines  and  trying  to  fix  rates 
by  State  lines?  You  destroy  the  very  constitutional  system  on  which 
equality  among  all  the  people  is  dependent.  Then,  on  your  sugges- 
tion, this  Texas  connnodity  would  have  to  pay,  perhaps,  a  lesser 
rate  in  Texas,  on  your  assumption,  but  then  they  would  make  that 
up  in  a  subsequent  part  of  this  movement  where  it  had  to  pay  a 
greater  rate  than  it  does  now. 

Mr.  Sims.  You  mean  for  incoming  commerce? 

Mr.  Thom.  No,  sir;  for  that  matter,  when  you  take  your  Texas 
shipment  and  later  go  out  of  Texas  up  to  Chicago,  then  you  say 
in  Texas  it  has  a  very  cheaply  built  road  and  ought  to  have  a  low 
rate,  but  that  conmiodity  when  it  gets  out  of  Texas  goes  on  a  road 
more  expensively  built,  and  ac  cording  to  your  theory  it  ought  to  have 
a  higher  rate.  Now,  taking  the  shipment  through  to  the  final  desti- 
nation it  would  be  part  of  the  way  on  a  very  cheap  rate  and  the 
balance  of  the  way  on  a  much  higher  rate,  but  the  result  to  the 
commodity  would  be  the  same.  Now,  wh}^  divide  that  by  State 
lines  and  not  in  accordance  with  the  way  the  shipment  actually  moves 
from  a  State  point  to  a  point  in  another  State? 

Mr.  Sims.  Judge,  the  policy  as  given  forth  by  the  Texas  commis- 
sion, I  believe,  is  that  they  were  trying  to  develop  Texas  business. 

Mr.  Thom.  Is  that  a  constitutional  purpose? 

Mr.  Sijms.  Now,  let  me  ask  this  question:  Suppose  instead  of  ship- 
ping this  cotton  and  selling  it  to  a  purchaser  in  Texarkana  he  sells 
it  and  ships  it  to  a  manufacturer  in  Texarkana  in  order  to  get  a 
lower  rate  on  the  raw  material,  lower  than  he  will  have  to  pay  if  he 
ships  it  to  any  New  England  points,  he  buys  it  up  and  manufactures 
it  in  Texarkana  or  points  where  he  gets  the  benefit  of  this  low  Texas 
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rate,  iuul  tluMi  ships  out  the  manufactured  products  to  these  States, 
would  it  not  result  exactly 

Mr.  TiiOM.  I  do  not  think  so. 

Mr.  Sims.  He  is  gettinji:  the  advantage  of  loAvcr  priced  cotton  and 
manufacturing  it  in  the  State  where  the  transportation  cost  is  nat- 
urally lower  than  the  average  transportation  elsewhere. 

Ml".  Thoai.  Here,  you  say  'J'oxas  has  got  a  policy  of  building  up 
Texas.  That  means  Texas  people  dealing  with  Texas  distributing 
points.  Sui)pose  you  take  New  York,  with  its  immense  markets  and 
its  iunnense  ports,  and  let  it  have  a  shuilar  policy  of  excluding  other 
States.  Now,  New  York  has  a  great  deal  to  give  to  other  States. 
AVould  you  have  a  well-balanced  system  of  commerce  among  the 
American  States  when  you  would  give  to  New  York  and  Pennsyl- 
vania and  Massachusetts,  with  the  three  great  markets  of  those 
States,  the  right  to  exclude  the  other  States? 

Mr.  Sims.  I  am  not  talking  about  the  merits  of  your  proposition. 
I  am  talking  about  the  possibility  of  enacting  the  legislation.  What 
will  the  State  of  Texas  do,  with  her  18  or  20  Members  of  Congress, 
counting  those  in  the  Senate — what  will  they  do  about  enacting  a 
national  charter  provision  of  this  kind  that  will  increase  freight 
rates  on  the  large  cotton  crop  of  that  State?  Will  they  vote  for  any 
such  thing?  I  am  talking  about  the  practicability  of  getting  this 
legislation. 

Mr.  Thom.  I  do  not  know  what  the  Texas  delegation  will  do. 
My  hope  is  that  they  will  take  a  comprehensive  and  national  view 
of  the  whole  situation. 

Mr.  Sims.  But  your  observation  has  been,  I  judge — and.  I  am 
afraid  it  is  the  observation  of  everybody — that  there  is  always  a 
circumscribed  local  conception 

Mr.  Thom.  But  if  a  man 

JNlr.  Sims.  It  does  not  matter  about  a  man,  because  if  they  do  not 
have  men  that  represent  them  they  turn  him  down  and  get  others 
who  will.     This  is  a  practical  matt:er. 

Mr.  Thom.  If  we  are  going  to  have  men  in  Congress  who  can  never 
get  outside  of  their  local  situation,  we  are  in  a  bad  way. 

Mr.  Sims.  Do  you  know  of  any  way  of  getting  them  here  in  oppo- 
sition to  a  local  situation  ? 

Mr.  Thom.  I  hope  they  are  here,  now.  Judge. 

Mr.  Sims.  Do  you  know  of  any  way  of  getting  them  to  act  in 
spite  of  a  local  or  district  interest? 

]Mr.  Tiio.Ai.  The  only  way,  as  I  see  it,  is  to  get  the  district  to 
realize  and  appreciate  what  its  real  interests  are. 

Mr.  Sims.  They  always 

Mr.  Thom  (continuing).     And  not  be  governed  by  a  narrow  view. 

Mr.  Sims.  They  always  think  the  particular  thing  which  they  are 
doing  in  that  locality  is  the  dominant  patriotic  consideration.  Let 
me  tell  you  something  of  your  own  State.  I  had  to  go  up  against 
it  myself.  A  portion  of  the  State  of  Virginia  raises  peanuts,  and  the 
delegation  of  Alembers  of  Congress  elected  from  Virginia  in  that  sec- 
tion came  before  the  Ways  and  Means  Committee  and  demanded  a 
high  protective  duty  on  peanuts  when  the  Payne  law  was  passed. 
Were  they  patriots  or  not  ?  It  was  contrary  to  the  Democratic  policy 
and  Democratic  doctrine,  and  yet  those  Members  from  Virginia,  as 
good  Members  as  we  had,  pleaded  before  that  committee  to  comply 
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with  request  of  the  peanut  growers,  who  sent  them  to  Congress,  to 
give  them  a  higli  protective  duty,  right  in  the  face  of  the  Democratic 
position  on  tliat  subject. 

Mr.  Thom.  The  only  answer  I  can  make  to  you  is  that  this  propo- 
sition is  a  great  deal  bigger  than  a  peanut.     [Laughter.] 

Mr.  Sims.  In  the  district  from  which  these  gentlemen  came  it  was 
the  largest  issue  which  they  had.  I  am  talking  now  about  practical 
things. 

Mr.  Thom.  I  do  not  know,  but  I  hope  that  those  gentlemen  from 
the  peanut  district  of  Virginia  will  rise  to  the  national  and  universal 
aspects  of  this  great  problem.  I  do  not  know  whether  they  will  or 
not. 

Mr.  Sims.  What  is  a  Eepresentative  of  Congress?  Is  he  not  an 
agent  of  those  who  send  him  here  ? 

Mr.  Thom.  Yes;  he  is;  but  he  is  an  agent  to  do  this:  He  is  elected 
to  represent  the  highest  and  most  enduring  interests.  He  is  not  an 
agent  to  simply  reflect  the  whims  and  lack  of  judgment  in  his  district. 

Mr.  Sims.  How  many  Eepresentatives  could  be  elected  from  the 
district  in  Virginia  in  which  the  Newport  News  Ship  Building  & 
Dry  Dock  Co.  is  located  who  are  opposed  to  the  building  of  ships 
there  ? 

Mr.  Thom.  I  do  not  know. 

Mr.  Sims.  You  must  deal  with  tliese  matters  in  a  practical  way. 
Your  Virginia  man  could  not  come  to  Congress  if  he  would  not  repre- 
sent the  peanut  growers  in  Congress,  because  if  they  did  not  do  so, 
some  others  would.  The  peanut  would  still  have  been  in  Congress. 
That  is  a  fact.     You  can  not  get  away  from  it. 

Mr.  Thom.  You  are  drawing  a  mighty  gloomy  picture  of  this 
country  if  no  man  can  see  beyond  his  own  district. 

Mr.  Sims.  I  am  talking  about  the  past  and  present. 

Mr.  Thom.  Let  us  talk  about  the  future. 

Mr.  Sims.  Will,  didn't  I  see,  on  the  formation  of  the  tariff  bill,  a 
southern  Senator,  a  good  man  and  able  man  and  a  patriotic  man,  as 
patriotic  as  any,  ask  for  a  protective  duty  on  sea  island  cotton  that 
grew  in  his  State. 

Mr.  Tho3I.  I  can  only  defend  my  proposition,  and  not  Congress. 

Mr.  Sims.  But  Congress  has  to  take  care  of  these  conditions,  and 
Congress  is  the  country ;  and  when  you  are  talking  about  theoretical 
things  we  ought  to  see  what  can  be  done. 

Mr.  Thom.  Judge,  I  think  I  think  better  of  Congress  than  you  do. 
May  be  I  do  not  know  what  you  think  about  it. 

Mr.  Sims.  I  have  been  here  20  years,  and  it  is  still  a  problem  to 
me — or  I  will  have  been  here  20  years  soon.  Here  is  a  proposition 
that  is  an  actual  fact.  It  is  a  condition  that  confronts  us,  and  not 
a  theory,  and  you  have  got  to  do  something.  I  believe  that  you  will 
have  to  go  in  and  reform  local  views ;  and  if  you  think  you  can  do  so 
I  suspect  that  you  will  have  a  pretty  difficult  long-distance  matter 
to  undertake. 

Mr.  Thom.  The  problem  is  for  the  country  to  assure  itself  that 
the  very  fundamentals  of  its  connnercial  prosperity  are  provided  for. 

Mr.  Sims.  To  help  the  country  through  the  railroads,  you  mean? 

Mr.  Thom.  If  I  should  come  to  you  with  a  private  interest  in  re- 
spect to  this  matter,  I  should  not  complain  that  you  should  discard 
my  whole  argument. 
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Mr.  Sims.  'J'lu'  <>r('iit  cotton  cioi)  of  Texas  to  them  is  not  a  private 
interest. 

Mr.  Thom.  It  is  not  ? 

Mr.  fSiMs.  Not  in  the  attitude  they  take  of  it. 

Mr.  TiiOM.  If  you  ^o  to  take  any  of  it,  you  will  lind  it  is. 

Mr.  Sims.  It  is  not,  though.  It  is  just  as  dominant  an  interest 
with  thom  as  the  peanut  industry  is  to  the  i)eople  in  your  State. 
They  think  the  people  who  eat  them  should  aid  them  by  payin(»;  a 
protective  dut}',  a  higher  protective  duty.  I  have  found  in  my  ex- 
perience whenever  a  jirotective  tariff  will  receive  or  assist  an  indus- 
try in  a  Democratic  tlistrict  it  is  difficult  to  find  a  man  who  will  not 
urge  a  protective  tariff'  for  that  industry. 

^Ir.  Adamsox.  a  pai'liamentary  incpiiry.  ]\Ir.  Chairman.  AVas  not 
a  law  passed  to  put  a  protective  tariff  on  peanuts^ 

Mr.  Sims.  It  is  on  there  now,  and  has  been  on  there.  They  wanted 
it  increased.  It  was  not  sufficiently  huge.  Now.  I  want  to  heli)  tiie 
situation,  if  I  can. 

jVIr.  Thom.  I  am  encouraged  b}'  that.  Judge,  anyhow. 

Mr.  Sims.  The  situation  now  is  one  that  confronts  the  whole  coun- 
try, and  as  to  the  future,  inasnuich  as  unljridled  private  ownership  for 
many  years  had  its  reign,  and  wrought  wreck  and  ruin  upon  the  rail- 
road industry,  and  inasmuch  as  we  can  no  longer  finance  the  rail- 
roads as  they  were  once  financed,  as  you,  yourself,  admit — inasmuch 
as  the  complex  regulation  of  48  States  and  the  General  Govern- 
ment which  does  affect,  perhaps  injuriously,  railroad  facilities — inas- 
much as  we  feel  morally  certain  that  your  propositions  as  a  whole 
are  not  going  to  be  adopted,  right  or  wrong,  Avhether  they  approve 
or  do  not  approve  of  them,  it  does  seem  to  me  that  you  and  those 
who  represent  the  owners  of  these  properties,  which  they  now  do 
not  want  to  sell,  should  begin  to  consider  the  inevitable  and  be  ready 
to  make  some  sacrifices  themselves  and  to  quit  drawing  dividends, 
when,  in  order  to  do  so,  they  deprive  their  own  railroads  of  sufficient 
facilities  to  do  the  business  of  the  public. 

Mr,  Thom.  I  know^  of  no  case  wdiere  that  is  done. 

Mr.  Sims.  How  many  millions  of  dividends  w-ere  paid  last  year? 

Mr.  Thom.  I  do  not  know.  There  is  a  vast  percentage  of  the  stock 
of  the  railroads  of  the  country  that  did  not  pay  1  cent. 

Mr.  Sims.  There  Avas  still  about  a  billion  dollars  of  net  earnings 
paid,  as  I  recall. 

Mr.  Thom.  I  do  not  think  any  judicial  mind  will  complain  of  the 
railroads'  dividends  in  the  last  series  of  years. 

Mr.  Sims.  Has  any  railroad  a  right— charged  with  the  interests  of 
the  public — to  pay  dividends  at  the  cost  of  necessary  equipment  on 
that  line? 

]Mr.  Thom.  It  has  no  such. right,  nor  can  you  get  new  money  into 
a  railroad  unless  there  is  a  return  on  the  money  already  there.  Your 
problem,  how^ever,  as  a  statement,  is  not  to  deal  with  anything  ex- 
cept suggestions  to  provide  for  the  future.  That  is  wdiat  statesmen 
are  for. 

Mr.  Sims.  I  have  not  heard  yet  of  any  propositions  brought  up 
with  reference  to  dealing  with  railroads  that  did  not  put  in,  as  a 
condition  precedent,  that  the  stockholders  should  not  have  a  fair 
return  on  their  money  in  the  way  of  dividends  paid  out.    A  dividend 
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is  earned  and  properly  paid  if  it  is  put  in  the  equipment  of  the 
raih'oad. 

Mr.  Thom.  How  can  you  deal  practically  with  the  question  of 
railroad  credit  unless  there  is  some  return  actually  paid  out? 

Mr.  Sims.  I  do  not  regard  a  stock  sale  as  a  credit  instrument. 

Mr.  Thom.  I  think,  if  you  will 

Mr,  Sims.  If  I  owned  a  hundred  acres  of  land,  and  I  sell  a  one- 
fourth  undivided  interest  in  that  to  somebody  else,  I  do  not  regard 
that  as  a  credit  instrument  at  all.  I  just  part  with  a  part,  and 
somebody  bought  it  for  what  they  thought  it  worth.  Every  time  a 
railroad,  without  extending  its  lines,  increases  its  stock  sales,  the 
individual  interest  of  the  remaining  stockholders  is  lessened,  unless 
they  bu}^  additional  stock  in  proportion  to  that  which  they  owned.  I 
do  not  regard  it  as  a  credit  facility  at  all. 

Mr.  Thom,  When  that  amount  of  money  that  the  stock  brings  in 
IS  expended  in  increasing  the  plant,  is  it  not? 

Mr.  Sims.  If  the  plant  is  in  being,  no, 

Mr,  Thom.  When  you  sold  your  farm,  you  put  your  money  in  your 
pocket. 

Mr.  Sims.  Yes.  sir. 

Mr.  Thom.  If  the  stock  of  the  railroad  is  sold,  the  money  which 
it  brings  in  is  put  into  the  plant  and  not  into  the  railroad's  pockets. 
There  is  an  increased  asset, 

Mr,  Sims.  He  has  his  value,  which  is  represented  by  the  increased 
value  of  the  property  into  which  it  went,  just  the  same  as  in  receiv- 
ing dividends  on  the  stock,  but  instead  of  declaring  a  dividend  of 
5  per  cent  or  4  per  cent  or  6  per  cent,  that  money  is  expended  in  the 
plant ;  that  is  an  investment.  He  has  his  dividends,  but  in  the  form 
of  more  valuable  property. 

Mr.  Thom.  At  the  same  time,  Judge — I  do  not  know  whether  we 
are  getting  anywhere,  but  it  seems  to  mc  where  you  and  I  stand  is 
this:  You  say  that  the  present  condition  is  an  unbearable  one  from 
the  standpoint  of  the  public  and  there  must  be  a  greater  assurance 
of  the  facilities  than  there  is  now,  under  existing  conditions,  and  this 
must  be  provided  for  the  future.    That  is  what  I  say. 

Then  your  conclusion  from  that  is  that  there  ought  to  be  Govern- 
ment ownership,  and  my  conclusion  is  there  ought  to  be  improved 
regulations.    You  are  the  men  to  determine  that. 

Mr.  Sims.  No;  I  do  not  state  my  conclusions  just  as  you  have 
stated  them.  In  the  first  place,  my  conclusions  are  that  something 
has  to  be  done.  My  next  conclusion  is  that  that  Avhich  you  propose 
can  not  be  done.  Something  has  to  be  done,  and  that  which  you 
propose  can  not  be  done,  and  you  say.  in  the  absence  of  that  being 
done  which  you  say  ought  to  be  done,  that  Government  ownership 
is  inevitable.  I  am  only  asking  you  to  consider  the  inevitable,  not 
as  desirable,  not  as  a  first  thought,  but  as  a  reasonable  probability. 

Mr.  Thom.  But  that  is  your  conclusion,  that  it  is  inevitable,  I 
say  you  are  the  man  to  determine  that,  among  others, 

Mr  Sims,  You  have  just  announced  that  doctrine  yourself,  that 
you  agree  it  is  inevitable, 

Mr.  Thom.  I^ndoubtedly. 
•  Mr.  Sims.  Then  we  both  agree? 

Mr.  Thoim.  Xo;  we  do  not  agree,  because  you  say  that  what  I 
suggest  can  not  be  done. 
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Mr.  Sims.  I  say  I  am  afraid  it  can  not  be  done. 

Mr.  Tiio^r.  T  think  it  can  bo  done. 

Mr,  Sims.  1  think  so. 

Mr.  TiioM.  But  I  know  so.  And  I  thiidv  it  can  be  done.  Now 
yon  say  that  in  view  of  vonr  idea  it  can  not  be  (h)ne,  that  sonicthinir 
else  more  (h-astic  must  l')e  done,  and  that  is  Government  ownei-ship. 
I  say  that  I  have  i)resented'my  views  on  that  subject.  You  aiv  tlie 
men  to  determine  that ;  I  am  not. 

Mr.  Sims.  1  asked  you  if  yon  discussed  this  matter  with  your  ex- 
ecutive connnittee  and  the  owners  of  the  railroads? 

Mr.  TiioM.  It  is  not  a  matter  to  be  discussed  Avith  them.  The 
(Government  can  resort  to  Government  ownership  without  their  con- 
sent. It  is  not  a  matter  for  them  to  consent  to.  You  can  adopt 
the  }iolicy  of  (rovernment  ownership  without  our  consent. 

Mr.  Sims.  But  vou  are  not  willing  to  sell? 

Mr.  TiioM.  We"  do  not  have  to  be  willing  to  sell  for  Government 

ownership.  ,  i     •       i    j: 

AJr.  Si:^is.  I  think  you  will  have  to  come  to  that  conclusion  betore 
there  will  be  any  Go\-ernment  ownership. 

Mr   Tiior^r.  I  do  not  know  about  that.     Of  course,  1  can  not  tell. 

Mr  Sms.  As  long  as  vour  property  is  so  valuable,  so  desirable 
to  the  present  owners,  the  present  owners  are  going  in  some  way  or 
other  to  continue  in  the  railroad  business. 

Mr  Thoji.  Let  me  make  one  prophecy.  If  the  present  system  is 
persisted  in,  it  mav  not  be  long  before  the  principal  advocates  of 
(Government  ownership  are  the  railroad  owners  themselves. 

Mr.  Sims.  I  think  it  is  inevitable ;  it  is  bound  to  be  that  way.  i 
think  vou  are  exactly  right  about  it-  ^      i     ^i 

Mr  "Thom.  You  can  not  complain  if  they  are  trying  to  do  the 
thinjr  which  thev  believe  will  meet  the  public  conditions  under  that 
Government  ownership,  and  we  have  brought  that  question  directly 
to  vou ;  you  are  one  of  the  10  men  who  are  primarily  to  pass  on  it. 
We  brought  it  frankly  to  you  and  stated  our  views.  Is  there  any- 
thing else  we  can  do  than  that  ? 

Mr  Sims.  So  vou  have  not  studied  the  matter  so  that  you  can  give 
vour  views  as  to"  whether  or  not  it  is  practicable  or  possible  to  intro- 
duce some  guaranty  of  Government  earnings,  secured  by  a  lien  on 

*^'lrrTHOTf  i  told  vou  about  that,  that  I  believed  that  Congress 
wJuld  never  consent  to  a  govermental  guaranty.  As  I  stated  betore, 
vou  know  Congress  better  than  I  do.  . 

Mr.  Sims.  I  did  not  suggest  it  as  a  proposition  coming  from  you, 
but  as  a  possible  suggestion.  .      .  n         -^ 

Mr  Thom.  I  know"  but  whatever  authority  it  comes  from  it  never 
occurred  to  me  that  the  Government  should  ^^^^j-f^fe  the  securities 
of  these  railroads.  It  may  be  that  you  are  right  about  it.  If  the 
Government  is  ready  to  guarantee  the  returns  on  ^^^f  ,fX"'on1le 
is  a  new  situation  to  be  taken  up  and  dealt  with.  Nobody  on  the 
part  of  the  railroads  ever  believed  that  possible. 

Mr  Sims.  The  railroads  first  had  to  consider  it  as  a  fact  that  the 
Government  would  have  to  be  secured  by  first  liens  on  all  e^xistmg 
pioperti^ras  to  any  defaults  in  earnings  the  Government  might  have 
to  make  good,  and'  that  is  a  matter  of  contract. 
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Mr.  Tno.Ai.  You  apinc  iate  that  is  simply  rapid  progress  to  abso- 
lute destruction  ( 

Mr.  Sims.  I  do  not  think  I  would  advise  the  Government  to  gnuv- 
antee  an  uncertain  business. 

Mr.  Thom.  Sujjpose  a  railroad  company  were  to  make  an  arrange- 
ment to  pay  out  a  certain  amount  to  its' security  holders,  and  if  it 
did  not  earn  those  dividends  to  put  them  as  a  lien  upon  their  prop- 
erty. How  long  would  it  be  before  that  property  Avould  become 
absfdutely  Avorthless  to  the  oAvners,  eaten  up? 

Mr.  Sims.  If  it  is  good  i)roperty  it  would  not  be.  because  the  (lov- 
ernment  is  only  guaranteeing  the  payment  of  a  minimum  dividend 
and  giving  them  the  benefit  of  all  over  and  above  that,  and  if  the 
(lovernment  loses  on  the  minimum  dividend,  if  the  (irovernment  has 
to  pay  something  the  railroad  did  not  nuike,  the  sooner  it  goes  into 
liquidation  the  lietter.  With  a  minimum  dividend,  one  by  which 
they  can  earn  and  one  which  will  make  a  market  for  their  securities, 
witliout  depending  on  the  uncertainty  of  labor  and  the  uncertainty 
of  the  cost  of  material  and  the  uncertainty  of  conditions  over  which 
the  railroads  themselves  have  no  power  of  control — if  the  prior 
owners  are  not  willing  to  risk  this,  then  the  Government  certainly 
should  not  risk  it. 

Mr.  TnoM.  Do  I  understand  that  you  are  agreeing  with  the  con- 
clusion that  the  Government  will  not  be  willing  to  guarantee  the 
return  on  these  securities? 

Mr.  Sims.  I  doubt  it  exceedingly,  because,  as  you  say,  it  is  a  new^ 
question  and  has  not  been  discussed.  I  am  only  speaking  of  it  as  a 
possible  solution,  lying  betwen  the  field  of  absolute  private  owner- 
ship and  absohite  Government  ownership — a  Government  corpora- 
tion. 

Mr.  Thom.  If  the  Government  is  not  ready  to  do  it  it  is  not  a  pos- 
sible solution,  is  it? 

Mr.  Sims.  I  mean  as  a  possibility.  The  Government,  of  course,  as 
I  say,  having  a  control  in  the  railroads  over  the  stock,  I  mean  to  the 
extent  of  the  stock  upon  which  the  Government  has  guaranteed  a 
dividend  so  as  to  see  what  the  Government  official  approves  is  done  by 
the  railroad.  In  other  words,  they  would  have  to  submit  to  that 
which  is  partially  Government  ownership — that  is,  if  the  result  is 
e(iual  to  it — that  anybody  that  can  absolutely  regulate  your  earnings 
on  any  piece  of  property  potentially  owns  the  property  to  all  intents 
and  purposes. 

Mr.  Thom.  You  think  you  haAe  got  us  now? 

Mr.  Sims.  I  think  we  have. 

The  Chairman.  Are  you  through.  Mr.  Sims? 

Mr.  Sims.  I  am  going  to  suspend  for  the  present. 

Mr.  Adamson.  I  know  it  is  not  according  to  our  ruling  to  ask  a 
(juestion  out  of  turn  of  the  witness,  but  it  is  not  a  violation  of  that 
rule  to  ask  Judge  Sims  a  question,  is  it? 

Mr.  Sims.  T  will  not  object. 

Mr.  Ada.aison.  If  we  are  actually  in  a  condition  of  wreck  and  ruin 
and  destruction  and  the  only  avenue  of  escape  is  the  alternative 
pi()])osition  of  (lOvernment  ownership  or  regulation  of  the  carriers, 
which  they  themselves  prepare  and  dictate,  would  it  not  be  safer  for 
us  to  reject  both  alternatives  and  repeal  the  conmierce  clause  of  the 
Constitution? 
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Mr.  Si.Ms.  Till'  judgv  has  started  a  lu'w  proposil  i<»ii  which  I  ha\c 
not  coiisidcM'cd  as  j)()ssibU'  or  probahh'. 

Afr.  TiioM.  I  want  to  enter  my  i)rotosi  lierc,  Mr.  Aihuuson.  against 
the  suof^estion  that  the  carricis  ai'c  dictatinji:  any  terms.  1  was 
asked  by  none  moi-e  earnestly  than  fJudye  Adamson  to  come  here  and 
make  our  sng'gestions.  and  I  (hi  not  think  it  is  fair  now  to  put  us  in 
tlie  position  of  tiTini>-  to  dictate  terms. 

Mr.  Adamson.  I  will  chan<>v  the  word  from  ^  dictate  "  to  "  suggest." 

Mr.  TiioM.  I  am  Aery  glad  to  have  the  change,  Judge. 

Mr.  Adamsox.  Yes;  I  will  say  "suggest." 

The  Chaihman.  Have  you  concluded  your  examination,  Mr.  Sims? 

Mr.  SiiMs.  There  are  some  matters  I  may  wish  to  bring  before  Mr. 
Thorn,  on  which  I  am  not  pre[)ared,  later  in  the  hearing.  They  may 
be  brought  out  by  some  other  gentleman,  or  some  other  witness,  and 
I  may  not  inquire  further  in  the  subject. 

Mr.  Adamson.  I  move  that  the  committee  do  now  adjourn. 

Mr.  CuLLOP.  Until  Friday  morning,  at  10.30  o'clock. 

The  motion  was  agreed  to,  and,  at  1.20  o'clock  p.  m.,  the  committee 
adjourned  until  Friday,  December  1,  1916,  at  10.30  o'clock  a.  m. 
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FRIDAY,   DECEMBER   1,    1916. 

United  States  Senate, 
Joint  Committee  ox  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  comniittee  met  at  10.30  o'clock  a.  m.  pursuant  to  adjourn- 
ment, Senator  Francis  G.  NeAvlands  presiding;  also  Vice  Chairman 
William  C.  Adamson. 

The  Chairman.  The  committee  will  come  to  order.  We  will  now 
go  into  executive  session  for  a  short  time  in  the  adjoining  room. 

(The  coiimiiitee  proceeded  to  the  consideration  of  executive  busi- 
ness, and  after  such  consideration  the  doors  were  reopened.) 

Mr.  Adamson.  Mr.  Chairman,  in  the  nature  of  a  matter  of  per- 
sonal privilege  as  well  as  pro  bono  publico  I  want  to  read  an  extract 
from  a  newspaper  and  make  a  remark  ujjon  it  for  the  record.  Mr. 
Davis,  will  you  please  read  it? 

(The  assistant  clerk  read  as  follows:) 

KIGHT-HOl'i:    LAW    IS    NOW    lUCFOKK   COTNCII.   COJIMKHCK    CHAJIHEK .SVCUiKSTlO.XS    THK 

RAILKOADS      WILL      JIAKK      TO      JOINT      CONGRESSIONAL      INVESTIGATING      COMMITTEE 
ARE  OUTLINED. 

/  Washingtn,  November  17. 

Some  of  the  sug^estioiis  the  railroads  will  make  to  the  joint  congressional 
investigating  committee,  which  hegins  hearings  on  transportation  questions  here 
Monday,  were  outlined  to-day  at  a  special  meeting  of  the  national  council  of 
the  United  States  Chamher  of  Commerce  hy  A.  P.  Thom,  counsel  of  the  railway 
executive  advisory  committee.  Thom's  presentation  of  the  railroads'  sugges- 
tions was  preceded  hy  speeches  which  hrought  the  eight-hour  law  sciuarely  he- 
fore  the  council.  Representative  A(himson,  author  of  the  law,  declared  he  he- 
lieved  it  unconstitutional  and  thought  Congress  woukl  enact  supplementary 
legislation  hefore  the  congressional  investigating  committee  reports  to  make 
impossible  another  situation  such  as  confronted  the  Nation  when  the  brother- 
hoods threatened  to  strike. 


Mr.  Adamson.  Mr.  Chairman,  I  w^ish  to  say 

Senator  Robinson.  What  paper  is  that  taken  from  ? 

Mr.  Adamson.  It  is  from  a  paper  in  Paducah,  Ky.  I  do  not  know 
the  name  of  it. 

Senator  Robinson.  Was  the  report  sent  out  from  here? 

Mr.  Adamson.  Yes.  That  paper  has  either  been  badly  imposed 
upon  or  it  is  grossly  imposing  upon  somebody  else,  and  it  affords  me 
pleasure  to  say  that  I  conferred  with  the  members  of  the  Associated 
Press  about  it  and  am  able  to  acquit  them  of  any  guilt  in  the  matter. 
It  is  a  montrous  medley  of  misrepresentation,  and  I  wanted  it  put 
in  the  record  in  that  way.  I  wish  to  add  that  not  only  did  I  not  say 
that  I  believed  the  law  unconstitutional,  but  I  believe  that  any  man 
who  would  believe  that  would  believe  anything. 

Senator  Robinson.  Have  you  ascertained  who  sent  out  the  report, 
who  instigated  that? 

Mr.  Adamson.  I  have  not. 
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Senator  Underwood.  Mr.  Cliairiiian,  will  you  please  announce  the 
conclusion  of  the  committee  before  we  proceed? 

The  Chairman.  The  committee  has  come  to  the  conclusion  that 
it  will  hold  meeting-s  to-morrow,  Saturday:  next  Wednesday,  Thurs- 
day, and  Saturday  at  10  o'clock,  to  adjourn  not  later  than  12  o'clock 
noon. 

Senator  Robixsox.  From  10  o'clock  until  12? 

The  CiiAiuMAx^.  From  10  o'clock  until  12  next  week. 

Mr.  Thom.  Do  those  hours  relate  to  to-morrow  also? 

The  Chairmax.  No;  to-morrow  the  session  will  be  from  half 
past  10  until  half  past  1. 

Mr.  Thom.  Has  the  conunittee,  may  I  ask,  oone  further  in  its 
plans  than  next  week? 

The  Chairmax.  No.  Mr.  Underwood,  will  you  proceed  Avith  the 
witness  ? 

^Ir.  Adamsox.  Mr.  Chairman,  with  regard  to  that  last  inquiry 
of  Mr.  Thom's,  the  conunittee  thinks  that  after  he  has  completed  his 
examination  we  will  be  better  able  to  determine  upon  any  further 
program. 

Senator  Ux^derwood.  Mr.  Chairman,  the  questions  that  have 
already  been  asked  Mr.  Thom  by  other  members  of  the  committee 
cover  the  field  of  interrogation  that  I  had  in  mind,  and  I  do  not  care 
to  occupy  any  time  in  making  inqviiries. 

Mr.  Thom.  Before  proceeding,  Mr.  Chairman 

The  Chairmax.  Mr.  Cullop,  will  you  proceed  with  the  witness? 

Mr.  CuLLOP.  I  understand  that  Mr.  Thom  desires  to  make  a  state- 
ment, Mr.  Chairman. 

MR.  ALFRED  P.  THOM— Resumed. 

Mr.  Thom.  Before  proceeding  I  would  like  to  do  what  I  can  to 
clear  up  a  misapprehension  which  I  understand  exists  in  some  minds 
with  respect  to  one  of  the  proposals  which  we  have  submitted  to 
the  committee.  The  idea  seems  to  have  obtained  somewhere  that 
under  these  proposals  our  intention  is  to  do  away  with  the  State 
authority  and  State  connnissions.  I  wish  it  to  be  distinctly  under- 
stood that  we  are  making  no  such  proposals.  We  have  not  under- 
taken to  outline  the  exact  place  where  the  separation  between  State 
authority  and  Federal  authority  should  be,  but  we  have  announced 
the  principle  which  we  advocate  and  which  I  now  wish  to  emphasize, 
and  that  is  that  in  the  matters  where  the  exercise  of  authority  by  a 
State  exists  beyond  the  State  border  and  affects  the  affairs  of 
another  State,  or  affects  in  a  substantial  way  interstate  commerce, 
that  then  the  authority  should  be  entirely  national.  In  those  mat- 
ters, however,  which  do  not  exist,  where  the  authority  of  the  State 
did  not  exist  beyond  its  own  borders,  but  deals  with  affairs  within 
its  borders  entirely,  we  do  not  advocate  the  substitution  of  the 
National  for  State  authority.  Of  course,  when  we  come  to  con- 
sider where  a  line  ought  to  be  exactly  drawn,  we  find  some  matters 
falling  on  one  side  of  the  line  and  some  matters  on  the  other  side  of 
the  line.  I  am  not  now  attempting  to  discuss  the  specific  matters, 
but  to  announce  the  principle  which  we  advocate,  and  that  is — and  I 
repeat  it — that  no  State  sliould  want  to  exercise  an  authority  in  a 
inatter  which  extends  beyond  its  own  borders  and  affects  the  affairs 
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of  anotlier  State  and  the  people  of  another  State,  or  which  affects 
interstate  commerce,  but  in  those  matters  entirely  within  its  own 
borders  of  course  it  ought  to  continue  to  exercise  the  proper  au- 
thority in  respect  to  them. 

Senator  Kobinson.  May  I  ask  you  a  question? 

Mr.  Thom.  Yes,  sir. 

Senator  Kobinson.  Does  your  statement  now  apply  to  the  making 
of  rates  for  pureh'  intrastate  traffic? 

Mr.  Thom.  It  does.  We  think  that  the  making  of  rates  of  an 
interstate  carrier  on  intrastate  traffic  does  affect  the  people  of  other 
States  and  does  affect  interstate  commerce. 

Senator  Kobinson.  I  do  not  think  I  made  my  question  quite  clear 
to  you;  at  least  your  answer  does  not  seem  to  me  to  be  quite  re- 
sponsive to  my  question.  On  purely  intrastate  traffic,  carried  upon 
a  railroad  which  is  also  engaged  in  interstate  connnerce,  do  you 
think  that  the  Federal  Government  should  fix  the  intrastate  rates? 

Mr.  Thom.  Yes.  I  have  said  that  fixing  of  an  intrastate  rate 
constitutes  what  would  be  the  measure  of  contribution  by  the  traffic 
of  that  State  to  the  upkeep  of  the  interstate  carrier,  and  would  also 
have  the  effect  of  controlling  the  carriers  of  commerce. 

Senator  Robinson,  I  merely  wanted  to  know  whether  your  state- 
ment this  morning  was  a  modification  of  your  former  statement.  I 
understood  your  former  statement  very  clearly. 

Mr.  Thom.  Not  at  all ;  I  am  trying  to  make  clear  my  former  state- 
ment with  the  statement  now,  as  I*  said  then,  that  I  think  that  the 
fixing  of  intrastate  rates  on  interstate  carriers  is  a  national  matter. 

Senator  Robinson.  Xow,  you  say  as  to  purely  intrastate  matters 
the  States  ought  to  control.    What  would  that  embrace  ? 

Mr.  Thom.  I  think  the  grade  crossings — I  am  illustrating — the 
grade  crossings,  the  establishment  of  stations 

Mr.  EscH.  The  speed  of  trains? 

Senator  Robinson.  Why  the  speed  of  trains,  if  it  is  a  through 
train  ? 

Mr.  EscH.  It  is  police  authority. 

Mr,  Thom.  I  am  not  certain  about  that,  Mr.  Esch,  with  respect  to 
the  speed  of  trains.  I  think  that  is  a  debatable  matter  and  I  form 
no  special  judgment  upon  it.  For  example,  we  find  this  situation, 
that  the  carrier  will  not  stop  a  through  train  at  a  certain  locality 
because  the  judgment  of  the  carrier  is  that  it  would  best  accommo- 
date the  travel  by  not  doing  that.  Very  frequently  there  have  been 
local  ordinances  requiring  the  train  speed  to  be  reduced  to  two  or 
three  miles  an  hour  through  that  locality.  Now,  that  affects  the 
whole   through  movement. 

But  those  are  matters  for  this  committee  to  take  up  and  pass 
upon.  The  principle,  Senator,  which  I  have  announced,  and  which 
appeals  to  me,  is  the  one  which  I  have  tried  to  express. 

Senator  Robinson.  The  statement  you  have  made  this  morning 
does  not  differ,  as  I  understand  you,  from  the  statement  you  made 
before  ? 

Mr.  Thom.  Not  at  all.  I  was  trying  to  correct  a  misunderstand- 
ing I  believed  to  exist  of  the  statement  I  had  made.  I  was  not 
attempting  to  modify  it.  I  was  attempting  to  impress  it  and  em- 
phasize it. 
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Senator  Eobinsox.  I  think  I  understood  you  correctly  in  the  be- 
ginning. 

Mr.  T±io3i.  I  think  you  did,  but  I  heard  that  some  gentlemen  who 
are  not  attending  these  meetings  had  a  different  view,  and  I  merely 
wished   to  emphasize  that. 

The  Chairman.  Mr.  Cullop,  will  you  take  the  witness? 

Mr.  CuLLOP.  Mr.  Thom,  I  want  to  ask  you  a  few  questions  that 
I  do  not  think  have  been  brought  out,  at  least  to  my  mind,  clearly. 
Other  members  have  covered  the  ground  pretty  fully  and  I  only 
have  a  few  matters  that  I  want  to  interrogate  you  about. 

Mr.  Thom.  Yes,  sir. 

Mr.  CuLix)P.  Would  not  national  incorporation  remove  the  trial 
of  causes  between  the  citizen  and  the  railroad  company  from  the 
State  courts  to  the  Federal  courts? 

Mr.  Thom.  No  ;  the  act  of  Congress  would  take  care  of  that. 

Mr.  CuLLOP.  In  the  event  of  national  incorporation,  do  you  think 
it  would  be  advisable  to  have  a  provision  maintaining  litigation  in 
the  State  courts? 

Mr.  Thom.  I  do. 

Mr.  CuLLOP.  As  betAveen  the  citizen  and  the  railroad? 

Mr.  Thom.  I  do.  You  will  find  a  parallel  to  that,  Mr.  Cullop,  in 
the  litigation  under  this  liability  law.  There,  by  express  terms 
of  the  act  of  Congress,  the  litigation  must  take  place  in  the  State 
court  unless  there  is  some  ground  for  removing  it  elsewhere. 

Mr.  CuLLOP,  Other  than  the  fact  that  it  is  a  Federal  law  ? 

Mr.  Thom.  Yes,  sir;  or  a  Federal  question.  In  order  to  be  en- 
tirely accurate  I  will  say  preventing  the  removal  to  the  Federal 
courts  of  a  litigation  instituted  in  a  State  court  simply  on  the 
ground  that  there  is  a  Federal  question  involved  arising  under  a 
Federal  statute. 

Mr.  CuLLOP.  I  have  long  since  had  the  idea  that  such  a  pro- 
vision ought  to  be  generally  adopted,  as  it  would  relieve  the  citizen 
of  many  burdens  which  are  now  imposed  on  them  in  the  way  of 
litigation  by  removal  of  cases. 

Mr.  Thom.  I  am  entirely  in  sympathy  with  preserving  the  terms 
of  the  act  of  Congress  as  to  the  jurisdiction  of  the  States — in  the 
State  courts,  I  mean. 

Mr.  CuLLOP.  In  many  instances  it  is  practically  a  denial  of  jus- 
tice because  of  the  added  litigation.  Now,  you  spoke  of  double 
taxation.  Do  you  not  think  that  the  matter  could  be  remedied  by 
a  provision  of  law  providing  exemption  on  the  part  of  the  mortgagor 
to  the  amount  of  the  indebtedness  of  the  mortgagee  by  some  pro- 
vision of  law  ? 

Mr.  Thom.  That  may  be  entirely  controlled.  At  one  time  I  heard 
you  call  attention  to  the  law  of  Indiana. 

Mr.   Cullop.  On   real-estate   mortgages? 

Mr.  Thom.  On  real-estate  mortgages,  and  that  is  a  perfectly  prac- 
ticable and  feasible  method.  It  is  a  question  merely  of  the  policy 
that  Congress  desires  to  adopt  in  respect  to  it. 

Mr.  CuLLOP.  What  would  be  the  result  of  such  legislation  in  the 
event  that  the  mortgagee  and  mortgagor  lived  in  different  taxing 
jurisdictions? 
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Mr.  Thom.  Then  it  would  he  to  transfer  the  benefit  of  the  taxing 
power  from  one  jurisdiction  to  the  other,  as  to  some  \ahie  of  the 
asset. 

Mr.  CuLLOi".  Couhl  that  be  (h)ne  under  the  ]iowei'  of  tlie  State? 

Mr.  TiioM.  That  part  couhl  be  done.  The  whole  thin^;  could  be 
obviated,  though,  by  a  different  method  of  applying  the  (axing 
power. 

Mr.  Cmxop.  It  is  certainly  unfair  to  have  the  double  taxation  as 
it  is,  or  at  least  ought  to  be,  enforced  now  so  that  either  the  mortgagor 
or  mortgagee  should  have  some  relief,  so  as  to  avoid  double  tax- 
ation. 

Mr.  Thom.  The  justice  of  that  proposition  is  undeniable,  it  seems 
to  me.  How  far  it  is  practicable  as  a  system  of  taxation,  is  another 
question. 

Mr.  CuLLOP.  In  the  State  of  Indiana  we  have  a  law  relating  to 
mortgages  on  real  estate  that  upon  application  to  the  proper  an- 
thority  the  mortgagor  can  be  relieved  in  the  taxation  of  his  property 
in  an  amount  equal  to  the  mortgagee's  interest,  whatever  the  loan 
may  be.  Do  you  think  that  such  legislation  as  that  would  obviate 
the  matter  of  which  we  spoke  then  in  reference  to  double  taxation  ? 

Mr.  Thom.  Of  course,  that  removes  the  objection  of  double  tax- 
ation. 

Mr.  CuLLOP.  Xow,  as  to  the  reorganization  of  the  Interstate  Com- 
merce Commission,  wdiat  would  you  think  of  a  plan  to  reorganize  it 
on  the  plan  of  the  Federal  judiciary?  Take,  for  instance,  the  Inter- 
state Commerce  Commission,  composed  of  seven  or  nine  members  as 
the  supreme  authority,  and  then  divide  the  United  States  into  differ- 
ent districts  with  commissioners  to  hear  the  complaints  in  their  re- 
spective districts,  with  the  right  of  appeal  or  removal  to  anyone  who 
might  complain  of  a  ruling,  to  the  Interstate  Commerce  Commission, 
where  it  could  be  reviewed  just  as  you  do  now  in  cases  in  the  Federal 
courts  ? 

Mr.  Thom.  If  I  understand  your  question,  it  is  practically  the 
suggestion  which  I  have  been  advocating  here. 

Mr.  CuLLOP.  I  am  glad  to  Icnow  that  you  have. 

Mr.  Thom.  That  seems  to  me  to  be  in  principle  the  same. 

Now,  I  suggested  here,  in  the  course  of  my  remarks,  a  system  by 
which  the  Interstate  Commerce  Commission  should  consist  of  seven 
to  nine  members,  as  they  or  Congress  may  feel  is  the  necessary  num- 
ber, to  sit  in  Washington,  and  with  what  we  call  "  regional  commis- 
sions," to  correspond,  as  I  understand  it,  with  your  suggestion  of  a 
distribution  of  subordinate  bodies  into  districts  to  be  determined 
by  Congress. 

Mr.  CuLLOP.  Inferior  tribunals? 

Mr.  Thom.  Yes;  and  they  would  be  close  to  the  place  where  the 
complainants  were  and  would  live  there  and  be  acquainted  with  the 
local  atmosphere  and  local  conditions,  local  views;  and  they  could 
take  all  the  testimony,  hear  all  the  case  right  there ;  formulate  their 
conclusions  on  it,  and  send  them  up  to  the  Interstate  Commerce  Com- 
mission, where  it  would  be  subject  to  exception,  as  you  have  sifg- 
gested,  and  those  exceptions  to  be  argued  before  the  Interstate  Com- 
merce Commission  either  by  the  complainant  or  by  the  carrier,  or 
by  anybody  who  might  be  in  interest — any  community;  and  with 
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power,  likewise,  to  the  Interstate  Commerce  Commission  of  so  con- 
trolling the  matter  that,  even  without  exception,  they  may  say,  "  We 
will  not  let  that  decision  pass  through  here  notwithstanding  no  one 
objects  to  it,  because  it  puts  the  administration  of  the  law  in  that 
section  entirely  different  from  what  we  have  determined  on  for  the 
balance  of  the  country."  So,  as  I  understand  it,  Mr.  Cullop,  the 
suggestion  you  have  made,  and  the  view  I  have,  are  entirely  in 
harmony. 

Mr.  CuLLOP.  I  am  glad  to  know  that.  Supposing  you  were  to 
divide  the  United  States  into  12  or  16  different  jurisdictions  or  cir- 
cuits, with  a  commission  of  three,  who  would  occupy  the  relations 
with  the  Interstate  Commerce  Commission  that  a  district  court- 
Federal  court — now  occupies  to  the  Supreme  Court,  giving  such  a 
court  or  commission  the  right  to  hold  hearings  over  their  respective 
districts,  so  that  the  litigation  would  be  brought  close  to  the  people, 
and  with  the  right  of  appeal  to  the  Interstate  Commerce  Commis- 
sion by  filing  exceptions,  or  otherwise  as  might  be  provided  by  law, 
and  with  the  right  in  the  Interstate  Commerce  Commission  to  review 
the  question,  if  either  party  sought  to  have  it  reviewed;  could  you 
not,  in  that  way,  bring  the  settlement  of  all  these  disputes  near  the 
people  and  give  them  better  opportunity — in  fact,  both  sides — to  be 
heard  where  their  witnesses  reside,  and  where  the  questions  in  dispute 
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Mr.  Tho:m.  I  think  so.    May  I  illustrate  that  just  a  little? 

Mr.  CuLLOP.  Now,  in  the  event  of  doing  away  with  the  State  com- 
missions, about  which  you  have  spoken,  would  not  this  take  the  place 
and  afford  each  State  or  community  the  right  of  regulation  and  be 
no  conflict  between  the  two  authorities  ? 

Mr.  Thojm.  Yes;  except  that  I  have  not  advocated,  as  I  have  just 
explained,  doing  away  with  the  State  commissions,  but  in  the  respects 
that  the  jurisdiction  of  the  State  commission  was  transferred  to  the 
National  Government,  it  would  be  just  as  you  say.  Now,  may  I 
illustrate  what  I  know  to  be  the  difficulty — one  of  the  difficulties  ? 

Mr.  CuLLOP.  I  will  be  very  glad  to  have  you  do  so. 

Mr.  Thom.  This  is  what  I  know  to  be  one  of  the  difficulties,  which 
a  very  intelligent  State  commissioner  finds  in  respect  to  that  matter. 
He  says  he  is  constantly  against  the  determination  of  questions  which 
are  arbitrarily  limited  by  the  State  line,  whereas  the  transportation 
problem  does  not  limit  itself  by  those  lines.  At  the  same  time,  he 
says  it  is  very  important  to  have  a  local  conception  of  all  these 
matters;  but  if  you  could  have  some  such  body  as  you  and  I  are  re- 
ferring to— some  regional  or  district  subcommission — whose  juris- 
diction would  run  according  to  the  lines  of  transportation  instead 
of  according  to  the  arbitrary  lines  of  the  State,  he  believes  that  his 
usefulness  would  be  very  greatly  increased;  and  that  is  the  view 
which  has  appealed  to  me. 

Mr.  Cullop.  If  I  have  understood  you  correctly — and  I  think  I 
liave — it  is  your  contention  that  the  Federal  Government  has  a  right 
to  regulate  the  intrastate  as  well  as  the  interstate  transportation, 
under  the  power  of  the  commerce  clause  of  the  Constitution  ? 

Mr.  Thom.  If  it  is  done  by  an  instrumentality  engaged  in  inter- 
state commerce. 

Mr.  CuLLOP.  Certainly.  Now,  if  that  power  exists — and  I  think 
it  is  clear  from  the  decision  in  Two  hundred  and  thirtv-fourth 
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United  States  that  the  court  has  settled  that  proposition — what 
is  the  office  now  of  tlie  State  commissions,  in  the  event  the  interstate 
connnission  or  tlie  Federal  Government  should  take  jurisdiction  over 
that  matter? 

Mr.  Thom.  If  the  Federal  Government  takes  the  jurisdiction  over 
the  matter,  of  course  the  State  autliority  would  cease. 

Mr.  CuLLOP.  It  would  no  longer  iiave  any  functions  to  perform? 

Mr.  Tiio:m.  In  respect  to  the  particular  matter  over  which  the 
Federal  jurisdiction  was  constitutionall}'  extended. 

]\rr.  CuLLOP.  Xow.  do  you  construe  that  to  go  far  enough  to  regu- 
late the  police  powers  which  the  States  have  reserved  in  regard  to  the 
operation  of  roads,  such  as  the  building  of  depots,  relating  also  to 
crossings  and  grades,  and  other  things  that  are  connected  with  the 
operation  of  railroads? 

Mr.  Thom.  My  conception  of  the  constitutional  limitation  is  one 
thing;  my  belief  as  to  the  proper  ])olicy  is  another  thing,  in  respect 
to  the  ({uestion  you  have  just  asked.  My  belief  is  that,  constitution- 
ally, the  Federal  Government  would  have  authority  to  take  entire 
charge  of  the  instrumentality  of  interstate  commerce  in  all  its  rela- 
tionships. I  think  that  is  constitutionally  possible.  I  do  not  think 
it  is  wise  that  that  full  authority  should  be  exercised  at  the  present 
time. 

Mr.  CuLLOP.  Xow,  in  regard  to  the  bonding  of  roads  or  raising 
finances  for  them,  have  the  States,  through  their  commissions,  at- 
tempted to  exercise  authority  over  interstate  roads  in  relation  to  the 
bonding  of  them,  so  that  the  jurisdictions  have  been  conflicting? 

Mr.  Thom.  Yes. 

Mr.  CuLLOP.  There  are  already  instances  of  that  kind? 

Mr.  Thom.  Yes;  a  good  many. 

Mr.  CuLLOP.  You  spoke  the  other  day 

Mr.  Thom.  You  will  find,  if  you  are  interested  in  the  subject 
particularly,  a  very  interesting  case  of  the  general  power,  in  the 
Supreme  Court  of  Maryland,  where  Maryland  undertook  to  exercise 
that  power  in  regard  to  the  Baltimore  &  Ohio  road. 

Mr.  CuLLOP.  You  spoke  the  other  day  of  a  certain  amount  of  mile- 
age that  was  able  to  refund  or  bond  itself,  and  a  certain  number  of 
mileage  that  was  unable  to  bond  or  refund.  I  would  like  to  hear 
you  go  over  that  a  little  more  fully,  and  develop  the  idea  more  fully 
than  you  did  the  other  day.  I  think  you  mentioned  185,000  that  were 
unable  to  refund  or  bond  themselves,  and  49,000  that  were.  In  other 
words,  Avhat  is  the  cause  of  the  inability  of  this  great  number  of 
mileage?  I  might  ask,  further:  Is  it  because  it  is  bonded  to  its  full 
Aalue  now.  or  is  it  the  reckless  financing  or  management  of  the  road 
that  prevents  them  from  raising  the  necessary  capital  ? 

Mr.  Thom.  "WTiat  I  said  in  the  respect  that  you  are  now  alluding 
to  was  this:  I  was  referring  to  the  power  of  the  road  to  obtain  new 
money ;  not  for  the  purpose  of  refunding,  especially,  but  new  money 
for  the  purpose  of  creating  additional  facilities. 

Mr.  CuLLOP.  An  additional  amount  to  that  which  they  already 
have;  is  that  it?  '  . 

Mr.  Thom.  Yes. 

Mr.  CuLLOP.  That  is  what  I  wanted  to  bring  out. 

Mr.  Thom.  Yes:  and  I  was  trying  to  explain  the  view  that  I  en« 
tertain  of  the  great  desirability,  if  these  railroads  are  to  remain 
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stable,  of  being  able  to  finance  themselves  b}^  the  issue  of  stocks,  in- 
stead of  bonds;  and  I  stated  that  in  order  to  finance  by  the  issue  of 
stock,  the  general  view,  as  I  understand  it,  is  that  the  revenues  of  the 
roads  must  be  large  enough  to  pay  at  least  a  6  per  cent  dividend  on 
the  stock,  with  a  surplus  of  at  least  3  per  cent  in  addition,  and  that 
applying  that  test  there  were  39  railroads  which  have  a  mileage  of 
47,363  miles,  which  could  probably  be  financed  by  the  issue  of  stock 
at  par;  whereas  under  the  same  test  there  are  137  railroads,  having 
a  mileage  of  185,219  miles,  that  could  not  be  financed  by  the  issue  of 
stock  at  par. 

Mr  CuLLOP.  Now,  is  that  because  of  the  overbonding  or  the  terri- 
tory that  is  penetrated  by  these  roads,  or  because  of  the  manner  of 
financing  them  heretofore? 

Mr.  Thom.  I  think  you  will  find  the  causes  which  have  led  up  to 
that  to  be  mixed  causes.  I  do  not  undertake  to  deny — I  do  not  in  any 
way  take  the  position  that  some  of  the  objectionable  things  which 
have  been  done  in  respect  to  financing  railroads  have  not  had  an 
eflPect  on  the  public  estimate  of  railroad  management.  Whereas  these 
objectionable  things,  as  I  am  informed,  relate  to  only  about  10  per 
cent  of  the  mileage,  I  think  that  they  have  had  an  effect  upon  the 
public  mind,  but  I  do  not  think  that  that  alone  explains  it.  I  think 
that  after  alloAving  for  all  of  that  there  are  other  causes  and  other 
difficulties  which  have  created  insuperable  difficulties.  One  of  those 
is — and  these  things  that  I  am  now  referring  to  have  a  vastl}'  greater 
influence  on  the  general  view  of  the  investor  than  the  other  matters 
to  which  I  have  just  referred — that  there  is  no  power  on  the  part  of 
the  investor,  when  he  gets  his  money  in,  to  control  the  amount  of  the 
earnings  that  will  come  from  that  property;  that  there  is,  likewise, 
no  power,  speaking  in  general  terms,  for  him  to  control  his  expense. 
When  those  two  things  are  brought  together  the  very  fundamentals 
of  the  desirability  of  an  investment  are  involved.  If  you  can  not 
control  either  your  income  or  your  expenses,  you  find  that  your  chance 
of  success  is  very  much  limited,  ancl  when  you  find  also  that  those 
matters  are  controlled — both  of  them — by  considerations  w^hich  spring 
from  a  willingness  to  publicly  agitate  the  question,  to  determine  it 
by  political  exigencies  in  any  particular  case,  you  find  such  a  very 
serious  situation  created  that  the  investor  shrinks  from  entering  that 
field  of  investment  when  he  considers  the  attractions  that  may  be 
open  to  him  in  other  fields. 

Mr.  CuLLOP.  Has  not  a  great  deal  of  this  distrust  been  created  in 
the  public  mind  through  the  manipulation  of  the  stocks  and  securities 
of  the  railroads  on  the  boards  of  trade  and  stock  exchanges  of  the 
country?     The  bulling  and  bearing  of  the  market? 

Mr.  Thom.  I  have  no  doubt  that  those  things  apply  to  railroad 
securities  as  they  do  to  every  other  security.  But  let  me  say  that  1 
am  entirely  convinced  that  if  there  had  never  been  any  of  them,  if 
there  had  never  been  anything  in  railroad  financial  management  that 
was  criticized,  if  the  record  were  absolutely  clear  and  free  from 
criticism,  but  there  were  left  the  conditions  where  the  system  of 
governmental  regulation  was  repressive  and  corrective  only,  where 
there  was  no  control  over  revenues  and  no  control  over  expenses, 
you  Avould  find  the  same  condition  you  find  now  in  respect  to  the 
difficulty  of  financing. 
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Mr.  CuLLOP.  Is  there  any  good  reason  in  your  mind  why  the 
raih-oad  stock  or  bond  sliould  not  be  as  stable  in  the  markets  as  that 
of  any  otlier  stai)lc  products 

Mr.  Tiioar.  Yes;  there  is  a  very  good  reason. 

Mr.  CuLLOP.  I  would  be  glad  to  hear  you  state  what  it  is. 

Mr.  TiioM.  I  have  just  stated  that  where  the  amount  of  your  reve- 
nues is  beyond  your  control  no  amount  of  industry,  no  amount  of 
genius  can  affect  the  level  fixed  by  governmental  authority  on  your 
revenues,  and  no  amount  of  good  management  can  control  the  amount 
of  your  expenses;  and  therefore  where  the  net  earnings  is  so  abso- 
lutely beyond  the  control  of  the  num  who  puts  his  money  into  it 
there  arises  at  once  a  reason  of  overwhelming  consequence  why  the 
bonds  and  stocks  of  railroads  should  not  be  as  desirable  as  the  other 
character  of  investments  to  which  you  allude.  If,  however,  Govern- 
ment concludes  that  the  necessity  for  measures  of  correction  and 
repression  simply  without  anything  else  have  passed  and  that  there 
be  the  same  cooperative  spirit  in  the  regidation  of  these  enterprises 
of  railroads  as  is  in  the  banking  system  of  the  country,  I  believe  that 
an  immensely  greater  credit  will  be  attracted  to  them. 

Mr.  CuLLOP.  Do  you  think  these  are  the  reasons  which  have  occa- 
sioned the  wide  fluctuations  in  the  values  or  sales  of  the  stock  of  the 
same  road  which  frequently  occur  in  a  very  short  period  of  time 
and  without  any  reference  to  the  earning  capacity  of  the  roads  ? 

Mr.  Thom.  I  think  if  you  will  watch  the  stock  markets  you  will 
see  that  the  fluctuations  in  railroad  securities  is  nothing  like  as  great 
as  in  other  securities,  and  I  think  if  you  watch  the  stock  markets 
in  respect  to  the  stock  you  will  see  that  the  sales  are  very  much  better. 
In  other  words,  the  spirit  of  the  speculative  public  is  one  which 
makes  wild  speculation,  and  the  spirit  of  the  public  in  these  matters 
is  very  much  different. 

Mr.  CuLLOP.  Such  wide  changes  and  fluctuations  do  not  occur  in 
the  stock  of  banks,  trust  companies,  real-estate  mortgages,  and  kin- 
dred securities ;  then,  why  is  it  that  they  do  occur  so  rapidly  in  rail- 
road securities? 

Mr.  Thom.  I  say  I  think  your  facts  are  wrong  there.  I  do  not 
think  that  the  fluctuations  in  railroad  securities  are  anything  like 
as  gi^eat  as  in  many  other  classes  of  investment.  You  probably  refer 
to  some  historic  incidents  when  there  were  these  great  fluctuations; 
they  occurred  for  special  reasons.  They  have  occurred  not  only  with 
respect  to  railroad  securities,  but  in  respect  to  others.  For  every 
railroad  stock  that  has  had  a  history  of  great  advance  or  great  decline 
I  think  I  can  name  some  security  of  another  class  of  industry  that 
has  had  the  same,  and  that  now  the  wide  fluctuations  are  in  other 
classes  of  securities  instead  of  in  railroad  securities,  because  they  are 
practically  neglected. 

Mr.  CuLLOP.  Have  they  not  been  neglected  because  of  the  distrust 
or  the  fear  that  the  public  has  of  them  from  former  manipulations 
of  them  on  the  stock  markets? 

Mr.  Thom.  I  do  not  think  so.  I  have  explained  my  view  about  that. 
I  think  if  all  that  was  withdrawn  that  the  great  fact  which  I  have 
attempted  to  express  here  would  control  the  matter  anyhow,  and  in 
saying  that  I  am  not  at  all  losing  sight  of  the  fact  that  in  railroad 
finances,  as  well  as  in  any  other  kind  of  finance,  as  well  as  in  any  other 
kind  of  business,  there  has  been  objectionable  practices. 
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Mr.  CuLLOP.  There  have  been  very  great  abuses,  have  there  not? 

Mr.  Thom.  There  have  been  abuses.  They  have  been  confined  to  a 
small  area,  hoAvever. 

Mr.  CuLLOP.  Do  you  not  believe  that  confidence  could  be  restored 
in  the  public  mind  so  as  to  invite  capital  into  this  line  of  investment 
if  there  were  provided  a  method  for  the  issuing  of  stocks  and  bonds 
for  railroads;  for  instance,  that  they  could  only  be  issued  upon  the 
filing  of  a  petition  with  the  Interstate  Commerce  Commission  pro- 
viding for  what  purpose,  what  amount,  and  regulating,  fixing  the 
minimum  price  at  which  they  should  be  sold,  so  that  the  purchaser 
would  know  the  purpose  for  which  the  additional  finance  was  to  be 
raised  and  that  his  investment  would  be  applied  to  that  particular 
purpose  ? 

Mr.  Thom.  I  think,  Mr.  Cullop,  that  is  but  one  of  the  things  to  do. 
Of  course  j^ou  know  that  that  is  a  thing  that  I  think  ought  to  be 
done.  You  have  heard  me  say  so  before  your  committee  often;  you 
li.ave  heard  me  say  so  here.  But  that  is  only  one  of  the  things  to  be 
done.  We  have  got  to  convince  that  investor  not  only  that  the  Gov- 
ernment approves  of  the  issue  of  the  special  security  and  approves 
of  all  the  other  matters  to  which  you  have  alluded,  but  you  have  got 
to  convince  him  further  that  there  is  going  to  be  a  proper  return  on 
them,  and  unless  you  convince  him  of  the  latter  he  does  not  care  how 
much  you  supervise  the  issue  of  securities ;  he  will  not  take  them,  be- 
cause what  he  is  after  is  his  return,  and  unless  he  is  assured  of  that 
he  will  not  invest. 

Mr.  Cullop.  The  increase  of  rates  reduces  the  amount  of  business 
or  patronage  of  the  railroad,  does  it  not  'i 

Mr.  Thom.  No,  sir;  the  increase  of  rates  up  to  a  reasonable  point 
would  not  reduce  the  volume  of  traffic.  The  traffic  is  not  created 
simply  by  low  rates.  If  there  is  a  profit  in  the  transaction  of  the 
shipment  in  question  after  paying  the  rate  the  traffic  will  move,  and 
you  have  got  to  get  a  prohibitory  rate  before  you  reduce  business. 
You  do  not  get  to  the  prohibitory  rate  by  making  a  reasonable  rate. 

Mr.  Cullop.  Take  certain  lines  of  products  that  bring  a  low  price 
on  the  market,  farm  products,  if  the  rates  are  low  will  it  not  invite 
traffic  in  that  line  of  products  ? 

Mr.  Thom.  It  will  not  invite  traffic  in  that  line  of  produce  unless— 
I  will  say  it  will  not  retard  the  movement  of  that  class  of  traffic  until 
you  make  the  shipment  an  unprofitable  one.  As  long  as  it  is  within 
the  range  of  a  profitable  and  attractive  business  to  the  farmer  his 
product  will  move. 

Mr.  Cullop.  But,  if  the  rates  were  lower,  would  it  not  inspire  him 
to  activities  along  lines  of  production  that  he  would  not  now  engage 
in  at  all?  Many  products  on  the  farm  can  be  raised  without  prac- 
tically any  additional  labor.  In  the  cities  there  is  a  demand  for 
them,  but  the  rates  are  such  that  he  can  not  afford  to  ship  them  for 
the  price  they  Avill  bring,  although  they  are  desired  in  many  con- 
gested centers  of  po])ulation.  Xow,  if  that  rate  was  down  to  a  lower 
figure  where  he  could  afford  to  produce  and  put  on  the  market  his 
product,  would  it  not  multiply  business  as  well  as  revenues  for  the 
railroad  companies? 

Mr.  Tho]m.  I  think  the  difference  between  the  idea  that  is  in  your 
mind  and  mine  is  that  you  are  using  the  words  "  low  rates,"  just 
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siniplj'  low  rates  without  the  rehitivity  in  it  at  all.  You  say,  would 
not  a  low  rate  bring  about  traffic.     I  say 

Mr.  CuLLOP.  I  should  like  to  modify  that  a  little. 

Mr.  Thom.  Will  you  let  me  finish  Avhat  I  was  trying  to  say  ? 

Mr.  CuLLOP.  Yes,  sir. 

Mr.  Thom.  I  say  that  if  the  rate  is  low  enough  in  relation  to  what 
the  product  will  bring  on  the  market  it  will  do  all  that  is  necessary 
to  stimulate  traffic.  The  mere  making  a  rate  low  enough  to  move 
the  traffic  anyhow  and  then  lowering  that  rate  which  already  moves 
the  traffic,  would  not  move  more  traffic.  It  is  a  question  at  last  of  the 
commercial  merits  of  the  proposition.  Here  is  a  farm  product 
which  on  existing  rates,  is  profitable  for  the  farmer  to  send  to  market. 
Now,  he  will  send  that  if  it  is  profitable  to  him,  and  by  cutting  that 
rate  in  half  he  will  not  send  any  more  of  it,  because  he  is  already 
induced  by  the  profitableness  of  the  transaction  to  engage  in  the 
business.  And  I  will  say  further  tliat  the  farmer's  interest  is  not  in 
the  low  rate  alone,  or  principally.  Wliat  is  his  interest  is  to  be  able 
to  get  to  the  market  on  reasonable  terms,  and  he  wants  facilities, 
and  he  is  interested  in  that  rate  being  high  enough  to  guarantee  the 
facilities,  and  he  is  interested  in  that  vastl}^  more  than  he  is  in  just 
having  rates  indiscriminately  slaughtered. 

Mr.  CuLLOP.  Now,  there  are  certain  products  which  can  be  raised 
on  farms  Mdthout  additional  labor,  practically.  They  are  a  cheap 
line  of  products,  much  desired  in  congested  centers  of  population, 
for  food,  but  because  of  the  rate  charged  for  transporting  them  to 
markets,  say  a  hundred  miles,  they  are  unable  to  produce  and  put 
them  on  the  market.  It  seems  to  me  that  if  a  rate  was  fixed,  without 
additional  cost  in  transportation  to  the  railroad  company  which  is 
operating  its  trains,  not  to  the  capacity  in  many  instances,  of  the 
motive  power,  it  Avould  add  revenues  to  the  roads,  as  well  as  relieve 
an  embarrassing  situation  existing  throughout  the  country,  especially 
at  this  time,  in  the  shortness  of  food  products,  and  add  ver}-  ma- 
terially to  the  revenues  of  the  raih'oacls.  I  never  could  understand 
why  railroads  do  not  meet  that  situation. 

Mr.  Thom.  I  think  you  wall  find,  Mr.  Cullop,  that  they  do  meet 
it,  and  not  only  that,  that  if  they  do  not  meet  it  that  Government 
has  assumed  the  power  of  making  them  meet  it.  These  rates  are 
Government  fixed.  Now,  I  will  give  you  an  illustration  of  what 
you  are  talking  about,  I  think.  Suppose  there  is  a  manufacturer  of 
tobacco  that  has  10  boxes  that  he  wants  sent  down  to  the  station  and 
shipped,  and  he  gets  a  wagon  to  take  them,  and  that  wagon  comes 
along,  but  has  space  for  12  boxes  instead  of  10,  and  that  the  maii 
who  has  the  10  boxes  is  willing  to  pay  20  cents  a  box  to  get  them 
down  there — ^$2,  Now%  his  next-door  neighbor  is  a  manufacturer  of 
tobacco,  too,  and  there  is  space  in  that  wagon  for  2  additional  boxes, 
and  he  comes  out  and  says,  "  You  have  got  vacant  space  there,  and 
I  will  give  you  10  cents  a  box  to  take  2  boxes  down."  Now,  you 
think  that  he  ought  to  have  the  authority  to  carry  those  extra  2 
boxes  at  10  cents,  because  he  has  got  the  transportation  capacity 
there.  He  is  going  to  the  station  anyhow,  but  the  result  of  that  is 
generally  this:  That  load  now,  under  the  supposition  that  I  have 
made,  will  pay  $2,20.  The  result  of  that  is  this,  that  when  this 
wagoner  agrees  to  take  those  2  boxes  for  10  cents,  the  man  who  is 
willing  to  pay  20  cents  a  box  says,  "  You  must  take  all  of  my  10  boxes 
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for  10  cents.  So  that  when  he  does  that,  instead  of  that  load  paying 
$2.20,  the  load  pays  $1.20.  There  are  thousands  of  those  situations 
that  have  to  be  taken  into  consideration  by  rate-making  bodies ;  but 
we  are  discussing  here  the  perfection  of  those  rate-making  bodies 
so  that  they  will  adequately  respond  to  whatever  the  commerce 
conditions  require. 

Mr.  CuLLOP.  Is  it  not  the  experience  that  the  enactment  of  2-cent 
fare  bills  in  a  number  of  the  States  has  a  tendency  to  verj'  materially 
increase  the  revenues  of  the  the  railroads  because  of  the  reduction  of 
passenger  fares? 

Mr.  Thom.  That  is  a  very  much  disputed  question. 
Mr.  CuLLOP.  It  did  increase  the  travel,  did  it  not? 
Mr.  Thom.  Some  people  think  it  did  and  some  people  think  it  did 
not.  The  general  consensus  of  opinion  is  that  while  it  induced  some 
additional  travel  it  reduced  passenger  rates  so  low  that  the  pas- 
senger business  was  not  contributing  its  part  to  the  upkeep  of  the 
facility,  and  that  the  burden  of  keeping  that  up  was  on  the  shippers 
of  freight;  and  the  burden  to  an  unjust  extent  was  on  the  shippers 
of  freight,  so  much  so  that  the  Interstate  Commerce  Commission  has 
examined  that  question  and  has  so  declared  and  has  directed  the 
passenger  fares  to  be  increased. 

Mr.  CuLLOP.  But  was  it  not  a  fact,  at  least  in  some  jurisdictions, 
that  instead  of  decreasing  the  revenues  of  the  railroads  or  making  it 
an  additional  burden  upon  the  shipper,  on  the  contrary,  it  did  in- 
crease the  revenues  of  the  railroads  ?  • 

Mr,  Thom.  Of  course,  I  can  not  say  what  has  happened  in  all  of 
the  jurisdictions.  I  do  not  know ;  but  where  it  has  been  examined 
the  contrary  effect  has  been  declared,  and  the  representatives  of  the 
public  have  directed  that  the  passenger  rates  be  increased. 

Mr.  CuLLOP.  Now,  the  operation  of  trains^the  expense  has  been 
very  materially  reduced  by  more  powerful  facilities,  has  it  not? 
For  instance,  formerly  one  engine  w^oulcl  pull  a  train  of  25  freight 
cars ;  no  car  in  that  train  would  have  a  capacity  of  more  than  28,000 
pounds.  Now,  one  engine,  with  the  same  number  of  men  in  the 
crew,  will  draw^  a  hundred  cars,  with  a  capacity  running  from 
50,000  to  150,000  pounds  in  each  car.  The  same  number  of  men  man 
a  train  of  the  increased  capacity  that  were  required  to  man  the  train 
of  smaller  capacity.  Has  not  a  great  saving  been  brought  about  to 
the  railroads  in  the  working  of  this  reform  or  increased  efficiency  ? 

Mr.  Thom.  I  think  it  is  one  of  the  greatest  tributes  to  railroad 
management  that  in  the  face  of  their  increasing  costs,  their  larger 
expenditures  for  labor,  of  their  larger  expenditures  for  materials, 
of  their  greater  facilities  which  the  public  was  demanding,  the 
better  roadbeds,  heavier  rails,  larger  yards  and  terminals,  that 
they  have  done  everything  that  human  inventive  genius  would  per- 
mit to  decrease  the  cost  by  adding  to  the  tractive  power  of  the 
engines,  by  adding  to  the  character  of  their  facilities,  and  the  result 
has  been  in  the  direction  that  you  state,  to  enable  them  to  carry  a 
unit  of  freight  at  a  lower  cost  for  the  charges  that  I  am  alluding  to; 
but  the  general  opinion  seems  to  be  that  about  the  limit  of  tractive 
power  of  engines  has  been  reached.  Of  course,  you  realize  that  when 
you  got  to  the  larger  tractive  power  of  engines  you  add  to  their 
weight.  When  you  move  100  cars  in  a  train  you  add  to  its  w^eight, 
and  that  involves  also  very  much  heavier  and  stronger  rails  and 
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roadbed,  and  that  also  requires  greatly  strengthened  bridges  to  carry 
those  cars.  Now,  everythino-  that  railroad  people  have  been  able  to 
think  of  has  been  done  "in  that  direction,  and  their  achievements  have 
been  very  great.  The  result  is  that  their  expenses  do  not  stand 
Avhere  they  were  before  these  improvements  were  introduced. 

Here  comes  along  a  demand  for  $50,000,000,  perhaps,  for  increased 
wages,  and  the  other  classes  of  things  that  I  have  alluded  to  have 
added  to  their  expenses.  They  are  not  making  anything  like  the 
same  progress  in  enlarging  their  net  earnings  that  these  things 
would  have  effected  if  other  things  had  stood  still,  and  the  result  1 
am  telling  you  about  is  not  the  result  back  yonder  before  these  things 
were  done,  but  the  result  after  they  Avere  done.  It  is  a  condition  t.hat 
confronts  the  country  to-day,  notwithstanding  the  introduction  of  all 
of  these  great  advances  to  "which  you  have  alluded,  and  something 
seems  necessary  to  be  done  in  order  to  insure  the  public  the  facilities 
if  they  are  to  be  furnished  in  the  way  they  have  heretofore  been 
furnished.  .  . 

Mr.  CuLLOP.  Now,  were  not  all  of  these  increased  facilities  econo- 
mies to  the  railroads,  instead  of  adding  to  the  expense?  For  in- 
stance, they  now  have  steel  cars.  The  steel  car  lasts  much  longer 
and  endures  much  greater  service  than  the  old  wooden  cars  did.  The 
heavy  rail  is  more  durable  and  more  lasting  than  the  light  rail  was 
which  was  used  in  the  earlier  period  of  railroad  building,  and  in  the 
end  does  it  not  make  the  operation  of  the  roads  cheaper  than  for- 
merly, because  of  these  economies  in  the  use  of  more  durable  mate- 
rial for  the  operation  of  the  trains  ? 

Mr.  Thom.  Not  when  you  consider  all  of  the  increases  that  have 
come  in  other  matters.    Now,  it  may  be 

Mr.  CuLLOP.  Now,  we  are  getting  to  where  I  wanted  to  get.  Have 
not  the  increases  come  in  high-salaried  officers— presidents,  vice  presi- 
dents, general  managers,  and  lines  of  that  kind  ?  Do  you  think  any 
railroad  president  in  this  country  is  worth  $100,000  a  year  to  that 
road,  or  to  that  investment,  and  do  you  not  think  that  that  is  an 
imposition  upon  the  man  who  invests  his  money  in  that  property? 
Could  he  get  that  at  anything  else  that  he  would  be  employed  in, 
and  does  not  he  get  his  position  through  favoritism,  by  the  manipu- 
lation of  the  management  of  the  road  in  his  selection? 

Mr.  Thom.  Now,  Mr.  Cullop,  I  do  not  suppose  you  have  at  all 
investigated  that  matter,  if  you  ask  such  a  question. 

Mr.  Cullop.  I  may  not  have,  but  I  am  trying  to  get  information 

on  it. 

Mr.  Thom.  Do  you  know  what  a  very  small  percentage  ot  all  the 
expenses  of  a  railroad  is  involved  in  the  matters  that  you  have  alluded 
to,  and  that  you  might  wipe  them  all  out? 

Mr.  Cullop.  I  concede  it  is  small,  but  it  is  that  much  of  the  revenue 
that  is  being  consumed. 

Mr.  Thom.  Now,  just  let  ine  answer  your  question,  l  ou  asked  me 
a  question:  let  me  answer  it.  I  will  say  to  you  that  if  everyone  of 
those  officers  worked  for  nothing,  and  gave  their  time  and  their  skill, 
with  the  same  enthusiasm  and  earnestness  that  they  give  it  now,  it 
would  not  affect  this  problem  at  all,  because  the  amount  actually 
involved  is  so  verv  little.  Now,  as  to  whether  there  is  any  railroad 
president  in  the  United  States  getting  $100,000  a  year,  I  do  not  know ; 
perhaps  you  do.    I  have  never  heard  of  any. 
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Mr.  CuLLOP.  I  do  not  know. 

Mr.  Thom.  Then,  why  do  you  say  so? 

Mr.  CuLLOP.  I  have  understood  so. 

Mr.  Thom.  Exactly.  Now,  I  do  not  know,  and  you  say  you  do  not 
know  it ;  but  I  venture  to  say  this,  that  the  railroad  presidents  of  this 
country  have  been  selected,  not  out  of  favoritism,  not  out  of  manipu- 
lation, but  because  of  the  belief  on  the  part  of  the  people  that  selected 
them  that  they  were  the  best  men  for  the  job  and  that  they  could 
give  much  more  than  the  salary  that  is  paid  in  the  management  of 
those  tremendous  affairs. 

You  can  not  get  a  man  that  is  too  big  for  the  responsibilities  of 
trying  to  make  a  success  of  the  facilities  which  he  is  using  in  the 
public  service  in  this  country  on  these  railroads.  It  is  a  tremendous 
job,  and  the  reason  that  they  get  such  salaries  as  they  do  is  because 
of  that  belief  and  not  because  of  favoritism  and  manipulation.  Of 
course,  I  am  speaking  generally.  I  have  no  particular  cases  in  my 
mind,  but  that  has  been  my  observation  of  these  matters. 

Mr.  CuLLOP.  Now,  is  not  some  of  the  mistrust 

Mr.  Thom  (continuing).  And  the  men  who  have  done  so  have 
usually  come  up  from  the  ranks,  where  they  had  no  favoritism  and 
where  they  have  hewn  their  own  way  by  the  things  they  have  shown 
they  could  do, 

Mr.  Cuixop.  Do  you  think  any  of  the  mistrust  that  now  exists, 
of  which  you  speak,  in  the  minds  of  the  financiers  was  created  be- 
cause of  the  manner  in  which  supplies  for  railroads  and  the  opera- 
tion of  the  properties  owned  by  the  same  stockholders  a  few  years 
ago — for  instance,  take  coal  mines :  It  was  a  common  habit  of  a 
number  of  men  who  had  the  management  of  a  railroad  in  hand  to 
buy  up  a  large  acreage  of  coal  land  and  open  coal  mines.  Their 
connection  with  the  railroads,  of  course,  gave  them  favorites — favor- 
itism that  the  independent  operator  could  not  get,  until  in  some 
localities  they  worked  very  greatly  to  the  detriment  of  the  inde- 
pendent operator,  and  in  some  instances  put  them  out  of  commission. 

Now,  do  you  think  that  those  things  had  anything  to  do  with 
creating  the  distrust  in  the  minds  of  the  financiers  that  made  them 
hesitate  about  investing  in  railroad  securities  ? 

Mr.  Thom.  I  think  wherever  anything  of  that  sort  has  been  dis- 
closed it  has  been  condemned.  But  I  think  you  might  wipe  them  all 
out  and  you  would  still  be  confronted  with  the  problem  you  are 
to-day;  and  they  have  not  had  sufficient  influence  upon  the  investors 
to  prevent  them  from  going  into  these  investments,  if  they  were 
otherwise  assured  by  a  proper  and  cordial  Government  control. 

Mr.  CuLLOP.  Would  they 

Mr.  Thom.  Now,  right  there,  in  that  connection,  let  us  get  the 
value  of  that  idea  in  its  relation  to  the  duties  imposed  upon  ybu 
gentlemen  on  this  committee.  Let  us  get  that.  If  it  is  to  have  any 
decisive  bearing  upon  the  problem  which  you  are  to  decide,  we  would 
have  to  determine  that  those  things  now  exist  to  an  extent  that  if  they 
were  all  wiped  out  your  problem  would  be  solved.  Now,  I  do  not. 
believe  that  to  be  the  case.  I  believe,  however,  that  the  existence  of 
those  things  in  the  past  does  justify  a  retention  in  your  system  of 
regulation  of  powers  adequate  to  deal  with  them,  if  any  of  them  con- 
tinue to  exist  or  any  of  them  appear  in  the  future.    We  think  that 
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fully.  But  I  believe  your  problem  goes  far  beyond  that.  You  are 
confronted  not  now  with  the  necessity  of  removing  abuses — because 
I  believe  everybody  admits  that  the  laws  are  adecjuate  to  that  pur- 
pose now — but  you  are  confronted  with  the  problem  of  assuring  to 
the  commerce  of  the  future,  as  ^\  ell  as  to  the  present,  adequate 
facilities,  and  your  taslv  will  not  be  done  by  simply  talking  about 
abuses,  because  you  get  nowhere,  for  the  people  you  represent,  as 
to  the  future,  when  you  talk  merely  about  abuses.  You  have  got 
to  go  beyond  that,  and  say,  "  We  will  remove  all  the  abuses,  but  we 
Avill  not  be  content  with  that ;  we  will  assure  to  the  American  public 
sufficient  transportation  facilities  for  their  present  commerce,  and 
their  commerce  as  it  grows  in  the  future." 

Therefore  I  have  attempted  to  try  to  give  the  proper  value  to  what 
you  have  stated,  and  what  I  have  heard  otherwise  in  respect  to  abuses, 
but  to  not  let  that  in  any  way  obscure  the  real  thing  that  is  before 
the  statesmanship  of  this  country,  and  that  is  to  provide  an  adequate 
transportation  facility  system,  with  adequate  facilities  for  the  needs, 
not  of  the  railroads,  but  of  the  public  that  you  gentlemen  represent. 

Mr.  CuLLOP.  But  in  order  to  get  the  public  to  understand  w  hat  the 
future  work  is  to  be,  in  preparing  the  way  for  giving  assistance  to 
this  great  question,  the  public  must  understand  what  the  abuses  have 
been,  so  that  adequate  means  can  be  provided  to  prevent  their  recur- 
rence. Now^,  along  that  line,  was  it  not  a  fact,  with  reference  to 
some  of  the  coal  properties  that  I  have  spoken  of,  owned  by  many 
roads,' that  when  there  was  great  demand  for  coal,  in  large  cities, 
the  cars  of  the  companies  hauling  coal  from  these  mines  were  used 
as  storehouses  ?  In  other  words,  they  kept  their  coal  in  the  cars  and 
kept  the  cars  out  of  transportation  for  periods  of  time — sometimes 
two  or  three  weeks.  Were  you  acquainted  with  that  condition  that 
occurred  with  some  roads  ? 

Mr.  Thom.  I  am  not  more  acquainted  with  that  than  any  other 
man  who  reads  the  newspapers.  There  are  vast  numbers  of  railroads 
in  this  country  which  are  not  coal  roads.  There  are  a  vast  number  of 
roads  in  this  country  which  are  coal  roads  of  which  that  can  not  be 
said.  It  may  be  said  of  some,  but  I  wish  to  present  to  your  minds  the 
thought  that  the  thing  wdiich  is  now  in  the  way  of  the  investors  is 
not  those  matters  which  the  general  belief  in  the  country  is  to  the 
effect  have  already  been  adequately  attended  to  by  the  lawmaking 
power,  but  it  is  the  attitude  of  the  lawmaking  power  that  will  not 
recognize  the  necessity  for  adequate  net  returns  in  order  to  be  a 
basis  for  proper  credit  for  these  carriers. 

Mr.  CuLLOP.  But  was  not  management  of  this  kind  one  of  the 
material  things  that  prevented  roads  from  making  earnings  so  as  to 
make  their  stocks  attractive  to  the  public? 

Mr.  Thom.  Not  as  I  know  of,  but  I  do  not  see  how  it  affects  earn- 
ings; but  if  it  did,  then,  since  the  investigations  which  are  in  your 
mind  took  place,  these. matters  were  years  ago  discarded  as  methods, 
and  yet  we  still  find  this  difficulty  aJDOut  earnings.  We  still  find  in 
the  public  mind  the  idea  that  every  time  you  speak  of  a  railroad 
somebod}^  gets  up  and  talks  about  abuses  and  punishment,  and  the 
investors  are  not  going  into  an  industry  where  the  men  who  control 
its  destinies  are  all  the  time  talking  about  punishment  and  all  the 
time  talking  about  correction,  and  never  a  word  of  help.  It  is  not 
going  to 
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Mr.  CuiiLOP.  But  if  you  will  remove  the  abuses  help  will  then  vol- 
untarily come.  That  is  one  angle  of  looking  at  the  matter.  Now, 
let  me  ask  you,  are  not  the  railroads  now  carrying  more  commerce 
at  a  better  price  than  ever  before  in  the  history  of  the  railroad  busi- 
ness in  this  country  ? 

Mr.  Thom.  The  war  in  Europe  has  stimulated  an  extensive  addi- 
tion in  the  commerce  of  this  country,  and  I  do  hope  that  the  mistake 
will  not  be  made  of  basing  the  system  of  regulation  which  is  to  apply 
in  all  times  on  the  exceptional  conditions  created  by  this  great  world 
catastrophe. 

Mr.  CuLLOP.  Are  not  the  men  who  operate  those  industries  making 
preparation  for  greater  business  after  the  war  than  they  are  now 
doing?  Are  not  all  of  the  large  industries  of  the  country  increasing 
their  capacity,  extending  their  plants;  have  they  not  taken  survey 
of  what  the  future  will  be  in  Europe  and  in  this  country^  and  ex- 
pecting to  do  a  much  larger  business  in  the  future  than  they  are 
doing  now  ? 

Mr.  Thom.  I  thought  it  was  a  matter  of  profound  uncertainty 
in  the  public  mind  as  to  whether  or  not  there  will  be  an  increased 
business  after  the  Avar.  I  thought  the  general  conception  was  that 
it  would  likely  not  be,  and  every  time  you  talk  about  peace  you  will 
find  a  cold  shiver  go  down  the  backs  of  these  men  who  have  enlarged 
their  plants. 

Mr.  CuLLOP.  They  are  enlarging  them,  are  they  not? 

Mr.  Thom.  Some  of  them — I  do  not  know  whether  they  are  now — 
but  some  of  them  did  for  war  purposes. 

Mr.  CuLLOP.  The  Bethlehem  Steel  Works  made  a  very  large  ad- 
dition, costing  something  like  $90,000,000? 

Mr.  Thom.  I  know  nothing  more  about  that  than  you  do,  from 
reading  in  the  newspapers. 

Mr.  CuLLOP.  I  saw  the  interview  of  the  head  of  the  institution. 
Now,  certainly  he  is  not  unwise  enough,  in  view  of  his  conduct,  to 
expect  the  bottom  to  fall  out  of  the  business  after  the  war? 

Mr.  Thom.  And  neither  do  I  expect  the  bottom  of  the  business  to 
fall  out  after  the  war,  but  I  expect  very  great  changes  in  the  eco- 
nomic conditions  relating  to  business  after  the  war,  and  I  can  not  tell 
what  it  will  be.  We  can  not  tell  what  will  be  the  opportunities  for 
our  products  to  get  in  the  markets  of  the  world  after  the  war.  We  do 
not  know  what  their  buying  capacity  will  be,  and  we  know  nothing 
and  will  know  nothing  until  at  the  end  of  the  war.  One  man  will 
come  along  and  say,  "  It  think  there  will  be  great  need  for  steel  after 
the  war,  because  of  the  great  destruction,  and  I  will  take  that  side 
of  the  proposition'';  another  man  of  equal  judgment  may  say,  "I 
do  not  know  that  we  will  control  that  business  after  the  war.  It  may 
go  to  another  country."  There  you  are.  Everything  is  an  uncer- 
tainty. 

Mr.  Cuixop.  Taking  the  situation  as  it  appears  now,  with  the  num- 
ber of  men  that  have  been  put  out  of  commission  there  because  of 
the  war,  the  destruction  of  manufacturing  plants,  the  exhaustion  of 
their  finances  in  the  war — waste — would  it  not  appear  most  reason- 
able that  the  business  of  this  country,  the  commerce  of  it,  would 
necessarily  increase  very  largely  after  the  war  is  over,  because  the 
fellows  in  the  trenches  over  there  Avill  not  arise  to  produce  any  more  ? 
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Mr.  Tiio.Ai.  No:  but,  Mr.  Ciillop,  you  have  got  to  consider  the 
vastly  increased  etHciency  of  the  men  and  the  nations  who  have  gone 
through  this  great  discipline.  You  do  not  know  what  it  will  be. 
You  know  you  have  got  men  who  have  been  taken  away  from  luxury, 
Avho  have  known  all  the  discipline  of  need  and  all  the  discipline  of 
self-control,  and  you  are  going  to  put  them  back,  as  a  force,  to  re- 
build the  civilization  of  those  devastated  countries.  Now,  what  they 
are  going  to  accomplish  we  can  not  tell,  but  we  do  know  that  those 
men  will  accomplish  more  than  they  would  if  they  had  not  gone 
through  that  ordeal. 

Mr.  CuLLOP.  But  it  will  take 

Mr.  TiioM.  But  I  want  to  say  this:  I  want  to  say  that  for  us  to 
establish  our  system  of  government — I  mean,  rather  than  our  system 
of  government,  our  policies  of  government — upon  a  war  basis  of 
business,  would  in  my  opinion  be  the  most  short-sighted  policy  you 
could  get  up. 

Mr.  CuLLOP.  I  agree  with  you  on  that.    I  am  speaking 

jNIr.  Thom.  Now,  when  we  are  talking  about  more  business  and 
more  earnings,  Ave  get  back  at  last  to  what  we  are  talking  about  in 
the  main  in  this  investigation,  and  that  is  a  perfected  system  of 
transportation,  and  are  we  to  base  that,  as  sensible  men,  on  the  ex- 
ceptional conditions  brought  about  by  the  great  commercial  changes 
incident  to  this  war,  or  base  it  upon  the  average  conditions  which 
will  apply  in  the  future,  in  time  of  peace? 

Mr.  CuLLOP.  Now,  one  of  your  plans  for  assisting  business  is  the 
national  incorporation  of  railroads,  as  I  understand  you. 

Mr.  Thom.  I  think  that  would  be  the  most  beneficial. 

Mr.  CuLLOP.  In  view  of  the  fact  that  the  Federal  Government  now 
has  the  power  to  regulate  both  interstate  and  intrastate  charges  on 
commerce,  what  additional  assistance  would  the  Federal  incorpora- 
tion be  over  the  present  plan  other  than  the  one  of  making  it  easier 
to  handle  in  the  financing  of  railroads  ? 

Mr.  Thom.  I  think  it  would  simplify  the  whole  subject  of  regu- 
lation and  would  assure  a  national  policy  on  all  the  matters  that 
would  atfect  the  destinies  of  railroad  investment. 

Mr.  CuLLOP.    That  would  be  the  real  benefit  in  it,  in  your  opinion  ? 

Mr.  Thom.  I  believe  that  you  can  handle  this  great  question,  di- 
vided up  in  authority,  with  different  sources  of  power  in  different 
roads,  and  with  a  different  measure  of  what  they  may  do  in  a  cor- 
porate way.  But  where  you  have  to  organize  this  country  now 
you  have  got  to  make  it  efficient.  You  have  not  got  one  railroad 
handling  a  part  of  your  interstate  and  foreign  commerce  with  very 
limited  corporate  powers,  and  another  with  ample,  because  you  do 
not  want  a  limitation  upon  your  agents.  You  want  the  power  to 
determine  the  entire  corporate  capacity  of  your  instrumentality  of 
interstate  commerce,  and  you  can  not  do  that  except  through  national 
charter. 

Mr.  CuLLOP.  Now,  the  national-charter  plan  will  be  very  strongly 
resisted  or  opposed  by  the  States,  because  it  would  deprive  them 
of  a  source  of  great  revenue,  would  it  not? 

Mr.  Thom.  I  do  not  think  so.  What  do  you  mean  by  the  revenue  ? 
T  have  not  got  that  in  my  mind. 


366  mTEESTATE   AND  FOKEIGN   TKANSPORTATION. 

Mr.  Cuixop.  Well,  nearly  every  State  in  the  Union  charges  a  per- 
centage for  the  granting  of  a  charter,  a  certain  per  cent  of  the  capi- 
talization, which  makes  quite  a  great  revenue  to  the  States.  Other- 
wise by  national  incorporation  the  States  would  lose  that  source  ot 
revenue,  and  hence  would  be,  for  that  reason,  if  for  none  other,  op- 
posing the  change  of  plan. 

Mr.  Thom.  I  did  not  know  that  that  was  a  very  great  revenue; 
but  if  it  is,  somebody  has  got  to  pay  it.  Now,  who  is  going  to  pay  it  ? 
Is  it  a  proper  charge  to  put  upon  the  general  public  or  other  States, 
where  one  State  can  create  that  burden  as  a  condition  of  incorpora- 
tion, or  is  it  better,  when  we  are  trimming  down  everything 
and  putting  everv  little  stone  in  its  proper  place  in  the  mosaic  we 
are  trying  to  create,  not  to  have  unnecessary  tribute  paid  anywhere, 
not  to  have  unnecessary  burden  put  anywhere,  because  you  are  ac- 
counting for  everv  cent  of  your  revenues,  and  where  your  expenses 
are  made  greater.'  In  order  that  some  State  may  have  the  oppor- 
tunity of  charging  for  its  franchise  you  have  got  to  put  that  expense 
on  some  part  of  the  public,  either  in  increased  rate  or  in  impaired 
facilities. 

Mr.  CuLLOP.  I  believe  that  is  all  I  care  to  ask. 

The  Chairman.  Senator  Cummins,  will  you  take  the  witness? 

Senator  Cummins.  In  order  to  avoid  any  misinterpretation  of  the 
questions  I  intend  to  propose,  I  desire  to  say  that  I  have  for  a  long 
time  favored,  and  I  now  favor,  the  very  substantial  enlargement  of 
the  scope  of  Federal  control.  But  there  are  certain  phases  of  the 
matter  concerning  which  I  want  to  secure  Mr.  Thom's  opinion,  and 
in  order  that  I  may  conduct  the  examination  intelligently  I  will  state 
what  I  understand  to  be  the  argument  made  by  Mr.  Thom.  First, 
that  the  capital  required  for  the  proper  enlargement  and  coordina- 
tion of  transportation  facilities  can  not  be  secured  unless  there  are 
(a)  better  assurances  of  the  safety  of  the  investment,  (&)  greater 
certainty  of  adequate  profit.  Have  I  stated,  so  far,  the  argument 
correctly  ? 

Mr.  Thom.  I  think  I  made  that  argument  just  as  you  have  stated 
it.  Senator. 

Senator  Cummins.  Second,  that  such  assurance  and  such  certainty 
can  be  established  only  by  creating  an  exclusive  Federal  system  of 
regulation  for  interstate  carriers  in  all  matters  which  affect  the  in- 
terstate service  rendered  by  the  carrier.    Am  I  still  correct? 

Mr.  Thom.  Will  you  read  that  over.  Senator?  There  is  one  part 
of  it  that  I  did  not  get. 

Senator  Cummins.  That  such  assurance — that  is,  the  assurance  of 
safety 

Mr.  Thom.  Yes. 

Senator  Cummins.  That  such  certainty — that  is,  the  certainty  of 
adequate  return 

Mr.  Thom.  Yes. 

Senator  Cummins.  Can  be  established  only  by  creating  an  exclu- 
sive Federal  system  of  regulation  for  interstate  carriers  in  all  matters 
which  affect  tlie  interstate  service  rendered  by  the  carrier? 

Mr.  Thom.  Yes,  sir ;  that  is  correct. 

Senator  Cum:mins.  Third,  that  the  most  effectual  way  to  accom- 
plish the  desired  object  is  to  enact  a  general  law  for  the  incorporation 
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of  interstate  carriei-s  and  require  all  such  carriers  to  incorporate 
under  it? 

Mr.  TuoM.  Yes,  sir;  that  is  part  of  the  argument  I  made,  but  that 
is  not  the  whole  of  it. 

Senator  Cummins.  Certainly;  I  am  speaking  of  that  part  of  it 
about  which  I  intend  to  interrogate  you. 
Mr.  Thom.  Yes,  sir. 

Senator  Cummins.  It  has  been  assumed  by  yourself  and  by  some 
members  of  the  committee  that  the  present"  system  has  practically 
broken  down,  and  that  facilities  for  the  future  can  only  be  secured 
in  the  way  I  have  indicated.  Mr.  Thom,  what  is  your  definition  of 
a  confiscatory  rate? 

Mr.  Thom.  My  definition  of  a  confiscatory  rate?     Do  you  mean 
my  own  or  the  one  under  the  law,  as  I  see  it  ? 
Senator  Cummins.  I  would  prefer  your  own. 

Mr.  TiioM.  Well,  the  one  which  is  my  definition  of  confiscatory 
rate  is  any  rate  less  than  a  reasonable  rate'  for  the  service  rendered. 

Senator  Cummins.  Without  regard  to  its  effect  upon  the  revenue 
of  the  company  charging  it? 

Mr.  Thom.  I  say  that  would  be  my  own  definition. 
Senator  Cummins.  Yes. 

Mr.  Thom.  I  do  not  mean  to  say  that  is  the  one  universally  ac- 
cepted. 

Senator  Cummins.  That  is,  there  may  be  rates,  then,  which  will 
make  no  returns  upon  the  value  of  the  property  rendering  the  service 
that  will,  or  may  be,  reasonable  rates. 

Mr.  Thom.  That  is  my  individual  view.  I  think  the  road  may  be 
situated  in  such  an  unfortunate  location  and  so  expensively  admin- 
istered that  the  charge  of  reasonable  rates  on  it  would  not  make  any 
return  on  the  investment. 

Senator  Cummins.  Is  it  your  view  that  the  investor  looks  at  the 
subject  from  that  standpoint? 

Mr.  Thom.  No,  sir ;  because  the  investor  has  been  taught  differently 
from  the  way  in  which  the  rule  has  been  applied. 

Senator  Cummins.  It  is  true,  is  it  not,  that  when  a  man  is  think- 
ing of  investing  money  in  railway  securities  he  thinks  first  of  the 
safety  of  the  investment— that  is,  the  probability  of  securing  a  re- 
turn of  his  principal— and,  secondly,  of  the  interest  upon  the  in- 
vestment that  he  is  likely  to  receive  from  year  to  year? 

Mr.  Thom.  Yes ;  those  are  the  things  that  control  him— the  safety 
of  both  his  principal  and  return,  and  the  amount  of  his  return. 

Senator  Cummins.  He  wants  to  know  that  there  is  a  reasonable 
probability,  anyhow,  that  when  he  desires  to  do  so  he  can  recoup 
his  capital — that  is,  can  sell  his  securities  and  retake  his  principal — 
and  so  long  as  he  remains  the  owner  of  the  security  that  he  will  re- 
ceive adequate  or  reasonable  interest  upon  his  money? 
Mr.  Thom.  Yes. 

Senator  Cummins.  And  those  two  things  being  fairly  well  as- 
sured to  him,  he  will  invest  in  any  security  that  has  those  charac- 
teristics ? 

Mr.  Thom.  The  class  of  the  public  that  is  looking  for  a  safe  and 
reliable  investment  will  invest  in  that.  The  speculative  man  will 
not. 
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Senator  Cummins.  Certainly.  Now.  the  only  evidence  or  facts — 
I  will  put  it  in  that  way — that  you  have  submitted  to  the  committee 
bearing  upon  the  disinclination  of  men  of  money  to  invest  their 
means  in  railway  securities  is  that  during  the  last  year  only  about  a 
thousand  miles  "of  railway  have  been  constructed? 

Mr.  Thom.  Oh,  no,  sir ;  that  is  not  all. 

Senator  Cummins.  ^Vhsit  other  facts  have  you  submitted? 

Mr.  Thom.  The  other  facts  which  I  have  submitted  are  that  the 
public  does  not  favor  investing  in  railroad  securities  any  longer, 
and  I  propose  that  there  shall  be  a  great  many  witnesses  here  who 
will  show  that  fact. 

Senator  Cummins.  That  is  your  opinion,  is  it  not,  rather  than  a 
fact? 

Mr.  Thom.  No.  sir ;  it  is  a  fact  whether  or  not  the  public  now  seek 
or  avoid  railroad  investment. 

Senator  Cummins.  How  do  you  know  that  the  public  is  not  will- 
ing to  invest  money  in  railway  securities  ? 

Mr.  Thom.  Because  I  get  it  from  the  people  who  are  in  the  invest- 
ment business,  and  we  expect  to  have  them  here  to  testify. 

Senator  Cummins.  What  company  has  endeavored  to  sell  railway 
securities  and  failed? 

Mr.  Thom.  Oh,  that  is  another  question  entirely.  They  have, 
however,  not  sold  the  character  of  railway  securities  that  will  not 
consume  the  margin  of  safety ;  and  there  is  another  fact  that  I  pre- 
sented here,  namely,  that  the  recent  financing  of  railroads,  in  the  last 
16  vears,  has  involved  an  increase  of  about  1  per  cent  a  year,  or 
about  16  per  cent  in  the  additional  fixed  charges,  instead  of  the 
proportion  between  stock  issues  and  bond  issues  being  maintained. 

Senator  Cummins.  But  you  assert  that  we  are  not  going  forward 
to  care  in  a  proper  way  for  the  commerce  of  the  country.  As  I  un- 
derstood it,  you  said  that  during  the  last  year  we  had  built  but  a 
thousand  miles  of  railroad. 

Mr.  Thom.  That  is  one  of  the  facts. 

Senator  Cummins.  Do  you  know  of  any  company  desiring  to  build 
additional  railways  that  has  failed  to  secure  the  money  necessary  to 

do  it?  ,     .        , 

Mr.  Thom.  I  think  the  companies  have  come  to  the  conclusion  that 
it  is  an  unattractive  deal. 

Senator  Cummins.  I  asked  you,  Do  you  know  of  any  company  that 
has  endeavored  to  secure  capital  that  has  failed  in  the  attempt? 

Mr.  Thom.  I  do  not  know  it.  But  I  add  that  that  question  of  the 
result  can  be  affected  in  two  ways,  one  by  the  company  not  attempt- 
ing to  do  it  and  the  other  by  the  company  coming  to  the  conclusion 
that  the  field  is  not  attractive  enough  to  attempt  to  do  it,  and  that  it 
would  better  put  all  its  financial  energies  in  increasing  and  improving 
the  property  it  already  owns. 

Senator  Cummins.  I  want  to  be  perfectly  sure  about  one  fact, 
namelv,  do  you  know  of  any  company  that  believed  a  railway  ought 
to  be  built  and  has  endeavored  to  build  it  and  failed  to  secure  the 
capital  ? 

Mr.  Thom.  I  personally  do  not  know,  but  I  do  not  know  that  there 
are  none.  I  do  not  know  one  way  or  the  other  about  that.  I  only- 
know  the  fact  that  whereas  heretofore  there  has  been  a  large  increase 
in  the  mileage  each  year  of  new  roads 
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Senator  Cummins.  But  there  may  be  other  reasons  for  the  failure 
to  enhirge  railway  facilities  than  the  inability  to  secure  the  capital 
to  construct  ? 

Mr.  TiioM.  I  have  been  thinking  of  that,  Senator,  and  when  I  con- 
sider the  vast  regions  of  this  country  that  are  in  need  of  new  rail- 
roads just  as  much  as  they  have  been  in  the  past,  and  there  has  been 
no  extension  in  tliem,  I  can  not  believe  that  the  result  has  been 
brought  about  by  anything  but  the  feeling  on  the  part  of  investors 
that  the  field  is  no  longer  attractive. 

Senator  CuM:\rixs.  But  that  is  merely  argumentative.  I  wondered 
whether  the  cessation  of  railroad  building  in  a  measure  was  due  to 
the  fact  that  people  were  unwilling  to  invest  their  money  in  such 
enterprises  or  whether  it  was  due  to  some  other  cause. 

]Mr.  Thom.  I  think  it  is  due  to  the  fact  that  railroad  investments 
are  no  longer  attractive.    Now,  that  is  an  opinion. 

Senator  Cummins.  But  do  you  not  know  of  any  company  that  has 
souglit  to  secure  the  capital  and  failed? 

Mr.  Thom.  Xo,  but  I  think  I  can  see  a  sufficient  reason  from  what 
I  know  of  railroad  conditions  to  show  why  there  would  be  nothing  of 
that  sort  advocated  by  railroad  managers. 

Senator  Cummins.  What  is  your  test  of  the  necessity  of  additional 
railroad  facilities? 

Mr.  Tho:m.  I  ."would  say  that  where  the  territor}^  is  promising 
enough  in  respect  to  its  products,  agricultural,  mineral,  or  forest,  or 
any  products,  to  make  transportation  necessary,  that  then  it  would 
be  an  attractive  field,  but  of  course  there  is  a  relation  between  the 
cost  of  the  enterprise  and  the  amount  of  traffic  that  will  be  produced, 
and  when  you  get  to  the  point  of  where  there  is  a  reasonably  assured 
traffic  that  will  pay  the  return  on  the  investment,  I  think  there  you 
have  your  attractive  field. 

Senator  Cummins.  You  recognize,  do  you  not,  that  with  the  rail- 
roads as  they  are  now  located  and  the  markets  as  they  are  now  estab- 
lished, that  the  railroad  building  of  the  future  must  be  practically 
carried  on  by  established  railroad  companies? 

Mr.  Thom.  I  believe  that  to  be  the  fact.  Senator.  I  think  we  have 
got  to  rely  in  the  future  on  the  extension  of  present  systems  rather 
than  the  building  of  new  systems. 

Senator  Cummins.  Inasmuch  as  substantially  every  extension  into 
a  new  territory  must  rely  upon  transportation  of  an  established  line 
there  is  really  no  inducement  for  an  independent  company  to  en- 
deavor to  exploit  or  to  develop  a  new  territory,  is  there  ? 

Mr.  Tho:m.  Well,  there  are  some,  but  I  believe  that  is  a  disappear- 
ing force.  Xow.  heretofore  we  all  know  that  a  railroad  could  build 
into  a  new  territory  and  make  itself  so  disagreeable  that  it  would 
have  to  be  bought  out.  I  believe  now  that  situations  have  been  ma- 
terially altered  by  the  public  conception  of  such  matters,  and  that 
hereafter,  as  you  have  stated  it,  the  great  thing  we  have  to  rely  upon 
to  develop  new  territory  is  for  existing  systems  to  extend  into  them. 

Senator  Cummins.  That  is  so  long  as  private  ownership  continues 
the  extensions  into  new  territory  must,  practically  speaking,  take 
place. through  the  established  lines? 

Mr.  Thom.  Must  for  the  most  part. 
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Senator  Cummins.  Do  you  knoAv  of  any  instance  in  which  any 
established  line  of  railway  desired  to  build  new  tracks  into  a  new 
territory  and  could  not  do  it  because  it  could  not  get  the  money  ? 

Mr.  Thom.  No,  but  I  feel  entirely  justified  in  saying  that  their 
judgement  of  whether  or  not  it  was  desirable  to  build  into  new  terri- 
tory has  been  affected  by  railroad  conditions  as  established  through 
regulation,  and  that  that  feeling  of  extension  would  reappear  if  they 
could  be  assured  of  helpful  Government  action. 

Senator  Cummins.  This  feeling,  however,  has  been  in  the  minds 
of  railway  managers.  They  have  not  sought  the  minds  of  the  rail- 
way investors,  have  they  ? 

Mr.  Thom.  Oh,  I  suppose  they  have  discussed  those  questions  with 
the  representatives  of  railroad  investors,  undoubtedly.  I  have  no 
idea  in  the  world  that  they  have  shut  themselves  up  like  clams  and 
have  not  considered  the  usual  avenues  of  securing  money. 

Senator  Cummins.  I  suppose  I  have  already  asked  you  the  question, 
but  I  repeat  it,  do  you  know  of  any  instance  in  which  an  established 
line  of  railway  desired  to  extend  its  tracks  through  new  territory 
during  the  last  year  ? 

Mr.  Thom.  You  have  asked  that  and  I  answer  again  that  I,  per- 
sonally, haA^e  no  knowledge  of  such  an  enterprise  as  that  having 
been  offered  to  the  public  and  having  failed. 

Senator  Cummins.  What  do  you  regard  as  the  test  for  the  neces- 
sity of  an  enlargement  of  the  facilities  of  a  transportation  company 
in  territory  already  occupied? 

Mr.  Thom.  The  test  is  whether  the  transportation  company  is 
able  to  carry  forward  promptly  all  the  traffic  that  that  territory  can 
properly  produce. 

Senator  Cummins.  Is  it  your  view  that  without  regard  to  the  ebb 
and  flow  of  traffic — I  say  the  ebb  and  flow  of  the  volume  of  traffic — 
that  the  railway  company  should  be  prepared  at  all  times  to  take  care 
of  any  traffic  that  may  be  offered  to  it? 

Mr.  Thom.  Oh,  no;  that  they  should  be  reasonably  prepared  for 
any  traffic  that  they  can  foresee,  and  one  of  the  greatest  functions  of 
a  railroad  management  is  to  form  a  just  and  reasonable  conception 
of  the  needs  of  the  public  as  they  develop  and  to  have  its  facilities 
ready  when  the  time  of  necessity  arises. 

Senator  Cummins.  It  is  true,  is  it  not,  that  within  two  years  that 
the  facilities  we  now  have  were  more  than  sufficient  to  take  care  of 
the  traffic? 

Mr.  Thom.  If  you  mean  the  rolling  stock  we  have  now. 

Senator  Cu^nimins.  I  mean  all  the  facilities  of  the  railway  com- 
panies. 

Mr.  Thom.  They  were  in  the  low  condition  of  business  adequate, 
but  we  do  not  have  a  mere  ebb  and  flow  in  business.  There  is,  not- 
withstanding the  ebb  and  flow  to  which  you  allude,  there  is  always 
progress  to  an  enlarged  commerce,  to  a  necessity  for  greater  facili- 
ties, and  that  is  the  thing  that  has  to  be  provided  for. 

Senator  Cuminiins.  You  are  familiar  with  the  traffic  movement  of 
the  last  five  years,  fairly  so,  I  assume. 

Mr.  Thom.  I  do  not  know;  I  suppose  I  am  just  like  any  other  man. 

Senator  Cummins.  In  wdiat  years  of  the  last  five  has  it  been  "found 
that  the  railway  facilities  were  insufficient? 
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Mr.  Tno:M.  I  have  those  years  in  mind.  T  know  the  fact  that, 
taking  a  large  view  of  the  question,  we  can  trace  through  a  series  of 
years  a  percentage  of  increase  all  the  time.  Sometimes  that  increase 
is  accentuated  by  special  conditions;  sometimes  it  is  depressed  below 
the  average  by  special  conditions,  but  there  is  the  consequent  growth, 
if  you  take  a  large  view  of  it,  and  do  not  take  it  from  year  to  year. 

Senator  Cummins.  Do  not  understand  me  to  controvert  the  state- 
ment that  under  the  present  system,  since  we  began  to  regulate  the 
railways  in  1887,  the  volume  of  the  traffic  has  quadrupled  or  more, 
has  it  not? 

Mr.  Thom.  I  should  say  so;  yes,  sir. 

Senator  Cummins.  And  it  is  to  be  hoped,  of  course,  that  over  long 
periods  we  shall  see  a  like  increase  in  the  future.  But  there  always 
will  be,  in  the  natural  course  of  affairs,  some  years  in  which  a  part 
of  the  facilities  will  not  be  demanded  and  other  years  in  which  the 
facilities  will  be  inadequate? 

Mr.  Thom.  That  is  inevitable. 

Senator  Cummins.  And  it  would  not  be  either  economical  or  w^ise 
to  enlarge  our  railway  facilities  so  that  they  could  always  promptly 
care  for  the  peak  of  the  load  in  a  particular  month? 

Mr.  Thom.  Xo  ;  that  is  not  necessary  nor  do  I  feel  that  under  any 
system  of  regulation  it  will  be  attempted. 

Senator  Cummins.  You  have  already  stated  that  the  present  year 
is  abnormal,  have  you  not? 

Mr.  Thom.  Yes,  sir. 

Senator  Cummins.  And  you  adhere  to  that? 

Mr.  Thom.  Oh,  yes. 

Senator  Cummins.  So  that,  unfortunate  as  the  fact  may  be  that 
we  are  not  able  to  expeditiously  carry  all  the  commerce  that  is  now 
offered,  that  is  no  proof  that  there  is  any  serious  inadequacy  in  rail- 
way facilities,  is  it? 

Mr.  Thom.  That  is  no  proof  that  there  is  any  inadequacy  in  the 
railroad  facilities  which  ought  to  be  provided  against,  standing 
alone,  but  I  do  think  that  you  w^ill  find  it  will  develop  that  the  rail- 
road facilities  would  have  been  very  much  better  to  meet  the  situa- 
tion if  there  had  been  a  normal  opportunity  for  the  railroads  to  look 
forward. 

Senator  Cummins.  Mr.  Thom,  how  much  independent  capital — 
by  independent  I  mean  aside  from  the  earnings  of  the  railways — has 
been  invested  in  railway  property  in  the  last  five  years  ? 

Mr.  Thom,  I  think '  between  six  and  seven  hundred  millions  a 
year. 

Senator  Cummins,  What  amount  of  earnings  have  been  invested 
in  betterments  and  enlargements,  not  included  within  the  ordinary 
phrase  of  maintenance  and  operation? 

Mr.  Thom.  I  can  not  tell  you  that.     I  have  not  the  figures. 

Senator  Cummins.  You  can  not  remember,  or  possibly  you  have 
never  inquired? 

Mr.  Thom.  No,  sir ;  I  do  not  know  the  fact. 

I  should  like  here  to  put  into  the  record  some  figures  for  the  year 
1915.  The  reason  I  have  them  is  because  of  a  question  asked  by 
Judge  Sims  the  other  day  in  which  he  spoke  of  the  billion  of  dollars 
of  earnings  and  why  they  could  not  be  put  in  the  properties. 
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Mr.  Sims.  Net  earnings. 

Mr.  Thom.  Yes;  for  the  year  1915  those  figures  are  these 

Senator  Cummins.  You  are  speaking  now  of  earnings  invested  in 
enlargements  and  betterments  of  property,  are  you? 

Mr.  Thom.  I  am  coming  down  to  tliat  figure  of  a  bahmce,  but  I 
just  want,  if  you  will  let  me,  without  interrupting  your  examination, 
to  put  these  figures  in.     They  are  as  follows : 

Net  income  from  operations  for  the  j^ear  ending  June  30,  1915, 
from  the  railroads  reporting  to  the  Interstate  Commerce  Commis- 
sion was  $688,953,248.  Income  from  securities  owned  by  those  rail- 
roads, $129,374,047,  making  an  aggregate  of  $818,327,295.  Out  of 
that  there  was  paid  in  interest  $463,540,666,  leaving  a  balance  of 
$354,786,629.  Dividends  paid  $209,520,420,  or  2.4  per  cent  on  the 
outstanding  stock,  leaving  a  balance  of  $145,266,209.  It  may  be  that 
balance  went  into  improvements. 

Senator  Cummins.  You  understand,  I  assume,  that  those  figures 
are  not  accepted  generally,  are  they? 

Mr.  Thom.  I  do  not  know  what  you  mean. 

Senator  Cummins,  I  mean  this :  That  it  is  charged  and,  I  think,  is 
rather  satisfactorily  proven,  that  during  certain  years  of  the  last 
five  the  railway  companies  have  taken  from  their  earnings  and  in- 
vested in  permanent  improvement  of  their  property,  aside  from  ordi- 
nary maintenance,  a  very  much  larger  proportion  of  their  earnings 
than  they  ordinarily  do. 

Mr.  Thom.  I  had  not  been  advised  of  that  controversy ;  I  had  not 
heard  of  that. 

Senator  Cummins.  You  know,  do  you  not,  that  it  is  was  very  ear- 
nestly contended  in  the  Advanced  Kate  cases  that  the  railways  had 
unduly  and  unreasonably  expanded  their  so-called  "  maintenance 
accounts  "  ? 

Mr.  Thom.  No. 

Senator  Cummins.  And  in  that  way  had  disposed  of  a  large  sum 
of  earnings  that  ought  to  have  been  reported  as  applicable  to  the 
payment  of  capital — -I  mean,  a  return  on  capital? 

Mr.  Thom.  I  was  not  acquainted  with  that  controversy.  Perhaps 
it  is  as  you  state.  I  assume  that  the  Interstate  Commerce  Commis- 
sion's system  of  accounts  was  intended  to  reveal  everything  that 
was  done. 

Senator  Cummins.  The  figures  you  have  just  stated  are  taken  from 
the  reports  of  the  railway  companies,  are  they  not  ? 

Mr.  Thom.  On  the  system  of  accounts  that  the  Interstate  Com- 
merce Commission  requires. 

Senator  Cummins.  I  know,  but  that  system  permits  of  great  lati- 
tude in  discretion  with  respect  to  the  application  of  earnings,  does 
it  not? 

Mr.  Thom.  That  system  reveals  every  cent  that  is  spent  and  the 
purpose  for  which  it  is  spent.  One  thing  of  which  we  can  rest 
iissured  is  that  there  are  no  longer  any  secrets  in  the  railway  world. 

Senator  Cummins.  I  am  not  accusing  the  railways  of  anything 
criminal  or  of  violating  the  law,  but  I  assumed  that  you  were  fa- 
miliar with  the  controversy  with  respect  to  the  application  of  earn- 
ings that  arose  in  the  Five  Per  Cent  Rate  case,  and  in  other  cases,  too. 
Mr.  Thom.  if  investors  are  frightened  now  about  railway  invest 
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meiita,  does  their  fear  arise  from  past  regulations  or  from  appre- 
hension with  res])ect  to  future  regulation? 

Mr.  TiiOM.  I  think  it  arises  from  both. 

Senator  Cummins.  If  it  arises  from  past  regulation,  is  it  founded 
upon  the  idea  that  the  railway  companies  have  not  been  permitted 
to  earn  a  fair,  reasonable  revenue? 

Mr.  Tuo^r.  I  think  that  the  public  believe  that  regulation  has  been 
heretofore  a})plied  so  as  to  give  the  cheapest  possible  rate,  without 
any  reference  to  the  larger  view  of  the  public  interest  in  a  surplus 
fund  sufficient  to  secure  the  credit  of  the  carriers  and  the  future 
supply  of  facilities. 

Senator  Cummins.  Your  answer,  in  a  paraphrase,  is  simply  an 
affirmative  one  to  my  question,  is  it  not? 

Mr.  Tiiom.  I  do  not  know. 

Senator  Cummins.  That  is  to  say,  that  vou  have  said,  substan- 
tially, tliat  the  fear  so  far  as  the  past  regulation  is  concerned  arose 
out  of  unfair  regulation  in  reducing  rates  or  in  not  permitting  the 
railway  companies  to  charge  adequate  rates? 

Mr.  Tiiom.  I  do  not  use  the  word  "  unfair."  I  think  it  has  been 
a  misconception  on  the  part  of  the  public  of  the  two  functions  of 
regulation.  I  think  that  heretofore  the  public  eye  has  been  alone 
upon  the  question  of  railroad  abuses,  the  necessity  for  their  correc- 
tion, and  the  desirability  to  get  the  least  possible  rate,  whereas  there 
has  been  much  more  involved,  and  that  is  a  provision  for  the  facili- 
ties for  the  future;  and  you  can  not  get  them  without  furnishing  a 
proper  basis  for  railroad  credit. 

Senator  Cummins.  However  carefully  you  may  reflect  the  public 
opinion  in  the  answer  you  have  just  made,  it  is,  at  the  same  time,  a 
very  serious  impeachment  upon  the  intelligence  and  justice  of  the 
Interstate  Commerce  Commission,  is  it  not? 

Mr.  Thom.  I  do  not  intend  to  make  it  so.  I  think  it  is  a  perfectly 
legitimate  comment,  that  that  has  been  the  conception 

Senator  Cummins.  Do  you  mean  to  say  that  the  Interstate  Com- 
merce Commission 

Mr.  Thom  (continuing).  In  the  minds  of  the  regulating  authori- 
ties on  the  subject,  and  I  am  not  g(nn<r  to  be  put  into  the  ])osition 
of  making  a  criticism  on  the  Interstate  Commerce  Commission  un- 
justly. 

Senator  Cummins.  I  do  not  want  you  to  do  so,  unless  you  mean  it. 

Mr.  Thom.  Well,  I  do  not  mean  it  in  any  sense  to  reflect  upon 
them.    I  think  it  has  been  the  spirit  of  regulation. 

Senator  Cuinimins.  We  selected  an  Interstate  Commerce  Commis- 
sion supposedly  of  intelligent  and  patriotic  men.  Now,  do  you  mean 
to  affirm  that  there  has  been  absent  from  their  minds  the  necessity  of 
the  development  of  our  railway  f acilties,  so  that  the  commerce  of  the 
country  could  be  served? 

Mr.  TH03I.  I  think  they  have  not  taken  due  care  of  that,  nor  do  I 
think  Congress  has  taken  due  care  of  it;  nor  do  I  think  the  public 
mind  has  taken  due  cognizance  of  that,  and  we  are  all  justified  in 
bringing  forward  any  phase  of  an  idea  that  we  think  has  been 
neglected. 

Senator  Cummins.  Perfectly  justified. 


374        INTERSTATE  AND  FOEEIGN  TRANSPORTATION. 

Mr.  Thom.  And  that  is  all  I  am  doing.  I  am  not  doing  it  in  any 
spirit  of  criticism  or  antagonism.  I  am  doing  it  merely  for  the 
value  of  what  this  angle  of  view  may  be  to  our  common  destinies. 

Senator  Cummins.  But,  after  all,  your  position  is  that  the  commis- 
sion to  which  we  have  delegated  the  power  to  revise  rates,  has  failed 
to  think  of  the  future,  and  has  imposed  rates  upon  the  railway 
companies  which  have  driven  investors  out  of  the  market;  that  is 
the  substance  of  your  position,  is  it  not  ? 

Mr.  Thojm.  Well,  Senator,  no  matter  what  invidious  form  your 
question  may  attempt  to  put  upon  my  answer — and  I  do  not  think 
it  is  fair  to  tr}^  to  put  any,  because  I  am  simply  here  bringing  for- 
ward in  as  considerate  and  as  fair  a  way  as  I  can,  the  idea,  with- 
out particularizing  any  part  of  the  governmental  machinery  of 
regulation,  that  regulation  itself  has  not  heretofore  duly  consiclered 
the  needs  of  the  future. 

Senator  Cummixs.    Yes. 

Mr.  Thom.  Now,  I  do  not  mean  that  in  any  sense  that  would  be 
unpleasant  to  anybody,  but  I  do  mean  it  as  putting  betfore  you 
gentlemen,  charged  with  your  responsibilities,  that  thought  for  you 
to  see  whether  or  not  there  is  anything  in  it. 

Senator  Cummixs.  I  can  well  understand  how  people  who  think 
on  the  subject  superficially  may  not  consider  that  phase  of  it,  but  it 
is  utterly  impossible  for  me  to  understand  how  a  commission  com- 
posed of  intelligent,  thoughtful  men  could  fail  to  give  that  subject 
all  the  consideration  that  it  deserved. 

Mr.  Thom.  They  may  arrive  at  a  conclusion,  imder  one  presenta- 
tion of  the  subject,  different  from  what  they  would  under  another, 
and  their  conclusion  may  not  have  dealt  successfully  and  adequately 
with  the  public  needs  for  the  future. 

Senator  Cummixs.  That  may  be. 

Mr.  Thom.  That  would  be  then  merely  this :  I  am  not  going  to  be 
put  in  the  position  of  attempting  a  criticism  of  the  motives  of  that 
body.  I  have  got  a  right  to  bring  forward  the  thought  that  the 
policies  of  regulation  in  this  country  have  not  taken  sufficient  note  of 
this  important  matter,  and  that  is  all  I  do. 

Senator  Cummins.  But  it  seems  to  me  that  in  order  to  be 

Mr.  Thom.  Now,  you  may  think  that  you  had  better  just  take  as 
a  whole  what  the  Interstate  Commerce  Commission  has  done,  and 
never  question  that,  and  never  look  beyond  that,  and  you  may  say 
"  Mr.  Thom  is  wrong  about  it."  I  may  be  wrong  about  it,  but  I  am 
bringing  it  forward  with  the  proof  which  we  will  have  to  support 
it,  to  see  whether  or  not  I  am  right  about  it.  I  believe  I  am  right 
about  it. 

Senator  Cummins.  What  I  am  suggesting  is  that  there  is  a  differ- 
ence between  a  failure  to  consider  that  phase  of  the  subject,  and  a 
failure  to  deal  with  it  adequately.  Now,  if  you  had  said  that  the 
Interstate  Commerce  Commission  had  compelled  the  railways  to 
render  their  service  at  a  rate  that  will  not  provide  for  the  future, 
that  would  be  a  mistake  on  their  part,  if  true,  in  my  judgment,  as  to 
the  rates  that  were  necessary  for  that  purpose ;  but  when  you  assert 
that  Congress  and  the  Interstate  Commerce  Commission  have  not 
thought  of  the  future,  it  seems  to  me  that  is  rather  a  serious  situation. 

Mr.  Thom.  I  have  not  said  that.  I  have  not  said  that.  All  that 
I  have  said  is  that,  in  my  judgment,  whether  thinking  of  the  future 
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or  not — and.  of  course,  they  have  thought  of  the  future — that  they 
have  not  given  sufficient  weight  to  the  con.siclerations  which  I  am 
noAv  bringing  to  your  attention.  Now,  is  not  that  a  legitimate  thing 
to  say  to  anybody  of  a  public  commission? 

Senator  Cuminiins.  Yes;  I  think  that  is  legitimate,  in  a  w-ay;  and 
all  that  means  is  simply  that  the  Interstate  Commerce  Commission 
has  not  permitted  the  carriers  to  charge  a  sufficient  rate  to  take 
care  of  the  future,  and  that,  as  it  seems  to  me,  is  a  peril  of  the  days 
to  come  just  as  menacing  as  the  peril  of  the  days  that  are  past. 

Mr.  Thom.  Undoubtedly. 

Senator  Cummins.  For  Ave  can  not  do  anything  that  Avill  change 
that  situation,  unless  we  change  the  Interstate  Commerce  Commis- 
sion and  get  other  men  there. 

Mr.  Thom.  Oh,  I  do  not  think  that  is  necessary.  I  think  you 
want  your  law  changed.  I  think  you  want  the  spirit  of  the  Gov- 
ernment defined  in  such  a  way  as  to  bring  about  a  confidence  that 
the  public  now.  as  represented  in  its  chief  law-making  body,  appre- 
ciate conditions  in  a  way  that  will  insure  a  cordial  and  friendly 
attitude  toward  anything  that  can  be  justified  in  the  future.  Now, 
I  tried  to  show  3'ou  that  the  spirit  of  the  present  law  was  the  terms 
that  were  imposed  upon  the  vanquished,  created  by  the  victor.  I 
think  that  is  true. 

(Senator  Cummins.  You  have  developed  the  genesis  or  origin  of 
regulation. 

Mr.  Thom.  Now,  I  Avant  to  plead  with  you  to  get  into  this  law  an 
assurance  of  governmental  attitude  which  will  give  to  the  investing 
public  confidence. 

Senator  Cummins.  What  I  can  not  understand  is  this:  How  we 
can,  by  legislation,  change  the  spirit  of  the  people  or  the  spirit,  if 
3'ou  please,  of  the  commission.  We  have  delegated  to  the  commission 
the  authority  to  establish  reasonable  rates  for  the  service.  Now, 
they  have  gone  forward,  and,  in  so  far  as  they  have  acted,  they  have 
established  reasonable  rates.  Now,  what  can  we  do  to  correct  the 
spirit  of  the  commission  in  the  work  that  they  are  about  to  do  ? 

Mr.  Thom,  I  do  not  like  you  to  put  it  in  the  way  of  correcting 
the  spirit  of  the  commission.  I  am  not  making  any  attack  on  the 
Interstate  Commerce  Commission. 

Senator  Cummins.  Whose  spirit  is  it,  then,  you  want  corrected  ? 

Mr.  Thom.  I  am  talking  about  your  system  of  regulation,  gen- 
erall}^  and  I  believe  that  on  the  lines  which  I  have  advocated  here 
you  can  put  into  that  system  of  regulation  certain  ideas  of  encour- 
agement and  assurance  to  the  investing  public  that  will  be  of  great 
benefit.  Now,  what  good  does  it  do  to  get  me  down  to  a  possible 
criticising  of  the  Interstate  Commerce  Commission?  I  am  not 
assuming  that  position. 

Senator  Cummins.  Every  man  has  that  right. 

Mr.  Thom.  Why  try  to  put  me  in  that  position? 

Senator  Cummins.  I  think  what  you  have  said  is  a  criticism  of 
the  Interstate  Commerce  Commission. 

Mr.  Thom.  So  far  as  I  have  said,  it  has  to  go.  Why  do  you  want 
to  emphasize  that  and  bring  out.  as  if  I  were  in  antagonism  to  them, 
when  I  tell  you  I  am  not  ? 
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Senator  Cummins.  Personally,  I  am  sure  you  are  not ;  but  we  can 
not  do  any  more  than  to  say  to  the  Interstate  Commerce  Commis- 
sion, "  Fix  reasonable  rates  for  the  service  rendered  by  the  railway 
companies." 

Mr.  Thom.  Yes ;  you  can. 

Senator  Cummins.  Can  we  say,  "  You  can  fix  unreasonable  rates  "  ? 

Mr.  Thom.  Xo;  but  you  can  saj-  that  certain  things  must  be  con- 
sidered in  fixing  them.  For  example,  here  is  a  section  of  the  Inter- 
state Commerce  Commission  that  has  held  distinctly  that  they  can 
not  consider  general  conditions  in  this  country  in  fixing  a  rate ;  that 
they  must  have  regard  only  to  the  particular  little  transactions  that 
are  before  them.  Now,  you  can  say  to  them  in  your  law  that  in  fix- 
ing the  level  of  rates  in  this  country  they  must  take  into  considera- 
tion the  whole  outlook ;  that  they  must  regard  the  credit  of  the  car- 
riers to  the  extent  that  such  a  credit  is  necessary  for  them  to  be  able 
to  furnish  the  facilities  as  commerce  grows.  You  can  say  that.  Now, 
that  is  one  of  the  principal  things  we  want  you  to  say. 

Senator  Cummins.  I  was  coming  to  just  that  point.  I  think  the 
statement  you  just  made  is  inconsistent  with  others  that  you  have 
made,  in  this :  What  is  a  reasonable  rate  for  the  service  rendered  by 
a  carrier  is  a  judicial  question  finally — the  elements  that  enter  into  it. 

]Mr.  Thom.  You  mean  judicial — are  you  using  that  term  as  one  to 
be  determined  by  the  courts  as  contradistinguished  from  the  commis- 
sion? 

Senator  Cummins.  We  will  say  it  is  in  its  sense  judicial.  If  we 
were  to  say  to  the  Interstate  Commerce  Commission,  "  Fix  a  reason- 
able rate  for  every  service  rendered  by  the  carriers,"  we  could  not  go 
on  and  say  that  in  fixing  it  the  Interstate  Commerce  Commission 
should  fix  it  thus  and  thus. 

Mr.  Thom.  Why  ?  You  have  got  a  right  to  fix  it  yourself.  You 
don't  have  to  go  through  the  commission. 

Senator  Cummins.  Because  we  can  not  do  anything  more  than  to 
declare  that  there  shall  be  a  reasonable  rate. 

Mr.  Thom.  Yes,  you  can. 

Senator  Cummins.  But  we  can  not  declare  the  elements  that  shall 
make  up  the  reasonable  rate. 

Mr.  Thom.  Not  only  that ;  but  you  can  declare  the  rate. 

Senator  Cummins.  We  can  declare  the  rate  ? 

Mr.  Thom.  Yes;  and  you  can  tell  the  Interstate  Commerce  Com- 
mission everything  that  they  must  take  into  consideration. 

Senator  Cummins.  Can  we  say  to  the  Interstate  Commerce  Com- 
mission that  "  You  shall  establish  rates  that  will  pay  6  per  cent  on 
all  of  the  capital  stock  of  the  railway  company  ?  " 

Mr.  Thom.  Can  you  say  that  ? 

Senator  Cummins.  Would  that  be  a  lawful  direction? 

Mr.  Thom.  Oh,  I  think  it  would  be  entirely  lawful.  There  is  so 
much  opportunity,  you  know,  for  making  a  man  appear  to  advocate 
something  when  he  says  it  is  merely  lawful  that  I  want  it  understood 
I  am  not  saying  that  it  is  a  desirable  thing  to  do,  but  I  say  it  is  a  law- 
ful thing  to  do. 

Senator  Cummins.  Then,  that  would  take  the  discretion  entirely 
away  from  the  commission  ? 

Mr.  Thom.  You  have  a  right  to  do  that. 

Senator  Cummins.  We  have  a  right  to  establish  rates  ? 
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Mr.  TiiOM.  Yon  have  a  right  to  limit  it;  you  have  got  a  right  to 
take  it  away. 

Senator  Cum:mins.  So  that  what  you  really  are  asking  here  is 
tliat  Congress  shall  so  direct  the  commission  that  the  outcome  of 
the  work  of  the  commissi(m  will  accomplish  the  purposes  that  you 
ha\e  in  view  and  take  away  from  the  conunission  its  present  dis- 
cretion in  determining  what  reasonable  rates  are? 

Mr.  Thom.  It  will  not  take  away  the  discretion  of  the  commission 
by  any  means,  entirely,  but  it  will  introduce  into  their  consideration 
certain  standards  which,  if  Congress  approves,  should  be  made 
matters  of  consideration  by  them. 

Senator  Cummins.  Mr.  Thom,  have  you  had  any  observation  with 
legard  to  the  disposition  of  investors  toward  the  securities  of  other 
jjublic  utilities  controlled  by  municipalities? 

Mr.  Thom.  Only  what  I  have  heard  generally,  I  have  not  per- 
sonally. 

Senator  Cummins.  Has  the  investing  mind  changed  with  regard 
to  them,  and  is  it  as  much  cdsinclined  to  invest  in  municipal  utilities 
as  in  railwa}^  utilities? 

Mr.  Thom.  I  could  not  tell  you  that.  We  will  have  here  before 
you  witnesses  to  show  the  attitute  of  the  investing  mind. 

Senator  Cummins.  What  is  your  understanding  of  that  attitude 
during  the  last  four  or  five  years? 

Mr.  Thom.  My  understanding  of  the  attitude  is  rather  indefinite 
on  that  point,  and  I  would  not  care  to  state  it,  because  I  do  not 
know  enough  about  it  to  state  with  accuracy. 

Senator  Cummins.  You  do  not  know  whether  the  utilities  through- 
out tlie  country,  under  the  control  of  municipalities 

Mr.  Thom.  No;  I  do  not  know  how  that  is. 

Senator  Cummins.  Have  any  difficulty  in  financing  their  various 
enterprises  or  not? 

Mr.  Thom.  I  do  not  know.  That  has  not  come  under  my  obser- 
vation. 

Senator  Cummins.  Excluding  duplication,  the  present  capitaliza- 
tion of  the  railways  of  the  country  is  about  fifteen  and  one-half  bil- 
lions, is  it  not? 

Mr.  Thom.  I  have  not  got  the  figures;  I  do  not  know\ 

Senator  Cummins,  Well,  you  know  it  is  about  $15,000,000,000,  do 
you  not? 

Mr.  Thom.  I  thought  it  was  somewhat  in  excess  of  that,  but  I  do 
not  know. 

Senator  Cummins.  I  am  excluding  the  duplication  of  securities. 

Mr.  Thom.  We  will  accept  your  figure  for  the  purposes  of  your 
question.     I  do  not  know  what  it  is. 

Senator  Cummins.  And  of  this  capitalization,  in  round  numbers, 
nine  billions  are  represented  by  bonds  and  six  billions  by  stock. 

Mr.  Thom.  Well,  I  haven't  got  those  proportions;  but  I  am 
willing  to  accept  your  view,  because  you  are  generally  very  accurate. 

Senator  Cummins.  I  do  not  pretend  to  be  exactly  accurate,  because 
I  am  using  simply  the  round  numbers,  but  that  is  my  recollection  and 
it  corresponds  with  your  idea  that  about  60  per  cent  or  a  little  more 
of  the  capitalization  will  be  found  in  bonds,  and  about  40  per  cent 
in  stocks. 
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Mr.  Thom.  I  have  never  found  any  difficulty  in  accepting  your 
views  as  to  the  facts,  Senator. 

Senator  Cummins.  You  said,  and  it  is  universally  known  to  be 
true,  that  these  stocks  were  originally  issued  without  payment,  or 
substantial  })ayment,  to  the  corporations  which  issued  them,  and 
that  they  were  given  to  those  who  took  the  bonds  as  bonuses. 

Mr.  Thom.  Xot  all  of  them  by  any  means.  A  great  deal  of  stock 
has  been  issued  at  par,  but  there  has  been  a  system  of  issuing  stock 
as  a  bonus  with  bonds.  Now,  what  proportion  is  involved  in  that 
I  do  not  know. 

Senator  Cummins.  How  much  of  the  six  billions  of  stock,  or  a 
little  more  than  six  billions,  were  issued  without  any  substantial 
payment  ? 

Mr.  Thom.  I  do  not  know. 

Senator  Cummins.  I  am  not  now  speaking,  of  course,  of  what  the 
present  investor  paid  for  the  stock. 

Mr.  Thom.  I  quite  understand  you. 

Senator  Cummins.  I  am  speaking  of  the  original  issue. 

Mr.  Thom.  Original  issue,  but  I  do  not  know  the  facts. 

Senator  Cummins.  You  do  know  that  it  is  a  verj'  large  proportion 
of  the  $6,000,000,000,  do  you  not? 

Mr.  Thom.  I  should  be  prepared  to  accept  that  if  it  should  turn 
out  to  be  the  fact.    I  do  not  know. 

Senator  Cummins.  Now,  it  is  not  true  that  these  bonuses  of  stocks, 
through  which  a  large  part  of  the  watered  capitalization  w^as  issued, 
were  absorbed  by  the  promoters  and  were  not  acquired  by  those  who 
actually  furnished  the  money  on  the  bonds? 

Mr.  Thom.  Well,  it  may  be  that  that  was  so.  I  know  that  there 
was  a  large  system  of  promotion  and  they  got,  doubtless,  what  they 
asked  in  stock. 

Senator  Cummins.  The  original  way  in  which  it  was  done,  as  I 
understand  it,  was  that  the  railway  company,  either  through  a  con- 
struction company  or  otherwise,  issued  its  bonds  and  stocks,  and  that 
the  investment  brokers  or  bankers  got  the  stock  together  with  tlie 
promoters,  and  that  when  finally  they  sold  the  bonds  to  the  real 
investor  he  got  nothing  more  than  the  bonds.  That  is  true,  is  it  not, 
in  a  large  way? 

Mr.  Thom.  I  believe  that  to  be  true  in  a  great  many  cases. 

Senator  Cummins.  Noav,  therefore,  the  man  who  really  invested 
his  money  in  these  enterprises  was  not  an  adventurer,  was  he? 

Mr.  Thom.  Well,  you  take,  for  example,  such  a  situation  as  this : 
Here  is  a  railroad  to  be  built  and  the  contractor  to  build  it;  he 
undertakes  to  do  it  and  to  furnish  the  monej^  for  the  bonds  and  the 
stock.  Now,  that  money  that  built  that  railroad  came  in  that  way. 
Ultimatel}'  those  bonds  are  passed  on  to  the  public,  just  like  the 
stock  was  passed  on  to  the  public,  and  the  man  that  bought  that  bond 
is  not  the  man  that  built  the  road. 

Senator  Cummins.  Precisely;  and  therefore  so  far  those  roads 
have  been  built  by  the  proceeds  of  bonds  that  have  been  bought  by, 
investors  M'ho  get  nothing  more  than  the  bonds  themselves  and  could 
make  no  profit  in  excess  of  the  interest  upon  the  bonds,  is  not  that 
true  ? 

Mr.  Thom.  I  expect  a  great  many  of  those  men  that  took  the  bonds 
got  stock  with  them. 
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Senator  Cummins.  Have  you  ever  gone  through  the  history  of  the 
capitalization  of  any  considerable  railway,  aside  from  the  one  which 
you  are  interested  in? 

Mr.  TiioM.  Well,  I  have  been  brought  in  contact  with  it,  and  that 
is  the  way  it  is  frequently  done,  for  the  man  who  furnished  the 
money  to  get  both  stock  and  bonds  with  it — so  many  bonds  and  so 
much  stock,  as  a  bonus. 

Senator  Cummins.  Well,  that  may  be  true. 

Mr.  Thom.  And  finally  that  is  passed  along,  until  the  man  who 
buys  the  stock  pays  for  it,  and  the  man  who  buys  the  bonds  pays  for 
them. 

Senator  Cummins.  It  is  not  my  observation  or  knowledge  that  1 
have  acquired,  in  what  little  study  I  have  given  to  it.  Notwith- 
standing the  character  of  the  stock — and  we  have  just  been  discuss- 
ing that — and  the  further  fact  that  the  bonds  or  many  of  them  were 
originally  issued  in  a  dishonest  way — and  by  dishonest  I  mean  that 
the  company  did  not  get  the  proceeds  of  the  bonds  and  put  it  into 
the  property  that  w^as  being  built — what  per  cent  upon  the  capitali- 
zation w'as  earned  by  the  railway  companies  of  the  United  States 
during  the  last  12  months,  after  deducting  operation,  maintenance, 
and  taxes? 

Mr.  Thom.  I  will  get  the  figure  and  put  it  in  the  record,  if  you 
want  it.     I  do  not  know.     I  will  get  it  and  put  it  in  the  record. 

Senator  Cummins.  Is  it  not  true  that  during  the  last  12  months 
the  railway  companies  have  earned  net,  after  making  the  deductions 
I  have  already  mentioned,  more  than  7  per  cent  upon  the  entire 
capitalization  ? 

Mr.  Thom.  Well,  without  knowing  the  fact,  and  granting  it  for  the 
purposes  of  the  discussion,  I  do  not  think  that  that  has  any  real 
bearing  on  w'hat  you  gentlemen  are  called  upon  to  decide,  for  the 
reason  that  I  do  not  suppose  anybody  will  contend  that  you  must 
consider  this  abnormal  year  as  a  permanent  situation.  Certainly, 
investors  do  not.  If  you  could  guarantee  ahvays  the  earnings  up  to 
the  present  level  you  would  have  the  future  very  much  simplified 
in  respect  to  railroad  matters,  but  nobod}^  charged  with  this  re- 
sponsibility  believes  that  this  is  a  fair  test. 

Senator  Cummins.  I  do  not  myself  think  it  is  a  fair  test,  the  one 
year  alone;  but  if  we  need  additional  railway  facilities — and  I  am 
assuming  that  we  will  need  more — it  must  be  because  there  will  be 
more  traffic  to  handle  in  the  coming  years  than  is  handled  now ;  that 
is  true,  is  it  not? 

Mr.  Thom.  Yes,  sir ;  but 

Senator  Cu3imins.  And  the  natural  growth  of  commerce. 

Mr.  Thom.  It  does  not  mean  that  there  will  be  the  same  relation- 
ship between  the  amount  of  traffic  and  the  cost  of  the  facilities.  You 
have  got  always  to  determine  that  as  a  permanent  quantity  before 
you  can 

Senator  Cummins.  But  in  order  to  be  furnished  a  little  more  in- 
formation on  the  subject,  is  it  not  true  that  the  net  earnings  of  all 
the  railway  companies  of  the  country,  arrived  at  in  the  way  I  have 
suggested,  deducting  maintenance  and  operation  and  taxes  for  the 
last  five  years,  has  averaged  6  per  cent  upon  the  entire  capitalization? 
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Mr.  Thom.  I  should  doubt  that  very  much.  I  have  not  the  figures, 
but  I  should  doubt  that  very  much. 

Senator  Cummins.  You  Avill  bear  in  mind,  of  course,  that  the 
great  proportion  of  the  bonds  of  the  railway  companies  bear  inter- 
est at  4  or  4^  per  cent,  and  if  the  earnings  during  the  last  five  years, 
as  an  average,  have  paid  6  per  cent  upon  the  entire  capitalization,  the 
result  would  be  that  they  have  earned  enough  to  pay  about  8  per  cent 
upon  the  entire  stock  capitalization? 

Mr.  Thom.  I  do  not  believe  that  to  be  the  fact;  and  I  do  not  be- 
lieve that  the  earnings  have  been  in  sufficient  amount  to  attract  the 
investment  of  the  public  in  them.  I  think  the  fact  is  just  the  con- 
trary. Senator. 

Senator  Cummins.  Do  you  remember  what  the  net  earnings  of  all 
the  railways  were,  computed  in  the  wav  I  have  suggested,  in  the 
year  1910? 

Mr.  Thoim.  No,  sir;  I  do  not.  I  can  get  any  of  those  figures  and 
put  them  in  the  record,  if  you  want  them. 

Senator  Cummins.  Do  you  know  what  thev  were  for  the  j^ear 
1913? 

Mr.  Thom.  I  do  not  carry  those  in  my  head  by  years.  I  know 
that  the  percentage  has  been  way  below  the  necessary  surplus  which 
must  be  provided  if  you  are  going  to  attract  investors. 

Senator  Cummins.  Well,  that  is  just  what  I  am  trying  to  find 
out 

Mr.  Thom.  We  will  have  witnesses  on  the  stand  to  give  all  those 
figures. 

Senator  Cummins.  And  whether  the  revenues  have  not  been  a  little 
more  satisfactory  to  the  investors  than  you  have  been  inclined  to  be- 
lieve. I  have  asked  about  1910  and  1913,  because  the  revenues  of  both 
those  years  were  very  carefully  examined  into  in  the  two  advance 
rate  cases,  and  I  suppose  you  are  familiar  with  the  showing  there. 

Mr.  Thom.  You  know,  I  was  not  in  those  advance  rate  cases.  We 
will  have  testimony  on  all  those  points  before  this  committee.  I 
have  not  charged  my  mind  with  that  at  all. 

Senator  Cummins.  If  it  should  turn  out  that  the  figures  I  have 
given  are  substantially  correct,  you  would  want  to  revise  your  view 
of  the  attitude  of  the  investor,  would  you  not,  a  little? 

Mr.  Thom.  No,  sir;  T  would  not.  I  think  I  have  very  certain 
evidence  of  what  the  attitude  of  the  investor  is. 

Senator  Cummins.  One  more  question  along  that  line.  You  know 
something  of  the  history  of  the  capitalization  of  the  Chicago  &  Alton 
and  St.  Louis  &  San  Francisco  and  the  Rock  Island  and  the  Erie,  do 
you  not? 

Mr.  Thom.  I  just  know  that  there  has  been  a  general  feeling  on 
the  part  of  the  public  that  there  have  been  very  unjustifiable  methods 
adopted  about  them,  but  I  do  not  know  the  particulars. 

Senator  Cummins.  You  know  that  those  companies  are  conspicu- 
ous among  all  the  others  for  the  extravagance  and  wildness  of  their 
capitalization,  do  you  not? 

Mr.  Thom.  I  know  they  have  been  very  much  criticized,  but  I  have 
never  gone  into  those  controversies  at  all,  and  I  do  not  know  about 
them. 
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Senator  Cummins.  Excluding  those  companies,  and  the  standing 
of  their  capitalization  in  the  market,  I  think  can  be  very  easily  ex- 
plained for  other  reasons — is  it  not  true  that  the  roads  which  in 
1913 — and  I  take  that  because  it  is  the  last  year  for  which  we  have 
any  report — carried  80  per  cent  of  the  traffic  earned  7  per  cent  and 
a  little  more  on  their  common  stock? 

Mr.  Thom.  Well,  Senator,  you  will  have  to  realize,  of  course,  that 
it  would  be  necessary  for  me  to  have  all  of  those  figures  and  to  go 
into  them  to  see  what  the  fact  is,  and  I  have  not  the  aspect  of  the 
matter  that  you  are  now  presenting  and  the  figures  before  me.  At 
the  same  time  I  shall  be  very  glad  to  take  it  up  and  to  go  into  that 
if  you  desire. 

Senator  Cum  mix  s.  I  did  not  know  but  that  in  looking  into  the 
disinclination  of  investors  to  loan  money  ui:)on  railway  securities 
or  buy  stocks,  that  you  had  examined  some  of  those  things  that  I  am 
touching  upon. 

Mr.  Thom.  All  those  that  I  have  examined  I  will  tell  you  about, 
and  those  that  I  have  not  I  will  have  to  answer  that  I  am  doing  it. 

Senator  Cum^niixs.  Do  you  not  believe,  Mr.  Thom,  that  a  very 
large  factor  in  tlie  hesitation,  if  there  be  such,  of  an  investor  to  take 
stock  in  a  railway  company  is  due  to  the  fact  that  he  must  put  up 
his  good  money  against  the  water  that  is  represented  in  the  capitali- 
zation of  those  companies? 

Mr.  Thom.  I  believe  the  impression  among  investors  is  that  there 
is,  practically  speaking,  no,  or  very  little,  water  in  any  of  those  com- 
panies now.  I  think  that  they  feel  that  just  as  other  companies  have 
grown  up  to  their  capitalization,  that  the  railways  have. 

Senator  Cummix'S.  How  did  they  grow  up  without  the  investment 
of  mone}'  ? 

Mr.  Thom.  Hoat*  did  the}^  ? 

Senator  CuMisrix'S.  How  did  this  property  become  more  valuable 
without  the  investment  of  money  ? 

Mr.  Thom.  It  grows  up  as  every  other  business  does,  by  the  de- 
velopment of  its  business.  The  thing  that  makes  property  valuable 
is  its  capacity  for  earning. 

Senator  Cummins.  Yes;  but  its  earning  capacity 

Mr.  Thom.  And  here  is  a  company  that  goes  into  an  undeveloped 
territory,  and  it  has  a  very  few  developed  enterprises.  Now,  as  the 
years  go  by  a  great  many  enterprises  grow  up  along  that  property 
and  they  add  very  gi'eat  traffic  to  it  and  thereby  increase  the  value  of 
that  railroad. 

Senator  Cummins.  That  is,  increase  the  earnings  ? 

Mr.  Thom.  Increase  the  earnings — increase  the  value  of  that  rail- 
road, and  that  is  believed  by  the  investing  public  to  have  gone  on 
until  the  railroads  have  grown  up  to  their  capitalization. 

Senator  Cummins.  Are  you  familiar  with  the  three  railroads  upon 
which  the  committee  on  valuation  or  division  of  valuation,  ap- 
pointed by  the  commission,  has  found  values? 

Mr.  Thom.  I  am  familiar  with  the  results  which  are  not  accepted. 

Senator  Cummins.  You  do  not  think  the  Kansas  City  Southern  has 
grown  up  to  its  capitalization,  do  you  ? 

Mr.  Thom.  Those  are  not  accepted  by  the  railroads. 
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Senator  Cummins.  I  know  they  are  not,  but  you  do  not  belieA'e 
that  a  railroad  like  the  Kansas  City  Southern  has  grown  up  to  its 
capitalization  ? 

Mr.  Thom.  I  do  not  know  the  exact  facts  about  the  Kansas  City 
Southern  because  I  do  not  know  about  the  road,  but  I  do  know  that 
there  is  going  to  be  a  serious  contention  that  great  elements  of  value 
have  been  omitted  by  the  valuation  authorities. 

Senator  Cummins.  I  know  of  that  contention. 

Mr.  Thom.  And  I  believe  that  contention  is  a  sound  one.  Senator. 

Senator  Cummins.  But,  after  all,  there  are  degrees  in  this  matter, 
and  when  we  reach  a  certain  point  we  ought  not  to  find  ourselves  out 
of  harmony  with  each  other.  Take  the  Missouri  Pacific.  Do  you 
believe  the  property  of  the  Missouri  Pacific  is  worth  its  capitalization  ? 

Mr.  Thom.  It  would  be  the  wildest  guess  on  earth.  I  never  was  on 
the  Union  Pacific,  and  I  do  not  know  anything  about  it. 

Senator  Cummins.  I  said  the  Missouri  Pacific. 

Mr.  Thom.  I  meant  to  say  the  Missouri  Pacific. 

Senator  Cummins.  Do  you  believe  the  Kock  Island  is  worth  its 
capitalization  ? 

Mr.  Thom.  Senator,  what  basis  have  either  you  or  I  for  that 
belief?    I  have  never  been 

Senator  Cummins.  Simply  because  its  stock  is  selling  in  the  market 
at  6  cents  on  the  dollar  or  10  cents  on  the  dollar  or  13  cents  on  the 
dollar.  Now,  you  do  not  believe,  do  you,  that  that  property  is  worth 
its  capitalization? 

Mr.  Thom.  Both  of  those  roads  are  in  the  hands  of  receivers. 

Senator  Cummins.  And  earning  more  than  they  ever  earned  before. 

Mr.  Thom.  What  I  mean  by  that  is  that  while  you  may  take  a 
railroad  here  and  there  that  is  not  earning  enough  to  sustain  its 
capitalization,  that  the  railroads  of  the  country,  as  a  rule,  I  believe, 
are  fully  worth  their  entire  capitalization,  and  I  believe  that  if  a 
proper  element  of  value  be  allowed  for  reasonably  in  this  valuation, 
that  you  are  going  to  see  that  the  railroads  of  the  country  are  not 
overcapitalized,  as  a  rule. 

Senator  Cummins.  Precisely. 

Mr.  Thom.  Now,  that  is  a  controverted  question. 

Senator  Cummins.  I  have  no  doubt  that  some  railroads  have  in- 
creased in  value  either  through  investment  or  development  of  the 
country,  so  that  they  are  worth  their  capitalization,  but  I  am  sure 
you  would  not  be  willing  to  affirm  that  that  is  true  of  even  the  major 
part  of  the  railway  companies  of  the  land. 

Mr.  Thom.  I  believe  it  to  be  true.  Without,  of  course,  adequate 
investigation  of  each  property,  my  conviction  is  that  when  you  allow 
the  proper  element  of  value  you  will  find  the  railroads  of  the  coun- 
try are  not  overcapitalized. 

Senator  Cummins.  You  mean  as  a  whole? 

Mr.  Thom.  Yes ;  I  mean  as  a  whole  ? 

Senator  Cummins.  I  venture  to  say  that  in  acquiring  the  com- 
panies that  you  have  combined  into  the  Southern  Railway  Co.,  you 
did  not  pay  anything  like  the  capitalization  of  those  companies. 

Mr.  Thom.  That  may  be. 

Senator  Cummins.  Whj^  did  you  not? 
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Mr.  Thom.  But  the  association  of  those  railroads  into  a  useful 
system  in  the  groAvth  of  business  may  make  those  properties,  and  I 
think  does  nuike  those  properties,  vastlj^  more  vahiable  now  than 
the  capitalization  of  the  Southern, 

Senator  Cummins.  But  if  the  railroads,  taken  as  a  whole,  have 
during-  the  last  five  years  earned  substantially  6  per  cent  upon  their 
entire  capitalization — and  certainly  6  per  cent  upon  their  stock — 
the  situation  is  not  so  desperate  as  we  have  been  led  to  believe,  is  it? 

Mr.  TiiOM.  I  think  it  is,  I  do  not  think  6  per  cent  is  enough  to 
enable  them  to  properly  operate.  You  uuist  remember  the  difference 
between  these  properties  and  other  property. 

INIr.  Adamson.  Mr.  Chairman,  if  Senator  Cummins  will  kindly 
yield  to  me  for  a  second,  I  suggest  that  the  hour  for  adjournment  has 
arrived. 

Senator  Cummins.  I  had  lost  all  track  of  time. 

Mr.  Adamsox.  I  move  that  the  committee  now  take  a  recess  until 
to-morrow  morning. 

(The  motion  was  agreed  to,  and  accordingly,  at  1  o'clock  and  30 
minutes  p.  m.,  the  committee  took  a  recess  until  to-morrow,  Saturday, 
December  2,  1916,  at  10.30  o'clock  a,  m,) 
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SATURDAY,  DECEMBER  2,   1916. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington^  D.  G. 

The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  pursuant  to  ad- 
journment, Senator  Francis  G.  Newlands  presiding;  also  Vice  Chair- 
man William  C.  Adamson. 

The  Chairman.  The  committee  will  come  to  order.  Senator  Com- 
mins,  you  may  proceed. 

MR.  ALFRED  P.  THOM— Resumed. 

Mr.  Thom.  Are  you  ready  to  begin? 
,     Senator  Cummins.  I  am  ready. 

Mr.  Thom.  Before  you  begin  I  have  some  information  you  asked 
for  yesterday,  which  I  would  like  to  put  into  the  record  at  this  point. 
Taking  the  five  years  from  1911  to  1915,  the  per  cent  of  net  income 
on  total  net  capitalization  was,  according  to  the  figures  of  our  statis- 
tician, 4.56  per  cent. 

The  Chairman.  Was  what? 

Mr.  Thom.  4.56  per  cent.  The  per  cent  of  total  income  of  total 
gross  capitalization  was  4.38  per  cent.  As  compared  with  the  five- 
year  period  immediately  before  that,  embracing  the  years  from  1905 
to  1910,  the  per  cent  of  net  income  of  total  net  capitalization  was 
5.25,  and  the  per  cent  of  total  income  on  total  gross  capitalization 
was  5.01,  showing  a  decline  on  net  capitalization  in  the  latter  five- 
year  period  over  the  former  of  from  5.25  in  the  former  to  4.56  in  the 
latter  five-year  period.  The  per  cent  of  total  income  on  total  gross 
capitalization  shows  a  decline  from  5.01  in  the  first  five-year  period 
to  4.38  in  the  last  five-year  period — the  returns  on  stock,  not  divi- 
dends— ^but  the  total  earnings  on  stock  for  the  years  from  1910  to 
1915  were  as  follows : 

For  all  roads  reporting  to  the  Interstate  Commerce  Commission 
the  amount  here  stated  as  the  per  cent  of  stock  is  arrived  at  by 
taking  the  net  operating  income  and  adding  to  that  income  the 
principal  securities  owned,  and  deducting  from  that  interest  on  bonds 
reckoned  at  4  per  cent.  In  that  way  the  result  would  be  as  follows : 
Per  cent  on  all  stock  for  the  year  1910  would  be  7.09,  for  1911  it  would 
be  6.17,  for  1912  it  would  be  4.97,  for  1913  it  would  be  5.94,  for  1914 
it  would  be  4.06,  for  1915  it  would  be  3.44. 

Senator  Cummins.  Where  did  j^ou  get  the  statistics  that  you  have 
just  laid  before  the  committee? 

.SS5 
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ISIr.  Tho]m.  Mr.  Errickson,  \vho  was  formerly  chairman  of  the 
Wisconsin  Commission  nntil  a  few  months  ago;  he  was  chairman  of 
the  Wisconsin  Commission — and  has  compiled  these  statistics  which 
1  have  now  given  you,  and  he  will  be  on  the  witness  stand  to  explain 
them. 

Senator  Cummins.  Are  they  compiled  from  the  reports  made  by 
the  railwa}^  companies  to  the  Interstate  Commerce  Commission  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Cu^imins.  Or  are  they  from  independent  sources? 

Mr.  Tho3i.  They  are  compiled  from  reports  made  to  the  Interstate 
Commerce  Commission,  and  Mr.  Errickson  will  be  on  the  stand  dur- 
ing these  hearings  to  fully  explain  them.  Senator. 

Mr.  EscH.  They  embrace  only  such  roads  as  have  capitalization 
of  a  million  or  more? 

JSIr.  Thom.  Yes,  sir. 

Senator  Cummins.  Your  suggestion  made  many  times — and  I 
regard  it  as  a  very  wise  one — is  that  there  ought  to  be,  both  in  the 
adoption  of  the  regulatory  measures  and  in  the  administration  of 
the  law,  a  spirit  of  encouragement  and  helpfulness  rather  than  a 
spirit  of  hostility  and  repression.  You  have  construed  what  has 
been  done  in  the  past  as  having  been  done  largely  in  a  spirit  of  hos- 
tility and  repression,  I  assume. 

Mr.  Thom.  Not  only  I  do  that,  Senator,  but  I  am  convinced  that 
the  investing  public  do  that,  and  we  think  it  is  an  entirely  philo- 
sophic growth  that  you  can  trace  to  reasons  in  the  inception  of  the 
system  in  wliat  has  occurred  to  justify  public  indignation,  and  we 
feel  at  the  same  time  we  are  confronted  with  that  fact. 

Senator  Cummins.  So  far  as  Congress  is  concerned  it  has  simply 
committed  to  the  Interstate  Commerce  Commission  the  authority  to 
determine  what  is  or  is  not  a  reasonable  rate  to  be  charged  by  the 
carriers  for  their  services.  There  is  nothing  hostile  in  that  regula- 
tion, is  there? 

Mr.  Thom.  No;  there  is  nothing  hostile  in  that  regulation  at  all; 
it  is  a  very  proper  regulation,  but  the  feeling  in  authoritative  cir- 
cles—and by  that  I  mean  the  men  who  are  in  position  to  speak  for 
public  sentiment — has  been  one  that  has  caused  a  feeling  of  parsi- 
mony^ in  the  administration  of  those  powers  in  respect  to  the  matter. 
I  would  like  to  illustrate  that 

Senator  Cummins.  That  is,  there  has  been  some  difference  of  opin- 
ion with  regard  to  what  is  a  reasonable  return  to  the  railroad  com- 
panies for  their  services  ? 

Mr.  THo:\r.  Not  only  that,  but  that  question.  What  is  a  reasonable 
return?  has  been  influenced,  in  my  judgment,  by  conditions  outside 
of  the  question  itself,  in  such  matters  as  this  that  I  am  about  to 
illustrate. 

Senator  CuaiMiNS.  Do  you 

Mr.  Thom.  One  minute,  please.  Let  me  answer  this  question.  I 
am  told  that  there  is  one  of  the  States — which  I  will  not  name,  but 
it  will  be  named  during  the  hearing — -I  am  told  in  one  of  the  States 
the  State  commission  whenever  it  increased  a  rate  would  be  met  with 
a  bill  in  the  legislature  to  abolish  the  commission.  Now.  that  com- 
mission was  also  kept  on  the  defensive,  and  would  do  whatever  was 
done  in  the  way  of  advancing  rates  in  the  most  parsimonious  way, 
and  would  look  to  the  political  expediency,  to  a  certain  extent,  rather 
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than  to  the  constructive  purpose  of  guarding  the  future  of  the 
facilities  of  that  country. 

Now,  I  feel  that  we  have  gone  so  far  in  the  expression  of  puhfic 
view  of  these  matters  that  we  have  put  the  hand  of  repression  ujion 
the  discretion  Avhich  has  been  lodged  in  that  commission,  and  it  has 
reflected  very  largely  a  repressive  spirit  on  the  part  of  the  people. 
Now,  that  is  what  I  am  here  trying  to  appeal  against  and  trying  to 
get  into  a  clearer  atmosphere. 

Senator  Cummins.  I  am  confining  myself  to  legislation  and  the 
administration  of  that  legislation.  I  am  confining  myself  at  this 
time  to  the  Interstate  Commerce  Commission  and  have  not  in  my 
mind  the  attitude  or  the  action  of  the  State  commissions. 

Mr.  TnoM.  I  quite  understand ;  but  I  wanted  to  illustrate  my  view 
of  what  has  happened  in  the  regulation  by  the  Interstate  Commerce 
Commission  of  this  power  that  you  have  put  into  their  hands,  and 
which  has  had  the  effect  of  not  sufficiently  safeguarding  the  future 
of  the  railroads  in  accordance  with  public  requirements. 

Senator  Cummins.  The  State  commission  regulates,  at  most,  not 
more  than  10  or  15  per  cent  of  the  business  done  by  the  carriers,  and 
I  leave  that  aside  for  the  time  being. 

Mr.  Thom.  So  do  I,  Senator;  and  what  I  said  about  that  was 
merely  trying  to  illustrate  to  you  my  conception  of  what  is  going 
on  also  in  national  regulation. 

Senator  Cummins.  You  know,  do  you  not,  that  when  the  Advance 
Rate  cases  were  presented,  both  in  1910  and  1913,  and  again  in  1915, 
that  a  large  part  of  the  argument  and  a  great  deal  of  the  evidence 
submitted,  related  to  just  the  thing  that  you  are  attempting  to  im- 
press upon  us,  namely,  that  the  credit  of  the  railway  companies  must 
be  sufficient  to  enable  them  to  go  forward  and  develop  transportation 
facilities  ? 

Mr.  Thom.  That  was  undoubtedly  so. 

Senator  Cummins.  You  know,  do  you  not,  that  the  final  decision 
in  the  Advance  Rate  case  rested  on  that  ground  and  on  that  ground 
alone  ? 

Mr.  Ti-iOM.  I  do,  and  I  know  that  that  very  thing  had  been  at- 
tacked on  the  floor  of  Congress. 

Senator  Cummins.  Undoubtedly;  but  you  do  not  expect,  do  you, 
that  there  will  be  universal  concurrence  everywhere  and  with  every- 
body, concerning  governmental  action.  You  do  not  expect  that  we 
will  get  to  any  such  Utopia  as  that  ? 

Mr.  TiiOM.  Undoubtedly  not;  but  unless  we  get  to  the  point  of 
surrounding  these  properties  by  business,  rather  than  ]Dolitical  con- 
sideration— unless  we  rise  to  that  point — we  are  going  to  repel  in- 
vestors in  them. 

Senator  Cummins.  But  we — according  to  your  own  admission — 
have  risen  to  that  point  already,  because  the  most  important  decision 
of  recent  times  rendered  by  the  Interstate  Commerce  Con^nission 
was  based  upon  the  very  proposal  that  you  now  make. 

Mr.  Thom.  I  do  not  think  so,  Senator.  I  think  that  we  have  not 
risen  to  it,  when,  on  the  floor  of  Congress,  that  commission  is  all  the 
time  threatened  with  public  indignation  because  they  have  done  that 
thing,  and  by  important  men. 

Senator  Cummins.  I  do  not  know  whether  that  be  true  or  not. 
There  are  differences  of  opinion  among  the  people  with  regard  to  the 


388  INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

justice  of  that  decision,  and  I  assume  that  every  man  is  at  liberty  to 
speak  his  mind  with  regard  to  it ;  but  do  you  know  of  any  man  who 
has  asserted  anywhere  that  railway  companies  should  receive  less 
than  a  reasonable  return  or  reward  for  their  service? 

Mr.  Thom.  No;  I  do  not  know  of  any  man,  but  I  know  this:  I 
know  there  are  important  men  who  take  such  a  course  in  public  life 
that  they  menace  the  investor  with  a  view  entirely  different  from 
that  which  the  investor  takes,  and  who,  when  anything  like  this 
happens,  make  it  an  issue  before  the  American  people,  and  by  their 
standing,  bj^  their  abilit5%  they  are  able  to  make  an  impression  on 
the  public  mind  which  has  the  effect  of  discouraging  confidence  in 
the  stability  of  railroad  securities. 

Senator  Cummins.  But  the  railway  companies  make  the  same 
issue,  do  they  not?  They  make  a  campaign  before  the  American 
people;  they  put  their  views  before  the  public  with  a  great  deal  of 
persuasiveness,  do  they  not? 

Mr.  Thom.  Undoubtedly.  I  am  not  saying  anything  against  the 
presentation  of  the  other  side.  I  am  asking — ^not  in  a  controversial 
spirit — I  am  asking  whether  or  not  an  industry  can  stand  a  strain  of 
that  sort,  constant  agitation,  most  intelligently  and  capably  carried 
forward.    Now,  can  they  do  that  and  live  is  the  question. 

Senator  Cu3imins.  You  do  not  hope  for  a  time,  do  you,  when  the 
action  of  our  public  officials,  either  in  legislation  or  in  administration, 
will  be  immune  from  criticism  or  comment? 

Mr.  Thom.  I  do  not  look  forward  to  that,  but  I  am  bringing  to 
your  attention,  as  a  responsible  American  staterman,  the  fact  that 
j^ou  are  dealing  with  an  industry  that  lies  at  the  base  of  American 
prosperity;  that  that  can  not  stand  the  sharp  controversial  differ- 
ences ;  that  some  way  must  be  found  to  assure  the  public,  if  they  are 
going  to  continue  this  investment,  that  there  is  a  stability  of  public 
opinion  behind  them,  and  not  all  the  time  a  controversial  opinion — 
public  opinion  behind  them. 

Senator  Cummins.  You  said  yesterday  that  one  of  the  ways  in 
which  Congress  could  encourage  the  railways  and  be  helpful  would 
be  to  prescribe  certain-  elements  which  the  commission  should  take 
into  consideration,  in  determining  the  reasonableness  of  railway 
rates. 

Mr.  Thom.  Yes. 

Senator  Cummins.  And  I  think  you  expressed  the  opinion  that 
there  was  no  doubt  of  our  authority  to  do  so. 

Mr.  Thom.  That  is  my  opinion. 

Senator  Cummins.  It  goes  without  saying,  then,  I  a,psume,  that  if 
we  can  tell  tlie  commission  that  it  must  consider  certain  elements  in 
determining  what  is  a  reasonable  rate,  that  we  can  also  tell  it  that  it 
must  not  consider  certain  elements,  in  determining  what  is  a  reason- 
able rate? 

Mr.  Thom.  Unless  that  would  prevent  the  legitimate  operation — 
unless  your  prohibition  would  prevent  the  legitimate  operation  of 
economic  forces  to  which,  as  owners  of  the  property,  these  people  are 
entitled. 

Senator  Cummins.  Yes;  but  I  am  speaking  now  of  legislative 
power.  We  create  a  commission  to  determine  what  rates  shall  be; 
they  must  be  reasonable.    Now,  it  must  be  true 
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Mr.  TiioiNr.  Now,  I  Scay 

Senator  Cummins.  Just  a  moment. 

Mr.  TiioM.  Yes. 

Senator  Cummins.  It  must  be  true  that  if  wo  can  state  to  the  com- 
mission that  in  determining  reasonable  rates  it  shall  consider  certain 
factors,  we  can  also  say  to  it  that  it  shall  not  consider  certain  factors ; 
that  must  be  true. 

Mr.  Thom.  No  ;  it  must  be  true — it  is  true  with  this  limitation,  that 
you  can  tell  them  that  they  must  not  consider  any  factor  that  it  is 
improper  for  them  to  consider.  I  mean  by  that,  this — I  will  illustrate 
it  in  this  way :  Here  was  the  Monongahela  lock  case.  Congress  un- 
dertook to  have  that  lock  condemned,  and  it  undertook  to  say^that 
there  were  certain  things  that  must  not  be  considered  in  that'con- 
denmation,  to  wit,  the  value  of  the  franchise.  Now,  the  Suprenie 
Court  said  that  could  not  be  considered,  because  not  to  consider  it 
would  be  to  take  what  was  property,  contrary  to  the  Constitution. 

Senator  Cummins.  Precisely. 

Mr.  TiiOM.  Now,  with  that  limitation  you,  in  my  judgment,  have 
a  perfect  right  to  prescribe  what  shall  not  be  considered.  I  say  this. 
Senator,  I  say  Congress  has  a  right  to  prescribe  a  rate  itself,  if  it  is 
a  reasonable  rate;  that  that  involves  the  lesser  power  to  refer  it  to 
an  administrative  body  to  determine  that  question  and  have  Congress 
set  the  standard  by  which  it  shall  be  determined. 

Senator  Cummins.  You  are  undoubtedly  right.  Congress  could 
prescribe  a  rate,  subject,  of  course,  to  judicial  examination,  and  the 
judiciary  would  not  examine  into  the  elements  which  were  in  the 
minds  of  the  members  of  Congress  when  they  passed  a  law  of  that 
character;  but  that  is  a  very  different  thing  from  prescribing  to  a 
commission  the  elements  which  it  shall  take  into  mind.  For  instance, 
do  you  believe  that  we  could  say  to  the  Interstate  Commerce  Com- 
mission that  in  fixing  a  rate  for  the  railways  it  must  not  take  into 
consideration  the  advance  in  the  value  of  its  right  of  way? 

Mr.  Thom.  No  ;  because  that  is  property  and  it  would  be  forbidden 
by  the  Constitution. 

Senator  Cummins.  And  we  can  not  do  it,  because  the  Constitution 
protects  it? 

Mr.  Thom,  Yes. 

Senator  Cummins.  That  is  to  say  that  it  is  a  judicial  question  and 
not  a  legislative  one? 

Mr.  Thom.  No  ;  it  is  a  legislative  question,  within  the  bounds  of  the 
Constitution. 

Senator  Cummins.  That  is  to  say 

Mr.  Thom.  I  will  express  it  this  way.  Senator :  The  Interstate 
Commerce  Commission,  or  any  other  commission  appointed  by  Con- 
gress, is  a  hand  of  Congress.  It  is  a  deputized  authority  to  do  the 
things  which  Congress  might  itself  do.  You  can  prescribe  any  limit 
on  tiie  power  of  that  commission  and  place  upon  it  any  instructions 
within  your  constitutional  powers.  You  are  limited  simply  by  the 
Constitution— by  nothing  else.  You  have  got  a  right  to  deputize 
anvthing,  except  legislative  power.  You  have  got  a  right  to  deputize 
administrative  power,  and  the  limitation  of  your  instruction  is 
simply  the  Constitution. 
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Senator  Cummins.  That  is,  we  have  the  right  then  to  pi-escribe 
any  element  that  will  tend  to  increase  the  rates,  but  we  can  not  with- 
draw any  element  that  will  tend  to  decrease  the  rates? 

Mr.  Thom.  Yes,  j^ou  can.  The  very  elements  that  I  refer  to  might 
tend  to  decrease  the  rate.  Those  elements  are  not  necessarily  the  ones 
that  increase  the  rate.  They  are  merely  the  declaration  by  Congress 
of  the  things  that  ought  to  be  taken  into  consideration.  For  example, 
one  of  the  things  that  I  suggest  is  the  rights  and  interests  of  the 
shippers.     Xow,  is  that  to  increase  or  decrease? 

Senator  Cummins.  We  are  talking  now  about  reasonable  rates, 
and  if  we  leave  out  the  word  "  reasonable "  your  conclusion  might 
be  t4"ue.  If  we  should  tell  the  commission  to  ascertain  what  the  rate 
should  be,  considering  certain  factors,  that  might  or  might  not  be 
valid  legislation,  but  when  we  tell  the  commission  "  You  ascertain 
what  is  a  reasonable  rate,"  in  my  judgment,  we  can  not  prescribe  any 
element  that  judicially,  or  from  the  judicial  standpoint,  is  not  a 
proper  element  to  be  considered  in  determining  what  is  a  reasonable 
rate. 

Mr.  Thom.  Senator,  I  am  very  disappointed  to  hear  you  say  so. 
I  have  profound  confidence  in  your  constitutional  views,  but  not- 
withstanding my  admiration  for  them,  I  feel  that  you  are  without 
any  support  whatever  in  that  proposition. 

Senator  Cummins.  You  have  stated  that  in  your  opinion  the  rail- 
way companies  should  be  permitted  to  earn  9  per  cent,  and  I  presume 
that  is  upon  their  capital  stock  and  not  upon  the  entire  capitalization  ? 

Mr.  Thom.  What  I  said  was  that  it  was — as  I  understood  it — it 
was  the  general  investors'  view  that  in  order  to  make  stock  salable 
at  par  there  must  be  an  earning  power  behind  it  at  least  equal  to  the 
payment  of  6  per  cent  dividends,  and  at  least  equal  to  the  piling  up 
of  a  surplus  to  protect  it  of  3  per  cent,  which  is  the  equivalent  of 
what  you  said. 

Senator  Cummins.  That  is  simply  a  paraphrase  of  what  I  have 
just  said. 

Mr.  Thom.  The  reason  I  did  it  that  way  was  because  I  wanted  to 
paraphrase  it.  I  wanted  to  put  it  in  shape  where  it  expressed  my 
own  idea. 

Senator  Cummins.  Which  is  that  the  rates  ought  to  be  so  adjusted 
that  railway  stocks  can  earn  9  per  cent,  6  per  cent  of  which  maj^  be 
used  as  an  annual  dividend  and  3  per  cent  of  which  is  to  be  accumu- 
lated in  a  surplus  fund? 

Mr.  Thom.  Yes,  sir. 

Senator  Cummins.  Now,  you  also  said  that  in  your  opinion  the 
rates  should  be  so  adjusted  that  they  will  represent  the  value  of  the 
service. 

Mr.  Thom.  Yes ;  I  said  that  that  was  not  the  view,  however,  that  I 
was  discussing  this  case  on,  because  that  does  not  seem  to  have  been 
given  due  weight  in  the  decisions  of  the  court,  according  to  my  very 
diffident  and  very  humble  opinion. 

Senator  Cummins.  We  must,  in  forming  legislation,  proceed  upon 
one  theory  or  the  other. 

Mr.  Thom.  Undoubtedly;  and  I  have  assumed  in  everything  that 
I  have  said  that  you  are  going  to  put  yourselves  where  the  courts 
seem  to  have  put  themselves.  I  wish  very  much  that  Congress  could 
see  its  way  to  cut  loose  from  that  and  to  adopt  this  other  principle, 
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but  I  said  that  ineroly  because  it  was  my  cherished  view  of  the  con- 
stitutional question  involved.  "  , 

Senator  Cui^imixs.  You  recognize  that  these  two  proposals  are 
entirely  inconsistent  with  each  other? 

Mr.  "Tiiom.  Which  two? 

Senator  Cummins.  Namely,  the  9  per  cent  upon  the  stock  and 

the 

Mr.  Thoji.  Undoubtedly  they  are. 

Senator  Cu^tMiNS.  value  of  the  service?    . 

Mr  TiioM.  I  wish  you  would  discard  my  own  views  of  rate  making 
because  they  are  not"  adopted  by  the  courts,  and  the  9  per  cent  was 
on  the  theory  that  it  had  been  adopted  by  the  courts. 

Senator  Cummins.  I  think  the  court  has  not  quite  said  9  per  cent. 

Mr.  TiioM.  Not  said  the  9  i^er  cent.  What  I  mean  is  they  have 
adopted  the  idea  that  the  constitutional  right  is  measured  by  a  fair 

return.  ,  ,  ,       ^  i 

Senator  Cummins.  Certainly ;  and  you  rather  expect  us  to  go  along 

on  that  theory  ?  r.  -r  n     ■  i 

jNIr.  Tiiom.  I  am  afraid  you  have  got  to,  Senator.    I  am  atraid  you 

will,  at  last.  ^         ,  ^,         .  ■.-     -. 

Senator  Cummins.  If  you  adopt  the  other  theory  there  is  no  limit 

upon  the  earnings  at  all. 

:Mr.  Thom.  No  limit  either  way  on  the  earnings  up  or  earnings 

Senator  Cummins.  There  is  a  limit  if  we  assume  that  there  should 
be  simply  a  fair  return  upon  the  value  of  the  property  rendering  the 
service— that  prescribes  a  rule  that  people  can  understand. 

Mr.  Thom.  I  quite  understand  that,  and  I  understand  that  this 
other  view  that  I  entertain  is  one  that  is  not  likely  to  be  accepted  by 
the  general  public,  and  therefore  my  testimony  in  respect  to  this  per- 
centage has  reference  to  the  theory  of  a  fair  return. 

Senator  Cumsiins.  Then,  confining  ourselves  for  a  moment  to  the 
theorv  which  has  been  adopted  by  the  courts  and  which  seems  to 
prevail  in  the  country,  is  it  your  idea  that  the  3  per  cent  surplus 
should  be  allowed  to  accumulate  indefinitely,  or  should  there  be  a 
limitation  upon  it?  -,       i       r-  • 

Mr.  Thom.  My  idea  is  it  ought  to  be  the  general  rule  of  earnings, 
but  in  lean  years  you  will  have  to  go  into  that  to  pay  your  dividends. 

Senator  Cummins.  Suppose  your  rates  are  adjusted  in  the  lean 
year  so  you  will  have  9  per  cent  ni  the  lean  years,  what  would  you  do 
with  the.  surplus  ? 

Mr.  Thom.  Senator,  you  are  suggesting  the  impossible,  ihere  has 
never  been  a  rate  made  yet  that  was  not  made  in  prosperous  years 
and  on  prosperous  standards.    I  mean  legislatively  made. 

Senator  Cummins.  But  you  can  not  assert  that  with  regard  to  the 
action  of  the  Interstate  Commerce  Commission,  can  you  ? 

Mr.  Thom.  Oh,  no ;  because  they  have  got  to  make  them  all  right 
alono". 

Seiiator  Cummins.  Legislatively,  Congress  has  never  attempted  to 

make  a  rate?  .        .       ,  . 

Mr.  Thom.  But  if  vou  will  examine  rate  making  m  this  country 
you  will  see  the  political  agitation  about  rates  has  arisen  m  pros- 
perous years,  and  thereupon  they  take  the  prosperous  standards  to 
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make  the  rates  accordingly  and  let  the  lean  years  take  care  of  them- 
selves. 

Senator  Cummins.  However  that  may  be,  the  suggestion  does  not 
appeal  to  the  Interstate  Commerce  Commission,  does  it? 

Mr.  Thom.  It  does  not,  and  they  ought  to  be  established  on  an 
average  condition. 

Senator  Cummins.  You  do  not  mean  to  assert  there  should  be  no 
limitation  upon  the  accumulation  of  a  surplus,  do  you  ? 

Mr.  Thom.  Oh,  no. 

Senator  Cummins.  What  would  be  a  fair,  reasonable  limitation 
from  your  point  of  view  ? 

Mr.  Thom.  My  point  of  view  is  that  the  Interstate  Commerce 
Commission  will  look  over  the  whole  situation  and  ought  to  estab- 
lish a  basis  of  earnings,  about  what  I  have  said,  where  the  lean 
years  would  decrease  it,  the  prosperous  years  somewhat  increase  it, 
and  where  we  will  realize  that  that  surplus  will  necessarily  go  to 
build  up  and  strengthen  the  transportation  systems  of  the  country 
which  the  little  amount  of  money  involved  in  the  earnings  will  not 
begin  to  compare  with. 

Senator  Cummins.  Do  you  mean  to  use  the  surplus  that  you  ac- 
cumulate in  that  way  in  the  development  of  the  property,  or  hold  it 
for  the  purpose  of  paying  dividends  in  the  lean  years  ? 

Mr.  Thom.  I  think  that  two  things  ought  to  be  considered;  a 
proper  provision  to  make  up  deficiencies  in  dividend  ought  to  be 
provided  for  and  the  balance  put  into  the  property. 

Senator  Cummins.  Why  should  any  of  it  be  put  into  the  property  ? 

Mr.  Thom.  Simply  because  the  people  that  own  the  property  are 
perfectly  willing  and  content  that  a  proper  proportion  be  applied  to 
the  upbuilding  of  the  property. 

Senator  Cummins.  They  contribute,  we  will  say,  3  per  cent  this 
year,  and  then  next  year  you  will  not  earn  another  dividend  of  6 
per  cent  upon  the  surplus  that  you  have  invested  in  the  property. 
That  is  not  fair  regulation,  is  it  ? 

Mr.  Thom.  I  think  when  the  money  is  earned  it  becomes  the 
property  of  the  stockholders. 

Senator  Cummins.  But  in  fixing  the  rates,  you  are,  as  I  understand 
you,  suggesting  that  if  the  stockholder  has  6  per  cent  every  year  he 
will  be  satisfied? 

Mr.  Thom.  If  he  is  certain  of  it. 

Senator  Cummins.  And  that  the  3  per  cent  surplus,  or  whatever 
surplus  is  fair,  is  intended  to  guard  against  a  year  in  which  the 
earnings  will  not  pay  the  dividend  of  6  per  cent  ? 

Mr.  Thom.  Through  a  series  of  years. 

Senator  Cummins.  If  you  invest  the  surplus  in  the  property  then 
it  is  not  available  for  the  purpose  of  paying  dividends,  is  it? 

Mr.  Thom.  No;  not  if  you  invest  it  all,  therefore  I  suggest  the 
right  way,  for  wise  business  management,  is  to  accumulate  a  certain 
amount  in  cash  necessary  for  that  and  to  put  it  back  in  the  property. 

Senator  Cujnimins.  You  do  not  expect  the  rate  payers  in  this 
country  to  build  up  the  property,  accumulated  in  the  way  you  have 
suggested,  and  then  pay  interest  upon  the  value  of  the  property  that 
is  built  up  in  that  way — you  do  not  expect  that,  do  you? 

Mr.  Thom.  No;  what  I  expect  is  this:  I  expect  that  the  public, 
when  they  commence  to  consider  the  question,  will  say  that  the 
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greatest  public  interest  is  in  adequate  transportation  facilities  and 
adequate  all  the  time;  that  therefore  they  have  got  to  permit  such 
a  basis  of  earnings  as  will  attract  the  new  capital  necessary  for  that 
purpose,  and  I  do  not  expect  the  rates  that  will  be  permitted  to  be 
charged  will  allow  an  undue  accumulation.  We  need  not  discuss 
the  question  on  anything  else  except  principle,  because  you  are  not 
going  to  state  in  your  law  how  much  shall  be  allowed.  You  are 
merely  going  to  try  to  safeg-uard  certain  public  purposes,  and  that 
standard  will  be  accepted  by  your  deputy,  the  commission,  and 
will  be  applied  in  their  discretion  to  carry  out  that  purpose  in  differ- 
ent ways  at  different  times.  ^ 

Senator  Cummins.  You  agree,  then,  that  the  surplus  is  really  to 
protect  dividends  and  ought  not  to  be  used  to  build  up  the  property 
upon  which  another  return  is  to  be  expected? 
Mr.  Thom.  Well,  I  did  not  say  that.  Senator. 
Senator  Cummins.  We  will  pass  that  if  you  do  not  agree  to  it. 
Mr.  TiioM.  I  think  it  would  be  wise  business  management  of  those 
matters. 

Senator  Cummins.  You  recognize  that  a  very  large  part  of  the 
business  of  the  country  is  competitive  among  the  railroads,  do  you 
not? 

Mr.  Thom.  a  very  large  part  is. 

Senator  Cummins.  And  you  recognize  that  rates,  wdiich  do  carry 
competitive  business,  must  be  the  same  rates? 
Mr.  Thom.  Undoubtedly  they  ought  to  be. 

Senator  Cummins.  You  recognize,  also,  that  there  are  companies 
which  can  do  business,  serving  competitive  territory,  accumulate  9 
per  cent  upon  their  stock  every  year,  that  wall  put  the  competitive 
company  into  bankruptcy? 

Mr.  Thom.  And  therefore  I  have 

Senator  Cummins.  No;  not  "  therefore,"  but  I  ask  you  if  you  do 
not  recognize  that  to  be  true? 

Mr.  Thom.  Yes;  but  I  suppose  I  am  entitled  to  make  not  only  a 
categorical  answer  but  an  explanation,  Senator? 

Senator  Cummins.  Yes;  but  I  should  like  to  Imow  whether  you 
recognize  that  to  be  the  situation  ? 

Mr.  Thom.  That  is  a  possibility,  and  therefore  I  say  it  is  exceed- 
ingly wise  on  the  part  of  the  Interstate  Commerce  Commission,  when 
it  applies  the  principle  of  a  return  on  the  property  as  a  standard  of 
what  the  Constitution  requires,  to  take  an  average  condition  and  deal 
with  it,  as  it  did  in  the  Eastern  Kate  cases. 

Senator  Cummins.  Yes;  but  what  I  have  just  suggested  is  really 
one  of  the  insoluble  problems  in  railway  regulation,  is  it  not? 

Mr.  Thom.  I  thought  the  commission  had  probably  dealt  with  it 
pretty  well  in  that  case,  in  the  way  of  a  solution. 

Senator  Cummins.  I  know  of  a  railroad,  and  you  do,  too— you 
know  a  good  many  of  them— w^iere  two  railroads  given  the  same 
rates,  one  of  them  will  earn  25  per  cent  on  its  capital  stock  and  the 
other  one  will  not  earn  anything,  and  they  do  competitive  business 
and  they  serve  a  competitive  territory. 

Mr.  Thom.  That  is  a  very  possible  situation. 

Senator  Cummins.  What  are  you  going  to  do  with  a  situation  of 
that  kind? 


394  INTERSTATE  AND  FOREIGN  TRANSPORTATION". 

Mr.  Thom.  You  are  going  to  deal  with  it  in  a  broad,  comprehen- 
sive spirit  of  recognizing  the  real  situation  and  trA^  to  apply  business 
principles  to  it  instead  of  political  principles. 

Senator  Cummins.  That  does  not  mean  anything  to  me,  those 
generalizations.  We  have  either  got  to  allow  one  railroad  to  earn  a 
very  large  return  or  we  have  got  to  destroy  the  other  railroad. 

Mr.  Thom.  Then  the  question  would  come  up,  as  I  suggested,  using 
business  discretion  about  it,  the  question  would  come  up  whether  or 
not  there  is  any  wrong  done  the  public  in  the  rate  which  makes  this 
large  earning  for  the  big  company.  If  so,  if  no  wrong  is  done  it, 
then,the  fact  that  its  earnings  are  very  great  ought  not  to  be  objected 
to  if  this  class  of  property  is  to  retain  public  favor  or  have  public 
favor. 

Senator  Cummins.  I  want,  Mr.  Thom,  to  discuss  with  you  a  mo- 
ment or  ask  of  you  a  few  questions  with  regard  to  Federal  incorpora- 
tion. You  answered  Mr.  Adamson,  and  I  think  correctly,  that  a 
State  corporation  had  a  right  to  enter  a  State  foreign  to  its  domicile 
without  the  consent  of  the  latter  in  order  to  engage  in  interstate 
business  ? 

Mr.  Thom.  Yes ;  provided  it  can  find  a  method  of  doing  it. 

Senator  Cummins.  The  general  rule  is  that  a  corporation  organ- 
ized in  one  State  can  not  enter  another  without  the  consent  of  that 
other;  that  is  the  general  rule,  is  it  not? 

Mr.  Thom.  Yes ;  \t  is. 

Senator  Cummins.  There  are  two  exceptions  to  that,  as  I  remem- 
ber the  law,  although  I  am  a  little  bit  rusty  in  the  law  now,  and  the 
two  exceptions  are  these:  If  the  corporation  is  about  to  perform  a 
Federal  function,  a  general  function,  it  can  go  in  without  the  con- 
sent of  the  State,  or  if  it  is  to  engage  in  interstate  commerce,  it  can 
go  in  to  do  that  commerce. 

Mr.  Thom.  Now,  Senator,  on  that  general  principle  I  am  in  entire 
accord.  Here  has  always  been  my  difficulty  on  that  point.  Sup- 
pose we  have  a  railroad  chartered  by  the  State  of  Georgia,  authorized 
to  do  an  interstate  business,  and  that  railroad  wants  to  acquire  a 
right  of  way  in  the  State  of  Alabama  and  the  State  of  Alabama  Avill 
not  give  its  consent.  Now  I  have  never  been  able  to  exactly  reconcile 
it  to  my  mind  how,  in  the  absence  of  congressional  legislation  on  the 
subject,  that  corporation,  chartered  by  the  State  of  Georgia,  can  go 
in  and  obtain  a  right  of  way  in  Alabama  against  its  consent.  On 
the  other  hand,  suppose  there  is  a  mercantile  concern  in  the  State 
of  Georgia  that  wants  to  do  an  interstate  business.  It  does  not 
require  the  obtaining  of  any  right  of  way  to  do  that  business  and 
they  can  send  their  agencies  there  and  do  it  without  the  consent  of 
Alabama.  But  have  you  ever  considered  it  from  the  standpoint  of 
acquisition  of  right  of  way? 

Senator  Cummins.  Yes;  but  my  question  did  not  involve  that 
feature  of  it.  I  do  not  believe  a  foreign  corporation  can  exercise 
the  right  of  eminent  domain  within  a  State  without  the  consent  of 
the  State  withini  which  the  power  is  to  be  exercised,  but  of  course 
Congress  could  give  a  State  corporation  the  right  to  exercise  the 
power  of  eminent  domain  in  that  State. 

Mr.  Thom.  I  think  so.  You  mean  engaging  in  interstate  com- 
merce ? 
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Senator  Cummins.  And  that  Congress  could  give  to  a  corpora- 
tion, organized  under  its  own  law,  the  authority  to  take  property 
for  a  public  purpose  in  any  State? 

Mr.  Thom.  Yes,  sir. 

Senator  Cummins.  In  order  to  carry  on  interstate  commerce? 

Mr.  TiioM.  Undoubtedly. 

Senator  Cummins.  Do  you  believe  that  Congress  could  give  a  Fed- 
eral corporation  the  right  to  enter  a  State  and  do  intrastate  business 
without  the  consent  of  the  State? 

Mr.  Tho:m.  Undoubtedly;  I  do. 

Senator  Cuimmins.  It  has  never  been  so  decided,  has  it? 

Mr.  Tiio:m.  Oh,  no.  Here  is  what  I  mean,  I  mean  that  a  Federal 
incorporated  company  to  do  an  interstate  business  can  be  permitted 
by  Congress  to  go  into  a  State  and  do  a  local  business  just  as  much 
as  the  United  States  can  permit  its  banks  to  go  into  a  State  and  do 
an  interstate  business. 

Senator  Cummins.  I  do  not  want  to  bring  the  banks  in  because 
that  rests  upon  an  entirely  different  proposition,  in  my  judgment;  but 
I  do  not  believe  that  a  corporation,  organized  under  the  State  of  Illi- 
nois can  come  into  the  State  of  Iowa  and  do  what  is  known  as  intra- 
state business  without  the  consent  of  the  State  of  Iowa.  I  do  not 
believe  that  a  Federal  corporation  can  enter  the  State  of  Iowa  and 
do  an  intrastate  business,  whatever  that  may  be.  If  there  is  no  such 
thing  then  the  difficulty  disappears  without  the  consent  of  the  State, 
and  it  is  upon  that  point  that  I  should  like  your  opinion. 

Mr.  Thom.  Senator,  I  take  occasion  again  to  say,  as  I  have  said 
often  in  your  presence  and  outside  of  it,  I  understand  and  appre- 
ciate your  constitutional  conception  and  therefore  I  am  diffident  in 
expressing  a  view^  at  this  time  that  has  not  been  confirmed  by  Con- 
gress. But  I  feel,  undoubtedly,  that  Congress  possesses  that  power. 
I  have  instanced  the  state  of  the  banks,  wdiich  you  think  rests  on  a 
different  principle,  but  it  seems  to  me  the  principle  underlying  both 
of  those  cases  is  the  same.  Now  here  is  a  Federal  purpose,  the  estab- 
lishment in  the  one  case  of  a  bank,  in  the  other  case  of  interstate 
carriers.  It  is  to  carry  out  one  of  the  constitutional  functions  of 
the  Federal  Government  in  both  cases.  In  order  to  do  that  those 
two  companies,  the  banks  on  the  one  hand  and  the  railroads  on  the 
other,  must  be  permitted  to  enter  into  the  entire  field  of  commerce. 
To  say  that  the  Government  of  the  United  States  is  confined  by  its 
agencies  to  do  an  interstate  business  by  the  corporations  which  it 
finds  necessary  in  the  public  interest  to  create,  is  to  hamper  the 
United  States  Government  by  taking  away  from  it  15  per  cent  of  a 
real  field  of  commerce.  Now\  in  my  judgment,  they  can  not  exclude 
the  States  from  doing  that.  The  States  can  build  as  many  railroads 
and  allow  as  many  governmental  agencies  as  they  please  to  do  in- 
terstate commerce,  but  the  States  have  no  right  to  assent  or  dissent 
from  the  power  of  the  Federal  Government  to  engage  in  the  full 
field  of  commerce  any  more  than  they  have  the  right  to  say  that 
this  national  bank  shall  come  here  and  that  it  can  do  business  that 
is  interstate  in  character,  but  that  it  can  not  do  business  that  is 
State  in  character. 

I  believe  both  of  those  things  are  an  essential  element  of  sover- 
eignty which  the  States  have  agreed  should,  in  their  interests  and 
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in  their  behalf,  be  vested  in  the  impartial  hands  of  the  Federal 
Government,  and  that  that  can  not  be  subject  to  be  crippled  by  with- 
drawin<?  from  them  any  proper  element  of  commerce  when  they 
undertake  to  do  any  other  portion  of  commerce. 

Senator  Cummins,  I  do  not  intend  to  conduct  an  argument  on 
that  point  with  you,  but  I  feel  great  doubt  about  it.  I  think  the 
right  to  incorporate  a  bank,  in  order  to  carry  on  a  governmental 
function,  is  one  thing.  Our  right  to  regnilate  commerce  among  the 
States  is  quite  another,  and  I  am  not  now  trying  to  settle  what  is  so 
connected  with  interstate  commerce  as  to  bring  it  within  the  Federal 
jurisdiction,  but  I  am  assuming  there  is  something  outside.  Now, 
I  am  not  able  to  see  how  we  can  authorize  a  Federal  corporation  to 
do  that  thing  outside,  under  our  power  to  regulate  commerce  be- 
tween the  States. 

Mr.  Thom.  Senator,  what  do  you  regard  as  the  constitutional 
basis  for  the  power  of  the  Government  to  establish  national  banks— 
what  provision  of  the  Constitution? 

Senator  Cummins.  I  would  simply  have  to  quote  from  McCul- 
lough  against  Maryland. 

Mr.  Thom.  What  did  that  case  say? 

Senator  Cu3I3iins.  There  is  no  use  of  my  quoting 

Mr.  Thom.  What  did  that  case  say  was  the  function  of  the  Gov- 
ernment to  establish  Government  banks? 

Senator  Cummins.  To  carry  on  busiipiess,  create  business — Gov- 
ernment business. 

Mr.  Thom.  In  other  words,  we  all  have  to  admit 

Senator  Cummins.  And  some  people  have  thought 

Mr.  Thom.  We  all  have  to  admit  that  there  is  no  clause  in  the 
Constitution  to  which  you  can  assign  the  governmental  power  to 
establish  banks,  as  distinct  as  the  commerce  clause.  You  have  to 
hunt  all  over  and  find  some  possible  basis  for  it. 

Senator  Cummins.  That  is  true,  but  the  commerce  clause  is  limited. 
The  other  is  not. 

Mr.  Thom.  Yes 

Senator  Cummins.  The  commerce  clause  is  limited  to  a  certain 
kind  of  commerce,  and  we  can  not  authorize  a  Federal  corporation 
to  do  anything  that  is  not  in  and  of  itself  a  regulation  of  commerce 
among  the  States. 

Mr.  Thom.  Yes;  but  the  other  is  not  limited,  because  you  can  not 
find  it  in  the  Constitution.  You  can  find  this  in  the  Constitution. 
Now,  if  anything  on  earth — here  is  an  exercise  of  a  governmental 
duty,  founcl  on  the  face  of  the  Constitution,  with  respect  to  inter- 
state commerce.  We  all  admit — at  least  I  am  sure  you  and  I  do — ■ 
that  Congress  had  the  constitutional  power  to  incorporate  an  agency 
to  carry  that  on.  Having  that  done,  the  law  will  never  permit  that 
agency  to  be  crippled  and  destroy  that  power — the  exercise  of  that 
power  to  be  made  unavailing  by  withdrawing  from  it  the  support 
of  any  portion  of  commerce  that  is  usually  carried  on  by  some 
carrier. 

Senator  Cummins.  All  of  that  is  based  on  your  general  propo- 
sition, which  may  or  may  not  be  well  founded,  that  because  the 
revenue  derived  by  a  carrier  from  intrastate  business  may  be  less 
than  a  proper  revenue  for  the  service,  and  thus  a  burden  imposed 
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upon  interstate  commerce,  that  must  be  borne  by  the  interstate  rates, 
brings  the  whole  subject  under  Federal  jurisdiction. 

Mr.  TTio:\r.  I  think  so.  and  I  suppose  what  we  are  now  discussing 
is  academic  rather  than  practical,  for  the  reason  that,  doubtless  all 
of  us  Avill  agree,  no  State  would  prevent  an  interstate  railroad, 
simply  because  it  was  chartered  by  the  Federal  Government,  from 
doing  intrastate  business  there.    It  would  be  glad  to  have  it  do  so. 

Senator  Cummins.  It  arises  in  this  way :  I  assume  that  if  we  in- 
corporate railroads  we  will  at  the  same  time  group  them  through 
the  Interstate  Commerce  Commission,  and  the  corporation  which 
Ave  authorize  will  acquire  the  property  of  this  group  of  railways. 
That  seems  to  be  reasonable.  ( 

Mr.  TnoM.  I  do  not  think  that  is  the  wisest  way  to  do  it.  It  may 
turn  out  that  that  is,  but  that  has  not  so  appeared  to  me. 

Senator  Cummins.  Don't  you  think  it  is  about  a  fair  thing  for  the 
Federal  Government,  if  the  Federal  Government  were  to  acquire 
the  railroads,  to  pay  their  value 

Mr.  Thom.  I  did  not  quite  catch  that  question. 

Senator  Cummins.  Undoubtedly  we  can  give  the  Federal  corpora- 
tion the  right  to  condemn. 

Mv.  TiiOM.  Undoubtedly. 

Senator  Cummins.  Now,  suppose  it  should  go  on  and  condemn 
properties  of  which  it  is  to  become  the  owner.  What  would  be  the 
measure  of  the  condemnation  ? 

Mr.  Thom.  What  would  be  the  measure  of  value? 

Senator  Cummins.  The  measure  of  value. 

3^Ir.  Thom.  What  the  property  was  worth  to  the  person  whose 
propertv  was  condemned.  _  ,      i    i.  -j. 

Senator  Cummins.  Not  what  the  property  is  worth— not  what  it 
is  worth  to  the  owners  of  the  condemned  property,  but  what  the 
property  is  worth.  That  means  the  acquisition  by  the  new  com- 
pany of  property  at  its  fair  and  reasonable  value. 

Mr.  Thom.  The  Supreme  Court  has  determined  that  that  value 
must  be  considered  in  respect  to  the  person  whose  property  is  con- 
demned. 

Senator  Cummins.  The  kind  of  property  taken  and  the  service 

INIr.  Thom.  No;  the  value  to  the  owner  of  it,  for  any  legitimate 

purpose.  ,         ,    . 

Senator  Cummins.  That  has  always  been  the  rule  m  respect  to  any 

property. 

Mr.  Thosi.  That  is  what  I  say.  It  must  be  taken  with  reference 
to  the  value  of  it  to  the  person  who  owns  it. 

Senator  Cummins.  In  that  way  we  could  establish  a  capitalization 
that  represented  the  real  value  of  all  the  properties,  could  we  not? 

Mr.  Thom.  Oh,  we  could— you  would  not  have  to  pay  for  any- 
thing except  value.  ^      •      .U   i. 

Senator  Cummins.  Would  you  be  willing  to  cooperate  in  that 

plan  ^ 

Mr.  Thom.  My  judgment  is  that  the  only  wise  course  for  the 
American  Government  to  pursue  is  to  regard— unless  they  want  to 
upset  the  very  fundamentals  of  healthy  conditions  m  this  country- 
is  for  the  American  Government  to  realize  that  certain  things  have 
happened  in  this  country,  and  you  must  deal  with  that  status  as  it  is. 
Some  men  say  there  is  watered  stock.     Other  men  say  there  is  no 
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longer  any  watered  stock;  that  values  have  grown  up  to  them,  I 
do  not  believe  that  you  can,  without  creating  an  upheaval  that  is 
not  in  the  public  interest,  try  to  disturb  that  situation.  You  must 
safeguard  the  future,  but  deal  with  the  past  as  it  is. 

Senator  Cummins.  You  plan  absolutely  involves  the  recognition 
of  all  stock  now  outstainding  in  the  railroads? 

INlr.  Thom.  There  is  one  way  you  could  provide  for  that — that  is 
open  for  you  to  provide  for  that. 

Senator  Cummins.  There  is  your  difficulty.  You  will  never  be 
able  to  establish,  in  my  judgment,  the  securities,  and  especially  the 
stock  securities,  of  railway  companies  until  the  people  understand 
that  those  securities  are  practically  the  measure  of  value  of  the 
property  which  they  represent. 

]NIr.  Thom.  Xow,  the  only  way,  I  think,  you  are  going  to  get  at  that, 
if  there  is  any  reason  for  dealing  witli  it  from  that  angle,  would  be 
to  issue  stock  without  par  value  to  the  present  holders,  share  for 
share,  so  that  their  relative  interest  in  whatever  the  assets  are  shall 
be  maintained,  but  without  expressing  it  in  dollars. 

Senator  Cummins.  That  would  be  done,  anyhow.  Suppose  the 
Government  organized  a  corporation  and  that  corporation  proceeded 
to  take  over  tlie  property  of  the  ^Southern  Eailway  Co.  It  would 
ascertain  its  value  according  to  the  principles  which  the  courts  all 
recognize,  and  having  ascertained  its  value,  it  would  pay  the  'South- 
ern  Eailway  Co.  the  sum  of  money  so  established,  and  that  money 
would  be  distributed  among  the  present  owners  of  the  Southern  Rail- 
way according  to  their  holdings. 

Mr.  Thom.  You  mean  that  in  the  case  of  Government  ownership 
it  would  do  that? 

Senator  Cummins.  No  ;  I  am  speaking  of  the  Federal  corporation. 
Mr.  Thom.  I  do  not  think  that  is  the  way. 
Senator  Cummins.  But  it  is  a  way,  is  it  not  ? 

JNIr.  Tho:m.  Oh,  that  is  a  way ;  but  I  do  not  think  that  is  the  way. 

Senator  Cummins.  Then,  we  would  have  the  Southern  Eailway 

Co.  imder  Federal  law,  with  its  value  ascertained,  and  with  stock 

the  bonds  outstanding  representing  that  value.     Then  you  have  a 

basis  in  the  markets  of  the  world  for  the  establishment  of  credit. 

Mr.  Thom.  I  think  that  you  do  not  properly  estimate  the  peculiar 
value  of  what  you  are  there  suggesting.  Senator.  I  believe  that  tliis 
thing  is  a  tremendous  step :  that  it  has  to  be  taken  with  wisdom ;  that 
it  has  got  to  be  taken  with  the  purpose  of  disturbing  the  least  pos- 
sible the  present  financial  conditions  of  tlie  country  and  of  the  world, 
and  that  the  way  to  do  it  is  to  provide  that  after  a  certain  date  no 
corporation  shall  engage — no  railroad  corporation — shall  engage  in 
interstate  commerce  unless  it  takes  out  a  Federal  charter;  thereby 
you  open  the  way  by  which  a  Federal  charter  may  be  secured,  and 
provide  that  tliat  shall  not  affect  the  bonded  indebtedness,  other  in- 
debtedness, or  stock  ownership  of  the  existing  corporation,  but  that 
the  present  securities  outstanding  shall  represent  corresponding 
interests  in  your  corporation. 

Now,  there  you  have  done  this :  You  would  say,  from  the  point  of 
view  which  your  questions  now  indicate,  this :  We  have  thereby  not 
dealt  with  the  purpose  to  squeeze  water  out  of  existing  securities. 

Now,  I  say  that  the  only  way  in  which  you  will  ever  succeed  in 
doing  that  at  the  time,  if  you  find  with  your  conception  of  public 
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duty  it  is  necessaiy  to  be  done,  will  be  instead  of  issuing  $100  shares 
in  the  new  company  for  $100  shares  in  gold,  you  issue  a  share  in 
the  new  for  a  slinre  in  old  and  do  not  express  in  the  new  company 
value  at  all.  It  is  just  like  if  you  and  I  and  other  members  of  the 
committee,  10  of  you  and  myself,  owned  a  farm;  we  would  each  haA^e 
one-eleventh  interest.  We  might  divide  that,  put  it  into  a  corpora- 
tion, and  each  one  of  us  would  have  11  shares  of  stock  and  each  one 
take  1.  Now  there  would  be  no  value  attached  to  that  except  what 
could  be  gotten  out  of  the  farm,  but  we  would  all  have  an  eleventh 
interest.     Now,  that  is  a  method  that  you  might  consider. 

Senator  Cumimins.  I  recognize  that  it  is  a  method.  That  simply 
deludes  the  country,  that  is  all.  It  avoids  realization  of  the  fact 
that  the  value  of  the  property  is  less  than  the  capitalization. 

Mr.  Thom.  No;  it  does  not  say  anything  about  values.  It  just 
puts  a  share  of  ownership 

Senator  Cummins.  Precisely;  but  when  the  commission  in  its 
authority  comes  to  fix  the  rate  or  rates  for  that  property  the  value 
of  the  property  will  be  taken  as  a  basis  for  those  rates.  They  are 
engaged  now  in  valuing  the  railroads  for  that  very  purpose,  and 
wh3^  inasmuch  as  we  are  not  going  to  fix  rates  upon  any  other  basis 
than  the  value  of  the  property,  why  not  come  down  to  the  proposi- 
tion and  allow  or  capitalization  to  represent  the  real  value  of  the 
property  ? 

Mr.  Thom.  1^'liy,  Senator,  I  believe  that  under  the  present  deci- 
sion that  the  ultimate  criterion  of  rate  fixing  is  value,  not  stocks 
and  bonds.  In  other  words,  I  am  agreeing  with  the  proposition  that 
you  have  just  announced  to  that  extent.  Now,  I  say  the  reason  why 
you  can  not  adapt  the  capitalization  to  value  unless  it  is  done  already 
by  the  correspondence  between  the  two  is  because  you  would  be 
undertaking  a  task  which  woidd  result  in  the  financial  ruin  of  the 
world.  You  would  be  trying  to  take  hold  of  values  which  had  been 
bought  and  had  been  distributed  among  the  innocent  investing  pub- 
lic and  trying  to  affect  those  values,  and  you  can  not  do  it  by  the 
power  of  government  without  an  upheaval  that  it  is  not  in  the 
power  of  government  to  stem. 

Senator  Cummi-ns.  I  think  possibly  you  do  not  take  into  considera- 
tion all  the  factors.  This  stock  is  now  discredited.  This  stock  is 
now  hocked  upon  the  market  for  a  fraction  of  its  par  value.  Now, 
if  it  is  made  to  represent  the  real  value  of  the  property  out  of  which 
it  is  issued,  it  will  assume,  then,  a  par  value,  or  ought  to.  The  only 
difference  is  this^ancl  I  may  be  permitted  to  suggest  it — you  are 
hoping  all  the  time,  or  at  least  some  people  are  hoping  all  the  time, 
that  these  stocks  that  are  now  comparatively  worthless  in  the  market 
will,  by  some  necromancy,  be  allowed  to  grow  into  a  par  value,  and 
in  that  way  apparently  nothing  is  taken  from  the  stockholder. 

Mr.  Thom.  Do  not  talk  about  necromancy,  please.  Senator.  Use 
some  other  term  than  necromancy.     By  some  economic  growth. 

Mr.  Adamsox.  Legerdemain. 

Senator  Cummiks.  If  it  is  by  legitimate  economic  growth,  then  the 
new  stock  that  would  be  issued,  that  would  represent  the  real  value 
of  the  property,  would  correspondingly  raise  the  value. 
117900— 19— VOL  2 26 
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Mr.  Thom.  Undoubtedly;  but  you  never  would  be  able  to  impress 
the  men  whose  stock  is  taken  in  that  way  with  the  fact  that  you  are 
not  making  war  on  them,  and  you  are  going  to  disturb  the  financial 
confidence  of  the  world  by  doing  it. 

Senator  Cummins.  Well,  I  do  not  think  it  would  myself.  I  believe 
that  it  would  be  a  very  healthful  but  somewhat  painful  surgical  op- 
eration, and  the  sooner  it  is  performed  the  sooner  the  patient  will 
recover.     I  have  a  great  deal  of  sympathy  with  your  general  plan. 

Mr.  Thom.  I  know  you  have,  Senator. 

Senator  Cummins.  But  I  think,  when  you  base  it  upon  the  legali- 
zation and  the  perpetuation  of  all  the  securities  that  are  now  out- 
standing you  have  raised  up  an  obstacle  which  you  will  never  be  able 
to  overcome. 

Mr.  Thom.  Well,  I  do  not  know.  I  want  you  to  understand  that 
in  every  view  I  have  presented  I  have  presented  it  to  be  tested  by  the 
public  interest  and  by  the  wisest  sort  of  statemanship  of  this  country. 
I  have  not  presented  in  any  way  a  view  which  I  am  not  willing  to 
submit  to  that  kind  of  a  test,  and  where  I  am  wrong  I  would  be 
greatl}'  delighted  to  have  wiser  people  set  me  right. 

Senator  Cummins.  I  am  afraid  that  your  mind  is  like  many  an- 
other— possibly  like  all  others — somewhat  difficult  to  convince. 

Mr.  Thom.  That  is  mostly  the  case,  we  find,  when  we  get  with  men 
with  strong  convictions. 

Senator  Cummins.  That  is  all  I  care  to  ask,  Mr.  Chairman. 

The  Chairman.  Mr.  Esch,  will  you  proceed  with  the  witness  ? 

Mr.  Esch.  Mr.  Chairman,  I  hope  that  both  my  cross-examination 
and  the  answers  thereto  will  have  good  terminal  facilities. 

Mr,  Thom,  has  the  Supreme  Court  always  followed  the  same 
policy  with  reference  to  determining  the  reasonableness  of  the  rate 
and  the  fair  return  to  the  carrier,  or  has  there  been  an  evolution  in 
the  court  in  recent  years  on  that  subject  matter? 

Mr.  Thom.  I  think  there  has  been  a  partial  revolution.  I  do  not 
think  they  are  yet  committed  finally  to  any  opinion  on  that  subject, 
although  I  think  it  is  fair  to  state  that  in  dealing  with  an  entire 
situation  they  have  indorsed  the  idea  of  a  fair  return. 

Mr.  Esch.  You  are  familiar  with  the  Granger  case,  known  as 
Munn  V.  The  State  of  Illinois.  If  I  recollect  rightly,  that  decision 
was  to  the  effect  that  the  courts  would  not  go  back  of  a  rate  fixed  by 
the  legislature,  even  though  such  rate  brought  no  profit  whatever. 

Mr.  Thom.  They  have  abandoned  that  whole  gTOuncl.  They  did 
announce  that  proposition  in  the  Munn  case.  That  was  in  94  U.  S., 
and  then,  I  think  in  118  U.  S.,  they  abandoned  that  whole  principle. 

Mr.  Esch.  But  in  the  next  step  in  this  evolution,  in  the  case,  I 
think,  of  The  Covington  &  Lexington  Turnpike  Co.  v.  Sanford, 
they  held  that  the  governing  body  would  not  be  responsible  for  the 
amount  of  profits,  and  if  any  profits  could  be  shown  by  the  public 
utility,  that  would  satisfy  the  legislative  judgment. 

Mr.  Thom.  Yes;  but  they  went  through  that  stage  that  you  have 
just  alluded  to. 

Mr.  Esch.  Then  came  the  famous  Nebraska  case  of  1897,  Smythe 
V.  Ames,  which  determined,  what  you  have  announced  several  times, 
the  fair  return  upon  the  actual  property  devoted  to  public  use. 
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Mr.  Thom.  Yes,  sir;  of  course  there  was  also  the  AVabash  case, 
you  rememboi". 

Mr.  Escii.  Yes ;  but  Smythe  v.  Ames  is  the  outstanding  case,  is  it 
not? 

Mr.  Tiio^r.  Undoubtedly. 

Mr.  Escir.  And  in  that  they  went  further  and  said  that  in  con- 
sideration of  the  reasonableness  of  a  rate  the  value  of  the  stocks  and 
bonds  miglit  also  be  taken  into  consideration  together  with  eight  or 
ten  other  different  elements  of  value. 

Mr.  Tiioivr.  That  was  one  of  the  factors  that  they  mentioned  that 
would  pi'obably  be  considered  in  Smythe  v.  Ames. 

Mr.  Esrii.  So  that  showed  an  abandonment  of  the  dot  trine  in  the 
case  of  Munn  v.  Illinois  and  also  the  Turnpike  case. 

Mr.  TiioiM.  In  other  words,  the  abandonment  of  the  idea  that  the 
legislative  discretion  was  without  limit? 

Mr.  Escii.  Yes. 

Mr.  Thom.  Yes;  but  that  had  been  abandoned,  Mr.  Esch,  before 
that. 

Mr.  EscH.  It  is  a  leading  case? 

Mr.  Thom.  Yes;  it  is  a  leading  case. 

The  Chairman.  What  case  is  that? 

Mr.  Thom.  Smythe  v.  Ames  in  169  U.  S. 

The  Chairman.  You  say  it  was  abandoned  in  118  U.  S.  ? 

Mr.  Thom.  Yes ;  in  the  case  of  Munn  v.  Illinois. 

Mr.  Esch.  But  in  the  case  of  Wilcox  v.  Consolidated  Gas  Co., 
which  is  a  more  recent  case,  they  there  held  they  were  entitled  to  a 
fair  return  and  said,  I  think,  that  7  per  cent  was  a  fair  return. 

jNIr.  TiioiNi.  My  recollection  is  they  said  about  6.  I  would  not  be 
certain. 

Mr.  Esch.  Which  has  been  followed  by  one  or  two  subsequent 
cases  along  the  same  line. 

Mr.  Tkom.  Yes;  sir;  the  Knoxville  v.  Water  Co.  case  was  one. 

]Mr.  Esch.  In  that  Wilcox  case  did  they  not  also  state  that  the 
value  of  the  franchise  must  be  considered  as  part  of  the  assets  in 
determining  the  reasonableness  of  the  rate? 

IMr.  Thom.  That  is  my  understanding. 

Mr.  Esch.  Is  it  your  opinion  that  in  fixing  rates  through  govern- 
mental agency  for  public  utility  bodies,  that  the  franchise  should 
be  considered  as  an  element  of  value? 

]Mr.  Thom.  I  think  we  would  have  to  find  out  what  you  mean  by 
franchise.  I  think  you  have  got  to  take  the  whole  property  as  a 
going  concern  and  with  the  right  to  go  and  to  earn  in  that  field,  and 
if  the  right  to  go  and  earn  in  that  field  is  a  franchise,  then  I  think 
you  must  do  that — take  that  into  consideration. 

Mr.  Esch.  Here  is  a  grant  by  a  legislature,  for  instance,  for  a 
railroad  to  construct  a  line.  That  grant,  of  course,  implies  the 
right  of  eminent  domain,  which  is  part  of  the  sovereigntv,  and  the 
grant  is  free.  That  grant  is  valuable.  Shall  the  corporation  be  per- 
mitted to  have  valued  a  franchise  which  it  has  got  free  in  fixing  the 
reasonableness  of  the  rate  charged  to  the  people  of  the  sovereignty 
which  granted  it? 

Mr.  Thom.  Unless  the  right  to  do  that  is  qualified  in  the  grant. 
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Mr.  Adamson.  Mr.  Escli,  do  not  the  various  States  regard  that  as 
taxable  property,  the  franchise  itself,  and  do  they  not  tax  it? 

Mr.  EscH.  It  depends  upon  the  different  States. 

Mr.  Adamson.  Some  of  them  do? 

Mr.  Thom,  Yes;  it  is  universally  done.  The  tax  is  considered  a 
value.  Mr.  Esch,  suppose  we  have  this  situation,  which  is  not  un- 
common in  the  western  roads,  of  having  large  land  grants  made  to 
railroads  in  order  that  they  shall  be  built.  The  Government  was 
confronted  with  the  question  whether  or  not  it  was  more  valuable 
to  the  Government  to  own  these  lands  in  the  condition  they  then 
were  or  to  give  them  to  the  railroad  company,  which  would  under- 
take to  build  its  railroad,  and  in  the  case  of  a  land  grant  the  Govern- 
ment determined  that  it  was  a  wise  thing  to  do,  to  give  the  land 
and  to  get  the  railroad. 

Now,  I  have  never  seen  any  principle  which  would  deny  to  that 
railroad  company  the  full  enjoyment  of  these  lands  as  much  as  if  it 
had  bought  them. 

It  did  not  pay  in  money.  It  did  pay  in  carrying  out  its  contract  to 
build  the  road,  but  if  it  paid  nothing — a  gift  to  me — if  you  gave 
me  a  farm  out  in  Wisconsin — the  State  of  Wisconsin — neither  the 
State  of  Wisconsin  nor  this  Government  can  take  away  from  me 
that  farm  any  more  than  if  I  had  bought  it  from  you.  It  is  my 
property  by  a  lawful  system  of  acquisition,  and,  consequently,  it 
seems  to  me  that  the  true  principle  is  to  determine  what  the  property 
is,  not  its  method  of  acquisition,  and  that  is  as  Judge  Aclamson  has 
just  suggested,  that  principle  is  almost  universally  recognized  in  a 
legitimate  application  of  the  governmental  power  of  taxation.  That 
is  true  in  every  State  that  I  am  acquainted  with.  They  do  tax  this 
franchise  of  the  railroad  company  which  is  given  by  the  State,  and 
the  State — one  State  taxes  the  franchise  which  was  derived  from 
another  State.  • 

Mr.  Esch,  Do  you  know  what  State  that  was? 

Mr.  Thom.  Well,  if  you  take  the  Southern  Railway  Co.,  that  entire 
franchise  was  given  by  Virginia.  There  is  not  a  State  in  which  the 
company  runs  that  does  not  tax  a  part  of  that  franchise. 

Mr.  Esch.  Do  you  know  in  the  Spokane  rate  cases,  when  the  ques- 
tions of  the  rates  over  the  Great  Northern  and  Northern  Pacific 
were  involved,  whether  or  not  any  allowance  was  made  for  the  fact 
that  the  Northern  Pacific  had  a  tremendous  land  grant  and  the 
Great  Northern  had  none? 

Mr.  Tnoai.  I  do  not  know  how  that  is.  I  don't  remember.  I  wish 
you  would  tell  me  about  that. 

Mr.  Esch.  No;  I  asked  for  information.  You  stated  that  econ- 
omists and  experts  in  railroad  matters  recommended  that  there 
should  be  the  ratio  of  60  per  cent  outside  to  40  per  cent  inside  capital. 

Mr.  Thom.  I  said  that  is  what  I  believe  to  be  the  rule.  We  are 
going  to  develop  that  by  having  people  here  to  testify  about  it.  Now, 
I  imdertsand  that  there  is  some  difference  of  opinion.  Some  people 
think  it  ought  to  be  made  as  high  as  35  or  as  high  as  45  or  50  per  cent 
of  inside  capital.  I  believe  j^'ou  are  going  to  find  it  to  be  60  and  40, 
as  you  have  mentioned. 

Mr.  Esch.  You  have  said  that  the  New  Haven  road  sought  to 
issue  something  like  $67,000,000  of  securities;  that  Ehode  Island 


IN1*ERSTATE   AND  FOREIGN   TRANSPORTATION.  403 

and  Connecticut  assented,*  that  the  Public  Utilities  Commission  of 
Massachusets,  while  approving,  denied  its  right  under  the  statute 
of  Massachusetts. 

JNIr.  TiiOM.  That  was  its  power  under  the  statute  of  Massachusetts. 

Mr.  Escii.  Do  3'ou  know  Avhether  that  was  because  there  was  any 
provision  in  the  law  with  reference  to  this  ratio  of  outside  and  inside 
capital  ? 

^Ir.  Tiio:m.  No  ;  on  the  question  of  whether  or  not  they  could  issue 
convertible  securities  under  the  laws  of  Massachusetts. 

]Mr.  EscH.  That  question,  then,  of  security  was  not  involved  in 
denying  the  issue  ? 

jNIr.  Thom.  Of  the  proportion? 

Mr.  EscH.  Of  the  proportion. 

Mr.  Thom.  No  ;  that  was  not  involved. 

]Mr.  EscH.  Had  it  been  involved  do  jou  think  it  would  have  been 
a  righteous  denial  ? 

Mr.  Tpiom.  You  mean  if  it  had  been  involved? 

Mr.  EscH.  The  proportion  had  been  destroyed. 

]Mr.  Thom.  The  proportion  had  been  destroyed?  I  tliink,  then, 
the  question,  Mr.  Esch,  would  have  been  this :  Do  the  public  interests 
require  our  approval  of  a  plan  which  will  violate  that  rule  of  safety, 
in  order  to  obtain  an  immediate  supply  of  facilities,  or  must  we 
adhere  to  this  rule  of  safety,  even  though  it  is  a  denial  of  facilities 
which  the  public  at  once  requires?  and  I  can  very  readily  see  that 
if  I  had  been  on  the  commission  I  would  have  violated  the  rule  of 
safet}^  in  order  to  supi^ly  the  facilities. 

Mr.  Esch.  Do  3'ou  think  that  would  be  a  safe  rule  of  action  ? 

Mr.  Thom.  No,  I  do  notj  but  I  think  it  would  be  a  risk  which  in 
some  emergencies  it  would  be  necessary  to  take.  It  is  a  question, 
then,  of  judgment,  one  side  or  the  other  of  the  question. 

Mr.  Esch.  You  have  stated,  and  others  have  frequently  stated, 
that  one  purpose  of  Federal  incorporation  on  the  part  of  common 
carriers  doing  interstate  business  was  to  avoid  the  embarrassment  in 
connection  with  49  masters.  What  railroad  system  in  the  United 
States  crosses  more  than  15  State  jurisdictions? 

Mr.  THo:\r.  I  do  not  suppose  that  any  of  them  cross  more  than  15. 
There  ma}"  be  one  or  two. 

]\Ir.  Esch.  Is  not  the  Southern  road,  one  of  the  most  extensive  in 
that  regard — possibly  the  most  extensive? 

]Mr.  Thom.  I  do  not  think  the  most  extensive.  The  Southern  road 
operates  in  11  States. 

;Mr.  Esch.  And  with  the  Interstate  Commerce  Commission  that 
would  make  12  masters  ? 

Mr.  Thom.  Yes. 

Mr.  Esch.  And  it  may  be  said,  therefore,  that  in  no  contingency 
could  there  be  any  railroad  that  would  be  subject  to  possibly  more 
than  14  or  15? 

Mr.  Thom.  I  think  that  is  so;  but  in  speaking  of  the  whole  coun- 
try, all  of  the  railroads  of  the  country  are  subject  to  49  masters,  and 
in  this  sense  each  railroad  is;  of  course,  a  railroad  is  interested  in 
the  carrying  of  traffic  which  does  not  originate  in  the  States  through 
which  it  runs  and  the  terms  which  are  imposed  by  law.  Now,  the 
payment  for  its  participation  in  that  traffic  is  determined  by  what 
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the  regulatino-  power  fixes  to  all,  and  that  regulating  power,  in  fixing 
the  rate  across  the  continei^t,  so  has  to  assume  a  burden  for  interstate 
commerce,  which  is  created  by  the  nonparticipation  of  any  one  of 
48  States,  to  a  proper  extent  in  the  maintenance  of  transportation 
facilities  up  to  the  standard  of  the  national  judgment.  The  Inter- 
state Commerce  Commission,  when  called  upon  to  fix  a  rate  on  citrus 
fruits  from  California  to  New  York,  ought  to  take  into — if  it  is 
going  to  properly  safeguard  the  public's  real  interest  in  fixing  those 
rates — ough.t  to  take  into  consideration  the  proper  development  of  the 
transportation  system  up  to  the  point  of  the  public's  needs,  and  pro- 
vide that  that  standard  shall  be  maintained;  but  here  we  come  across 
perhaps  some  other  State,  some  State 'anywhere  in  the  United  States, 
that  has  the  policy  of  noncontribution  to  such  a  standard.  Now, 
manifestly  that  burden — that  puts  a  burden  on  the  interstate  carrier, 
and  in  that  sense  each  one  of  the  railroads  is  subject  to  the  varying 
policies  of  all  the  48  States. 

Mr.  EscH.  I  do  not  want  to  repeat  a  question  that  has  been  put, 
and  hence  there  is  not  much  sequence  to  my  interrogatories,  but 
on  the  question  of  taxation,  in  your  judgment,  under  your  plan  of 
Federal  incorporation,  would  it  be  wise  and  practicable  for  the 
Interstate  Commerce  Commission  or  a  like  body  to  fix  the  unit  or 
standard  of  taxation,  leaving  the  application  of  that  to  the  individual 
States  ? 

JSIr.  Thom.  I  know  we  are  dealing,  Mr.  Esch,  when  we  come  to 
taxation,  with  an  extremely  sensitive  unit,  and  therefore  what  I 
would  advocate  and  what  I  think  wise  may  be  two  different  things. 
I  think  that  every  man  in  dealing  with  a  practical  situation  has  got 
to  consider,  in  what  he  advocates,  what  is  reasonably  practicable 
under  the  conditions  which  confront  him.  In  dealing  with  a  ques- 
tion of  philosophic  consistency  and  propriety  in  a  distribution  of 
governmental  power  the  mind  may  arrive  at  entirely  different  con- 
clusions. Now,  pholisophically  considered,  from  the  standpoint  of 
a  perfected  svstem,  there  is  no  doubt  in  my  mind  that  the  wisest 
course  in  dealing  with  the  public  interest  in  respect  to  these  trans- 
portation companies  is  for  one  authority  to  have  control  over  every- 
thing that  goes  to  their  vitals,  and  therefore  in  the  question  of  taxa- 
tion the  power  of  taxation  constitutes  one  of  those  things.  In  an 
ideal  state,  where  it  is  possible  for  a  man  to  exercise  his  judgment, 
undisturbed  by  forces  which  the  statesmen  see  exist  in  society,  the 
ideal  way  would  be  to  declare  the  principles,  as  Marshall  did,  that 
the  power  of  tax  is  the  power  to  destroy,  and  therefore  must  be  con- 
trolled by  the  responsible  governmental  agency.  But  I  do  not  think 
that  situation  is  a  possible  one.  I  believe  that  the  United  States 
must,  in  considering  the  sensibilities  and  the  needs  which  the  States 
now  have,  based  upon  their  possession  of  this  asset  for  taxation  of 
the  system  of  government  they  have  established,  I  believe  they  have 
got  to  leave  tliat  taxing  power  with  them  because  of  these  practical 
conditions  to  which  I  have  alluded. 

Mr.  Escii.  Of  course,  if  that  be  true,  that  would  permit  one  State, 
by  raising  an  excessive  rate  of  taxation,  practically  burdening  inter- 
state commerce,  and  hence  burdening  the  people  of  another  State. 

Mr.  TiioM.  Undoubtedly. 

Mr.  Esch.  Then  that  would  be  simply  a  repetition  of  the  same 
ditliculty  with  reference  to  the  rates? 
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^Iv.  TiioM.  Kxcept  it  sliould  be  different — very  different  in  its 
bearing  and  importance.  Now,  the"  XTnitcd  States  Government,  while 
showing  its  deference  to  State  conditions,  would  not  deprive  itself 
of  the  ultimate  assertion  of  the  taxing  power  as  an  entirety  if  it 
found  that  it  was  necessarj'.  My  hope  would  be  that  it  would  not 
be  so  exercised  by  the  State  as  to  make  that  step  necessar}^  for  the 
National  Government  to  take,  but  the  National  Government  would 
be  in  a  position  to  take  it  any  time,  when  one  of  the  States  would 
be  so  oppressive  in  its  policy  to  another  State  as  to  make  it  neces- 
sary to  fairness. 

INIr.  p]scH.  If  the  Government  could  fix  the  standard  or  unit  of 
taxation  and  leave  to  the  State  the  application  of  it 

Mr.  TiiOM.  I  would  think  that  that  would  be  a  consummation 
greatlj^  to  be  desired. 

Mr.  EscH.  As  it  is  now,  different  States  have  different  statutes  for 
taxation. 

Mr.  Thoji.  Undoubtedly;  and  if  it  is  a  practical  thing  to  do, 
nothing  could  be  of  greater  value.  I  do  not  mean  nothing,  but  I 
mean  there  are  few  things  that  could  be  of  greater  value. 

Mr.  EscH.  You  have  stated  repeatedly  that  15  per  cent  of  the  traf- 
fic of  carriers  in  intrastate.  How  is  it  possible  for  the  rates  on 
so  small  a  percentage  of  total  traffic,  imposed  by  a  State,  to  seriously 
affect  interstate  commerce? 

Mr.  Thom.  Because  the  margins  are  so  small  that  every  burden 
anywhere  has  to  be  absolutely  watched.  The  system  of  regulation 
has  gone  to  the  extent  of  cutting  down  every  margin  so  close  that 
the  least  cut  anywhere  else  is  felt,  and  when  you  affect  the  rev- 
enues on  15  per  cent  of  your  business  you  are  affecting  a  very  sub- 
stantial part  of  it. 

Mr.  EscH.  Well,  the  complaint  is  that  the  intrastate  rates  are  too 
low ;  is  not  that  the  truth  ? 

Mr.  Thom.  That  is,  in  many  cases,  true.  They  differ  materially. 
I  know  two  States — if  5^ou  will  allow  me  to  say  so — that  join;  they 
touch  each  other,  and  the  rate  in  one  of  those  States  is  incomparably 
higher  than  in  the  other. 

Mr.  EscH.  On  the  same  commodity? 

jNIr.  Tiio:m.  On  the  same  commodity,  for  the  same  service;  and 
that  State  with  the  high  rate  is  bearing  the  burden  of  the  Stat« 
across  the  border  and  is  helping  to  bear  the  maintenance  of  a  system 
of  interstate  commerce.  There  is  one  member  of  this  committee 
whose  State  is  in  that  condition. 

Mr.  EscH.  Well,  is  it  not  also  true  that  there  are  some  intrastate 
rates  that  are  higher  than  interstate  rates  on  the  same  commodity? 

Mr.  Tiio^r.  Yes;  and  there  you  have  to  take  this  into  considera- 
tion. Of  course  a  State  haul,  as  a  rule,  is  the  short  haul.  A  large 
part  of  the  expense  of  rendering  that  service  is  in  the  terminal  serv- 
ice at  one  end  and  in  the  terminal  service  at  the  other.  If  those  ex- 
pensive terminal  services  are  spread  over  a  very  long  movement  they 
will  become  less  serious,  but  where  you  spread  them  over,  in  the  cer- 
tain case  of  a  mile  or  two,  or  of  a  few  miles,  they  become  very  seri- 
ous, and  therefore  the  contention  has  always  been  that  the  cost  of  the 
short-haul  business  is  so  much  greater  than  the  cost  of  the  long-haul 
business  that  the  rates  ought  to  be  ver}^  considerably  higher  for  the 
short-haul  business,  and  you  frequently  find  the  rates  in  the  State 
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vrliere  they  are  actually  higher  than  in  an  interstate  movement,  and 
yet  that  level  is  not  yet  high  enough  to  sustain  the  increased  cost  of 
doing  that  business,  and  the  cost  of  doing  the  short-haul  business  is 
thrown  on  the  long  haul  by  the  injustice. 

Mr.  EscH.  Can  you  quote  any  statistics  as  to  the  amount  in  ton- 
nage and  receipts  of  intrastate  business  and  the  amount  of  reduc- 
tion of  the  rates,  intrastate  compared  with  interstate  on  the  same 
commodities? 

Mr.  Thom.  We  are  trying  to  have  developed  for  your  information 
the  percentage  of  the  traffic  of  the  country  that  is  interstate  and  that 
is  intrastate.  I  had  not  yet  undertaken  the  other  phase  of  the  mat- 
ter suggested  in  your  question  and  I  have  not  any  data  on  that 
subject. 

Mr.  EscH.  Can  it  be  secured  without  considerable  trouble  ? 

Mr.  Thom.  I  do  not  know.  We  will  see.  We  will  refer  it  to  our 
accountants  and  see  whether  that  can  be  obtained,  and  if  so  it  shall 
be  done. 

Now,  I  should  like  right  there  in  respect  to  that  percentage  to 
show  how  different  are  the  interests  of  different  States  in  that  ques- 
tion of  interstate  and  intrastate  business.  You  take  the  State  of 
Indiana,  I  am  told  the  intrastate  business  of  Indiana  is  7  per  cent 
only ;  that  the  interstate  business  of  Indiana  is  93  per  cent.  The  ex- 
planation of  that  is  that  the  producing  public  of  Indiana  is  dealing 
with  markets  of  other  States  or  with  foreign  countries.  But  take  a 
State  like  Pennsjdvania,  there  they  have  got  tremendous  markets  in 
Pennsylvania.  There  is  Pittsburgh  and  there  is  Philadelphia, 
merely  to  mention  two  of  them.  There  is  a  tremendous  movement  in- 
trastate in  Pennsylvania.  You  go  and  get  your  coal  and  your  min- 
erals and  your  farm  products  in  Pennsylvania  and  they  have  right 
wqthin  that  State,  and  other  States,  the  markets  to  consume  a  very 
large  proportion  of  them,  and  therefore  there  is  a  tremendous  intra- 
state movement  there.  But  take  the  little  place  where  I  was  born, 
which  is  so  small  a  place  that  some  people  wonder  in  looking  on  the 
map  whether  it  is  inhabited.  It  is  two  counties  of  Virginia  lying  be- 
tween Chesapeake  Bay  and  the  Atlantic  Ocean,  and  our  markets  are 
Philadelphia  and  New   York. 

Mr.  Adamson.  What  is  the  name  of  your  town? 

Mr.  Thom.  I  was  not  born  in  a  town ;  I  was  born  just  as  far  out  in 
the  country  as  anybody.    I  was  born  in  Northampton  County,  Va. 

Mr.  Adamson.  I  thought  you  said  a  little  town  that  nobody  w^ould 
know. 

Mr.  Thom.  No  ;  I  said  a  little  strip  of  land  there  that  some  people 
thought  was  not  inhabited  at  all  when  they  looked  on  the  map. 

That  is  a  great  market  country.  We  raise  there  tremendous  quan- 
tities of  vegetables,  potatoes,  cabbages,  and  all  sorts  of  things  that 
are  necessary  for  the  food  supply  of  the  country,  and  the  Pennsyl- 
vania Eailroad  runs  right  down  to  those  two  counties,  and  it  is  not 
more  than  two  and  a  half  miles  from  water  on  either  side,  possibly,  in 
some  parts  of  it,  and  they  just  take  the  products  of  that  county  and 
carry  them  right  up  to  Philadelphia  and  New  York.  There  is  our 
whole  livelihood  there,  practically,  an  interstate  matter. 

Mr.  EscH.  Your  suggestion  is  in  favor  of  two  Federal  commissions 
and  regional  commissions,  the  Interstate  Commerce  Commission, 
with  its  administrative  functions,  and  then  another  commission  to 
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administer  the  law,  and  so  on,  for  correction.  Then,  in  addition  to 
that,  you  wish  regional  commissions.  This  whole  machinery  would 
involve  a  very  large  expenditure,  would  it  not? 

Mr.  TiiOM."^  It  would  involve  an  increased  expenditure.  It  would 
not  involve  a  very  large  expenditure  at  all  for  the  United  States. 
It  would  be  an  infinitesimal  expenditure  if  it  should  be  considered  as 
perfecting  the  system  of  regulation.  It  would  pay  for  itself  a  thou- 
sand times  o^•er — a  million  times  over — but  in  its  first  outgo  it  would 
involve  comparatively  little  to  this  Nation. 

Mr.  Escii.  Of  course,  with  the  present  system  of  one  Interstate 
Commerce  Commission  and  then  the  State  commissions,  the  Federal 
Government  is  not  involved  in  the  exj^enditure  of  the  State  commis- 
sions. If  you  have  the  regional  connnissions,  of  course  that  expendi- 
ture would  fall  upon  the  Federal  Government.  You  have  probably 
heard  of  the  Oklahoma  plan  and  the  Philadelphia  plan  of  regional 
commissions  ? 

INlr.  Thom.  No,  sir ;  I  do  not  think  I  have.  I  think  I  have  heard 
of  the  Philadelphia  plan.     It  was  read  here  the  other  day. 

Mr,  EscH.  They  have  adopted  part  of  your  plan. 

Mr.  Thom.  If  it  was  the  one  read  here  the  other  day  before  the 
United  States  Chamber  of  Commerce,  I  was  in  the  hall;  but  I  have 
not  heard  of  the  Oklahoma  plan. 

Mr,  EscH.  We  have  been  submitted  copies  of  the  proposed  plan, 
and  there  no  doubt  will  be  representatives  from  Oklahoma  here  to 
submit  it.  I  need  not  go  into  it,  but  they  have  adopted  the  regional 
plan,  as  you  have  clone,  grouping  the  country  by  railroad  systems 
as  much  as  possible  and  not  by  geographic  State  lines.  Do  you  think 
that  would  be  a  preferable  method  of  dividing  the  country? 

Mr.  Thom.  That  is  the  very  veiw  we  had  suggested.  I  did  not 
know  Oklahoma  had  done  that,  but  I  think  that  is  the  way  to  do  it. 

Mr.  EscH.  In  your  plan,  and  in  both  plans,  you  permit  appeals 
from  the  commissions  to  the  Interstate  Commerce  Commission? 

Mr.  Thom.  Yes,  sir. 

Mr.  EscH.  Do  you  not  think  that  would  multiply  instead  of  dimin- 
ish the  work  of  the  Interstate  Commerce  Commission  ? 

Mr.  Thom.  Oh,  no;  I  think  it  would  greatly  diminish  it.  Let  us 
look  at  that  one  moment. 

Mr.  EscH.  I  think  it  is  a  very  material  feature  of  your  plan. 

INIr.  Thom.  I  think  it  would  very  much  diminish  the  work.  The 
Interstate  Commerce  Commission  would  not  be  bothered  at  all,  as 
they  in  theory  now  are,  in  the  preparation  of  records.  They  would 
not  have  to  provide  through  any  agency  of  their  own  for  hearings. 
The  hearings  would  all  be  conducted  by  an  agency  established  by  a 
statute  of  the  United  States,  which  is  as  independent  a  source  as 
the  authority  of  the  Interstate  Commerce  Commission  itself.  The 
members  of  these  regional  commissions  would  be  selected  by  the 
President  and  confirmed  by  the  Senate.  Now,  they  would  conduct 
all  hearings  on  the  subject  of  these  rate  questions,  and  so  forth. 
They  would  make  up  their  record  and  when  the  record  came  to  the 
Interstate  Commerce  Commission  it  would  not  be  necessary  for  it  to 
read  that  record.  It  would  only  be  necessary  for  the  members  of 
the  Interstate  Commerce  Commission  to  consider  the  parts  of  it  to 
which  exceptions  were  made,  and  they  would  pass,  unless  they  chose 
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to  do  otlierwise,  on  the  points  that  were  distinctly  defined  by  these 
exceptions,  one  following  the  other,  and  therefore  what  they  would 
have  to  do  in  respect  to  each  case  would  merely  be  to  pass  on  the 
controverted  points  in  the  case  and  not  to  lose  themselves  in  the 
mazes  of  the  whole  thing  as  they  now  have  to  do  in  their  original 
jurisdiction. 

Mr.  EscH.  What  do  you  say  with  reference  to  expediting  hearings 
under  this  regional  plan? 

Mr.  Thom.  I  think  it  would  vastly  expedite  them. 

Mr.  EscH.  Over  the  existing  system? 

Mr.  Thom.  Yes,  sir ;  over  the  existing  system,  because  the  regional 
commissions  would  be  there  on  the  ground,  in  session  all  the  time, 
having  short  distances  to  travel,  being  convenient  to  every  shipping 
center  in  the  whole  place  where  they  would  hold  anywhere  within 
their  regions  hearings,  and  they  would  be  able  to  manage  in  that 
separated  way  the  controversies  growing  up  in  their  sections  very 
much  quicker  than  the  Interstate  Commerce  Commission  can  do  over 
the  whole  country  at  present.  I  think  one  of  the  features  of  it  is  the 
expediting  of  their  hearings,  and  commerce  questions  ought  always  to 
be  expedited. 

Mr.  EscH.  One  of  the  main  reasons  you  allege  for  having  the 
Federal  incorporation,  and  having  possibly  these  regional  connnis- 
sions,  is  to  avoid  Shreveport  cases,  is  it  not? 

Mr.  Thom.  Well,  I  do  not  know  that  I  can  say  just  yes  to  that 
question,  Mr.  Esch.  I  do  not  think  that  the  question  of  regional 
commissions  would  obviate  the  arising  of  such  cases  as  that,  except 
as  a  result  of  the  whole  rate  structure  everywhere  being  harmonized, 
proportioned,  and  made  symmetrical  by  the  one  authority. 

Mr.  Esch.  I  can  not  conceive  of  the  two  regional  commissions 
having  to  deal  with  a  question  which  involves  two  regions,  two  little 
groups,  two  little  systems. 

Mr.  Thom.  The  ultimate  power  of  dealing  with  any  such  con- 
troversy as  that,  any  such  difference  as  that,  is  right  here  in  the 
Interstate  Commerce  Commission,  and  if  one  of  those  regional  com- 
missions took  one  view  of  what  was  the  sound  adjustment  of  that 
question  different  from  what  another  one  did,  wliy  that  matter  would 
be  brought  by  exceptions  right  up  here  to  the  Interstate  Commerce  ■ 
Commission  and  would  be  settled  by  the  central  authority,  and  that  ■ 
is  one  of  the  arguments  that  we  think  shows  that  there  must  be  a 
central  commission  here  to  harmonize  the  rate  systems  and  traffic 
movements  throughout  the  United  States  so  that  they  may  all  be 
on  a  fair  basis  of  equality. 

Mr.  Esch.  Are  you  familiar  with  the  recommendations  which  have 
just  been  made  by  Chairman  Meyer  of  the  Interstate  Commerce 
Commission  in  an  address  he  made  before  the  State  Railway  Com- 
missioners in  this  town  ? 

Mr.  Thom.  Yes,  sir ;  I  saw  it  in  the  newspaper. 

Mr.  Esch.  He  recommends  the  enactment  of  a  law  which  will 
permit  the  State  commissions  in  the  States  involved  in,  say  the 
Shreveport  cases,  sitting  with  the  commission  and  hearing  the  vari- 
ous matters,  then  coming  to  some  agreement.  In  your  opinion  would 
that  be  a  practical  matter? 

Mr.  Thom.  No;  not  only  would  it  not  be  practical,  but  it  seems 
to  me  open  to  tremendous  objections. 
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Mr.  Escii.  What  are  they? 

Mr.  TiioM.  One  is  the  attempt  to  deal  with  a  national  power  by 
delegating  a  part  of  its  exercise  to  an  authority  it  can  not  control, 
is^ever  before  in  the  history  of  this  country  have  I  seen  it  defended 
that  a  National  Government  should  be  dependent  upon  agencies 
othen  than  its  own  for  the  carrying  out  of  its  functions,  therefore, 
I  think  there  is  tremendous  constitutional  objection,  I  will  say; 
certainly  objection  from  the  standpoint  of  sound  governmental  pol- 
icy, to  the  theory  that  the  National  Government  must  now  delegate 
to  some  agency  that  it  does  not  create  and  that  it  does  not  control, 
a  part  of  its  function  of  preventing  discrimination  between  the 
classes  of  traflic  and  between  the  various  States.  That  is  a  funda- 
mental reason. 

Now,  in  addition  to  that,  if  that  body,  so  created,  being  a  State 
commissioner  from  one  State,  the  State  commissioner  from  another 
State,  and  a  member  of  the  Interstate  Commerce  Commission,  should 
have  the  ultimate  power  of  dealing  with  the  question,  then  there  is 
complete  surrender  of  the  National  Government  of  its  function  of 
determining  that  question.  If  the  powder  is  not  to  be  surrendered 
into  the  hands  of  that  committee,  and  they  are  to  merely  make  the 
record  on  it,  and  the  Interstate  Commerce  Commission  is  at  last  to 
pass  on  it,  then  you  have  gotten  nowhere.  The  power  rests  where 
it  is,  and  it  is  a  mere  making  a  promise  to  the  lips,  which  is  denied 
to  the  heart. 

The  last  objection  which  I  will  suggest  is  this :  It  does  not  begin 
to  deal  with  the  trouble.  The  trouble  with  the  States  is  not  merely 
the  trouble  of  discrimination — I  mean  the  trouble  with  the  State 
power  of  making  rates  is  not  merely  the  trouble  of  discrimination- 
it  always  involves  the  question  of  a  reasonable  and  proper  and  fair 
proportion  of  the  contribution  of  that  portion  of  the  traffic  to  the 
general  upkeep  of  the  facilities  of  transportation  on  which  all  the 
people  are  depending,  and  the  suggestion  there  ignores  entirely  the 
latter  condition  which  is  inherent  in  the  situation.  It  does  not  at 
all  undertake  to  deal  with  the  question  of  whether  or  not  a  State  may 
deny  its  contribution  to  the  proper  upkeep  of  the  facilities  in  which 
two  States  are  interested,  and  throws  the  burden  of  the  proper  up- 
keep on  the  other  or  on  interstate  commerce.  So  it  seems  to  me,  the 
remedy  is  partial,  and  is  objectionable  from  every  standpoint. 

Mr.  EscH.  As  I  understand  you 

Mr.  Thom.  I  do  not  understand — well,  I  do  not  want  to  say  that, 
either. 

Mr.  EscH.  As  I  understand  you,  you  indorse  the  proposition  to 
give  the  connnission  the  power  to  fix  a  minimum  rate. 

Mr.  Thom.  Yes,  sir. 

Mr.  EscH.  In  my  State — and  if  I  am  in  error  about  this,  I  trust 
I  shall  be  set  straight— the  commission  fixes  the  exact  rate.  Do  you 
think  that  would  be  feasible  or  a  practical  suggestion  with  reference 
to  rate  making  if  the 

:Mr.  Thom.  Some  one  the  other  day  started  to  ask  that  question, 
and  withdrew  it  on  an  explanation  from  me.  I  have  certain  repre- 
sentative responsibilities  here.  I  hesitate  to  deal  with  any  question 
except  from  that  standpoint  if  I  can  avoid  it.  The  representative 
view  which  I  have  is  that  the  maximum  and  minimum  rate  is  the 
extent  of  the  power  which  it  would  be  beneficial  for  the  commission 
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to  exercise.  Of  coitrse,  I  know,  when  being  on  the  stand,  I  am  sub- 
ject to  questions  as  to  what  my  individual  views  are,  and  if  I  am 
asked  that  question  I  will,  of  course,  give  an  answer. 

Mr.  EscH.  If  you  do  not  care  to  give  it,  I  will  withdraw  the 
question. 

Mr.  Thom.  There  is  nothing  except  that — except  that  I  may  be 
running  counter  to  the  view  I  expressed  in  a  representative  capacity. 
I  have  very  strong  convictions  on  the  point  to  which  you  have 
alluded,  but  I  should  not  care  to  express  them  unless  pressed. 

Mr.  EscH.  If  we  give  the  commission  power  to  fix  minimum  rates, 
would  it  not  then  be  possible  for  the  commission  to  enable  proper 
transportation  on  the  inland  waters  of  the  United  States  or  rivers 
whose  banks  are  paralleled  by  railroad  lines?  Have  you  thought  of 
that  aspect,  by  fixing  a  minimum  rate? 

Mr.  Thom.  Yes,  sir ;  I  think  a  minimum  rate  would  protect  water 
transportation. 

Mr.  EscH.  Then,  we  would  give  to  the  Interstate  Commerce  Com- 
mission the  power  of  reviving  water  transportation  on  the  rivers  of 
the  United  States? 

Mr.  Thom.  Undoubtedly. 

Mr.  EscH.  The  present  interstate  commerce  act  has  a  provision 
with  reference  to  water  competition  that  if  a  railroad  lowers  its 
rates  to  meet  water  competition,  it  shall  not  be  thereafter  permitted 
to  raise  them  except  on  a  hearing  before  the  commission,  and  then 
only  to  meet  water  competition. 

Mr.  Thom.  Yes,  sir. 

Mr.  EscH.  Then,  if  you  grant  the  right  of  the  commission  to  fix  a 
minimum  rate,  you,  by  that  method,  can  restore  water  transporta- 
tion on  the  inland  waters  of  the  United  States  ? 

Mr.  Thom.  Yes,  sir ;  and  it  is  to  be  greatly  desired. 

Mr.  EscH.  And  it  would  solve  the  expenditures  of  our  rivers  and 
harbors  bill. 

Mr.  Thom.  Yes,  sir ;  I  am  a  disciple  of  the  philosophy  that  what- 
ever goes  to  make  up  the  prosperity  of  the  country,  the  improvement 
of  water  transportation  facilities,  building  additional  railroads,  and 
any  other  facility — commercial  facility — that  is  created,  it  is  not  con- 
trary to  the  broad  and  proper  interests  of  existing  railroad  com- 
panies, because  they  must  grow  as  communities  grow,  and  if  these 
things  build  up  communities  their  prosperity  will  be  assured  to  a 
vastly  greater  and  to  a  more  wholesome  extent  than  if  the  community 
is  attempted  to  be  kept  clown  than  developed. 

Mr.  EscH.  I  am  glad  to  hear  you  say  that.  I  think  it  possible  to 
utilize  our  inland  waterways  as  Germany  utilizes  hers — for  the 
carriage  of  the  bulk  freight,  manufactured  products  going  by  rail 
and  paying  a  higher  rate,  of  course. 

Mr.  Thom.  I  think  it  would  be  utterly  undefensible  for  the  policies 
of  this  Government  to  disregard  the  natural  facilities  of  its  rivers 
and  of  its  fields  in  dealing  with  this  question  of  commerce. 

Mr.  EscH.  You  made  mention  of  the  fact  that  you  thought  the  law 
should  provide  for  the  suspension  of  rates  for  a  period  of  60  clays, 
then  allowing,  of  course,  the  hearing,  and  if  the  commission  decided 
that  the  increase  was  just  the  railroads,  of  course,  would  be  benefited 
by  the  increase ;  but,  if  the  commission  decided  that  the  rate  was  ex- 
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cessive,  there  should  be  reparation  to  the  shipper  to  the  extent  of  the 
excess,  instead  of  the  present  law  which  allows  a  suspension  for  10 
months.  Well,  supposing  your  proposition  obtained,  and  the  com- 
mission, at  the  hearing,  decided  that  the  rates  were  excessive  for  the 
period  beyond  the  two  months. 

Mr.  TiioM.  That  is,  of  course,  for  all  time. 

Mr.  EscH.  Yes;  for  all  time— that  excess  would  be  paid  back  to 
the  shipper? 

Mr.  Thom.  Yes,  sir. 

JNIr,  EscH.  But  the  shipper  has  exacted  the  increased  rate  from  the 
party  with  whom  he  was  dealing,  and  his  reparation  is  made  to  him. 
Why,  he  Avould  put  that  into  his  own  pocket  as  velvet. 

Mr.  Thom.  Now,  the  only  thing  for  the  law  to  do  is  to  find  out 
who  paid  the  rate. 

Mr.  EscH.  That  would  be  a  hard  thing  to  do. 

Mr.  Thom.  There  is  no  question  about  that.  Now,  if  the  purchaser 
should  be  reimbursed,  it  should  be  reimbursed  to  him.  What  I  am 
getting  at  is  that  the  proper  person  should  be  reimbursed,  and  the 
law  shall  point  out  who  that  proper  person  is. 

Mr.  EscH.  You  mentioned  the  shipper. 

Mr.  Thom.  I  said  that  because  that  is  the  easiest  way  to  deal  with 
it,  and  the  shipper  can  make  an  arrangement  that  if  there  is  repara- 
tion and  there  shall  be  a  readjustment  between  them. 

Mr.  EscH.  I  suppose  that  the  commission,  taking  this  length  of 
time  in  deciding  these  cases  on  the  suspension  calendar,  is  an  indica- 
tion of  the  great  number  of  such  increases.     Is  that  true  ? 

Ikir,  Thom.  Well,  no.  I  think  it  is  because  of  the  great  pressure 
of  business  of  all  sorts  that  they  can  not  get  at  it  any  quicker.  Now, 
my  own  judgment  is  that  to  take  for  10  months  a  legitimate  revenue 
from  the  carriers  is  not  to  the  public  interest.  It  has  to  be  put 
somewhere.  Everything  now  is  reduced  to  mathematical  exactness, 
with  respect  to  the"^  revenue  of  the  railways,  and  when  you  take  away 
anything  the  loss  of  pressure  of  it  is  felt  somewhere,  either  in  de- 
creased maintenance  or  lack  of  increased  facilities,  or  in  additional 
burdens  somewhere  else.  Now,  I  believe,  in  a  matter  where  most 
people  decide  a  question  of  their  change  in  price  over  the  counter — 
you  go  in  one  minute  and  the  price  is  one  thing,  and  the  next  minute 
you  find  it  another — where  in  any  other  business  there  is  an  imme- 
diate change  in  the  price,  to  suspend  a  change  in  the  price  of  trans- 
portation for  60  davs  is  as  much  as  the  transportation  will  bear. 
That  will  make  them  hurry  things  up.  You  may  have  to  create  a 
special  iDureau  for  that  particular  purpose,  but  when  you  have  safe- 
guarded the  public  from  disbursements,  it  seems  to  me  that  is  as  far 
as  vou  can  go. 

Mr.  EscH.  I  think  I  have  arrived  at  my  terminus,  Mr.  Chairman. 
The  Chairman.  Senator  Brandegee,  will  you  take  the  witness? 
Senator  Braxdegee.  Mr.  Thom.  I  will  be  very  brief.  The  resolu- 
tion under  which  Ave  are  acting  states  on  page  9  of  the  printed  hear- 
ings one  of  the  subjects  which  we  are  directed  to  investigate  is  all 
proposed  changes  in  the  organization  of  the  Interstate  Commerce 
Commission  and  the  act  to  regulate  commerce. 

Mr.  Adamsox.  Before  Senator  Brandegee  proceeds,  it  may  be  that 
his  intimation  of  brevity  is  on  account  of  a  feeling  of  constraint 
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due  to  the  hour  and  day  of  the  week.     If  there  is  anything  of  that 
sort,  I  suggest  that  we  might  take  a  recess  at  this  time  ? 

Senator  Brandegee.  No;  nothing  like  that.  I  shall  not  take  more 
than  five  minutes. 

Mr.  Adamson.  I  want  to  be  as  good  to  you  as  I  can. 

Senator  Brandegee.  I  thank  you. 

On  that  theory  the  committee  has  asked  you  to  proceed  as  the 
first  person  before  us,  because  it  was  understood  you  had  some 
changes  to  propose,  both  in  the  constitution  of  the  commission  and 
the  act  to  regulate  commerce.  You  have  proceeded  here  for  10 
daj^s  before  use  and  have  been  the  only  witness  so  far  and  have  out- 
lined in  a  general,  tentative  yvny  the  changes  that  you  had  to  sug- 
gest to  the  committee.  You  have  stated,  however,  earlier  in  the 
hearing  that  your  views  and  recommendations  were  not  final  and 
were  subject  to  modification  by  anything  that  might  appear  in  the 
hearings  hereafter  that  caused  you  to  change  your  opinion.  I  do  not 
care  to  enter  upon  any  cross-examination  in  detail  of  the  great  num- 
ber of  subjects  which  you  have  presented — at  least  I  do  not  at  this 
time.  I  prefer  to  hear  from  some  of  the  publicists  and  economists 
and  others  who  are  coming  afterwards  and  from  some  of  the  wit- 
nesses which  you  have  stated  you  are  going  to  produce  in  considerable 
number  to  expatiate  and  elaborate  upon  the  different  branches  of  the 
suggestions  joii  have  made.  You  say  they  are  better  informed  upon 
those  subjects  than  you  are.  I  simply  want,  for  my  own  satisfac- 
tion and  for  the  purposes  of  the  record,  inasmuch  as  you  put  in  the 
record,  on  page  28,  the  names  of  the  railway  executives  who  repre- 
sent, I  think  you  said,  about  90  per  cent  of  all  the  railways  in  the 
country,  and  stated  that  you  appear  as  the  chairman  of  the  advisory 
committee  to  those  executives 

Mr.  Thom.  Of  the  law  committee. 

Senator  Brandegee.  Of  the  law  committee — I  wanted  to  ask  you 
who  the  law  committee  consisted  of? 

Mr.  Thom.  I  will  try  to  give  their  names. 

Senator  Brandegee.  It  will  be  just  as  well  if  you  will  put  it  into 
the  record  later. 

Mr.  Thom.  I  will  do  it  now. 

Senator  Brandegee.  About  how  many  are  there? 

Mr.  Thom.  There  are  11  of  them.  They  are  as  follows :  Mr.  E.  G. 
Buckland,  vice  president  and  general  counsel  of  the  New  York, 
New  Haven  &  Hartford  Railroad;  Mr.  Albert  H.  Harris,  general 
counsel  of  the  New  York  Central  lines;  Judge  Walter  C.  Noyes, 
general  counsel  of  the  Delaware  &  Hudson;  Mr.  Francis  I.  Gowan, 
general  counsel  of  the  Pennsylvania  Eailroad;  Mr.  Gardner  Lath- 
rop,  general  solicitor  of  the  Atchison,  Topeka  &  Santa  Fe;  Mr. 
Burton  Hanson,  general  counsel  of  the  Chicago,  Milwaukee  &  St. 
Paul ;  Mr.  N.  H.  Loomis.  general  solicitor  of  the  Union  Pacific ;  Mr. 
Joseph  F.  Bryson,  general  counsel  of  the  Missouri,  Kansas  &  Texas; 
Mr.  C.  W.  Bunn,  general  counsel  of  the  Northern  Pacific;  Mr. 
Chester  M.  DaAves,  general  counsel,  Chicago,  Burlington  &  Quincy; 
and  myself,  Alfred  P.  Thom,  general  counsel  of  the  Southern,  chair- 
man. 

The  Chairman.  Are  they  all  general  counsel  of  different  rail- 
way systems? 
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Mr.  Thom.  They  are  either  general  counsel  or  general  solicitors. 
Mr.  Lathrop  is  general  solicitor  of  the  Atchison,  and  Mr.  Loomis  is 
general  solicitor  of  the  Union  Pacific. 

Senator  Bkaivdegee.  By  the  way,  is  this  90  per  cent  of  railways 
that  they  represent,  is  that  mileage,  or  in  business? 

Mr.  Thom.  It  means  90  per  cent — I  have  not  calculated  the  exact 
percentage — 90  per  cent,  or  whatever  the  proper  percentage  is,  of 
the  gross  earnings  of  railroads  in  the  classes  made  by  the  Interstate 
Commerce  Connnission  that  earn  as  much  as  $1,000,000  a  year. 

Senator  Brandegee.  Yon  spoke  about  these  suggestions  that  you 
present  here  in  their  behalf  as  having  been  the  conclusions  reached 
after  much  consideration  and  argument  among  them.  How  exten- 
sive has  that  consideration  been? 

]Mr.  TiioM.  It  has  been  very  extensive. 

Senator  Braxdegee.  Well,  over  what  period  of  time  has  it  ex- 
tended ? 

Mr.  Thom.  It  has  extended  over  18  months,  and  has  been  brought 
about  in  this  way,  that  as  many  of  the  executives  as  possible  would 
be  gotten  together  at  a  time.  It  was  not  possible  to  get  all  of  them 
together  at  one  time,  and  the  matter  would  be  discussed  among  those 
who  could  be  gotten  together,  and  then  another  opportunity  was 
seized  to  bring  in  others  until  every  railroad  executive  has  had 
the  opportunity  to  come  in  and  to  participate  in  the  discussions,  and 
almost  all  of  them  have  done  so. 

Senator  Brandegee.  With  the  law  committee,  do  you  mean? 

Mr.  Tho3i.  No  ;  I  do  not.  I  mean  the  law  committee,  while  meet- 
ing sometimes  with  the  executives,  has  not  met  always,  but  I  have 
met  as  representative  of  the  law  committee;  I  have  been  at  the 
meetings  of  all  the  executives — that  is,  all  the  meetings  of  the  ex- 
ecutives. 

Senator  Brandegee.  And  you  are  quite  sure  that  the  views  you 
present  represent  generally  the  views  of  all  the  gentlemen  whose 
names  you  have  given? 

Mr.  Thom.  Yes,  sir ;  you  mean  of  the  executives  ? 

Senator  Brandegee.  Yes;  and  of  the  law  committee,  too? 

Mr.  Tho3i.  And  the  law  committee,  with  slight  exceptions.  For 
instance,  I  have  told  you  of  the  difference  in  opinion  on  the  question 
of  Federal  powers  entertained  by  some  lawyers.  Well,  some  of  those 
lawyers  differ  with  my  committee  and  to  a  slight  extent  with  me,  in 
respect  to  some  of  the  constitutional  powers  of  the  Federal  Govern- 
ment, but  they  have  acquiesced  in  the  views  that  are  presented,  caus- 
ing me,  however,  to  acquiesce  in  the  practical  desirability  of  having 
a  certain  method  of  dealing  with  the  issue  of  stock  securities  through 
incorporation  rather  than  through  an  intent  to  control  the  matter 
under  State  charters — not  that  I  have  not  felt,  and  not  that  I  do  not 
feel  a  very  earnest  conviction  of  the  desirability  of  Federal  incor- 
poration from  every  standpoint,  but  they  have  convinced  me  that 
we  will  certainly  avoid  litigation  if  we  apply  a  system  of  govern- 
mental regulation  of  stocks  and  bonds  to  the  incorporation  of  the 
Federal  Government,  whereas  we  are  likely  to  invite  litigation  if  we 
try  it  otherwise.  So  that  I  have  agreed  with  their  views  that  that 
is  a  certain  way  to  prevent  litigation,  while  I  have  not  modified  in 
any  sense  my  view  of  the  constitutional  powers  of  the  Federal  Gov- 
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ernment.  But  as  all  lawyers  differ  and  as  all  men  differ,  3^ou  will 
find  slight  differences  of  opinion,  but  this  is  a  consensus  of  our  whole 
consideration  of  the  subject. 

Senator  Brandegee.  I  understand  you.  Now,  as  I  stated,  I  con- 
sider your  statement  to  be  the  broad  outline  of  the  suggestions  that 
you  have  to  make,  subject  to  modification  as  the  hearings  progress? 

Mr.  Thom.  Yes. 

Senator  Bra:ndegee.  And  that  you  will  have  men  appear  before 
the  committee  who  are  more  expert  in  the  various  details  of  what 
you  have  suggested  than  joii  are  yourself  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Beandegee.  And  you  have  detailed  information  to  lay 
before  us  in  relation  to  these  matters  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Brandegee.  If  that  is  so,  I  shall  not  attempt  any  sort  of 
cross-examination  of  you  at  this  time.  I  have  finished,  Mr.  Chair- 
man. 

Mr.  Sims.  I  want  to  ask  one  question,  and  it  will  not  take  but  a 
minute  or  two,  with  regard  to  something  I  overlooked  the  other  day, 
and  that  is  this,  INIr.  Thom :  Will  national  incorporation  of  the  ex- 
isting railroads  have  the  effect  to  nullify  such  State  laws  as  the 
Pennsylvania  and  New  Jersey  full-crew  law  that  you  described  the 
other  day? 

Mr.  Thom,  That  would  depend  entirel}^  upon  your  act  of  incorpo- 
ration. You  could  provide  either  way  in  respect  to  matters  of  that 
sort.  I  think  you  ought  to  provide  for  having  charge  of  each  situa- 
tion. 

Mr.  Sims.  I  understood  you  to  make  the  contention  that  wherever 
State  laws  were  of  such  a  character  as  to  harmfully  affect  or  encum- 
ber the  carrier  in  its  service  to  another  State,  by  imposing  burdens 
that  would  affect  the  service  in  other  States,  that  that  ought  to  be  a 
subject  of  national  control? 

Mr.  Thom.  I  say  so  now.  I  understood  your  question  to  relate 
to  whether  the  necessary  effect  of  incorporation  would  be  that.  I 
think  that  ought  to  be  accomplished  by  jour  system  of  incorpora- 
tion. I  think  3^ou  can  qualify  jour  occupation  of  the  field  as  you  see 
proper. 

Mr.  Sims.  Then,  you  do  think  that  Congress  does  have  the  power 
to  virtually  repeal  such  laws  as  would  be  proper  ? 

Mr.  Thom.  Undoubtedly;  that  has  been  decided,  I  think,  if  you 
will  recall,  many  times  in  such  decisions  as  this,  that  where  Con- 
gress has  not  occupied  the  field  of  regulations  the  States  may  in  a 
certain  class  of  cases  act  until  Congress  does,  but  immediately  upon 
Congress  occupying  that  field  the  State  statutes  gives  way  to  it,  and 
undoubtedly  the  Federal  Government  has  the  right  to  occupy  tho 
field  in  respect  to  the  manning  of  trains,  just  as  it  has  o,ccupied  the 
field  of  determining  the  rules  of  liability  from  a  carrier  to  emplovees 
in  interstate  commerce,  and  that  the  State  statutes  on.  that  subject 
and  State  laws  on  that  subject  have  already  given  way. 

Mr.  Sims.  I  did  not  ask  you  about  that.    That  is  all  I  have  to  ask. 

]VIr.  Adaixison.  Mr.  Chairman,  it  is  very  likely  that  we  can  not  fin- 
ish with  Mr.  Thom  to-day,  and  it  is  Saturday  afternoon  and  we  have 
worked  arduously  for  two  weeks,  and  it  is  an  invariable  custom  in  the 
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Soutli  for  white  folks  and  negroes  to  take  Saturday  afternoon.     I 
think  we  had  better  rest. 

The  Chairman.  Mr.  Hamilton,  could  you  finish  your  interroga- 
tions before  we  went  into  exccutixe  session^ 

ISIr.  Ha^iilton.  I  have  only  a  few  (|uestions  to  ask,  but  I  will 
defer  to  the  coniniittee.  Mr.  Thoni's  argument  has  been  very  fully 
annotated,  and.  as  far  as  1  am  concerned,  I  have  but  a  few  questions 
to  ask. 

The  CiiAiit.MAN.  If  that  is  the  case,  had  you  not  better  conclude 
now ''. 

Mr.  ILvMii/rox.  I  am  perfectly  willing  to  adjourn. 

Mr.  Ai)a:ms()x.  Mr.  Thoni"s  answers  though  have  developed  a  great 
deal  of  originality  and  force,  and  he  sometimes  makes  a  questioner 
come  on  with  a  coming  appetite. 

Senator  Bkandegek.  Let  me  suggest,  Mr.  Chairman,  before  Judge 
Adamson  makes  the  motion  that  he  intends — we  are  not  going  to  sit 
on  Monday  and  Tuesday,  as  1  understand. 

The  Chairman.  No. 

Senator  Bkandegee.  As  Mr.  Hamilton  would  have  about  three- 
quarters  of  an  hour  before  half-})ast  one,  if  he  could  proceed  and 
finish  up  with  Mr.  Thorn,  so  that  we  could  get  through  with  him, 
then  when  the  conmiittee  convenes  again  it  would  be  possible  to  have 
another  witness  on  the  stand,  it  might  be  better  to  postpone  the  ad- 
journment for  a  little  while. 

Mr.  Adamson.  Senator  Brandegee,  I  understand  that  the  chair- 
man wishes  to  ask  Mr.  Thom  some  more  questions,  and  I  want  the 
privilege  of  asking  him  several. 

Senator  Bkandegee.  Oh,  I  did  not  know  that  there  were  to  be 
further  examinations. 

Mr.  Adamson.  If  he  could  finish  to-day  I  would  be  willing  to  go 
on.  but  I  am  satisfied  he  can  not.    , 

Senator  Bkandegee.  Of  course  I  do  not  know  how  long  the  chair- 
man's questions  are  going  to  take. 

Mr.  Adamson.  I  want  to  read  Mr.  Thom  some  of  these  good 
speeches  in  this  book  and  ask  him  some  more  questions. 

Senator  Bkandegee.  Of  course  you  gentlemen  can  regulate  it  ac- 
cording to  your  desires. 

The  Chaik:man.  I  desire,  if  possible,  to  bring  the  examination  of 
the  committee  to  a  close  to-day,  with  the  privilege  to  the  committee, 
of  course,  of  going  around  again  and  asking  such  questions  as  they 
deem  desirable. 

Mr.  Adamson.  I  move  that  the  conunittee  adjourn. 

The  question  being  put,  on  a  rising  vote  resulted — yeas  3,  nays  4. 

So  the  motion  was  lost. 

jSIr.  Adamson.  I  misunderstood  the  chairman.  I  want  to  move  to 
reconsider  my  motion  and  withdraw  it.  He  said  his  purpose  was  to 
get  around  one  time  and  then  adjourn.  I  am  willing  to  do  that,  if 
Mr.  Hamilton  will  not  stay  too  long. 

Mr.  Hamilton.  Mr.  Thom,  I  have  one  question  as  bearing  upon 
the  line  of  the  investigation  by  Mr.  Cullop.  Inasmuch  as  our  ex- 
ports, during  the  last  fiscal  year,  amountecl  to  about  four  and  one- 
half  billion  dollars,  and  inasmuch  as  about  two  billion  dollars  of 
those  exports  were  munitions  and  potential  munitions,  it  is  reason- 
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able  to  suppose,  is  it  not,  that  when  they  stack  arms  in  Europe,  there 
will  be  a  very  decided  falling  off  in  export  busmess  and  in  the  carry- 
ing business  of  the  railroads  of  this  country. 

Mr.  Thom.  That  is  my  expectation.  ,      ,*  . 

•  Mr.  Hamilton.  W4iat  is  the  railroad  mileage  of  Canada,  Mr. 
Thom? 

Mr.  Thom.  I  can  not  tell  you. 

Mr.  Hamilton.  Could  you  tell  me-  approximately? 

Mr  Thom.  No,  I  can  not.    I  will  get  it  for  you. 

Mr.  Hamilton.  Do  you  know  anything  about  the  earnings  of  the 

railroads  of  Canada  ?  ,...-,  ^  j: 

Mr.  Thom.  I  do  not;  I  can  get  that  and  put  it  m  the  record  tor  you. 

Mr  HAMILTON.  Well,  another  question.  How  do  the  Canadian 
railroad  stocks  and  bonds— that  is.  so  far  as  those  railroads  are  con- 
structed by  private  corporations— compare  as  investments  with  the 
stocks  ancl  bonds  of  the  railroads  of  the  United  States  ? 

Mr  Thom.  Well,  I  am  not  well  enough  versed  m  that  to  give  you 
that  information,  but  I  will  tell  you  what  I  know  about  the  Canadian 
Pacific.    That  is  very  high,  up  in  the  neighborhood  of  175  or  180. 

Mr.  Hamilton.  And  they  are  doing  well  over  there? 

Mr.  Thom.  Yes.  .  .       ■,       -,  ^i 

Mr.  Hamilton.  How  many  transcontinental  railroads  are  there— 
Canadian  transcontinental  railroads?  ■„     -c 

Mr  Thom.  There  are  three,  the  Grand  Trunk,  Canadian  Pacitic, 
and  tiie  Canadian  Northern,  but  you  have  got  me  in  a  field  now,  I  am 
afraid,  where  I  can  not  help  you.  because  I  have  not  studied  the 
situation  in  Canada.  ,  .         .    -,  •  u 

Mr  Hamilton.  The  point  that  I  had  m  mind  was,  inasmuch  as 
this  field  has  been  very  fully  covered  by  the  inquiries  heretofore, 
to  try  to  institute  a  comparison  as  to  prosperity  between  the  rail- 
roads of  Canada  and  the  United  States,  not  knowing  much  about  it 
mvself ,  but  assuming  I  might  get  information  from  you. 

Mr.  Thom.  I  will  have  the  information  obtained  for  you  and  put 

it  in  the  record.  ,.     ^        ^^       ^  i.-       ^-^^ 

Mr  HAMILTON.  Very  well.  Now,  this  Canadian  transcontinental 
railroad,  the  Grand  trunk  Pacific,  do  you  know  if  that  has  been 
finished  ? 

Mr.  Thom.  I  do  not. 

Mr.  Hamilton.  You  are  not  prepared  at  this  time 

Mr.  Thom.  They  tell  me  it  is  not  quite  finished. 

Mr  Hamilton.  I  understand  it  is  not  quite  finished,  lou  are  not 
prepared  at  this  time  to  state,  I  suppose,  the  method  of  the  construc- 
tion of  that  railroad?  .  T       U     • 

Mr.  Thom.  No  ;  I  would  not  like  to  go  into  the  Canadian  business, 
because  my  information  about  it  w^ould  not  be  of  value  to  you. 

Mr  Hamilton.  All  right.  Can  you  state— and  I  assume  you  can— 
what  the  mileage  of  the  strictly  intrastate  railroads  of  the  United 

States  is  ? 
Mr.  Thom.  I  think- confining  it  to  steam  roads? 

Mr.  Hamilton.  Yes. 

Mr.  Thom.  I  think  there  is  none  at  all.  •        -i       j 

Mr.  Hamilton.  Can  you  give  the  mileage  of  the  electric  railroads 
of  the  United  States? 
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Ml'.  Thom.  Xo.  sir:  I  can  not. 

Mr.  Hamilton.  Can  yon  stato  about  when  these  electric  lines 
began  to  be  competitors  of  the  steam  lines? 

Mr.  Thom.  I  think  it  has  been  in  the  comparatively  recent  past. 

Mr.  Hamilix)x.  It  has  been,  I  should  imagine,  within  the  last  five 
years — perhaps  a  little  more.    I  do  not  know,  though. 

Mr.  TiiOM.  I  should  say  in  the  last  10  years  anyhow. 

Mr.  Hamilton.  Has  there  been  a  considerable  extension  of  electric 
roads  within  recent  times? 

Mr.  Thom.  I  see  that  there  has  been  in  the  West.  Take  the  coun- 
try which  I  am  interested  in— thei-e  has  been  very  little,  except  at 
one  point.  There  has  been  a  very  considerable  development  of  elec- 
tric railways  in  comiJetition  with  the  steam  railways  in  the  southern 
part  of  Xorth  Carolina  and  in  the  northern  part  of  South  Carolina 
by  the  Dukes. 

Mr.  Hamilton.  I  notice  in  my  own  State  (Michigan),  Mr.  Thom^ 
I  have  in  mind  just  at  this  moment  a  case  of  a  recently  constructed 
electric  line.  I  think  they  call  it  a  thii-d-rail  line.  That  is  a  method, 
is  it  not  ? 

Mr.  Thom.  Yes. 

Mr.  Hamilton.  Which  was  built  between  two  large  towns  in  the 
State  in  competition  with  two  steam  railroads  which  have  been  doing 
business  for  many  years,  and  the  electric  line  is  a  very  prosperous 
line,  apparently  taking  a  good  deal  of  business  away  from  the  steam 
roads.  Does  it  cost  more  or  less  to  construct  one  of  these  electric 
roads  than  it  does  a  steam  road  at  the  outset? 

Mr.  Thom.  Well,  that  would  be  a  mere  impression.  My  impres- 
sion is  it  costs  less,  but  that  is  a  mere  impression.  I  have  never  had 
information  on  the  comparative  cost. 

Mr.  Hamilton.  I  should  imagine  that  it  costs  as  much,  but  that 
the  maintenance  might  be  less,  but  I  have  no  figures  in  relation  to 
that.  The  mileage  of  electric  roads  is  being  considerably  increased, 
and,  as  a  rule,  they  are  in  direct  competition  with  the  steam  roads, 
and  they  are  being  constructed  and  doing  business  successfully,  ap- 
parently, during  a  period  when,  as  you  say.  the  steam  roads  have 
been  having  difficulties.    How  do  you  account  for  that? 

Mr.  Thom.  It  seems  to  me  that  there  are  several  ways  of  account- 
ing for  it.  In  the  fii-st  place,  you  do  not  find  the  electric  roads 
handling  the  same  character  of  business  or  the  same  volume  of  busi- 
ness. They  do  not  need  the  same  facilities.  You  go  into  one  of 
those  States  you  allude  to,  and  I  expect  you  will  find  tremendous 
railroad  yards  of  the  steam  roads.  You  will  find  very  small  railroad 
yards  of  the  electric  roads. 

Mr.  Hamilton.  Yes ;  the  steam  roads  have  a  larger  yard. 

Mr.  Thom.  Yes;  that  is  a  very  large  element  in  the  expense  of  rail- 
roads, the  establishment  of  proper  yards  and  terminals,  and  in  ad- 
dition to  that  the  steam  railroads  handle  the  lowest  class  of  com- 
modities, such  as  coal,  ores  of  various  sorts — raw  materials — while  the 
electric  roads  probably  do  the  city  business  between  the  cities,  of  a 
higher  grade,  easier  to  be  handled,  and  at  better  rates. 

Mr.  Hamilton.  My  observation  is  these  electric  roads  do  a  con- 
siderable freight  business. 

Mr.  Thom.  Do  they  not  do  it  in  a  higher  class  of  freight  ? 
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Mr.  Hamilton.  I  should  imagine  so;  yes,  sir. 

Mr.  Thom.  That  creates  a  very  much  larger  percentage. 

Mr.  Hamilton.  But  their  stations  throughout  their  lines  are  good. 
All  of  their  facilities  are  excellent,  and  they  are  doing  an  increasitig 
business,  I  should  say,  without  knowing  the  actual  statistics,  and 
these  roads  have  been  constructed  directly  in  competition  with  the 
steam  roads. 

JVIr.  Thom.  My  idea  is  that  they  are  engaging  in  the  cream  of  the 
business,  on  which  the  country  can  not  sustain  itself.  The  country 
must  sustain  itself  by  the  supplies  it  gets  from  steam  railroads — raw 
materials,  etc. — and  you  can  very  well  imagine  that  in  a  country  of 
cotton,  practically,  such  as  the  one  I  have  just  alluded  to  down  below 
here,  that  an  electric  railway  might  go  to  these  cotton  factories  and 
take  away  the  manufactured  goods  and  carry  them  to  some  port 
or  other,  and  thereby  get  the  very  highest-priced  traffic. 

Mr.  Hamilton.  Eixactly. 

jSIr.  Thom.  Whereas  they  are  not  doing  anything  in  the  way  of 
sustaining  the  general  growtli  and  supplying  the  general  needs  of 
the  country,  and  those  things  must  be  done — in  raw  materials — must 
be  done  at  a  very  much  lower  rate  than  the  manufactured  goods. 

Mr.  Hasiilton.  But,  Mr.  Thom,  is  there  any  reason,  so  far  as 
power  is  concerned,  or  for  any  other  reason,  why  these  electric  lines 
might  not  increase  their  freiglit-carrying  power  so  as  to  meet  the  re- 
quirements of  the  various  territories  which  they  enter? 

Mr,  Thom.  They  can,  but  Avhen  they  do  it  and  tap  the  point  of 
supply  wliich  the  steam  railroads  have  to  tap,  in  order  to  supply  the 
human  needs,  they  would  then  get  in  a  region  of  the  same  class  of 
expenses  that  the  steam  railroads  are  under. 

Mr.  Hamilton.  Steam  roads  in  some  instances  supplement  their 
own  steam  power  by  the  use  of  electricity. 

Mr.  Thom.  At  some  points ;  for  instance,  Manhattan  Junction  and 
New  York,  they  have  a  few. 

INIr.  Hamilton.  I  think  that  is  all  for  the  present,  Mr.  Thom.  Out 
of  deference  to  the  chairman  I  liave  hastened  my  inquiries. 

The  Chairman.  I  did  not  wish  to  limit  your  inquiries  at  all.  The 
committee  will  now  take  a  recess  until  Wednesday  at  10  o'clock. 

Mr.  Thom.  I  am  still  on  the  .stand? 

The  Chairman.  You  are  still  on  the  stand.  Mr.  Thom.  let  me  ask 
you  to  look  over  the  material  which  I  have  put  in  the  record,  speeches, 
and  magazine  articles,  and  reports,  and  particularly  resolutions,  bills, 
and  amendments  upon  national  incorporation. 

Mr.  Thom.  I  have  pretty  well  done  that  already,  but  I  Avill  do  it 
again  l)etween  now  and  next  Wednesday. 

The  Chairjnian.  Because  I  would  like  to  question  you  regarding 
the  national  incorporation  act. 

(The  joint  committee  thereupon,  at  1  o'clock  p.  m.,  adjourned 
until  Wednesdav,  December  6,  1916.  at  10  o'clock  a.  m.) 
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WEDNESDAY,  DECEMBER  6,  1916. 

CoNdKESS  OF  THE  UnITEO  StATES. 
JOTXT  SlHCOMMITTEE  ON    INTERSTATE   COMMERCE, 

KooM  826  Senate  Office  Building, 

Washington^  D.  C. 

The  joint  subcommittee  met  at  10  o'clock  a.  m,,  pursuant  to  ad- 
journment, Senator  Francis  G.  Xewlands  i)residing;  also  Vice  Chair- 
man '\A'illiam  C.  Adamson. 

The  Chairman.  The  connnittee  will  couie  to  order.  It  has  been 
su<r^ested  that  Mr.  Thelen.  who  has  been  here  for  some  time  be  heard 
to-day  on  behalf  of  the  State  railwaj^  connnissions,  and  that  Mr. 
W.  J.  BiTan,  who  is  here  for  a  couple  of  days  only,  and  who  leaves 
to-morrow  evening,  should  be  heard  to-morrow,  and  then  we  should 
continue  the  examination  of  Mr.  Thorn  and  complete  it. 

Mr.  Hamilton.  Mr.  Chainnan,  what  branch  of  the  subject  does 
Mr.  BiTan  desire  to  be  heard  upon? 

The  Chairman.  He  desires  to  be  heard  against  the  centralization 
of  power  in  the  National  Government  over  transportation. 

Mr.  Adamson.  I  suggest  that  under  that  arrangement  ]Mr.  Thorn 
might  as  well  be  relieved  for  the  balance  of  the  week  if  he  wants  to 
do  anything  else. 

The'  Chairman.  It  is  possible  we  might  go  on  with  him  on  Satur- 
day, might  we  not? 

Mr.  Adamson.  I  imagine  all  these  gentlemen  will  get  through  by 
Saturday. 

The  CiiAiR3iAN.  If  that  arrangement  is  satisfactory  to  the  com- 
mittee, and  there  is  no  objection,  we  will  hear  Mr.  Thelen  this 
morning. 

Senator  Underwood.  ]Mr.  Chairman,  have  you  consulted  ^Ir.  Thorn 

about  it? 

The  Chairman.  That  Avill  suit  his  convenience. 

;Mr.  Adamson.  We  had  just  finished  one  round,  and  before  we 
start  another  round  of  cross-examination,  Mr.  Thom,  we  are  in  a 
position  to  let  you  off. 

The  CHAnniAN.  If  there  is  no  objection,  the  committee  will  now 
here  Mr.  Thelen. 

Mr.  Thom.  Mr.  Chairman,  does  the  committee  know  anything 
about  what  it  will  do  in  the  way  of  holding  sessions  next  week,  or 
has  it  arrived  at  any  conclusion "^in  that  respect?  The  reason  I  am 
asking  the  question  is  that  I  have  made  an  engagement  for  Monday 
and  Tuesdav  of  next  week,  assuming  from  what  happened  this  week 
it  will  not 'hold  sessions  during  those  two  dayr.     Of  course,  my 
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engagement  is  subject  to  cancellation,  but  I  would  like  to  know  what 
the  plans  of  the  committee  are  with  regard  to  next  week. 

The  CHAiiniAN.  The  only  determination  the  committee  has  thus 
tar  reached  has  been  to  hold  meetings  to-day,  Thursday,  and  Satur- 
day of  this  week.  The  committee  has  come  to  no  conclusion  with 
reference  to  further  meetings. 

Mr.  Adamson.  Will  it  suit  Mr.  Thonrs  convenience  if  we  hold  an 
executive  session  on  Saturday  and  notify  him  afterAvards?  We  can 
determine  what  the  course  will  be  and  then  notify  liim. 

Mr.  Thoji.  That  will  be  satisfactory. 

Senator  Underwood.  It  seems  to  me'that  Mr.  Thom  has  been  here 
nearly  two  weeks,  and  if  he  has  business  engagements  and  does  not 
wish  to  be  heard  on  Monday  and  Tuesday,  there  is  no  reason  why  we 
could  not  hear  him  later  in  the  week. 

Senator  Cummins.  Mr.  Brookhart  is  here  and  has  been  hei-e  for 
two  weeks,  and  I  would  like  very  much  if  he  could  follow  Mr.  Thelen 
or  Mr.  Bryan,  for  I  realize  that  Mr.  Bryan,  being  here  only  for  a 
day  or  two,  should  be  here  to-morrow  morning,  but  after  Mr.' Thelen 
finishes  I  would  like  Mr.  Brookhart  to  be  heard. 

Mr.  Adamsox.  Then  I  suggest  that  we  notify  Mr.  Thom  later  as 
to  the  decision  of  the  committee. 

The  Chairman.  It  may  be  possible  to  go  on  with  Mr.  Thom  on 
Saturday.     You  will  be  free  on  Saturday,  will  you,  Mr.  Thom  ? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  Very  well;  we  will  notify  Mr.  Thom,  and  he  Avill 
understand  that  he  may  not  be  called  upon  on  Monday  or  Tuesday. 
^Ir.  Thom,  you  will  be  ready  on  "Wednesday,  as  I  understand  it,  if 
the  committee  concludes  to  go  on  with  you  ? 

]Mr.  Thom.  Yes,  sir. 

Mr.  Adamson.  Mr.  Brookhart  is  sitting  back  here,  and  there  is 
no  use  calling  Mr.  Thom  back  here  on  Saturday.  We  have  now  four 
witnesses  scheduled,  and  before  we  take  up  Mr.  Thom  again  you 
know  they  will  take  four  or  five  days. 

The  CHAnnrAN.  What  is  the  sense  of  the  committee? 

Senator  Cu:NrMiNS.  I  think  we  ought  to  do  that:  I  think  we  ought 
to  hear  jSIr.  Thelen,  Mr.  Bryan,  and  Mr.  Brookhart,  and  their  exami- 
nations will  require  four  or  five  days  probably  altogether. 

Senator  Brandegee.  I  think  we  can  excuse'  Mr.  Thom  until  he 
receives  further  notice. 

The  Chairman.  If  there  is  no  objection,  that  order  will  be  made, 
and  the  understanding  is  that  we  Avill  proceed  with  Mr.  Thelen,  Mr. 
lU'van,  and  Mr.  Brookhart. 

STATEMENT  OF  MR.  MAX  THELEN,   PRESIDENT   CALIFORNIA 
RAILROAD  COMMISSION. 

Mr.  Thelen.  Mr.  Chairman  and  members  of  the  committee,  speak- 
ing for  the  National  Association  of  Eailway  Commissioners,  of 
which  I  have  the  honor  to  be  the  president,  and  also  for  the  railroad 
commission  of  California,  in  which  I  have  the  honor  to  occupy  a 
similar  position,  I  desire  to  express  our  appreciation  for  tliir^  op'por- 
tunity  to  appear  before  you  gentlemen  and  to  offer  such  suggestions 
as  occur  to  us  in  connection  with  the  solution  of  the  tremendonslv 
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important  problems  which  are  now  under  consideration  by  this 
committee. 

We  regard  it,  gentlemen,  not  merely  as  a  privilege  but  also  as  a 
duty  arising  from  our  responsible  positions  in  the  various  States 
of  the  Union,  to  come  before  you  and  to  give  to  you  such  assistance, 
if  any,  as  we  can  from  the  experience  which  we  have  had  in  the 
regulation  of  railroads  and  other  classes  of  public  utilities  in  the 
various  States  of  the  Union. 

The  National  Association  of  Railway  Connnissioners  is  an  asso- 
ciation composed  of  the  State  railroad  and  public-service  commis- 
sions of  the  various  States  of  the  Union.  At  present  all  except  two 
States  of  the  Union  have  either  a  State  railroad  commission  or  a 
State  public-service  commission,  and  all  of  those  commissions  are 
members  of  the  National  Association  of  Railroad  Commissioners. 
The  association  has  been  in  existence  for  over  20  years.  The  pur- 
pose of  the  association  is  the  discussion  of  the  problems  affecting  the 
regulation  of  railroads  and  other  classes  of  public  ultilities  in  the 
hope  that  as  a  result  of  those  discussions  certain  constructive  policies 
might  be  adopted  by  the  various  States  of  the  Union. 

At  its  convention  held  in  Washington  a  few  w-eeks  ago  the  Na- 
tional Association  of  Railway  Commissioners  authorized  the  com- 
mittee on  State  and  Federal  legislation  to  appear  before  you  gentle- 
men and  to  offer  all  possible  assistance  to  you.  The  members  of 
this  committee  are  the  Hon.  Joseph  L.  Bristow,  chairman  of  the 
Public  Utilities  Commission  of  Kansas,  who  is  chairman  of  the 
committee ;  Hon.  W.  G.  Busby,  w^ho  is  chairman  of  the  Public  Utili- 
ties Commission  of  Missouri ;'  Hon.  C.  M.  Candler,  who  is  chairman 
of  the  railway  commission  of  Georgia;  Hon.  L.  B.  Finn,  who  is 
chairman  of  tlie  railroad  connnission  of  Kentucky;  Mr.  Carl  Jack- 
son, member  of  the  railroad  commission  of  Wisconsin ;  Hon.  Edward 
C.  Niles,  chairman  of  the  Public  Service  Commission  of  the  State 
of  New  Hampshire;  and  Judge  Owen  Thompson,  member  of  the 
Public  Utilities  Commission  of  Illinois;  and  the  president  of  the 
association  as  ex  officio  member. 

We  are  here,  gentlemen,  not  in  hostility  but  in  a  spirit  of  helpful- 
ness. We  want  to  do  whatever  we  can  to  be  of  assistance  to  you, 
and  right  at  this  point,  speaking  for  my  own  commission,  the  Rail- 
road Commission  of  California,  I  want  to  say  that  if  there  is  any 
special  problem  which  develops  during  the  course  of  these  hearings, 
which  problem  you  think  should  receive  special  investigation,  not 
merely  the  commissioners  but  the  heads  of  our  various  departments, 
men  who  are  trained  in  the  regulation  of  public  utilities,  and  to  a 
very  considerable  extent  in  their  construction,  will  be  only  too  glad 
to  be  of  service  to  you  as  a  matter  of  courtesy  and  for  the  good  of  the 
cause. 

Now,  w^ith  these  few  opening  remarks,  I  wish  to  address  myself 
directly  to  the  argument  wdiich  Mr.  Thorn  has  presented.  You  will 
find,  gentlemen,  that  my  style  of  presentation  can  not  compare  in 
any  way  with  the  beautiful  oratory  of  which  Mr.  Thorn  has  showm 
himself  a  master.  The  men  of  the  West  can  not  hope  to  in  any  way 
compete,  when  it  comes  to  eloquence,  with  the  gentlemen  of  the 
South,  so,  without  any  question  at  all,  the  prize  for  eloquence  belongs 
to  them;  and  I  shall  address  myself  in  the  simple,  direct  way — the 
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way  we  have  in  tlie  West — to  the  consideration  of  these  various 
problems. 

Mr.  Thorn,  as  you  will  remember,  divided  his  argument  into  three 
portions,  one  presented  on  each  day.  On  the  first  day  he  discussed 
the  financial  situation,  as  far  as  the  railroads  are  concerned;  he 
referred  to  their  credit ;  he  referred  to  their  necessity  for  additional 
funds,  and  expressed  some  doubt  as  to  whether  they  would  be  able 
to  secure  these  additional  funds  for  capital,  extensions,  and  other- 
wise under  existing  conditions.  On  the  second  day  he  addressed 
himself  to  the  cause  of  the  existing  conditions,  to  the  cause  of  im- 
paired railroad  financial  credit,  and  he  presented  to  you  at  that  time 
an  analysis  in  which  he  charged  that  the  cause  of  impaired  railroad 
credit  is  principally  regulation — regulation  by  the  Nation  and.  even 
more  particularly,  regulation  by  the  States.  On  the  third  day  he 
])resented  to  you  his  nine  remedies,  which,  as  I  understood  it,  are  a 
first  installment :  it  is  the  first  part  of  a  program  which  the  railroads 
ultimately  desire  to  present  to  this  committee  and  to  Congress, 

Referring  now  for  a  moment  to  the  first  day's  presentation,  I  am 
glad  to  say,  in  the  interest  of  harmony,  that  we  agree  with  the  rail- 
roads in  part.  We  agree  with  them  that  the  railroads  have  been 
derelict  in  their  duty  of  supplying  sufficient  cars,  equipment  and 
other  facilities  to  the  shii^ping  public ;  we  agree  with  them  that  if  it 
is  true  that  the  panic  of  plenty  of  1917  and  the  present  high  cost 
of  living  are  due  to  a  failure  to  supplv  the  necessary  transportation 
facilities,  then  the  credit  for  that  condition  rests  with  the  railroads. 
We  agree,  furthermore,  that  it  will  be  necessary  for  the  railroads,  in 
the  immediate  future  and  thereafter,  to  secure  large  amounts  of 
additional  ca]5ital,  not  mei'ely  for  extensions  into  new  territory,  but 
also  for  additions  and  betterments  to  the  existing  railroads.  To  that 
extent,  we  agree  with  them.  But  when  it  comes  to  the  claim  that  the 
financial  credit  of  all  the  railroads  is  greatly  impaired  and  that  the 
whole  railroad  situation  has  gone  to  the  damnation  bow  wows,  we 
distinctly  disagree  with  them. 

I  do  not  wish  to  tire  you  gentlemen  with  long  reports  of  statistics 
with  reference  to  the  financial  condition  of  the  railroads;  I  know  that 
statistics  are  usually  very  dry.  I  think,  however,  that  I  might  serve 
my  general  purpose  in  this  respect  by  reading  a  paragraph  from  an 
address  which  was  delivered  by  Judge  Robert  R.  Prentis,  a  member 
of  the  highest  court  of  the  State  of  Virginia,  before  the  National 
Association  of  Railway  Commissioners  at  its  last  convention.  In 
this  address  Judge  Prentis  says,  in  part • 

Mr.  EscH.  Was  he  not  the  president  of  your  association  at  the  time 
he  delivered  that  address? 

Mr.  Thelen.  He  was  the  president  of  the  association  and  served 
with  distinguished  credit  [reading]  : 

While  it  may  not  be  entirely  fair  to  coini>are  the  present  larsie  earnin^us  with 
the  earnings  for  the  precedinii'  12  years,  without  some  reference  to  the  sudden 
prosperity.  attril)uted  i)y  many  altogether  to  the  European  war,  it  is  interesting^ 
to  note  that  the  total  operatins;  revenues  have,  with  some  tiuetuati(ms,  increased 
from  $1,975,174,091  in  1904  to  the  sum  of  $3,396,808,234  in  1910.  and  the  average 
per  mile  of  line  from  $9,306  in  1904  to  $14,818  in  1916.  During  that  period  the 
operating  exi^enses  per  mile  of  line  have  increased  from  $6,308  in  1904  to 
$9,684  in  1916,  and  the  net  operating  revenue  during  the  same  period  has  in- 
creased from  $2,998  in  1904  to  $5,134  in  1916 — that  is,  the  operating  expenses 
have  increased  53  per  cent,  while  the  operating  revenue  has  increased  71  per 
cent. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  423 

Judge  Prentis  thon  refers  to  the  operutino;  ratio  for  lOlG.  wliich 
was  65.4  per  cent.  He  states  that  the  lowest  operating  ratio  of  any 
year  within  the  period  indicated  was  in  1916,  and  that  the  highest 
was  in  1914,  when  it  was  72.2  per  cent,  and  the  next  lowest  was  1906, 
when  it  was  66  per  cent. 

Judge  Prentis  also  refers  to  an  editorial  in  the  financial  column  of 
the  New  York  Times,  in  the  issue  of  October  9,  1916.  In  this  edition 
of  the  paper  the  financial  editor  says: 

It  is  a  habit  to  put  all  the  railroiuls  in  a  group  and  of  late  it  ha^  been  a 
habit  to  talk  of  all  railroads  as  though  they  were  subject  to  the  great  ditliculties 
under  which  some  roads,  even  many,  are  laboring.  That  is  a  false  market 
point  of  view.  There  are  railroads  in  a  very  strong  position — railroads  which 
year  after  year  have  paid  good  dividends  and  which  to-day  are  earning  those 
dividends  twice  over  and  in  some  cases  more — 

showing  the  fallacy  of  considering  the  railroad  problem  as  a  whole, 
when  some  railroads  are  entirely  prosperous  while  others  are  having 
difficulty. 

Why  sliould  tliere  not  be  contidence  in  the  aliility  of  such  proiierties  to  with- 
stand the  effects  of  regulation,  and  to  continue  to  give  good  returns  to  their 
stockliolders?  ^Moreover,  why  is  it  not  reasonable  to  recognize  the  fact  that 
a  road  once  poor  is  not  necessarily  poor  forever"?  Big  earnings  month  after 
month  with  no  sign  of  diminution  are  surely  a  cure  for  months  of  the  other  sort. 
The.v  are,  moreover,  the  best  sort  of  offset  for  such  added  burdens  as  that  im- 
posed by  the  eight-hour  law. 

I  desire  to  make  just  one  further  brief  reference  to  this  speech  of 
Judge  Prentis.  I  refer  to  that  part  of  the  speech  in  which  there  is 
presented  a  table  compiled  from  an  editorial  in  the  Financial  Age,  a 
New  York  financial  paper,  of  October  21,  1916,  entitled  "Evidences 
of  Railroad  Prosperity."  In  this  table  there  is  a  comparison  of  the 
income  available  for  dividends  earned  by  the  railroads  named,  in 
two  fiscal  years ;  that  is,  the  year  ending  June  30,  1915,  and  the  year 
ending  June  30,  1916.  I  desire  to  draw  your  attention  in  this  con- 
nection not  merely  to  the  splendid  showing  in  1916,  but  also  to  the 
favorable  showing  in  1915.  Take,  for  instance,  the  Union  Pacific. 
They  had  available  in  1915,  and  when  I  refer  to  these  years  I  mean 
in  each  instance  the  fiscal  year,  11  per  cent  for  dividends  on  common 
stock,  and  in  1916  they  had  15.65  per  cent.  The  Southern  Pacific 
had  in  1915  7.2  per  cent,  and  in  1916  11  per  cent.  The  Southern 
Pacific  is  one  of  the  California  railroads,  and  before  I  finish  I  shall 
go,  in  some  detail,  into  their  financial  affairs  during  the  last  few 
years,  so  that  you  may  judge,  if  you  w^ill,  wdiether  or  not  regulation 
has  been  unfair  to  them,  or  whether  it  has  impaired  their  credit. 
The  Santa  Fgi  had  available  in  1915  9.2  per  cent  for  dividends  on 
their  common  stock,  and  in  1916  12.3  per  cent.  The  St.  Paul  had 
in  1915  3.28  per  cent,  and  in  1916  7.33  per  cent.  Take  the  Northern 
Pacific;  in  1915  they  had  7.58  per  cent,  and  in  1916  they  had  10.47 
per  cent.  I  do  not  want  to  tire  you  gentlemen  by  reading  all  these 
figures. 

These  are  illustrative,  and  if  I  may  have  permission  T  will  just 
insert  the  table  in  the  record  so  that  I  may  pass  on  to  other  matters. 

Senator  Brakdegee.  On  what  page  does  that  table  appear? 

Mr.  Thelen.  This  is  on  page  12  of  this  speech. 

The  Chairman.  That  may  be  done,  Mr.  Thelen,  if  that  be  the 
pleasure  of  the  committee. 

Mr.  Adamson.  Why  not  just  put  that  speech  into  the  record? 
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Mr.  Thelex.  I  am  entirely  willing  to  do  so,  if  that  suits  the  pleas- ' 
lire  of  the  committee. 

Mr.  Adamson.  I  suggest  that  3'ou  put  it  in. 

The  Chairman.  He  can  put  in  the  whole  speech,  or  just  such  parts 
of  it  as  he  may  deem  pertinent. 

Mr.  Hamilton.  I  see  no  advantage  in  putting  the  whole  speech  in. 
The  gentleman  is  selecting  the  parts  which  he  wishes  to  bring  to  our 
attention. 

Mr.  Adamson.  Several  members  of  the  committee  think  that  we 
would  find  some  value  in  other  parts  of  it. 

Mr.    Hamilton.   Very   well. 

Senator  Cummings.  How  long  is  it — the  speech  ? 

Mr.  Thelen.  The  speech  is  19  pages,  and  it  deals  almost  exclusively 
with  the  present  railroad  problems,  the  solutions  offered  by  the  rail- 
roads, and  Judge  Prentis's  comments. 

The  Chairman.  Do  you  wish  it  all  to  go  in  as  pertaining  to  this 
inquiry,  or  only  parts  of  it  ? 

Mr.  Thelen.  I  might  follow  Judge  Adamson's  suggestion,  if  it 
meets  with  your  pleasure,  and  have  it  all  go  in. 

The  Chairman,  Very  well. 

(The  paper  above  referred  to  appears  in  full  below,  as  follows:) 

Anxual  Addheiss  of  Robert  R.  Peentis.  President  National  Association  or 
Railway  Commissioners.  Washington,  D.  C.  November  14,  1916. 

'Gentlemen  of  the  Convention  : 

When  I  first  besan  to  attend  the  meetings  of  this  association  about  eight 
years  ago,  I  regarded  them  as  valuable  cliiefly  because  informing  and  educa- 
tional. I  thought  it  well  for  the  members  of  the  Interstate  Commerce  Com- 
mission and  the  State  commissioners  to  assemble  once  a  year  for  the  purpose  of 
discussing  their  ditticulties  and  comparing  experiences  with  the  view  of  im- 
proving their  own  work  in  their  several  .iurisdictions.     I  still  think  so. 

As  the  years  liave  passed,  however,  and  while,  as  it  seems  to  me,  the  unwise 
tendency  to  change  our  (Government  from  the  representative  to  tlie  popular 
form,  I  have  learned  to  regard  the  National  Association  of  Railway  Commis- 
sioners and  other  similar  associations  as  performing  a  very  much  more  signifi- 
cant and  valuable  function  in  our  scheme  of  government. 

I  first  received  this  suggestion  from  an  article  in  The  New  Republic,  refer- 
ring to  the  National  Education  Association.  That  article  said  that  organiza- 
tions such  as  the  National  Education  Association  are  coming  to  occupy  an 
unexpectedly  important  place  in  American  national  life.    That — 

"  They  are  becoming  the  vehicle  whereby  Americans  meet  for  joint  delibera- 
tion. They  constitute  the  gatherings  at  which  public  opinion  is  formed,  public 
questions  ventilated,  and  an  essential  specific  interest  or  profession  adjusted  to 
its  task  in  the  national  economy.  The  historian  of  the  future,  as  he  surveys 
the  modifications  in  American  political  institutions  during  the  past  and  the 
coming  half  century,  will  remark  the  slow  but  inexorable  decline  of  our  group 
of  representative  institutions  and  the  cori'esponding  building  up  of  another. 
The  legislatures  are  ceasing  to  have  any  representative  value  and  are  ceasing 
to  exercise  any  formative  effect  on  public  opinion.  They  are  being  poisoned 
by  a  kind  of  political  corruption  which  they  have  neither  the  will  nor  the 
ability  to  correct.  The  work  which  they  once  performed  is  being  passed  on  to 
great  national  organizations  of  teachers,  social  workers,  business  and  profes- 
sional men,  farmers  and  trade-unionists.  These  oriranizations  are  the  germinat- 
ing centers  of  American  opinion ;  they  initiate  the  new  programs  and  put  a 
quietus  on  the  old  ones.  For  the  present  they  do  this  work  unofficially,  but 
eventually  they  will  be  recognized  in  the  official  organization  as  the  really 
representative  members  of  our  political  body." 

While  I  do  not  think  it  now  necessary  to  consider  whether  or  not  these 
bodies  shall  ever  be  recognized  in  the  official  organization  of  the  Government, 
I  do  believe  that  the  observations  quoted  clearly  state  a  great  truth,  not  as  yet 
generally  perceived  or  recognized.    I  further  feel  that  no  national  organization 
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has  exercised  a  greater  or  more  benefu-ial  intluence  upon  Federal  and  State 
legislation  than  the  National  Association  of  Railway  Commissioners. 

In  view  of  i)roi)(ised  legislation,  some  of  which  is  actually  pending  before 
'Congn^'^s.  designed  to  destroy  Stiite  regulation  of  railways,  it  is  of  the  highest 
importance  tiiat  we  should  ai)proach  the  consideration  of  the  great  questions 
involved  therein  without  seitishiu'sa  and  actuated  only  by  a  desire  to  sarve  the 
•country. 

There  is  a  fully  orgainzed  movement  having  for  its  ultimate  object  n(jthing 
less  than  the  al)soliUe 'elimination  of  the  States  and  the  State  commissions  from 
all  Jurisdiction  over  intrastate  rates  of  the  railroads. 

At  the  lime  the  act  to  regulate  conmierce  was  enacted  such  a  proposition 
wouhl  have  been  promptly  rejected  as  itlaiidy  violative  of  the  United  States 
Constitution.  Kecent  decisions  of  the  Supreme  ('ourt  of  the  United  States, 
howevei-,  liave  encoiu'aged  tiie  view  that  under  the  commerce  clause  of  the  Con- 
stitution the  Congress  may  have  the  power  to  take  actual  control  of  all  rates 
ui)o?i  the  new  theory  tlu.t  railway  rates  are  so  intimately  related  to,  and  so 
directly  affect,  each  other  as  to  make  it  impossible  properly  to  regttlate  inter- 
state rates  without  at  the  same  time  taking  control  of  intrastate  rates. 

The  determination  of  this  great  question  should  not  be  based  upon  any  mere 
local  or  selfish  considerations,  or  any  mere  insistence  ui)on  State's  rights.  It 
should  be  determined  upon  great  l)road  general  princij)les,  looking  oidy  to  the 
general  welfare;  not  tliat  even  such  considerations  will  jitstify  a  plain  viola- 
tion of  the  Constitution,  for  if  the  change  is  to  be  made  it  should  be  doiu^  in 
due  and  orderly  manner,  by  amending  the  Constitution  if  necessary,  and  not 
by  violating  the  ( constitution  as  a  matter  of  expediency. 

The  officials  of  the  great  transportation  liiies  of  the  cottntry,  always  restive 
under  any  and  every  sort  of  control,  iire  behind  the  movement.  They  have 
enli.vted  the  support  of  a  large  numl)er  of  newspapers  and  luagazines,  employed 
able  eouusel,  and  have  prepared  for  the  great  conti'oversy  which  such  a  propo- 
sition preci[)itates.  The  danger  is  that  they  may  win  at  the  tirst  onslaught, 
btit  if  so  it  will  be  only  bi'cause  those  who  believe  such  a  change  unwise  are  in 
a  state  (tf  abs(jlute  unpreparedness.  If  the  question  is  to  be  fairly  and  fully 
discussed  ami  presented  to  (he  Congress,  poorly  as  they  are  prepared  therefor 
it  must  be  done  by  the  State  commissions.  Therefore  this  is  the  work  to  which 
the  pivsent  hotir  summons  tis. 

If  the  effort  shall  succeed  then  questions  regarded  as  settled  from  the  founda- 
tion of  the  Government  will  be  uni^ettled  and  the  great  accomplishments  of  the 
States  of  this  Ihiion  for  the  last  30  years  in  their  endeavor  to  exercise  efficient 
control  over  the  ))ublic-service  coi'iiorations  which  they  have  created  and 
fostered,  will  have  become  tmavailing  and  obsolete. 

In  this  connection  it  becomes  my  duty  to  call  your  special  attention  to  Public 
Ilesolution  No.  2."),  Sixty-fourth  Congress,  and  I  think  it  proper  to  emphasize 
some  views  which  I  have  with  reference  thei'eto.  This  resolution  was  intro- 
dticed  by  Senator  Xewlauds  as  .Toint  Senate  Resolution  No.  <>(>,  and  reads  as 
follows : 

"  .Joint  resolution  creating  a  joint  subcommittee  from  the  membership  of  the 
Senate  Contmittee  on  Interstate  Commerce  and  tlie  House  Connuittee  on  Inter- 
state and  Foreign  Commerce  to  investigate  the  conditions  relating  to  interstate 
and  foreign  commerce  and  the  necessity  of  further  legislation  relating  thereto, 
and  defining  the  powers  and  duties  of  such  subcommittee. 

'•  Resolretl  h]i  the  Senate  and  Houxe  of  Reirresentatires  of  the  United  States  of 
Aineriea  in  'Conffrcss  a.^^senihled.  That  the  Interstate  Commerce  Committee  of 
the  Senate  and  the  Connuittee  of  the  House  of  Representatives  on  Interstate 
and  Foi-eign  Conuuerce,  through  a  joint  stibcommittee  to  consist  of  five  Senators 
and  five  Representatives,  who  shall  be  selected  by  said  committees,  respectively, 
be,  and  they  hereby  are,  appointed  to  investigate  the  subject  of  the  Government 
control  and  regulation  of  interstate  and  foreign  transportation,  the  efficiency 
of  the  existing  sy.stem  in  protecting  the  rights  of  shippers  and  carriers  and  in 
l)romoting  the  public  interest,  the  incorporation  or  control  of  the  incorporation 
of  carriers,  and  all  proposed  changes  in  the  organization  of  the  Interstate  Com- 
merce Conunission  and  the  act  to  regulate  commerce,  also  the  subject  of  Gov- 
ernment ownersliij)  of  all  public  utilities,  such  as  telegraph,  wireless,  cable, 
telephone,  express  companies,  and  railroads  engaged  in  interstate  and  foreign 
commerce  and  report  as  to  the  wisdom  or  feasibility  of  Government  ownership 
of  such  titilities  and  as  to  the  comparative  worth  and  efficiency  of  Government 
reerulation  and  control  as  comiiared  with  Government  ownership  and  operation, 
with  authority  to  sit  during  the  recess  of  Congress  and  with  power  to  sununon 
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witnesses,  to  administer  oaths,  and  to  require  the  various  departments,  com- 
missions, and  other  (Jovernment  agencies  of  the  United  States  to  furnish  such 
informal i<m  and  render  such  assistance  as  may,  in  the  judgment  of  tiie  joint 
subcommittee.  ))e  deemed  desirable ;  to  appoint  necessary  experts,  clerks,  and 
stenographers,  and  to  do  whatever  is  necessary  for  a  full  and  comprehensive 
examiuiition  and  study  of  the  subject  and  report  to  Congress  on  or  before  the 
second  ^londay  in  January,  1917;  that  the  sum  of  $24,000,  or  so  much  thereof 
as  is  necessary  to  carry  out  the  purposes  of  this  resolution  and  to  pay  the  nec- 
essary expenses  of  the  subcommittee  and  its  members,  is  hereby  appropriated 
out  of  any  money  in  the  Treasury  not  otlierwise  appropriated.  Said  appropria- 
tion sliall  be  immediately  available  and  shall  be  paid  out  on  the  audit  and 
order  of  the  chairman  or  acting  chairman  of  said  subcommittee,  which  audit 
and  order  shall  be  conclusive  and  binding  upon  all  departments  as  to  the  cor- 
rectness of  the  accounts  of  such  subcommittee." 

Under  that  resolution  a  joint  subconmiittee,  consisting  of  five  Senators  and 
live  Representatives,  has  been  appointed,  and  they  have  publicly  announced 
that  Ihey  will  begin  their  investigations  on  November  20,  1016. 

The  adoption  of  this  i-esolution  l)y  the  Congress  indicates  the  very  great 
progress  whi(,-h  has  been  made  in  the  country  in  the  deliberate  and  concerted 
effort  to  destroy  the  State  commissions  as  regulating  liodies.  iuchiding  the 
t.-'iking  over  b>  the  Federal  Government  of  ex(dusive  jurisdiction  to  regulate 
intrastate  rates. 

The  movement  has  l)een  underway  for  several  years,  and  is  inspired  liy 
the  great  railway  organizations  of  tlie  country.  Through  the  press  and  througli 
many  other  gre;.t  organizations  they  have  endeavoi'ed  to  create  a  sentiment 
so  overwhelming  as  to  convince  the  Congress  that  tlie  time  has  come,  if  the 
railways  are  to  continue  efficient  public  service,  to  make  this  tremendous 
change. 

As  far  back  as  the  2r)th  day  of  February,  1916.  in  the  hearing  before  the 
Committee  on  Interstate  and  Foreign  Commerce  of  the  House  of  Re])resenta- 
tives,  while  the  resolution  was  under  consideration  by  that  committee,  these 
facts  were  made  a  matter  of  record. 

There  is  a  railway  executive  advisory  committee,  of  which  Mr.  Frank  Trum- 
l)ull,  chairman  of  the  board  of  the  Chesapeake  &  Ohio  Railway  Co.,  is 
chairman,  and  13  railway  presidents  of  the  large  lines  are  members,  and  for 
which  the  Hon.  Alfred  P.  Thom,  general  counsel  of  the  Southern  Railway  Co. 
is  counsel. 

They  represent  between  S3  and  84  i)er  cent  of  the  railroad  mihage  of  the 
TTnited  States  and  systems  extending  from  the  Atlantic  ^t->  th(>  I'acific  and 
from  British  Columbia  to  the  (Julf  of  Mexico;  that  is,  lines  which,  conibined. 
cover  the  entire  country.  At  that  time  a  definite  plan  for  the  acccmiplishment 
of  their  purpose  was  outlined  to  the  conunittee. 

Since  then  it  has  been  publicly  reiterated  by  Mr.  Trumbull 

This  plan  eml)odies  two  main  features: 

Fii'st.  That  there  be  a  Federal  incorporation  law,  under  which  every  railwa.v 
ccmipany  in  this  countr.v  which  is  engaged  in  interstate  commerce — and  all  of 
them  will  be  construed  to  be  so  engaged — shall  be  required  to  incftrporate. 
Such  companies  are  to  be  given  no  option  as  to  this,  but  incorporation  under 
the  proposed  act  of  ('ongi-ess  is  to  be  made  compidsory,  and  thus  the  entire 
control  of  such  comi)aiues,  including  their  rates,  intra  and  interstate,  ami 
theii'  stock  and  liond  issues,  is  to  be  vested  in  the  agencies  of  the  Feileral 
Government. 

Second.  Then  it  is  proposed  that  in  place  of  the  Interstate  Connnerce  Com- 
mission there  shall  be  two  commissions,  one  to  be  called  the  Interstate  Cotu- 
merce  Conunission,  which  is  to  be  the  supreme  body,  in  charge  of  all  the 
powers  of  regulation,  on  ai(i)eal  as  to  some  of  such  powers  and  directly  as  to 
others.  Anothei-  conunission  is  to  be  organized,  which  it  is  suggested  shall 
be  known  as  th(»  Federal  Railroad  Commission,  whose  members  shall  be  pre.sl- 
denlial  appointees.  This  new  commission  is  to  be  vested  with  the  power  and 
charged  with  the  duty  of  detection,  correction,  and  prosecution,  and  those 
feeling  aggrieved  by  their  conclusions  are  to  have  the  right  to  have  them 
reviewed  by  the  Int''rstate  Connnerce  (Commission. 

In  addition  to  these  two  great  organizations,  they  propose,  as  a  method  of 
getting  closei-  to  the  people  in  the  various  sections  of  the  country  and  as  a 
substitute  for  the  preseiit  State  connuissions,  that  there  shall  be  regional 
boards  in  every  transportation  region  that  the  Congress  may  divide  the  country 
into;  that  their  offices  shall  be  in  such  localities,  these  bodies  to  be  authorized 
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to  take  ovidt'iict'  as  l(t  all  Uif  j;i"iivor  and  nunc  iiiii»ortaiit  (lucst  ioiis  wliicli 
i-cinaiii  widiiii  tlic  jurisdiction  of  llio  Intci-statc  ('onnnt'i'cc  ( 'oinmissioii,  in- 
cluding tlio  niakinfi  of  rales  and  llu'  ostablisluncid  of  jiropcr  relations  of  rates 
between  localitii>s;  tiiey  are  also  to  take  evidi'uce  in  any  case  lliat  shall  ]>e 
jiendin^'  l)efor(>  the  Intel-state  Coninierce  Conunission  as  <M)inniissionei-s  In 
chancery  would  do,  reporting  their  conclusions  to  the  Intel-state  ('oininerce  Coin- 
niissioii,  subject  to  exception;  the  orders  and  coiu-lusions  of  these  ref^ional 
iioards,  if  not  excepted  to,  are  to  be  effective  without  further  action  l)y  tlie 
Interstate  (loiuinerce  Conunission,  unless  that  conunission  should  itself  see 
some  reason  for  ordering  reheariiigs.  If  they  are  excepted  to  by  shippers, 
lepreseiitalives  of  localities  or  by  the  carriers,  then  such  <lifl"eren(-es  are  to 
be  ai-iiued  l)c>fore  and  settled  by  the  Interstate  Couunerce  < -oininission. 

This  plan,  as  will  be  obs(>rved.  is  most  aml)itious,  and  the  manifest  purpose 
of  this  vast  inachin(>ry  to  be  organized  under  Federal  lejiishiti(»n  is  to  relieve 
the  railway  companies  fntm  any  effective  sui)ei-visioii  by  the  States.  The  rail- 
way coniiiaiiies,  as  above  stated,  have  orjianized  their  executive  advisory  com- 
mittee, employed  eminent  counsel,  and  have  fully  prepared  themselves  to 
present  their  views  to  the  subcommittee. 

I  wish  to  emphasize  my  view  that  the  issue  thus  i)resented  should  be  ap- 
proached in  no  narrow,  sellish  spirit  by  the  National  Association  of  Railway 
Commis.sioiiei-s,  and  should  be  considered  upon  its  merits.  We  may  expect  its 
adv((cates  to  present  it  with  the  tireatest  possible  force  and  ability. 

While  intensely  interested  in  promoting  every  possible  imi»rovement  in  the 
present  situation,  in  favor  of  stren^tlieninc;  the  Interstate  Couunerce  Com- 
mission to  the  fullest  extent  necessary,  and  anxious  that  all  of  the  necessary 
Federal  i)owers  sliall  be  exercised,  it  seems  to  me  that  this  .proposition,  con- 
sidered in  its  entirety,  is  in  the  highest  degree  unwise.  an<l  that  its  effe(-t 
will  of  necessity  be  retrogressive  instead  of  progressive. 

Most  of  tlie  true  progress  of  this  world  is  made,  not  by  tearing  down,  but 
l)y  building  up,  by  construction,  not  by  destruction. 

For  80  years  the  Federal  and  State  Governments  have  been  enacting  laws 
and  administering  them  with  the  view  of  exercising  efiicient  control  over 
the  rates  and  practices  of  the  railroads.  A  long  catalog  of  the  benefits 
which  have  arisen  from  such  regulation  can  easily  be  made.  Forty-six  States 
of  the  Union  at  great  exjiense  have  organized  commissions  for  the  purpose  of 
controlling  intrastate  rates,  and  exercising  their  constitutional  powers  hitherto 
conceded  to  them.  The  proposition  is  to  talce  over  all  the  imporant  jurisdic- 
tion of  these  local  connnissions  and  concentrate  the  power  in  two  Federal 
commissions  in  tlie  city  of  Wa.sliington.  Then,  knowing  tliat  the  Interstate 
('ommerce  (%)mmissi<m  is  already  overwhelmed  with  its  work,  and  apparently 
realizing  the  utter  futility  of  expe(-ting  central  connnissioners  in  Washington 
to  deal  effectively  with  all  of  the  many  and  varied  questions  that  ari.se  locally 
all  over  the  country,  it  is  proposed  to  establish  regional  boards  in  various 
sections  of  the  country  which  shall  Ite  subordinate  to  the  central  authority 
at  Wa.sliington.  In  other  words  they  see  that  just  as  soon  as  they  tear  down 
the  existing  system  they  must  immediately  commence  to  rebuild  a  vast  hy<lra- 
headed  administrative  bureau,  with  two  big  heads  and  many  small  ones,  which 
will  correspond  in  many  ]»articulars  with  the  very  organiaztions  we  already 
have. 

It  is  impossible  for  us  to  escape  the  conclusion  that  if  these  suggestions 
sludl  be  adopted  the  cause  of  public  regulation  will  be  prac-tically  just  where 
it  was  80  years  a.uo.  It  seems  to  me  thiit  experience  has  demonstrated  that 
all  the  powers  of  all  the  States  comiiined  with  all  the  powers  of  the  Federal 
(lovernment  must  be  exercised  if  public  regulation  is  to  be  effective. 

Since  the  decision  of  the  Shreveport  case  (Houston  East  &  West  Texas 
Railway  Co..  etc.,  v.  United  States,  284  U.  S.  842),  which  api)arently  authorizes 
the  Interstate  Commerce  Conunission  to  remove  discrimination  between  locali- 
ties and  shippers  by  requiring  railway  companies  to  make  intra  and  interstate 
rates  conform,  it  is  difficult  to  understand  the  immediate  need  for  adding  to 
tlie  powers  of  the  Federal  commission  as  to  removing  such  discriminations. 
Already  the  Interstate  Couunerce  Conunission  has  in  several  cases  administered 
the  very  i-elief  which  the  carriers  claim  should  be  afforded  by  new  legislation, 
and  it  is  claimed  already  has  jurisdiction  to  correct  the  very  evil  which  it  is 
alleged  to  exist.  It  is,  of  course,  exceedingly  important  that  tliere  shall  be  nn 
conflict  of  "  juri.sdiction  between  the  Federal  and  the  State  authorities,  and  I 
am  sure  that  I  give  expression  to  tlie  sentiment  of  a  very  large  majority  of 
the   State   commissioners   when    I   sav   that   they    and   this   association    is   now 
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and  has  always  Ijeeu  prepared  to  cooperate  with  the  Fe<leral  authorities  in  the 
fullest  possible  degree  for  the  purpose  of  avoiding  such  conflict. 

The  Hon.  Alfred  P.  Thoni,  as  the  counsel  for  the  i-ailway  executive  com- 
mittee, representing  between  88  and  84  jjer  cent  of  the  railway  mileage  of  the 
United  States,  said  this  to  the  committee  above  referred  to: 

"  We  realize  that  we  have  no  right  to  ap]M-oach  this  i)roblem  from  rlie  stand- 
point of  the  pi'ivate  interests  of  the  railroads.  We  realize  that  unless  we  can 
present  a  plan  that  commends  itself  because  it  is  best  for  the  ]>ublic  interest 
that  we  will  have  no  standing.  We  have  tried  to  separate  ourselves  from  the 
standp(»int  of  a  mere  private  interest  in  this  matter,  and  to  apjireciate  the 
spirit  of  the  American  people,  which  is  de^()ted  to  the  principle  of  regulation. 
We  accept  in  its  entirety  the  wisdom  of  tliat  policy,  and  our  effort  will  not 
be  to  present  a  plan  which  we  think  is  a  plan  in  the  selfish  interests  of  the 
railroads,  but  to  present  a  plan  which  we  believe  is  best  for  the  v.hole  American 
people,  for  the  preservation  of  its  commercial  supremacy,  and  for  the  accommo- 
dation of  its  traffic." 

These  are  no  "  weasel  "  words  : 

l\Ir.  Thom  and  I  have  been  wai'm  personal  friends  since  our  college  days,  and 
I  know  him  to  be  a  man  of  commanding  ability,  with  practical  but  high  ideals 
upon  all  great  public  questions.  I  must,  of  course,  examine  his  views,  however, 
knowing  that  he  would  not  be  human  if  they  were  not  affected  by  his  employ- 
ment and  his  environment.  (Jiving  full  faith  to  hjs  statement  that  they  accept 
in  its  entirety  the  wisdom  of  the  American  policy  and  that  they  ai>preciate  the 
spirit  of  the  American  people,  which  is  devoted  to  the  principle  of  regulation, 
how  is  it  that  he  can  expect  the  American  people,  as  represented  by  the  com- 
missions of  46  of  the  States,  to  accept  without  the  most  vigorous  protest  and 
contest  a  governmental  plan  which  will  practically  nullify  all  of  their  efforts 
for  the  past  30  years?  I  venture  the  suggestion  that  the  opportunity  has  come 
for  them  by  some  affirmative  action  to  make  good  their  averment  of  their 
acceiitance  of  the  principle  of  regulation  to  which  the  American  people  is 
devoted.  That  principle,  firmly  fixed  in  the  thought  and  legislation  of  this 
people,  is  that  the  Federal  Government  shall  do  all  of  these  things  which  it  can 
best  do.  and  that  the  local  authorities  under  the  jurisdiction  of  the  State  gov- 
ernments shall  do  those  things  which  they  can  best  do  and  that  local  rates  and 
local  matters  can  be  best  regulated  by  those  most  familiar  with  local  conditions. 
I  believe  that  they  have  greatly  exaggerated  the  difficulties  of  the  present  situa- 
tion. Are  the  discriminations  between  interstate  and  intrastate  rates  as  great 
to-day  as  they  were  before  the  intervention  of  the  Federal  and  State  author- 
ities? Have  they  forgotten  the  free-pass  abuses,  the  rebates,  the  special  rates, 
the  discriminations,  the  competition,  the  rate  wars,  from  the  burden  of  which 
public  regulation  has  relieved  them? 

It  is  erroneously  assumed  by  many  that  most  of  the  cases  of  discrimination 
are  discriminations  brought  about  by  the  action  of  the  State  commissions  in 
favor  of  intrastate  rates  and  against  interstate  rates.  It  will,  however,  not 
be  difficult  to  find  numerous  interstate  rates  far  lower,  proportionately,  than 
the  intrastate  rates,  and  hence  discriminative  against  intrastate  business  in 
the  same  sense  as  is  complained  of.  Indeed,  it  may  be  stated  as  a  general 
proposition  that  the  general  scale  of  interstate  rates,  or  long-distance  rates, 
is  much  lower  than  the  general  scale  of  intrastate  rates.  (I  will  say,  by  way 
of  parenthesis,  that  I  do  not  wish  to  be  understood  as  saying  that  I  think,  as  a 
whole,  that  the  relatively  low  long-distance  interstate  rates  are  injurious  to  the 
trade  and  prosperity  of  the  country.  It  is  these  rates  that  have  brought  about 
competition  between  the  large  distrilmting  centers  of  our  vast  country,  and 
this  competition  has  been  beneficial  to  consumers  all  over  the  country.) 

Returning  to  the  question  of  discrimination,  it  must  be  noted  that  the  mere 
fact  that  one  rate  is  lower  than  another  is  of  itself  no  proof  of  the  reasonable- 
ness of  either  tlie  higher  or  the  lower  rate.  If  justice  is  to  be  done  by  i-emov- 
ing  discrimination,  then  there  should  first  be  a  careful  inquiry  to  deiermine 
which  of  these  rates,  if  either,  is  the  just  and  reasonable  cne,  and  1  venture 
nothing  in  saying  that  upon  fair  investigation  the  lower  rate,  or  a  different 
rate,  will  be  found  to  be  just  and  reasonable  just  as  often,  if  not  more  fre- 
quently, than  the  higher  rate.  So  let  it  not  be  assumed  that  the  alleged  fla- 
grant cases  of  discrimination  so  often  referred  to  are  by  any  means  the  only 
cases  of  discrimination,  and  let  it  be  understood  that  there  are  many  cases  of 
discrimination  brought  about,  not  by  the  State  conunissions,  but  Iiy  the 
carriers,  either  inadvertently  or  in  their  effort  to  attract  business. 

So  far  as  I  am  informed,  and  I  have  read  all  that  has  come  to  me  on  the 
subject,  I  know  of  only  three  instances,  alleged  to  be  flagrant,  in  which  it  is 
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alleged  that  tlu'  State  conmiissioiis  have  niulertakeii  consciously  to  discrimi- 
nate in  favor  of  State  ratt's  hk  against  interstate  sliii>nients,  and  it  is  by  tlie 
carriers  claimed  thnt  the  remedy  for  these  tlagrant  cases  of  discrimination,, 
withont  ad<litional  legislation,  is  ali't^ndy  vested  in  the  Interstate  ( V)innier<'-,e 
Connnission.  If  th(>re  shall  he  ])roper  cooperation  between  Srate  and  Federal 
commissions  and  the  railway  companies,  is  there  any  i)ractical  obstacle  under 
the  law  as  it  exists  to-day  which  jn-events  the  removal,  after  proper  investi- 
gation, of  the  ditliculties  and  discriminations  of  which  the  carriers  comi»laln? 
I  repeat,  is  it  not  far  better  and  more  liliely  to  accord  with  the  %iews  of  the 
American  peojile  and  more  liki>ly  to  afford  prompt  and  efficient  relief  to  build 
up  from  what  we  have  rather  than  to  tear  down  for  the  purpose  of  imme<li- 
ately  rebuilding  something  very  similar  to  the  existing  system? 
Is  there  any  pressing  need  at  this  time  for  any  radical  change? 
In  Bulletin  No.  18  of  the  Railway  Business  Association,  which  was  issued 
during  the  past  year,  entitled  "  Defects  in  Railway  Regulation,'"  a  jtamphlet 
which  has  been  widely  circulated  in  the  country  by  a  national  organization 
composed  of  dealers  in  railway  supplies,  the  following  statement,  emphasized 
in  bold  type,  appears : 

"  lOxiienses  have  arisen  faster  than  earnings,  and  no  branch  i>f  the  <  Jovern- 
ment  performs  the  function  of  providing  enlarged  revenues  to  meet  the  higher 
cost.  It  is  vital  to  national  prosperity  that  this  defect  In  regulation  be  cor- 
rected." 

I  desire  to  place  in  contrast  with  this  statement  (which  I  think  would  not 
have  been  made  if  those  who  are  responsible  for  it  had  known  of  the  enor- 
mous recent  increase  in  the  revenues  of  the  carriers)  certain  figures  from 
bulletins  issued  by  the  Bureau  of  Railway  Economics,  established  as  you  know^ 
by  the  railways  of  the  United  States  for  the  scientific  study,  of  transportation 
problems.  These  bulletins  show  that  the  increased  operating  revenues  of  the 
railways  have  already  performed  the  function  of  providing  the  larger  revenues, 
which  the  authors  of  the  statement  inferentially  criticized  the  Government  for 
failing  to  provide. 

While  it  may  not  be  entirely  fair  to  compare  the  present  large  earnings 
with  the  earnings  for  the  preceding  12  years,  without  some  reference  to  the 
sudden  prosperity,  attributed  by  many  altogether  to  the  Eur(jpean  war,  it  is 
interesting  to  note  that  the  total  operating  reventies  have  with  some  fluctua- 
tions increased  from  $1.97.5.174,091  in  1904  to  the  sum  of  .$3,39(3,808,2.34  in  1916. 
and  the  average  per  mile  of  line  from  $9,306  in  1904  to  $14,818.  in  1916.  During 
that  period  the  operating  expenses  per  mile  of  line  have  increases!  from  $6,308 
in  1904  to  $9,684  in  1916,  and  the  net  operating  revenue  during  the  same  period 
has  increased  from  .$2,998  in  1904  to  $.5,134  in  1916;  that  is,  the  operating  ex- 
penses have  increased  53  per  cent  while  the  operating  revenue  has  increased 
''1  per  cent. 

This  increase  is  comparatively  recent,  for  while  in  1914  the  net  operating  reve- 
nue per  mile  of  line  was  $3,443,  in  1915  $3,747,  in  1916,  as  above  stated,  it  was 
$5,134.  But  there  has  been  no  diminution  in  the  volume  of  these  earnings 
since  the  statement  for  the  last  fiscal  year  was  made  up,  and  the  reports  for 
Jtily,  August,  September,  and  October  continue  to  show  greatly  increased 
railway  earnings.  There  is  every  reason  for  feeling  assured  that  the  current 
fiscal  year  will  show  still  greater  net  earnings. 

We  can  all  sympathize  with  I\Ir.  .Tustice  Hughes  in  his  appealing  cry  of  pro- 
test against  the  "  delusive  exactness  "  of  the  mass  of  figures  which  the  railway 
accountants  and  statisticians  toss  at  us  whenever  we  come  to  consider  large 
problems  in  connection  with  our  work.  I  think  that  we  can  say  as  to  these 
figures,  however,  that  they  have  an  illuminating  exactness  which  demonstrates 
that  the  statement  of  the  Railway  Btisiness  Association,  which  I  have  above 
quoted,  while  true  as  applied  to  some  previous  years,  is  now  untrue,  for  it 
plainly  appears  that  recently  earnings  have  risen  very  much  faster  than  ex- 
penses and  that  they  have  also  risen  much  faster  than  investments  in  railw-ay 
properties.  I  know  that  it  is  said  that  the  figures  of  1916  represent  an  abnor- 
mal condition  and  that  possibly  the  present  prosperity  of  the  railways  will  not 
(ontinue.  Whether  this  be  true  or  not,  the  future  only  can  determine.  The 
fact  is.  however,  that  the  figures  for  1915,  the  previous  year,  showed  the  largest 
total  operating  revenue  per  mile  of  line  of  any  year  between  1904  and  1916. 
save  for  the  year  1913,  and  the  net  operating  revenue  per  luile  of  line  showed 
a  larger  amount  than  for  any  year  within  the  period  indicated,  except  for  the 
years  1910  and  1913.  The  operating  ratio  for  1916  was  65.4  per  cent,  the  lowest 
operating  ratio  of  any  year  within  the  period  indicated,  the  highest  having  been 
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for  1!)14,  when  it  was  12.'2  per  eeut,  and  the  next  lowest  within  tlie  period  indi- 
eated  having  been  in  1906,  when  it  was  66  per  cent. 

It  seems  to  nie  tliat  it  is  perfectly  apparent,  however  great  the  perplexities 
and  difficulties  which  ha\e  beset  the  railway  managers  within  the  past  12  years, 
that  tliey  have  but  suffered  as  other  men  have  suffered,  and  that  their  business 
has  only  been  affected  iu  the  same  way  that  other  business  enterprises  have 
been  affected  froni  year  to  year  and  from  period  to  period.  The  merchant,  the 
manufacturer,  the  man  living  upon  a  fixeil  salary  have  all  suffered  from  in- 
crease in  the  cost  of  living  and  doing  business.  So  have  the  railroads,  but  the 
latter  have  suffered  no  worse,  and  in  view  of  the  figures  I  have  referred  to  and 
tlie  proper  inferences  to  be  drawn  therefrom,  the  suggestion  that  they  are 
l)eing  bankrupted  by  oppressive  State  legislation  or  because  of  the  conflicts  of 
jurisdiction  between  the  Federal  commission  and  the  State  conmiission  has 
no  sufficient  justification.  There  are  prosperous  railroads  whose  prosperity  is 
brought  about  because  they  are  well  located,  well  managed,  not  overcapitalized, 
and  because  they  have  succeeded  in  securing  a  large  and  profitable  business; 
and  there  are  railroads  which  by  reason  of  poor  location,  poor  management,  and 
overcapitalization  have  failed  to  secure  a  profitable  business  and  hence  are  not 
l>ro.sperous,  but  the  average  prosperity  of  the  railways  compares  favorably 
with  the  average  prosperity  of  the  other  business  enterprises  of  the  country. 

In  1915,  largely  as  the  consequence  of  concentration  of  traffic,  the  New  York 
Central  carried  L'.-'itMl.OUO.OfM)  more  tons  of  freight  1  mile  rlian  it  did  in  the  pre- 
ceding year  at  an  actual  outlay  for  conducting  transportation  of  $3,000,000 
less.  We  see  in  the  financial  columns  of  the  newspapers  such  statements  as 
these :  That  the  Union  Pacific  is  now  earning  at  a  rate  which,  if  carried  out 
for  the  full  year,  will  give  It  about  20  per  cent  for  the  common  stock,  and  that 
the  New  York  Central  promises  to  yield  about  22  per  cent  for  dividends  on  its 
stock,  and  that  the  Erie  will  earn  for  the  current  year  about  20  per  cent  avail- 
able for  dividends  on  the  first  preferred — that  is.  five  times  what  it  is  entitled 
to  receive  in  any  one  year.  These  results  are  typical,  not  exceptional,  and 
many  of  the  other  large  railway  systems  of  the  country  are  likewise  pros- 
pering. 

AVhile  considering  the  encouraging  features  of  the  general  railway  situation 
let  us  not  forget  the  enormous  economies,  for  which  the  managers  of  the  rail- 
ways are  entitled  to  unstinted  praise,  which  have  recently  been  brought  about 
by  better  loading  of  cars  and  the  increasing  of  train  loads.  For  instance,  the 
figures  for  traffic  on  the  Chicago  &  North  Western  Railway  show  that  the  trai'i 
load  has  been  raised  from  an  average  of  210  tons  not  longer  ago  than  1910  to 
an  average  of  491  tons  for  the  year  ending  June  30,  1916,  and  this  enormous 
increase  in  the  average  train  load  has  brought  an  increase  in  the  revenue  per 
train  mile  run  from  $2.32  to  $3.28,  and  this  in  spite  of  the  fact  that  the  average 
freight  rate  per  ton-mile  was  lower  in  the  latter  year  than  the  former. 

This  is  only  one  example  out  of  many  like  it  which  the  statistics  disclo.se. 

I  am  aware  that  there  are  many  other  facts  to  be  considered  besides  these 
facts  shown  by  the  figures  which  I  have  quoted. 

I  have  observed  that  one  of  the  imperfections  of  the  human  mind  is  its  tend- 
ency to  emphasize  certain  facts  which  can  not  l>e  contradicted,  and  from  those 
facts  to  draw  false  conclusions.  It  seems  to  me  that  this  is  manifestly  true  of 
many  of  the  facts  which  are  relied  upon  by  those  who  take  the  oppo.site  view. 
For  instance,  the  statement  that  while  rates  have  remained  stationary,  taxes, 
materials,  and  all  other  expenses  have  increased  is  substantially  true,  and  con- 
sidered alone  would  indicate  that  rates  must  be  increased  if  these  increased  ex- 
penditures are  to  be  properly  met  and  capital  to  receive  its  just  return,  but 
when  (-(tusidered  in  connection  with  other  facts,  easily  susceptible  of  i)roof. 
such  as  that  along  with  the  increase  in  expenses  have  come  pi-oper  and  needful 
economies,  such  as  the  better  loading  of  cars,  and  that  the  volume  of  business 
has  increased,  and  that  the  character  of  equipment  has  so  changed  as  to  enable 
the  railroads  to  handle  a  larger  volume  of  Inisines.s.  and  it  is  shown  that  the  in- 
crease in  expenses  has  been  met  by  the  increase  in  business  and  revenue,  then 
the  fact  that  expenses  have  increa.sed  loses  much  of  its  significance. 

Are  we  not  then  justified  in  claiming  that  the  lack  of  prosi>erity  in  past  years 
should  not  1)e  attributed  to  excessive  regulation  nor  to  the  inadequacy  of  rates, 
considered  as  a  whole,  but  chiefly  to  lack  of  business,  because  the  recent  results 
prove  that  with  the  same  facilities  reasonable  profits  have  been  made  during 
the  iiast  fiscal  year,  and  this,  it  will  l>e  noted,  only  because  of  increa.se  in  the 
r;attic  and  in  spite  of  the  .-illeged  excessive  regul.-ition  and  adverse  legislation 
whicji  is  coinplaiMiMl  of. 
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The  editor  of  the  financial  column  of  the  New  York  Times,  who,  I  take  it,  is 
not  unfriendly  to  railway  interests,  evidently  thinks  so,  for  in  the  issue  of 
October  9,  among  other  optimistic  views  as  to  the  present  business  prosperity 
and  its  continuance  to  be  reasonably  expected  at  the  end  of  the  war,  he  says 
this : 

"  It  is  a  habit  to  put  all  the  railroads  in  a  group,  and  of  late  it  has  been  a 
habit  to  talk  of  all  railroads  as  though  they  were  subject  to  the  great  difficulties 
under  which  some  roads,  even  many,  are  laboring.  That  is  a  false  market  point 
of  view.  There  are  railroads  in  a  very  strong  position — railroads  which  year 
after  year  have  paid  good  dividends,  and  which  to-day  are  earning  those  divi- 
dends'twice  over  and  in  some  cases  more.  Why  should  there  not  be  confidence 
in  the  ability  of  such  properties  to  witlistand  the  effects  of  regulation,  and  to 
continue  to  give  good  returns  to  their  stockholders?  Moreover,  why  is  it  not 
reasonable  to  recognize  the  fact  that  a  road  once  poor  is  not  necessarily  poor 
forever?  Big  earnings  month  after  month,  with  no  sign  of  diminution,  are 
surely  a  cure  for  months  of  the  other  sort.  They  are,  moreover,  the  best  sort 
of  offset  for  such  added  burdens  as  that  imposed  by  the  eight-hour  law." 

The  relatively  large  net  earnings  for  the  fiscal  year  ending  June  30,  1916, 
have  continued  with  increasing  volume  during  the  succeeding  months,  and  this 
inspires  the  Financial  Age  in  its  issue  of  October  7,  which  is  also  most  friendly 
to  railroad  interests,  to  say  this: 

'^  That  the  railroad  list  should  have  occupied  so  much  of  Wall  Street's 
attention  during  the  past  week  is  not  surprising  in  view  of  the  remarkable 
statements  of  railroad  earnings  that  are  daily  coming  to  hand.  Recently  pub- 
lished returns  of  several  of  the  companies'  largest  systems  are  not  only  impres- 
sive in  their  aggregate  but  all  the  more  so  on  account  of  the  substantial  in- 
creases over  corresponding  periods  of  last  year  when  traffic  on  all  the  leading 
systems  was  beginning  to  show  material  improvement  over  previous  years.  A 
notable  instance  of  this  was  furnished  by  the  publication  during  the  week  of 
the  Union  Pacific's  report  for  the  fiscal  year  ending  June  30  last,  which  shows 
the  largest  gross  earnings  in  the  company's  history,  with  surplus  income  after 
deducting  all  charges,  including  the  preferred-stock  dividend,  equivalent  to  15.65 
per  cent  on  the  common  stock,  which  compares  with  slightly  less  than  11  per 
cent  in  the  preceding  year.  Another  remarkable  showing  was  that  of  the 
Louisville  &  Nashville,'  whose  income  balance  for  the  last  fiscal  year  was 
equivalent  to  about  19.4  per  cent  of  the  company's  capital  stock,  as  against  6.75 
per  cent  in  1915.  Such  instances  might  be  multiplied  indefinitely,  but  all  of 
them  are  eloquent  of  the  fact  that  the  wonderful  activity  and  prosperity  in 
mercantile  and  industrial  lines  that  have  developed  since  war  began  have 
spread  freely  to  the  railroad  world." 

The  following  table  is  compiled  from  an  editorial  in  the  Financial  Age  of 
October  21,  1916,  entitled  "  Evidences  of  Railroad  Prosperity  "  : 

Comparison  of  income  available  for  dividends  earned  by  the  railroads  named 
in  the  fiscal  years  of  1915  and  1916. 


Union  Pacific 

Southern  Pacifle 

Atchison 

St.  Paul 

Northern  Pacific 

Chicago,  St.  Paul,  Minneapolis  &  Omaha 

Northwestern 

"Soo  Line" 

Wisconsin  Central 

Alabama  Great  Southern 

Illinois  Central 

liOuisville  &  Nashville 

Southern 

Lehigh  Valley 

Jersey  Central 

Pennsylvania 

Baltimore  &  Ohio 

Reading 

Chesapeake  &  Ohio 

Norfollc  &  Western 

New  Yorlc  Central  (fiscal  year  ending  Dec.  31; 

1  Common.              =  Preferred.  »  About.  ■•  Nearly  (10. 

117900— 19— VOL  2 28 


Per  cent. 
11 

7.2 
9.2 
3.28 
7.58 
7.71 
7.50 
7.87 
Deficit. 
5.4 
6.27 
6.8 

.03 
10.4 
19.36 
8.5 
5.5 
10.6 
4.25 


1916 


Per  cent. 
1 15. 65 

11 
1  12.3 
1  7.33 
10.47 
11.97 
1  11.4 
1  16. 32 
9.18 
113.6 
10.8 
19.4 
f       2  5 
[       15.3 
12.65 
21.8 
3  11 
7.3 
1L5 
<11 
1  16.7 
S18 


6  Probably. 
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While  technically  available  for  dividends,  many  of  the  railways  are  wisely 
expending  their  increased  earnings  for  deferred  maintenance  and  needed 
betterments. 

Has  not  the  time  come,  then,  for  those  speaking  for  the  railroad  interests  of 
the  conntry  to  cease  singing  their  jeremaids?  Has  not  the  time  come  for 
optimism  instead  of  pessimism?  I  do  not  underrate  the  fact  that  there  have 
been  many  lean  years  for  many  railroads  in  the  past  10  years,  but  perhaps  the 
chief  reason  for  the  leanness  was  lack  of  business  and  not  excessive  regulation 
nor  unremunerative  rates.  Certainly  it  could  not  be  insisted  that  the  rates  of 
the  more  prosperous  railroads  of  the  country  should  be  increased,  in  view  of 
the  earnings  during  the  past  fiscal  year  and  at  this  time,  and  it  is  obvious 
that  it  would  be  no  boon  to  the  unprosperous  roads  merely  to  increase  their 
rates.  This  for  the  reason,  well  known  to  all  railroad  men,  namely,  that  the 
unprosperous  roads  are  competing  for  business  with  the  prosperous  roads,  and 
to  increase  their  rates  will  simply  be  to  prevent  that  competition  and  destroy 
the  unprosperous  roads.  If,  then,  there  ever  can  be  a  time  when  optimism 
should  prevail  in  railway  circles  and  ^^•hen  their  managers  should  cheerfully 
and  not  so  sorrowfully  cooperate  with  the  Interstate  Commerce  Commission 
and  with  the  State  commissions,  that  time  is  at  hand. 

According  to  an  Associated  Press  dispatch,  Mr.  Frank  A.  Vanderlip,  presi- 
dent of  the  National  City  Bank,  in  an  address  to  the  Society  of  Railway  Finan- 
cial Officers  in  Washington  on  October  20.  expressed  the  opinion  that  exclusive 
Federal  control  will  not  solve  railway  difficulties,  and  he  adds :  "  The  selfi.sh- 
ness  of  the  public — stockholders,  wage  earners,  and  politician.s — is  the  chief 
trouble  with  the  railroads."  May  we  not  add  to  this  list  those  who,  without 
ceasing  day  or  night,  like  the  sad  prophet  of  Israel,  continue  to  cry,  "  Behold 
and  see  if  there  be  any  sorrow  like  unto  my  sorrow,"  while  we  know  that  they 
have  no  monopoly  of  this,  the  common  heritage  of  the  race,  which,  as  we  have 
learned  both  from  the  highest  authority  and  from  experience,  "  is  born  unto 
trouble  as  the  sparks  fly  upward." 

It  is  undoubtedly  true  that  the  greatest  immediate  need  of  the  railroads,  and 
therefore  a  need  of  the  country,  is  that  they  may  secure  new  capital  for  the 
purpose  of  adding  to  their  facilities  by  increasing  the  number  of  their  tracks, 
improving  their  condition,  and  adding  to  their  rolling  stock,  which  are  not  suffi- 
cient for  the  business  now  being  offered.  To  secure  these  betterments  it  is 
necessary  that  they  secure  new  capital.  Are  they  to  secure  it  by  continuing  to 
advertise  their  own  poverty  through  public  speeches  made  by  their  officials  and 
attorneys  and  through  the  newspapers,  which  give  publicity  to  their  sentiments, 
exaggerated  in  every  possible  way?  The  wonder  is,  considering  all  their  own 
efforts  to  show  their  desperate  condition,  that  any  of  them  have  escaped  bank- 
ruptcy. Would  it  not  be  wise  for  some  of  them  to  assimilate  some  of  the 
homely  but  cheerful  philosophy  of  "  Mrs.  Wiggs,"  she  of  the  "  Cabbage  Patch," 
and  not  be  quite  so  sorry  for  themselves? 

I  do  not  believe  that  any  other  business  in  the  country  could  have  continued 
to  exist  for  so  many  years  imder  such  a  campaig)i  of  depreciation.  I  do  not 
mean  to  say  that  the  recent  iuci-ease  in  earnings  (which  the  Railway  Age  Ga- 
zette states,  whether  "  taken  by  themselves  or  in  comparison  with  the  figures 
for  the  preceding  year,  alone  seem  to  indicate  an  amazing  degree  of  prosperity  ") 
alone  constitute  the  panacea  for  all  of  the  ills  of  the  present  railway  situation. 
I  do  say,  however,  that  amazing  prosperity  will  tend  to  reestablish  their  credit, 
that  their  present  earnings  enable  them  to  keep  up  their  property  to  a  higher 
degree  of  efficiency,  that  reasonable  dividends  to  their  stockholders  are  thereby 
assured,  and  that  all  of  these  things  combined,  if  continued,  will  build  up  their 
credit  and  enable  them  to  secure  the  new  capital  which  they  need.  That  is, 
amazing  prosperity  will  ultinjately  reestablish  their  credit  unless  they  continue 
to  destroy  it  themselves. 

I  do  not  wish  anything  which  I  have  said  to  be  construed  as  indicating  that 
I  am  mnnindful  of  the  fact  that  the  managers  of  the  railway  companies  of  this 
country  have  carried  and  still  carry  great  burdens.  A  very  large  number  of 
great  and  strong  men  are  in  the  railway  service,  and  are  devoting  their  lives 
to  the  solution  of  the  many  and  grave  problems  which  are  unsolved.  They  have 
performed  a  great  public  service,  which  the  country  should  recognize,  but,  like 
the  other  sons  of  Adam,  they  are  liable  to  err  in  judgment  and  in  action,  and 
some  of  them  have  so  erred. 

On  the  other  hand,  I  will  not  deny,  but  will  freely  agree,  that  some  railroad 
commissioners  have,  as  it  seems  to  me,  sometimes  misconceived  their  duty  to 
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du'  public.  SoMic  oppressive  rules  ;iii(i  n-i^ulotious  have  been  i]isist<.(i  urMUi  • 
sonie  unnecessary  burdens  have  been  iniiwsed ;  some  simple  rw^uests  of  the 
railway  managers  for  aid  and  cooperation  have  been  refused,  and  railway 
roniniission(M-s  of  this  class  have  retarded  the  projrress  of  the  country  and 
in  niy  opinion,  have  failed  to  perforin  a  i)art  of  the  great  public  service  for 
which  they  were  chosen.  As.  however,  there  are  many  f,'reat  and  wise  men  in 
the  railway  business,  so  also  there  are  many  patriotic  and  sensible  men  upon  the 
public-service  commissions  of  the  country.  I  believe  that  without  flattery  a 
wry  large  majority  may  be  thus  characterized.  The  best  results  can  o'nlv 
iM"  obtained  by  the  fullest  and  frankt«<t  cooperation  between  the  public-service 
commissioners  and  the  railway  managers.  While  they  approach  the  questions 
involved  fn.m  different  .ingles  many  of  the  objects  sought  by  each  are  the 
same,  and,  notwithstanding  all  of  the  inherent  defects  of  human  nature,  we 
believe  there  is  no  reason  for  depression  or  despair,  and  while  the  country  is 
eiijoying  an  une.vampled  I'oriod  of  prosperity  why  may  not  the  railroad  com- 
panies cea.se  their  songs  of  woe  and  join  in  the  chorus? 

The  slogan  or  shibboleth  of  those  antagonistic  to  State  regulation  is  that 
they  have  forty-nine  masters:  that  is.  that  fortv-eight  States  and  the  Federal 
Government  are  all  regulating  them  at  tlu'  same  tinui.  Let  us  examine  these 
(•atch  words  for  a  moment.  Possibly  in  the  heat  of  argument  exaggeration  may 
be  excused,  but  what  railroad  in  this  country  runs  through  forty-eight  States"? 
May  we  not  at  once  say  thnn  without  hesitation  that  no  railroad  in  this  coun- 
try has  forty-nine  masters?  Their  masters  in  this  sense  of  the  word  are  the 
Federal  Government  as  to  matters  referring  directly  to  interstate  commerce, 
and  as  to  local  matters  and  intrastate  commerce  those  States  onlv  in  which* 
they  are  located  and  doing  business.  Then,  again,  have  they  anv  more  masters 
than  every  other  citizen  of  this  country?  When  I  travel  from  Virginia  to  Cali- 
fornia I  am  subject  to  the  laws  of  the  Federal  Government  all  the  time  .'•nd 
from  time  to  time  subject  to  the  laws  of  the  State  in  which  I  happen  to  be 
traveling.  Some  of  the  large  private  corporation.s  do  busine.ss  in  as  many 
States,  or  more,  as  any  large  railroad  system.  Have  the  railroads  any  more 
masters  than  such  corporations,  which  are  subject  to  the  Federal  law,  and  at 
the  same  time  are  subject  to  the  laws  of  the  various  States  in  which  they  do 

business  and  by  which  they  are  protected?    They  hjive  one  master— the  law 

and  the  sovereignty  of  the  law  is,  and  should  be,  "master  of  us  all. 

Tested  in  this  way  it  may  be  said  to  be  simply  an  attack  upon  and  criticism 
of  our  form  of  government. 

That  is  to  say  that  the  framers  of  the  Federal  Constitution  were  not  wise 
v.hen  they  adopted  the  form  of  government  which  provides  for  the  dual  State 
and  Federal  sovereignty ;  that  the  encomiums  bestowed  upon  this  Federal  sys- 
tem of  ours  by  students  of  political  history  are  all  based  upon  erroneous  con- 
ceptions of  its  value ;  that  the  imitations  of  it  by  other  nations  in  their  struggles 
for  political  free<lom  have  been  undertaken  without  due  consideration  and  are 
unwise:  that  the  magnificent  progress  which  we  have  made  during  the  129 
years  of  its  existence  0N\es  nothing  to  our  governmental  system — indeed,  that 
all  the  lessons  of  the  remote  and  recent  past  are  to  be  forgotten  in  our  thought- 
less and  headlong  rush  in  the  name  of  progress  toward  centralized  power  and 
bureaucratic  government. 

Possibly  this  process  of  centralization  of  authority  in  the  Federal  Govern- 
ment at  Washington  is  to  go  on  with  accelerated  pace  in  the  future,  but  if  so 
let  us  fully  realize  what  we  are  doing.  Let  us  not  close  our  eves  to  the  fact 
that  If  thos:e  v.ho  believe  in  thus  changing  the  form  of  our  Government  succeed 
in  their  efforts,  then  that  change  will  be  radical  and  far  reaching,  and  let  us 
quit  boasting  of  the  wisdom  of  our  fathers  in  providing  that  form  of  govern- 
ment which  they  (>vident!y  intended  when  they  adopted  the  I'nited  States 
Constitution. 

If  the  mature  judgment  of  the  Nation  is  that  we  have  made  a  serious  mistake 
in  the  form  of  our  rjovernment.  let  us  meet  tlie  situation  frankly  and  witliout 
.subterfuge,  let  us  amend  the  Constitution  and  abolish  State  control  over  local 
affairs,  and  cease  our  labored  and  dubious  reasoning  in  our  efforts  bv  cor.,struc- 
tion  to  enlarge  the  plain  provisions  of  the  Federal  Constitution. 

I  commend  to  the  Congress  and  to  the  railway  executive  committee  these 
weighty  and  carefully  considered  words  of  that  master  of  logic  and  diction, 
the  Hon.  Elihu  Root,  taken  from  his  recent  annual  address  as  president  of  the 
American  Bar  Association. 
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After  referring  to  the  necessity  of  developing  our  vast  new  body  of  adniinistra- 
tive  law  and  calling  attention  to  the  fact  that  It  Is  still  in  its  infancy  and  still 
crude  and  imperfect,  he  says: 

"  The  development  of  our  law  under  the  conditions  which  I  have  pointed  out 
will  be  accompanied  by  many  possibilities  of  injurious  nature.  There  will  be 
danger  that  progress  will  be  diverted  in  one  direction  and  another  from  lines 
really  responsive  to  the  needs  of  the  people,  really  growing  out  of  their  insti- 
tutions, and  will  be  attempted  along  the  lines  of  theory  devised  by  fertile  and 
ingenious  minds  for  speedy  reforms.  Ardent  spirits,  awakened  by  circum- 
stances to  the  recognition  of  abuses,  under  the  influence  of  praiseworthy  feel- 
ing, often  desire  to  impose  upon  the  community  their  own  more  advanced  and 
perfect  views  for  the  conduct  of  life.  The  rapidity  of  change  which  character- 
izes our  time  is  provocative  of  such  proposals.  The  tremendous  power  of  legis- 
lation, which  is  exercised  so  freely  and  with  little  consideration  in  our  legisla- 
tive bodies,  lends  itself  readily  to  the  accomplishment  of  such  purposes.  Some- 
times such  plans  are  of  the  highest  value.  More  frequently  they  are  worthless 
and  lead  to  wasted  effort  and  abandonment.  The  test  of  their  value  is  not  to  be 
found  in  the  perfection  of  reason.  Man  is  not  a  logical  animal,  and  that  is 
especially  true  of  the  people  of  the  United  States  and  the  people  of  Great 
Britain,  "from  whom  our  methods  of  thought  and  procedure  were  derived.  The 
natural  course  for  the  development  of  our  law  and  institutions  does  not  follow 
the  line  of  pure  reason  or  the  demands  of  scientific  method.  It  is  determined  by 
the  impulse,  the  immediate  needs,  the  sympathies  and  passions,  the  idealism 
and  selfishness,  of  all  the  vast  multitudes  who  ai-e  really  from  day  to  day  build- 
ing up  their  own  law." 

I'ursuing  the  same  line  of  thought,  he  says: 

"  There  will  always  be  danger  of  developing  our  law  along  lines  which  will 
lireak  down  the  carefully  adjusted  distribution  of  powers  between  the  National 
and  State  Governments.  Upon  the  preservation  of  that  balance,  not  necessarily 
in  detail  but  in  substance,  depends,  upon  one  hand,  upon  the  maintenance  of  our 
national  power,  and,  on  the  other  hand,  the  preservation  of  that  local  self- 
government  which  in  so  vast  a  country  is  essential  to  real  liberty." 

Then,  growing  impassioned,  he  concludes  his  thought  upon  this  general  sub- 
ject with  this  dire  prophecy : 

'•  And  if  the  process  goes  on  our  local  governments  will  grow  weaker  and  the 
central  ivovernments  stronger  in  control  of  local  affairs  until  local  government 
is  dominated  from  Washington  by  the  votes  of  distant  majorities  indifferent  to 
local  customs  and  needs.  When  that  time  comes  the  freedom  of  adjustment 
which  preserves  both  national  and  local  liberty  in  our  system  will  be  de- 
stroyed and  the  breaking  up  of  the  Union  will  inevitably  follow." 

When  this  association  was  organized  under  the  guiding  hand  and  inspiration 
of  Judge  Cooley,  the  first  chairman  of  the  Interstate  Commerce  Commission, 
as  its  president",  and  at  its  first  meeting  in  this  city  on  the  5th  day  of  March, 
1880,  he  emphasized  the  need  for  cooperation  and  concert  of  action  between  the 
Interstate  Commerce  Commission  and  the  State  railroad  commissions,  and  this 
doctrine  has  been  continuously  emphasized  by  all  of  our  leaders  from  that  day 
to  this.  The  most  serious  complaint  now  made  of  the  present  system  is  the 
lack  of  uniformity  growing  out  of  the  differing  legislation  of  the  Congress 
and  the  States  as  well  as  the  differing  legislation  of  various  States,  and  yet 
tlie  proposition  is  that  in  order  to  secure  uniformity  the  very  agency  through 
which  such  uniformity  as  does  exist  has,  in  great  measure,  been  secured  must 
be  destroyed. 

Every  important  question  involving  the  regulation  of  the  railways,  almost 
without  exception,  has  been  first  proposed,  argued,  and  debated  upon  the  floor 
of  this  association.  Following  these  debates  has  come  practically  every  amend- 
ment of  the  act  to  regulate  commerce,  and  in  almost  every  instance  a  number 
of  the  States  of  the  Union  adopted  similar  legislation  before  it  had  been  adopted 
by  the  Congress. 

Tliis  association  has  not  simply  advocated  and  favored  uniformity  as  a  sentiS- 
ment.  It  has  done  nuu-h  of  importance  to  promote  uniformity.  To  enumerate: 
The  accounting  methods  of  the  railways  and  of  making  the  annual  operating 
rejiorts  has  been  grently  improved,  and  is  practically  uniform  throughout  the 
countrv,  so  thiit  tiiey  now  know  more  about  their  own  business  than  they  ever 
kuew  before ;  the  safety-appliance  laws  have  been  enacted.  Such  slow  progress 
us  has  l)een  mnde  in  classification  owe  much  to  the  insistence  and  persistence 
of  this  association:  the  denuiri-age  rules,  which  are  now  practically  uniform 
throughout  the  country,  were  framed  by  a  committee  of  this  association  under 
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the  cliairinanship  of  the  Hon.  Friiiikliii  K.  L:iiie,  then  a  meniher  of  the  Interstate 
Conmiert-e  Connnission  :  this  is  true  also  of  the  express  rates,  not  Ions  sin<'e  in 
a  stale  of  eonfusion.  wliich  are  also  now  practically  uniform  throuKhoiit  the 
country.  At  this  very  se.ssion  of  this  association  much  profire.ss  will  be  reported 
ill  hi'in.^in.ii'  alxuit  uniformity  in  the  elimination  of  (lan;,'erous  crossings  and  the 
jirecautions  to  he  taken  at  crossings.  The  list  nnjiiit  he  i)rolonKe(l  to  cover 
almost  every  i)has('  of  public  reuidation,  and  I  can  not  conceive  of  any  l)etter 
method  under  our  dual  form  of  jiovernment  for  the  creation  of  nation-wide 
sentiment  f<»r  the  promotion  of  muforndty  of  lej;islation  and  practice  than  the 
maintenance  of  the  State  comnussions,  with  uidmpaired  {)owers,  and  of  this 
as.st)ciation  with  all  of  its  iictivities. 

The  char^^e  of  lack  of  uniform  laws  in  this  p,reat  country  may  doubtless  be 
.sustained  by  reference  to  a  number  of  laws  passed  by  the  various  States,  but 
notwithstandinjr  the.se  laws  we  uuiy  safely  venture  to  say  that  uniformity  has 
be(Mi  jii'eatly  promotcnl  since  the  Federal  and  State  (Governments  bej^an  to 
exercise  their  powers  as  well  as  by  such  exercise,  and  that  it  exists  to-day  in  a 
far  jireater  de.iiree  than  formerly,  when  each  railway  company  was  free  to  com- 
pete with  every  other  and  to  make  its  own  rules  and  regulations.  While  there 
may  he  .s(nne  filarin;^-  exceptions,  it  is  mirpiestionably  true  that  the  great  work 
of  this  assticiation  from  its  begiiniing  to  this  da.v  has  been  in  the  promotion  and 
securing  of  luiiform  laws.  Federal  and  Slate,  and  uniform  regulation,  and  there 
has  never  been  a  year  since  its  organization  that  substantial  progress  has  not 
be(Mi  made.  If  the  State  comnussions  are  shorn  of  their  powers,  the  cau.se  of 
regulation  will  be  hindered  and  not  promoted.  I  know  that  the  sentiment  of 
this  a.ssociation  is  unecpiivocally  and  luialterably  opposed  to  all  unjust  and 
unlawful  discriminations  in  favor  of  either  State  or  interstate  traffic.  I  suggest 
that  the  time  has  come  for  us  to  affirm  that  sentiment  in  some  concrete  form. 
I  theref(U-e  reconunend  that  this  association  pass  a  re.soIution  to  the  following 
effect : 

"  Rcxolvcil,  That  we  favor  the  establishment  and  maintenance  of  reasonable 
and  remunerative  rates  for  railway  companies  by  State  and  Federal  authority, 
and  that  we  oppose  the  making  of  either  State  or  interstate  rates  with  a  view 
of  creating  discrimination  in  favor  of  or  against  any  class  of  traffic  or  any 
community,  and  that  we  pledge  ourselves  to  cooperate  with  each  other  for  the 
purpose  of  preventing  the  establishment  of  any  such  discriminative  rates,  and 
of  removing  such  unlawfid  discriminati(nis,  if  any  there  be,  as  may  nov/  exist." 

AVhat,  then,  do  we  propose?  We  propose  that  we  shall  continue  the  policy  of 
the  past  wliich  has  produced  results  which,  while  not  perfectly  satisfactory,, 
has  certainly  ftccomi)lished  many  reforms,  and  justifies  the  continuance  of  the 
<*ombined  efforts  of  the  Federal  aiul  State  Goverinnents  to  correct  the  errors 
of  the  past  and  remove  the  abuses  of  the  present. 

We  propose  by  amendments  of  the  act  to  regulate  commerce,  as  its  defects 
are  disclosed,  to  remedy  those  defects,  and  to  reach  out  after  improvements 
for  the  future.  Public  regulation  has  not  broken  down,  and  the  State  com- 
missioners will  in  the  future,  as  in  the  past,  unite  their  efforts  with  those 
of  the  members  of  the  Interstate  Commerce  Comnussion  through  this  organiza- 
tion, and  otherwise,  so  to  amend  the  act  to  regulate  commerce  as  to  enable  the 
latter  commission  the  better  to  perform  the  service  which  the  country  desire  s 
it  to  perform.  This  association  will  doubtless  approve  the  effort  to  increase 
the  number  of  Interstate  Commerce  Commissioners  as  well  as  any  other  legis- 
lation which  the  commission  desires  for  the  strengthening  of  its  control  over 
interstate  commerce. 

All  growth  which  is  enduring  is  slow.  Nature  never  hastens.  Michael 
Angelo  visualized  his  magiuficent  conception  of  the  creation  of  the  walls  of 
the  Sistine  Chai)el  in  the  Vatican  at  Home  by  picturing  the  powerful  hand  of 
(iod  rolling  the  sun  and  the  moon  from  off  the  tips  of  His  fingers,  and  the  soul 
is  stirred  by  that  vision  of  power;  but,  instructed  by  the  geologists,  we  have 
learn*  (1  that  the  Creator  did  not  build  the  universe  in  that  way.  We  are  tobi 
that  he  took  His  time  through  the  eons  and  inunea.sur.ible  periods  of  the  past: 
to  build  the  i)liysical  world  out  of  crude  material  which  in  the  ages  before 
tliat  he  had  already  created,  and  so  he  continues  from  age  to  age  to  educate 
and  improve  humanity  for  that  "  far  off  divine  event  to  which  the  whole  crea- 
tion moves." 

Let  us,  then,  take  a  lesson  and  proceed  to  lietter  Ihiivjrs  confidently  lint  with- 
out impatience.  Progress  in  )iublic  rf^cognition  has  been  slow,  p-iinfidly  siovw 
but  it  has  progressed,  and  it  has  not  failed. 
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Lot  us  by  all  meaiis  correct  oui-  mistakes  ami  continue  to  improve  our  lejris- 
lation,  National  and  State. 

P^'or,  as  old  Dr.  Jowett  would  say  :  "  None  of  us  is  infallible,  not  even  the 
youngest  of  us." 

In  ail  and  above  all  let  each  one  of  us- -and  this  is  meant  to  include  com- 
missioners, legislatcrs.  St:ite  and  Feileral,  as  well  as  railway  manai;ers — coop- 
erate for  the  better  thiiiscs  which  must  of  necessity  come  ns  the  result  of  such 
cooperation.  It  is  the  right  spirit,  the  spirit  of  fairness  whi'-h  we  should  above 
all  desire,  the  respecting  of  the  oi)pnsite  and  antagonistic  point  of  view,  the 
proving  of  all  things  and  the  holding  fast  to  that  which  is  good;  the  discarding 
of  the  worthless  and  the  adopting  of  t'\e  best  sis  we  are  given  wisdom  to  per- 
ceive what  is  best  which  I  am  urging.  To  those  who  think  that  this  is  too 
sublimated,  ideal,  general,  and  vague  to  be  heli)ful  I  would  say  that  we  stand 
ready  to  welcome  the  practical  man  who  can  devise  the  efficient  remedy,  smd 
we  stand  ivady  to  adopt  it  wlien  he  satisfies  our  reason  !\nd  .iudgment  of  its 
^v•isdom.  For  our  guidance  and  supjioit  let  us  alw.-ns  bear  in  mind  those 
in.spiring  words  of  L>aniel  Wel»ster : 

"Justice  is  the  greatest  interest  of  man  on  earth.  It  is  the  ligatiire  which 
liolds  civilized  beings  and  civilized  nations  together.  Wherever  its  temple 
stands,  and  so  long  as  it  is  lionored,  thei'e  is  a  foundation  for  social  security, 
general  happiness,  and  the  improvement  and  progress  of  our  race.  And  who- 
ever labors  upon  this  edifice  with  usefulness  and  distinction,  whoever  clears 
its  foundations,  strengthens  its  pillars,  •■idorns  its  entablatures,  or  contributes 
to  raise  its  august  dome  still  higher  to  the  skies  links  himself  in  name,  fame, 
and  characei-  with  that  which  is  and  nnist  be  as  durable  as  the  fnime  of 
human  society." 

Mr.  TiiELEN,  Just  a  reference  or  two  more  to  present  financial 
conditions.  I  happened  to  secure  the  other  day  a  copy  of  the  Finan- 
cial Age  of  December  "2^  1916 — coming  right  down  to  date — and  I 
find  there,  on  page  953,  a  reference  to  the  most  recent  reports  of  a 
number  of  the  leading  railroads  of  the  country.  Without  going  into 
that  in  detail,  I  will  just  take  one  or  two  instances  which  seem  to 
be  typical.  Take,  for  instance,  the  Atlantic  Coast  Line  Eailroad. 
The  Financial  Age  says  with  reference  to  this  railroad : 

Annual  report  shows  that  in  the  last  fiscal  year  Atlantic  Coast  Line  earned 
Jin  efjuivalent  of  11.31  iier  cent  for  its  $68,558,000  of  common  stock,  compared 
with  6.23  per  cent  in  1915. 

The  Chairman.  For  what  year  was  the  11  per  cent? 

Mr.  Thelen.  The  11  per  cent  was  for  the  last  fiscal  year:  that  is, 
the  year  ending  June  30,  1916.  The  reference  to  the  Atlantic  Coast 
Line  Railroad  ends  with  this  sentence : 

Dividends  on  the  preferred  and  common  stocks  required  $3,437,735,  leaving 
a  surplus  for  the  year  of  .$4,317,801,  or  $3,454,600  more  than  1915. 

There  is  a  statement  with  reference  to  the  Norfolk  &  Western 
Railway  Co.,  headed  "  September  earnings.''    It  says: 

The  company  I'eports  for  Sei)teml)er  gross  earnings  $5,122,182,  an  increase 
of  .$332,554;  maintenance  of  v.ay  and  structure,  .$686,403,  increase  $10,425; 
maintenance  of  equipment,  $838,005,  increase  $53,271;  transportMtion,  $1,207,790, 
increase  .'S60,2.54 ;  net  after  taxes,  $1,986,359,  increase  .^89,930.  For  the  three 
months  ended  Septeml)er  gi-oss  earnings  v/ere  $15,310,316,  increase  $1,323,852: 
Uiaintenance  of  vt^.iy  and  structiu'e,  $2,100,4(51,  increase  $140,390;  niiiintenance 
of  equipment,  $2,5.56,564,  increase  $168,799:  trans])ortation,  .$3,626,257,  increase 
.$229,309 ;  net  after  taxes,  $5,948,031. 

There  is  a  reference  here  to  bonds  which  liave  just  been  sold  by 
the  Seaboard  Air  Line  Railway  Co.,  and,  by  the  way,  the  New  York 
papers  all  contain  advertisements  of  this  particular  bond  issue : 

The  company  has  sold  to  the  National  City  B;ink  and  Guaranty  Trust  Co. 
of  New  York  $12,800,000  hrst  and  consolitlated  mortgage  0  per  cent  bonds. 
Tl!es^'  ItDiKls.  ]>:irl    of  ;in   :mtbor!'/nfion  of  $300,000,000,  are  ji   direct  obligation 
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of  the  company  and  are  secured  by  a  first  niortfiaj^o  upon  416  miles  of  road 
and  collaterally  on  3,046  miles  of  road.  Proceeds  of  the  sale  will  be  applied 
chiefly  against  expenditures  for  improvements  to  properties. 

I  find  by  reference  to  an  advertisement  which  appears  in  the  New 
York  Herald  of  December  4,  1916,  that  those  bonds  are  being  offered 
at  09|  and  interest — a  very  good  price— so  that  it  would  appear  that 
this  particular  railroad  is  able  to  find  additional  money  which  it 
needs  for  extensions  and  betterments. 

Senator  Bkandegee.  Six  per  cent,  30U  say? 

Mr.  Thelex.  Yes;  6  per  cent  bonds.  With  reference  to  the  South- 
ern Pacific  Co.,  the  Financial  Age  says : 

fJross  earninss  in  Oetolier  amounted  to  .$ir),G92,153,  a  gain  of  $1,558,790. 

The  report  goes  on  and  presents  an  interesting  comparison  of  the 
increased  freight  earnings  as  against  decreased  passenger  earnings 
of  the  Southern  Pacific  Co.  The  financial  statement  shows  that 
these  increased  earnings  were  due  to  $1,845,927  increase  in  freight 
revenues,  which  was  offset  by  a  decrease  in  passenger  business  of 
$286,466.  Of  course  the  reason  for  that  was  we  had  the  fair  last 
year,  with  immense  passenger  business,  and  the  business  for  this 
year  has  not  been  so  good.  The  statement  says  that  the  operating 
income  of  the  Southern  Pacific  was  $22,375,310,  or  a  gain  of  $3,- 
165,290.  There  are  references  here  to  other  railroads  all  telling  the 
same  story,  but  I  think  these  which  I  have  read  are  typical  and 
sufficient  to  make  my  point. 

I  now  present  these  few  words  with  reference  to  this  financial 
situation.  We  shall  have  considerable  more  to  say  on  this  subject 
when  the  claims  of  the  railroads  are  fully  presented.  At  the  present 
time  the  point  that  we  desire  to  make  is  that,  although  it  is  true 
that  certain  railroads  are  in  financial  difficulties,  although  it  is  true 
also  that  certain  railroads  have  been  very  much  impaired  as  to  their 
credit,  this  is  not  a  generalization  which  can  be  made  of  all  railroads 
of  the  country,  and  that  many  of  them  are  still  in  a  strong  position, 
abundantly  able  to  secure  the  additional  funds  they  need  on  rea- 
sonable terms. 

May  I  now^  invite  you.  gentlemen,  to  return  with  me  to  the  second 
main  branch  of  Judge  Thorn's  argument?  That  argument,  as  you 
will  remember,  was  that  the  cause  of  such  impaired  financial  credit 
as  exists  is  largely  due  to  regulation,  and  principally  to  the  regula- 
tion of  the  States.  With  that  claim  we  take  absolute  issue,  and 
before  we  are  through  we  think  we  shall  be  able  to  convince  you 
that  Judge  Thom  has  entirely  misconceived  the  causes  of  impaired 
railroad  credit.  What  the  carriers  have  failed  to  do  in  that  respect — 
that  is,  to  draw  your  attention  to  the  real  causes  of  impairment  of 
financial  credit — we  shall  do,  and  before  we  are  through,  w^e  shall 
show  you  in  detail,  by  reference  to  page  and  volume  of  official  rec- 
ords, the  real  causes  of  the  impairment  of  financial  credit  of  the 
railroads,  and  then,  having  before  you  the  causes  of  the  disease,  you 
will  be  better  able  to  apply  the  remedy. 

On  the  third  day  of  Judge  Thom's  argument,  as  we  have  alread}^ 
observed,  he  presented  his  nine  remedies.  During  the  course  of 
these  proceedings  we  hope  to  present  to  you  our  suggestions  with 
reference  to  each  of  these  remedies.  Some  of  them,  frankly,  we 
think  are  good;  others,  frankly,  we  think  are  b:^d;  and  hereafter, 
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after  we  have  been  able  to  mature  our  Aiews.  we  shall  present  just 
what  our  matured  views  are  with  reference  to  a  number  of  these 
remedies. 

The  first  and  most  important  remedy  is  to  take  away  from  the 
State-s  practically  all  their  power  to  regulate  and  supervise  railroads. 
I  say  practically  all  their  power.  Judge  Thom  himself  stated  that 
he  would  leave  to  the  States  two  powers  with  reference  to  the  regu- 
lation of  railroads — first,  the  power  to  tax.  and,  secondly,  power  with 
reference  to  such  police  regulations  as,  in  his  words,  are  not ''  vital " ; 
in  other  words,  which  are  not  of  very  great  importance  either  to  the 
States  or  to  the  Nation.  That  being  his  main  proposition,  he  next 
urged  as  the  means  and  instrumentality  for  accomplishing  that  pur- 
pose— that  is,  for  taking  all  these  powers  awav  from  the  State — the 
Federal  incorporation  of  the  railroads. 

There  are,  gentlemen,  almost  as  many  brands  of  Federal  incor- 
porntion  as  there  are  men  who  have  given  thought  to  the  question. 
I  realize  that  there  are  some  men  of  splendid  ability  and  whose 
patriotism  I  certainly  very  highly  resi)ect  who  are  veiy  strongly 
in  favor  of  certain  kinds  of  Federal  incorporation.  But  those 
kinds  of  Federal  incorporation,  gentlemen,  are  not  the  kinds  that 
these  gentlemen  present;  and  when  I  here  refer  to  Federal  incor- 
poration I  have  in  mind,  unless  I  otherwise  indicate,  the  plan  of 
Federal  incorporation  which  has  here  been  presented  by  the  rail- 
roads. 

The  committee  of  the  National  Association  of  Railway  Commis- 
sioners has  thought  that  it  might  be  of  service  to  you  by  taking  this 
subject  of  Federal  incorporation  and  going  down  to  the  bottom  of  it, 
particularly  from  a  legal  point  of  view,  and,  having  done  that,  then 
to  make  our  comments  on  the  precise  plan  which  has  here  been  pre- 
sented by  the  carriers.  It  will  be  my  function,  as  the  first  main  part 
of  my  presentation,  to  take  the  subject  of  Federal  incorporation  of 
the  railroads,  to  put  it  out  on  the  table  before  you  where  you  can  all 
see  it,  take  it  from  the  corners  in  which  it  has  been  lurking,  and  let 
the  light  of  day  shine  upon  it  so  you  can  see  exactly  what  is  involved 
in  the  plan  presented  by  the  railroads.  Then  you  can  judge  what 
ouglit  to  be  done  with  that  plan. 

Before  doing  that,  however,  gentlemen,  in  order  that  there  may  be 
no  misapprehension  with  reference  to  the  position  of  the  National 
Association  of  Eailway  Commissioners  on  that  subject,  I  desire  to 
refer  for  just  a  moment  to  a  certain  committee  report,  on  which 
Judge  Thom  has  placed  great  reliance.  This  was  a  report  of  the 
committee  on  capitalization  and  incorporate  relations  of  the  National 
Association  of  Railway  Commissioners. 

The  national  association  has  a  certain  number  of  committees.  The 
chief  function  of  these  committees  is  to  take  some  particular  subject, 
which  is  assigned  to  the  committee,  and  to  render  a  re]:)ort  on  that 
subject,  which  is  presented  to  the  next  convention  of  the  national 
association.  The  report  is  read.  If  there  are  any  recommendations 
for  action  contained  in  that  report,  then  the  convention  does  one  of 
two  things;  it  either  adopts  the  recommendations  or,  if  it  does  not 
like  them' it  does  the  courteous  thing,  in  killins:  the  report,  by  simply 
ordering  that  it  be  filed  and  printed.  In  this  particular  case  this 
report  was  read  to  the  convention.    It  contained  a  recommendation 
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for  Federal  incorporation  of  the  railroads.  Now,  what  did  the  con- 
vention do  to  the  report?  The  chairnian  of  the  committee  moved 
that  the  reconnnendations  be  adopted.  Another  commissioner  moved, 
as  a  substitute,  that  the  committee  be  thanked  for  its  work  and  that 
the  report  be  printed  and  filed. 

In  ( onnection  with  tliat  matter  I  desire  to  read  just  a  paragraph  or 
two  from  the  proceedings  of  the  convention,  so  you  may  place  your- 
selves there  in  the  atmospliere  of  the  convention  and  see  what  hap- 
pened to  this  report. 

Tho  I'KKsiDKXT.  < JeiitlciiKMi,  ill  tilt'  tiiue  wlicn  these  special  orders  came  up  we 
had  ln'fore  us  as  the  untiuislied  husliiess  the  rejxirt  of  tlie  coniniittee  on  capi- 
talization and  intercorporate  relations.  A  motion  was  made  to  adopt  tl»e  rec- 
ommendations contained  in  that  report.  There  was,  however,  no  secoiul  to  thai 
motion.  If  there  is  anyone  who  will  second  the  motion,  it  will  give  Mr.  Edger- 
ton  a  chance  to  express  his  views,  if  any,  as  to  what  should  be  done  with  the 
report. 

There  was  silence  for  awhile.  I  can  tell  you  these  facts,  because  I 
was  the  presiding  officer  and  I  can  see  the  picture  before  me. 

Mr.  Clarke  of  Nebraska.    As  a  courtesy  I  second  the  motion. 

Mr.  Finn  of  Kentucky.  I  second  the  motion  also. 

The  PREsn)ENT.  With  two  such  seconds  tlie  motion  is  certainly  well  seconded. 

There  was  also  a  motion  by  Connnissioner  Mills,  of  Minnesota,  thanking  the 
committee  for  the  hard  work  which  it  has  done  and  moving  that  the  report  be 
tiled  and  printed.    Is  there  a  second  to  that  motion? 

Mr.  (JuiHER  of  Iowa.  I  second  the  motion. 

The  President.  The  motion  of  Commissioner  Mills  is  before  the  convention 
for  discussion,  and  the  chair  recognizes  Mr.  Edgerton. 

Mr.  Edgerton  of  California.  Mr.  President,  from  the  second  of  Commissioner 
Finn  may  I  assume  that  I  have  at  least  one  supporter,  or  is  it  only  seconded  to 
get  it  before  the  house? 

Mr.  Finn.  As  a  very  interested  listener,  that  is  all. 

Thereupon  Mr.  Edgerton,  of  California,  proceeds: 

I  am  here  prepared  to  defend  the  report,  prepared  to  discuss  it,  or  prepared 
to  have  it  quietly  embalmed,  not  to  say  buried  in  the  proceedings  of  the  con- 
vention. 

I  realize  that  the  report  somewhat  boldly  attacks  many  subjects  which  might 
be  considered  to  be  loaded.  My  experience  with  dynainite  is  that  except  the 
fellow  who  produces  it  and  encases  it  in  a  receptacle  nobody  wants  to  finger  it 
or  approach  it.  From  the  aspect  of  the  association  so  far  with  regard  to  this 
report,  I  feel  that  there  is  an  atmosphere  of  dynamite  about  it.  I  want  to 
assure  you,  however,  that  after  it  is  quietly  put  to  rest,  and  perhaps  the  fuse 
thus  taken  out  of  it,  when  you  can  get  alone  by  yourselves,  and  nobody  will  see 
you  reading  it,  you  will  find  much  matter  of  interest  in  it. 

The  question  was  put  upon  the  motion  of  Commissioner  Mills  of 
Minnesota,  that  this  report  be  simply  filed  and  printed,  and  it  was 
unanimously  so  ordered,  with  the  exception  of  one  vote. 

Mr.  Thom  stated  that  this  report  had  been  put  over  for  one  year. 
He  was  not  quite  accurate  in  that,  gentlemen.  What  was  done  to  the 
report  was  it  was  killed — quietly  but  politely  killed.  This  was  the 
history  of  this  report.  I  have  referred  to  the  matter  because  Judge 
Thom  apparently  placed  considerable  reliance  on  this  report  witli 
reference  to  Federal  incorporation. 

The  particular  kind  or  brand  of  Federal  incorporation  which  is 
here  presented  by  the  railroads  is  presented  to  you  frankly  as  the 
agency  and  instrumentality  for  taking  away  from  the  States  practi- 
cally all  their  power  over  railroads.  The  two  propositions  are  linked 
together,  first,  the  proposition  to  take  away  these  powers  from  the 
States,  and,  secondly,  the  proposition  to  have  Federal  incorporation 
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for  the  purpose  of  doing  that  very  thing.  It  may  be  that  some  of  the 
members  of  this  committee  might  favor  some  type  of  Federal  incor- 
poration, with  many  qualifications  and  conditions  attached  to  it.  It 
may  be  that  those  same  members  of  the  committee  are  not  in  favor 
of  taking  away  from  the  States  practically  all  their  powers  to  regu- 
late railroads.  I  think,  in  general,  you  will  find,  gentlemen,  that 
those  who  are  in  favor  of  taking  away  from  the  States  all  their 
powers  will  be  in  favor  of  Federal  incorporation,  and  that  those  who 
are  opposed  to  such  course  of  procedure  will  be  opposed  to  Federal 
incorporation. 

Federal  railroad  incorporation,  of  course,  means  simply  the  incor- 
poration by  the  Federal  Government  of  a  railroad.  We  may  forget 
the  other  classes  of  incorporations  for  the  present,  because  we  are 
confining  oui*selves  to  the  railroads. 

I  had  hoped,  gentlemen,  that  the  representatives  of  the  carriers 
would  present  to  you  some  details  of  their  plan  so  that  we  could  see 
exactly  how  they  intended  to  accomplish  what  they  have  in  mind. 
For  instance,  their  purpose  could  be  accomplished  either  by  general 
statute,  under  which  articles  of  incorporation  are  issued,  or  it  could 
be  accomplished  by  issuing  charters  directly  to  each  railroad.  The 
carriers  have  not  indicated  which  one  of  those  two  plans  they  intend 
to  pursue. 

There  is  a  fundamental  difference  between  those  two  plans.  In 
the  old  days  it  was  customary  to  incorporate  corporations  directly 
by  grant  from  the  sovereign,  but  there  were  such  abuses  in  con- 
nection with  that  method  of  procedure,  arising  from  the  fact  that 
special  clauses  were  slipped  in  or  left  out  of  the  charters,  that  the 
modern  way  of  handling  a  situation  of  this  kind,  the  way  in  which 
Ihe  national  banking  act  handles  it  and  the  way  the  most  of  our 
States  handle  it  to-day,  is  by  passing  a  general  statute  which  pre- 
scribes general  powers  for  these  corporations,  and  then  provides 
for  the  filing  of  their  articles  of  incorporation  with  some  public 
iiruthority.  Unfortunately  we  are  in  the  dark  as  to  wdiich  specific 
method  the  carriers  intend  to  pursue  in  this  regard,  as  in  most  other 
regards. 

Just  a  word  here  and  there,  either  in  the  general  statute  or  in  the 
special  charter,  can  absolutely  change  tliB  aspect  of  the  situation. 
So  I  think  if  this  committee  is  inclined  to  go  further  into  that  par- 
ticular proposition,  you  may  find  it  desirable  to  ask  the  carriers  to 
present  their  statute  and  put  it  out  on  the  table  where  we  can  all 
look  at  it  and  see  what  is  really  in  it,  and  when  that  is  done  we  may 
desire  to  be  heard  further  on  this  particular  subject. 

Just  a  word,  gentlemen,  on  the  general  projDosition  of  the  power 
of  the  Federal  Government  to  incorporate  Federal  corporations.  I 
may  refer  to  some  matters  which  are  rather  elemental,  some  matters 
which  are  well  known  to  every  member  of  the  committee,  but  if  I 
do  my  only  excuse  is  that  I  am  trying  to  build  this  question  up  from 
the  ground  as  far  as  the  legal  elements  of  the  problem  are  concerned. 

That  the  Federal  Government  has  the  unquestioned  power  to 
create  such  agencies  and  instrumentalities  as  are  necessary  to  enable 
it  to  carry  out  its  admitted  powers  is,  I  think,  clear,  and  that  one 
f^f  those  agencies  and  instrumentalities  which  the  Federal  Govern- 
ment has  the  power  to  create  for  these  purposes  is  a  corporation  in- 
<-orp^)rated  by  the  Federal  Government  is  equally  clear.     I  need  to 
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vy^h'V  in  tliat  respect  only  to  tlu^  case  of  McCullough  v.  Maryland, 
tlir  famous  case,  4  Wheat.,  ;U().  in  wliicli  the  Supreme  Court  of  the 
I'nited  States,  speaidng  through  Mr.  Chief  Justice  Marshall,  held 
that  although  the  Federal  Constituticai  did  not  specifically  give  the 
power  to  create  a  Inink,  noi-  did  it  specifically  give  the  poAve'r  to  create 
a  corporation,  uevertiieles.s  the  Federal  Covermnent,  under  its  gen- 
eral i)ovvers,  had  a  i-ight  to  create  a  corporation  which  was  a  na- 
tional bank.  Jn  that  case,  as  you  will  remember,  the  State  of  Mary- 
land trietl  to  place  a  tax  on  the  securities  issued  by  a  branch  bank 
of  the  Bank  of  the  United  States,  located  in  Baltimore,  and  the 
Supreme  Court  held  that  such  tax  was  illegal,  and  that  the  P'ederal 
(iovernment  had  the  right  to  create  this  corporation,  which  should  be 
free  from  taxation  by  the  States. 

1  shall  not  read  any  part  of  this  case  because  it  is  so  well  known 
that  you  are  all  no  doubt  familiar  with  it. 

1  cite  it  simply  as  a  fonndation  work  for  the  general  proposition 
that  the  Federal  Government  does  have  the  legal  right  to  creatxi 
corporations  for  the  purposes  which  the  Federal  (xovernment  has 
the  power  to  execute. 

Now,  referring  specifically  to  Federal  railroads,  it  is  generally 
known  that  the  Federal  (jro\ernment  has  from  time  to  time  char- 
tered Federal  i-ailroads.  I  thought  it  might  l)e  helpful  to  the  mem- 
bers of  the  connnittee  if  I  simply  referred  to  the  four  cases  which 
have  come  under  my  observation  and  give  a  reference  to  the  statutes, 
so  that  if  yon  desire  to  follow  the  matter  further  you  will  easily  be 
able  to  do  so.  The  first  Federal  railroad  incorporated  bv  the  Fed- 
eral Government  was  the  Union  Pacific  Railroad  Co.,  which  was 
incorporated  by  act  of  July  1,  186-2,  for  the  purpose  of  constructing 
a  railroad  from  the  one  hundredth  meridian  east  of  Greenwich,  west, 
to  connect  with  the  Central  Pacific  Railway  Co.,  which  was  incorpo- 
rated by  California.  That  statute  you  will  find  in  Twelfth  United 
States  Statutes  at  Large,  page  489.  " 
^  The  second  Federal  railroad  was  the  Northern  Pacific  Railroad 
Co.,  which  was  incorporated  by  the  Federal  Government  by  act  of 
July  2,  1864,  for  the  purpose  of  constructing  a  line  of  railroad  from 
Lake  Superior  to  Puget  Sound,  in  the  State  of  Washington,  with 
a  branch  line  down  to  Portland,  Greg.  This  statute  you  will  find 
in  Thirteenth  United  States  Statutes  at  Large,  at  page  365. 
^  The  next  Federal  railroad  was  the  Atlantic  &  Pacific  Railroad 
Co.,  which  was  incorporated  by  the  P>deral  Ciovernment  by  act  of 
July  22,  1866,  for  the  purpose  of  constructing  a  line  of  railroad 
from  Springfield,  Mo.,  to  Albuquerque,  X.  Mex.,  thence  on  to  the 
Colorado  River,  and  thence  on  to  the  Pacific  Ocean.  In  this  same 
act  the  Southern  Pacific  Railroad  Co.,  although  it  Avas  not  a  Fed- 
eral corporation,  being  a  California  corporation,  was  granted  power 
to  connect  with  the  Atlantic  &  Pacific  Railroad  Co.  at  the  California 
State  line.  This  statute  you  Avill  find  in  Fourteenth  United  States 
Statutes  at  Large,  page  292. 

The  fourh  Federal  railroad  which  has  come  under  my  observation 
was  the  Texas  &  Pacific  Railway  Co.,  which  was  ^incorporated 
by  the  Federal  Government  by  act  of  March  3,  1871,  for  the  purpose 
o^f  constructing  a  line  of  railroad  from  Marshall,  Tex.,  to  San  Diego, 
Cal.  This  statute  you  will  find  in  Sixteenth  United  States  Statute., 
at  Large,  page  573. 
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It  is  possible  that  there  may  be  other  Federal  railroads,  but  those 
are  the  ones  to  which  my  attention  has  been  particularly  directed.  I 
shall  not  read  any  of  those  statutes.  I  shall  not  even  abstract  any 
of  them.  In  general,  they  provide  that  certain  specified  individuals 
shall  be  created  into  a  corporation,  which  shall  have  a  certain  name, 
and  which  shall  have  the  right  to  construct  a  railroad  between  cer- 
tain points.  They  provide  for  the  initial  meetings  of  the  boards 
of  directors  of  these  concerns.  The}'  provide  generally  for  grants 
of  land  from  the  Federal  Government.  They  retain  certain  powers 
to  the  Federal  Government,  and  most  of  them  retain  tlie  power  to 
alter,  change,  or  amend  the  statutes,  although  in  the  Texas  Pacific 
case  that  power  was  not  retained,  which  shows  the  need  for  very 
great  care  in  drawing  these  particular  statutes,  in  that  some  matter 
may  be  left  out  by  just  a  slip  of  the  pen. 

Xow,  having  laid  the  general  foundation,  it  is  my  purpose,  gen- 
tlemen, to  take  up  the  important  powers  which  the  States  have  over 
railroads,  and  to  show  you  just  what  effect  Federal  incorporation 
will  or  may  have  on  those  powers,  so  that  you  may  have  the  entire 
situation  before  you.  The  first  power  is  the  power  over  rates.  I 
assume  that  it  is  the  conceded  law  that  at  present  the  States  have 
the  power  to  regidate  what  are  known  as  intrastate  rates,  subject,  of 
course,  to  the  decision  of  the  Supreme  Court  of  the  United  States 
in  the  Shreveport  case  in  cases  of  discrimination. 

Assuming,  then,  that  the  States  have  some  poAver  to  fix  State 
rates,  we  are  next  confronted  with  the  question  as  to  what  will  be 
the  effect  of  Federal  incorporation  on  those  particular  powers.  This 
question  has  come  before  the  Supreme  Court  of  the  United  States 
a  number  of  times.  The  decisions,  I  believe,  are  not  very  well 
known;  at  least,  I  have  almost  never  seen  them  referred  to,  and  I 
rind,  even  among  lawyers  of  standing  at  the  bar,  considerable  lack 
of  knowledge  with  reference  to  those  particular  decisions  and  as 
to  what  can  be  accomplished  under  those  decisions.  So  I  hope  I  may 
be  pardoned  if  I  refer  a  little  more  in  detail  to  certain  of  these 
decisions. 

The  first  case  in  which  that  question  came  before  the  Supreme 
Court  of  the  United  States  was  the  famous  case  of  Reagan  against  the 
Mercantile  Trust  Co.,  which  will  be  found  in  One  hundred  and  fifty- 
fourth  United  States  Statutes,  at  page  413.  In  that  case  the  question 
at  issue  was  whether  or  not  the  Texas  Railroad  Commission  could 
regulate  the  rates  of  the  Texas  &  Pacific  Railway  Co.  It  was 
claimed  by  the  Texas  &  Pacific  Railway  Co.  that  under  its  charter 
from  the  Federal  Government  the  State  of  Texas  had  no  power  over 
the  rates  of  this  corporation,  even  as  to  purely  intrastate  traffic. 
That  raised  a  ver}^  interesting  question,  upon  which  the  Supreme 
Court  passed.  I  have  before  me,  gentlemen,  a  copy  of  the  original 
briefs  which  were  filed  in  that  case  with  the  Supreme  Court,  and  I 
want  to  refer  to  a  few  paragraphs  in  those  briefs,  as  showing  to  you 
the  exact  question  which  w^as  before  the  Supreme  Court,  because  if 
we  realize  the  exact  questions  which  were  presented  to  the  Supreme 
Court  by  the  attorneys  for  the  railroads  I  think  we  may  be  in  a 
position  to  understand  a  little  better  the  language  which  was  used  by 
the  Supreme  Court  in  its  decision. 

I  have  before  me,  first,  the  brief  which  was  filed  by  the  Mercantile 
Trust  Co.,  the  trustee  under  the  Texas  &  Pacific  Railway  Co.'s  bond 
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mortfjaoe.  The  first  point  urged  by  the  Mercantile  Trust  Co.  was 
that  the  Texas  &  Pacific  Railway  Co.  is  a  Federal  corporation,  char- 
tered and  existing  under  an  act  of  Congress,  and  that  Congress  alone 
has  the  right  to  regulate  the  exercise  of  its  corporate  franchises  or  to 
fix  its  rates  and  charges. 

It  was  claimed  tliat  Cougress  alone  has  the  right  to  regulate  not 
merely  the  interstate  rates  but  also  the  intrastate  rates  of  this  par- 
ticular corporation. 

Section  13  of  the  statute  under  which  the  Texas  &  Pacific  Railway 
Co.  was  incorporated  provided,  in  part,  as  follows: 

Provided  further.  That  the  rates  charj^ed  for  carrying  passengers  and  freight 
per  inile  shall  not  exceed  the  prices  which  may  be  fixed  by  Congress  for  carrying 
])assengers  and  freight  on  the  Union  Pacific  and  Central  Pacific  Railroads. 

Based  on  that  paragraph  the  railroad  attorneys  made  an  argument 
that  Congress  had  clearh'  indicated  that  as  far  as  rates  were  con- 
cerned, both  state  and  interstate,  the  matter  should  be  left  to  regida- 
tion  by  the  Federal  Government.  On  page  24  of  this  brief  the  Mer- 
cantile Trust  Co.  says : 

The  effect,  therefore,  of  the  incorporation  of  tlie  Texas  &  Pacific  by  Con- 
gress, under  tlie  various  provisions  in  its  charter,  is  necessarily  to  make  the 
Texas  &  I'acific  a  corporation  of  the  General  Government,  which  is  its  sovereign, 
antl  to  withdraw  the  control  of  the  Texas  &  Pacific  and  its  franchises  from 
the  States  and  Territories  through  which  the  roads  may  run,  except  in  so  far 
as  police  and  taxation  laws  of  such  States  and  Territories  may  lawfully  be 
made  to  apply  to  it. 

I  may  say  that,  later  on,  I  shall  consider  both  police  matters  and 
taxation  matters  and  the  effect  Federal  incorporation  may  have  on  the 
powers  of  the  States  as  to  both  those  matters. 

On  page  28  the  brief  continues : 

The  franchi.ses  of  the  Texas  &  Pacific,  including  its  most  vital  franchise, 
of  fixing  of  rates  and  fares  subject  to  the  reserved  right  of  the  congressional 
control,  are  Federal  franchises,  conferred  for  Federal  purposes,  and  therefore 
necessarily  subject  only  to  Federal  regulation  and  control.  The  necessary  result 
is  that  the  Texas  Railroad  Commission  can  not  be  invested  by  the  State  with 
any  authority,  without  the  consent  of  Congress,  which  has  never  been  given 
to  fix  or  establish  any  rates  of  fare  or  charges  which  shall  have  any  operation 
or  effect  on  the  Texas  &  Pacific  Co. 

T  am  reading  these  sections  of  the  brief,  gentlemen,  so  you  may  see 
clearly  just  what  contentions  were  presented  to  the  Supreme  Court. 
I  have  here  also  a  brief  which  was  filed  in  the  same  proceeding  by 
the  Texas  &  Pacific  Railway  Co.,  signed  by  Winslow  S.  Pierce,  R.  S. 
Lovett,  now  president  of  the  Union  Pacific,  and  T.  J.  Freeman.  In 
this  brief,  counsel  make  the  same  points  as  were  made  by  the  Mer- 
cantile Trust  Co.,  but  in  addition  thereto  make  a  very  important 
additional  point.  Counsel,  in  this  brief,  draw  attention  to  the  fact 
that  the  Texas  &  Pacific  Railwaj^  Co.  could  be  incorporated,  not 
merely  under  the  power  of  the  Federal  Government  over  interstate 
commerce,  but  also  could  have  been  incorporated  under  the  military 
power  and  under  the  power  over  post  offices  and  post  roads,  and  con- 
tend that  although  there  is  a  qualification  in  the  power  of  the  Federal 
Government  over  commerce,  namel3%  the  qualification  that  the  control 
of  the  Federal  Government  shall  be  limited  to  commerce  among 
the  States  that  there  is  no  qualification  with  reference  to  the  ])0wer 
of  the  Federal  Government  under  the  military  power  or  with  refer- 
ence to  the  power  over  post  roads.     So  these  attorneys  contend  that 
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even  though  if  the  commerce  clause  alone  were  under  consideration 
the  iState  of  Texas  might  have  retained  its  control  over  Texas  rates: 
that  if  you  look  to  these  two  powers,  both  of  which  are  referred 
to  in  the  statute,  that  the  State  of  Texas  has  entirely  lost  out.  and 
that  the  Federal  Government  alone  has  the  power  to  control  rates 
both  interstate  and  intrastate  in  the  State  of  Texas. 

I  shall  read  one  paragraph  which,  I  think,  clearly  shows  that  point 
of  view.    I  now  read  from  page  />6  of  the  record : 

Tims,  legisL-itiiiff  for  natioiiiil  purposes,  Conp:i-ess  may  confer  upon  these  cor- 
porations tiie  right  to  transact-  business  at  any  place  within  its  territorial  juris- 
diction and  may  subject  these  agencies  to  such  public  use  as  may  be  incident 
to  their  general  nature  or  desirable  in  the  interest  of  public  good  or  welfare. 
In  siich  legislation  Congress  knows  no  State  line.  Its  law  is  supreme  and 
enacted  in  the  interest  of  the  peop.e  of  the  Nation, 

May  I  direct  attention  particularly  to  the  next  sentence? 

The  regulation  of  commerce  among  the  States  is  but  one  of  the  constitutional 
powers  luider  which  Congress  derives  sanction  for  the  creation  of  these  railway 
corporations.  In  the  exercise  of  the  other  powers  in  which  such  sanction  is 
equally  found.  State  lines  are  without  significance.  Its  action  is  supreme,  and: 
its  authority  is  conclusive. 

I  shall  read  one  further  paragraph,  paragraph  Xo.  5  of  the  suni- 
maiy  as  presented  by  the  attorneys  for  the  railroad  in  this  case : 

The  military,  postal,  and  other  powers  under  which  the  Texas  &  Pacific  Rail- 
way Co.  was  created  are,  with  the  exception  of  the  commerce  power,  which  is 
but  one  of  the  iwwers  under  any  one  of  which  the  sanction  for  the  creation  of 
the  company  was  complete,  exercised  without  regard  to  or  constraint  by  reason 
of  State  lines,  and  in  the  Federal  power  to  preserve,  protect,  and  regulate 
these  agencies  is  not  subject  to  the  limitation  of  such  lines. 

It  was  here  contended  before  the  Supreme  Court  of  the  United 
States  that  although  under  the  commerce  power  it  was  not  within 
the  authority  of  the  Federal  Government  to  take  from  the  State  of 
Texas  the  power  to  regulate  Texas  rates,  that  nevertheless,  under 
two  other  powers  of  the  Federal  Government,  namely,  first,  the 
military  power,  and,  second,  the  post-roads  power,  that  it  was  pos- 
sible to  do  this  sort  of  thing.  Now.  bearing  that  contention  in  mind. 
I  would  like  to  read  you  a  paragraph  or  two  from  the  decision  of  the 
Supreme  Court.  This  decision  is  found  in  154  United  States  at 
page  413,  and  I  now  read  from  page  414.  Justice  Brewer  delivered 
the  decision. 

The  Texas  &  Pacific  Railway  is  a  corporation  organized  under  the  laws  of 
the  Ignited  States,  and  by  reason  of  that  fact  it  is  earnestly  insisted  by  counsel 
for  it  and  the  trust  company  that  it  is  not  subject  to  the  control  of  the  State, 
even  as  to  rates  for  transportation  wholly  within  the  State.  The  argument  is 
that  it  receives  those  franchises  from  Congress ;  and  among  those  franchises 
is  the  right  to  charge  and  collect  tolls,  and  that  the  State  has  not  the  power, 
therefore,  in  any  manner  to  limit  or  qualify  such  franchise.  This  is  an  im- 
portant question  and  deserves  consideration,  even  though  in  respect  to  other 
matters  these  facts  should  present  a  case  exactly  parallel  to  that  just  recited 
and  cading  for  a  like  decision,  because  if  the  State  has  no  control  in  the  mattei- 
the  decree  should  not  be  affirmed  In  part,  but  in  toto. 

Then,  at  page  416,  we  come  to  the  meat  of  the  decision : 

Similarly,  we  think  it  may  be  said  that,  conceding  to  Congress  the  power  to 
remove  the  corporation  in  all  its  operations  from  the  control  of  the  State, 
there  is  in  the  act  creating  this  company  nothing  which  indicates  an  intent  on 
the  part  of  Congress  to  so  remove  it,  and  there  is  nothing  in  the  enforcement 
by  the  State  of  reasonable  rates  for  transportation  wholly  within  the  State 
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Which  will  (Usable  the  corporation  from  di.scharjrinK  all  the  duties  and  exer- 
cising all  the  powers  conferred  by  ('()n;;ress.  By  the  act  of  incoriK»ration, 
Congress  autliorized  tlie  company  to  build  its  road  through  the  State  of  Texas. 
It  liiiew  tluit,  when  constructed,  a  part  of  its  business  would  be  the  carrying  of 
persons  and  proi)erty  frt)m  points  within  the  State  to  other  points  also'witliin 
the  State,  and  that  in  so  doing  it  would  be  engaged  in  a  business,  control  of 
which  is  nowliere,  by  the  Federal  ('onstitution,  given  to  Congress. 

And  so  on. 

T  think  I  would  better  read  the  entire  paragraph. 

It  must  liave  been  known  that,  in  the  nature  of  things,  the  control  of  that 
busine.ss  would  be  exercised  by  the  State,  and  if  it  dt^emed  that  tiie  interests 
of  tlie  Nation  and  the  discharge  of  duties  required  on  l>ehalf  of  the  Nation 
from  this  corporation  demanded  exemption  in  all  things  from  State  contiol. 
it  would  unquestionably  have  expressed  such  intention  in  languagt^  whoso 
meaning  would  be  clear.  Its  .silence  in  this  re.spect  is  satisfactory  a.ssurance 
tliat,  in  so  far  as  this  corporation  should  engage  in  lousiness  wholly  within  the 
State  it  intended  that  it  should  be  subjected  to  the  ordinary  control  exercised 
by  the  State  over  such  business.  Without,  tlierefore,  relying  at  all  upon 
any  acceptance  by  the  railroad  corporation  of  the  act  of  tlie  legislature  of  the 
State,  passed  in  1873  in  respect  to  it,  we  are  of  opinion  that  the  Texas  k 
Pacific  Railway  Go.  is,  as  to  business  done  wholly  witlun  tlie  Stare,  subject  to 
the  control  of  the  State  in  all  matters  of  taxation,  rates,  and  other  police 
regulatioi^s. 

Gentlemen,  I  want  to  draw  your  attention  to  the  fact  that  Justice 
Brewer  conceded  that  if  Congress  had  in  this  act  incorporating  the 
Texas  &  Pacific  Railway  Co.,  clearly  shown  the  int-ention  that  the 
State  of  Texas  should  have  been  deprived  of  its  power  to  fix  rates, 
then  that  effect  would  be  accomplished. 

Mr.  Adamson.  Do  you  understand  the  use  of  the  word  ''  conced- 
ing "  there  means  he  thinks  it  is  conceded,  or  that  he  uses  that  word 
to  simply  pass  the  matter  to  take  up  other  objects? 

Mr.  Thelen.  From  the  further  language  in  the  decision.  Judge, 
referring  to  the  intention  of  Congres.s — that  if  Congress  had  had 
this  intention 

Mr.  Adamsox.  But  it  is  all  based  on  the  connection  in  which  he 
used  the  word. 

Mr.  Thelen.  I  base  my  interpretation  on  the  entire  paragraph. 

]\Ir.  Adamson.  I  am  talking  about  what  he  did.  He  used  it  there 
one  time.    Does  he  not  mean  ''  for  the  sake  of  this  argument  ?  " 

ISIr.  Thelen.  I  should  say  there  would  be  much  force  in  your 
suggestion,  if  it  were  not  for  what  later  appears.  He  says  that  the 
silence  of  Congress  must  be  deemed  an  intention  not  to  deprive  the 
States  of  that  right.  I  think  it  must  be  clear  that  if  Congress  had 
expressed  itself  so  in  this  paragrapli,  then  the  State  of  Texas  would 
have  been  deprived 

Mr.  Adamson.  The  trouble  with  your  view  is  it  is  all  based  on  the 
construction  you  put  on  his  use  of  the  word  "  conceding,'" 

Mr.  Thelen.  I  make  this  argument,  gentlemen,  largely  in  view 
of  the  claims  made  in  the  briefs,  in  Avhich  it  was  clearly  .pointed  out 
that  although  there  is  doubt  about  this  coming  within  the  com- 
merce clause  of  tlie  Constitution,  that  notwithstanding,  under  the 
military  power  and  the  post-office  power,  Congress  could  have 
effected  this  by  putting  the  necessary  language  in  the  statute. 

Personally  I  think  there  can  be  little  doitbt  as  to  what  Justice 
Brewer  had  in  mind  in  this  case,  and  my  belief  in  that  respect  is 
strengthened  by  two  other  decisions  of  the  Supreme  Court  of  the 
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United  States  in  which  reference  is  made  to  this  decision,  and  in 
which  this  decision  is  given  the  effect  which  I  suggested  to  you 
gentlemen. 

Senator  Underwood.  Will  you  call  the  committee's  attention  to 
those  decisions  at  this  time? 

Mr.  Thelen.  I  shall  refer  to  each  of  them  in  just  a  moment,  Sen- 
ator, if  it  is  not  boring  the  committee. 

Mr.  Hamilton.  These  references  are  useful  to  the  committee. 

Mr.  Thelen.  That  is  the  exact  spirit  in  which  I  make  them.  I 
hope,  putting  them  all  together,  they  will  be  of  some  help  to  you.  I 
will  say  frankly  I  am  going  into  this  matter  for  this  purpose.  There 
jnay  be  some  among  you,  or  some  Senators  and  Representatives  in 
Congress,  not  on  this  committee,  who  may  have  the  belief  that  even  a 
Federal  incorporation  would  not  take  these  powers  away  from  the 
States,  on  the  ground  that  it  is  necessary  first  to  amend  the  commerce 
clause  of  the  Constitution.  If  there  are  any  of  those  with  that  ^-iew, 
I  think  it  should  be  drawn  to  their  attention  that  it  has  been  inti- 
mated three  times  by  the  Supreme  Court  of  the  United  States  that 
these  things  can  be  "done  without  an  amendment  to  the  commerce 
clause  of  the  Constitution. 

I  was  surprised  to  find,  in  the  famous  case  of  Smyth  v.  Ames,  that 
this  particular  point  was  dealt  with.  This  case  of  Smyth  r.  Ames 
is  found  in  169  U.  S.,  at  page  466. 

Senator  Brandegee.  I  should  like,  Mr.  Chairman,  before  Mr. 
Thelen  proceeds  in  analyzing  these  cases,  to  ask  whether  we  are 
all  at  liberty  to  ask  all  the  legal  questions  we  want  to  ask  now  or 
keep  still? 

The  Chairman.  I  think  the  decision  of  the  committee  was  we 
should  wait  until  the  conclusion  of  the  remarks. 

Mr.  Adamson.  I  think,  Mr.  Chairman,  that  is  correct  as  to  cross 
examining,  but  as  to  any  matter  reached  which  we  do  not  understand, 
I  think  that  rule  does  not  obtain. 

Senator  Eobinson.  If  we  relax  the  rule  at  all,  it  will  only  result 
in  confusion. 

The  Chairman.  The  chair  will  rule,  unless  the  committee  decides 
to  the  contrary,  that  the  witness  is  not  subject  to  interruption  during 
his  presentation  of  the  case. 

Mr.  Thelen.  After  I  have  concluded,  I  shall  be  only  too  glad  to 
answer  anv  que-stions. 

This  case  of  Smvth  against  Ames  was  a  case  brought  by  the  stock- 
holders of  the  Union  Pacific  Eailroad  Co.,  a  Federal  corporation,  and 
other  railroads  against  the  constituted  authorities  of  the  State  of 
Nebraska,  to  enjoin  them  from  putting  into  effect  an  act  of  the  Legis- 
lature of  Nebraska  establishing  certain  freight  rates. 

In  this  case  it  was  urged  by  the  railroads,  and  by  the  stockholders 
of  the  railroads,  that  the  statute  of  the  State  of  Nebraska  could  have 
no  application  to  the  Union  Pacific  Railroad  Co.  because  it  was  a 
Federal  railroad  corporation,  and  reference  Avas  made,  in  that  respect, 
to  this  Reagan  case,  to  Avhich  I  have  referred. 

The  court,  speaking  through  Mr.  Justice  Harlan,  gives  very  careful 
consideration  to  that  point,  and  I  quote  from  page  519  of  the  report. 

An  importimt  question  is  presented  that  relntes  only  to  the  Union  Pacific  Co. 
That  company  is  a  corporation  formed  by  the  consolidation  of  several  companies 
under  the  authority  of  acts  of  Congress,  one  of  the  constituent  companies  being 
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the  Union  racific  Railroad  Co.,  incorporated  l).v  tlio  act  of  July  1,  1802.  *  *  * 
Neither  that  company  nor  tlie  Union  Pacific  Railroad  Co.  is  named  in  the 
Nebraska  statute,  but"  the  .statute  is  interpreted  hy  the  State  board  of  transpor- 
tation as  embracing  the  present  defendant  corpoi-ation.  It  is  contended  that  the 
State  is  without  power  to  fix  or  limit  the  rates  that  the  Union  Pacific  Co.  may 
charge  for  the  transportation  of  freight  on  its  lines  beween  points  within 
Nebraska.  This  contention  rests:  (1)  Upon  the  provisions  of  the  acts  of 
Congress  showing  that  the  Union  Pacific  Railroad  Co.  was  created  for  the  ac- 
complishment of  national  objects,  namely,  to  secure  the  safe  and  .speedy 
transportation  of  the  mails,  troops,  munitions  of  war,  and  public  stores  of  the 
United  States;  (2)  upon  the  eighteenth  section  of  the  above  act  of  July  1, 
1862 — being  the  Statute  under  which  the  Union  Pacific  Railroad  Co.  was  incor- 
porated, which  section  provided  in  part:  "That  whenever  it  appears  that  the 
net  earnings  of  the  entire  road  and  telegraph,  including  the  amount  allowed  for 
services  rendered  for  the  United  States,  after  deducting  all  expenditures,  in- 
cluding repairs  and  the  furnishing,  running,  and  managing  of  said  road,  shall 
exceed  ten  per  centum  upon  its  cost,  exclusive  of  the  five  per  centum  to  be  paid 
to  the  United  States.  Congress  may  reduce  the  rates  of  fare  thereon,  if  unrea- 
sonable in  amount,  and  may  fix  and  establish  the  same  by  law," 

So,  in  this  particular  case,  the  railroad  relied,  first,  on  the  general 
fact  it  Avas  incorporated  under  an  act  of  Congress,  under  all  these 
three  powers;  secondly,  on  specific  language  in  the  statute  of  incor- 
poration, by  "which  language  the  railroad  claimed  that  Congress  had 
expressed  its  intention  that  the  rates  in  the  State  of  Nebraska  should 
no  longer  be  subject  to  control  by  the  State. 

Mr.  Justice  Harlan  continues: 

The  argument  is  that  Congress  by  this  enactment  has  reserved  to  itself  exclu- 
sive control  of  rates,  interstate  and  local,  to  be  charged  on  the  Union  Pacific 
Railroad.  As  this  view,  if  maintained,  would  require  an  affirmance  of  the 
decree,  so  far  as  the  Union  Pacific  Company  is  concerned,  whether  the  Nebraska 
statute  of  1893  would  be  constitutional  or  not  as  to  the  other  railroad  corpora- 
tions, it  can  not  properly  be  passed  without  examination. 

Then  the  court  referred  to  the  Reagan  case.  T  do  not  know 
whether  I  want  to  read  all  of  that  to  3'ou.  They  quote  from  the 
Reagan  case,  and  it  would  be  a  work  of  supererogation,  inasmuch  as 
I  have  read  that  particular  passage  to  you  from  that  Reagan  case, 
to  repeat  it.  By  the  way.  Judge  Adamson,  I  shall  read  part  of  this 
paragraph,  because  it  bears  on  this  question  you  asked  me. 

In  Reagan  r.  Mercantile  Trust  Co.  (154  U.  S.,  413,  416)  the  question  arose 
whether  the  Texas  &  Pacific  Railway  Co.,  a  corporation  organized  under  the 
laws  of  the  United  States,  was  subject  to  the  laws  of  Texas  with  respect  to 
rates  for  transportation  wholly  within  that  State.  The  ground  upon  which 
exemption  from  State  control  was  there  asserted  by  the  company  was  that  it 
received  all  its  franchises  from  Congress,  including  the  franchise  to  charge 
and  collect  tolls.  This  court,  conceding,  for  the  purposes  of  that  case,  that 
Congress  had  power  to  remove  the  corporation  in  all  its  operations  from  State 
control,  held  that  the  act  creating  it  did  not  show  an  intention  upon  the  part 
of  Congress  to  exempt  it  from  the  duty  to  conform  to  such  reasonable  rates 
for  local  transportation  as  the  State  might  prescribe,  and  that  the  enforcement 
by  the  State  of  reasonable  rates  for  such  transportation  would  not  disable 
the  corporation  from  performing  the  duties  and  exercising  the  powers  imposed 
upon  it  by  Congress. 

Then  there  is  a  quotation  from  the  Reagan  case,  and  notwithstand- 
ing that  fact  the  court  here  proceeds  to  consider  this  particular  pro- 
vision in  the  statute  and  tries  to  make  u])  its  mind  as  to  whether, 
under  this  particular  provision  in  the  Union  Pacific  Railroad  Co.'s 
statute,  Congress  expressed  the  intent  which  was  referred  to  by  Mr. 
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Justice  Brewer.     That  will  be  found  on  page  521  of  the  report,  in 
the  middle  of  the  page : 

In  the  present  case  the  question  is  more  difhcult  of  solution  by  reason  of 
the  declaration  in  the  above  act  of  July  1,  1862  (no  similar  declaration  being 
made  in  the  act  incorporating  the  Texas  &. Pacific  Railway  Co.).  that  Congress 
may  reduce  the  rates  of  fare  on  the  Union  Pacific  Railroad  if  unreasonable  in 
amount,  and  may  fix  and  establish  the  same  by  law  whenever  the  net  earnings 
of  the  entire  road  and  telegraph,  ascertained  upon  a  named  basis,  should  exceed 
ten  per  centum  upon  its  cost,  exclusive  of  the  five  per  centum  to  be  paid  to 
the  United  States. 

Then  Mr.  Justice  Harlan  continues : 

Undoubtedly  Congress  intended  by  that  act  to  reserve  such  power  as  was 
necessary  to  prevent  the  corporation  from  exacting  rates  that  were  unreason- 
able. But  this  is  not  equivalent  to  a  declaration  that  the  States  through  which 
the  railroad  might  be  constructed  should  not  regulate  rates  for  transportation 
begun  and  completed  within  their  respective  limits. 

In  other  words,  he  reaches  the  conclusion  that  the  language  of  this 
particular  statute  is  not  strong  enough  and  not  explicit  enough  to 
support  the  claim  of  the  railroads  in  that  respect.  He  then  goes  on 
and  refers  to  the  fact  that  the  making  of  rates  for  transportation 
between  points  wholly  within  the  State  is  primarily  under  the  con- 
trol of  the  State,  and  continues : 

And  it  ought  not  to  be  supposed  that  Congress  intended  that,  so  long  as  it 
forebore  to  establish  rates  on  the  ITnion  Pacific  Railroad,  the  corporation  itself 
could  fix  such  rates  for  transportation  as  it  saw  proper,  independently  of  the 
right  of  the  States  through  which  the  road  was  constructed  to  prescribe 
regulations  for  transportation  beginning  and  ending  within  theif  respective 
limits.  On  the  contrary,  the  better  interpretation  of  the  act  of  .Inly  1,  1862, 
is  that  the  question  of  rates  for  wholly  locnl  liusiness  was  left  under  the  con- 
trol of  the  respective  States  through  which  the  Union  Pacific  Railroad  might 
pass  with  power  reserved  to  Congress  to  intervene  under  certain  circumstances 
and  fix  the  rates  that  the  corporation  could  reasonably  charge  and  collect. 
Congress  not  having  exerted  this  power,  we  do  not  think  that  the  national 
character  of  the  corporation  constructing  the  Union  Pacific  Railroad  stands  in 
the  way  of  a  State  prescribing  rates  for  transporting  property  on  that  road 
wholly  between  points  within  its  territory. 

Then  please  notice,  gentlemen,  this  next  sentence : 

Until  Congress,  in  the  exercise  either  of  the  power  specifically  reserved  by 
the  eighteenth  section  of  the  act  of  1862  or  its  power  under  the  general  reser- 
vation made  of  authority  to  add  to,  alter,  amend,  or  repeal  that  act.  prescribes 
rates  to  be  charged  by  the  railroad  company,  it  remains  with  the  States  through 
which  the  road  passes  to  fix  rates  for  transportation  beginning  and  ending 
within  their  respective  limits. 

In  other  words,  here  is  a  clear  intimation  that  under  its  general 
power  reserved  to  alter,  amend,  or  change  the  statute.  Congress  might 
have  the  power  to  establisli  and  fix  even  the  rates  which  should  be 
charged  by  the  Union  Pacific  in  Nebraska  on  purely  State  traffic,  in 
that  respect,  following  out  the  intimation  that  was  made  by  Mr. 
Justice  Brewer  in  the  Reagan  case. 

The  third  reference  which  I  have  found  in  the  decisions  of  the 
Supreme  Court  on  this  general  question,  is  found  in  the  famous 
Minnesota  Eate  Case  (230  U.  S.,  at  page  352).  At  page  425  I  find 
this  reference,  in  the  decision  made  by  Mr.  Justice  Hughes.  This 
is  the  Xorthern  Pacific,  by  the  way,  another  Federal  corporation,  and 
here  again  we  have  the  same  question  arising.  I  read  now  from 
page  425 : 

A  further  question  was  presented  in  Reagan  r.  INIei'cantile  Trust  Co.  (ir)4 
U.  S.,  413),  in  respect  to  the  same  statute  and  order  as  applied  to  the  Texas 
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A:  Piicilic  Kiiilway  Co.  which  luul  been  oi'W'lzed  undei-  the  la\V!<  of  the  United 
States  (Mar.  3,  1871,  IG  Stat.,  ~uS,  c.  122)  and  oiierated  its  mad  not  only 
within  the  State  l)ut  also  for  several  hundred  miles  outside.  It  was  insisted 
that  this  conipauy  was  "  not  subject  to  the  control  of  the  State,  even  as  to  rates 
for  transi»orfation  wholly  within  the  State,"  the  ar.uunient  beiiifr  that  it  was 
not  witliin  the  State  power  to  limit  the  Federal  franchise  to  collect  tolls. 

Mr.  Justice  Hughes  continues: 

lUit  the  court  held  that  the  act  of  Congress  did  not  go  to  the  extent  asserted 
l)ut  left  the  company,  as  to  its  intrastate  business,  subject  to  State  authority. 

Xow,  liere  Ave  have  Mr.  Justice  Harlan,  in  Smyth  r.  Ames,  and 
Mr.  Justice  Hughes,  in  the  Minnesota  rate  case,  apparently  giving 
the  same  interpretation  of  Avhat  Mr.  Justice  Brewer  said  in  the 
Keagan  case,  as  I  have  suggested. 

Xow  I  ask  your  attention  to  the  fact  that  in  none  of  these  cases 
was  a  decision  on  this  specific  question  necessary  to  the  decision  of 
the  case,  and  I  think  any  lawyer  who  looks  the  cases  squarely  in 
the  face  must  realize  that  fact;  but,  notwithstanding  we  have  the 
clearest  kind  of  intimation  here  three  times — first,  by  Mr.  Justice 
Brewer;  second,  by  Mr.  Justice  Harlan;  and  third,  by  Mr.  Justice 
Hughes — that  if  in  the  language  incorporating  a  Federal  railroad 
Congress  clearly  expressed  the  intention  that  the  State  should  be 
deprived  of  its  authority  over  rates,  that  effect  will  be  accomplished 
not  under  the  commerce  clause  but  under  the  military  powder  or 
under  the  power  over  post  roads.  I  have  presented  this  argument  to 
you  on  the  question  of  rates  so  that  if  you  should  want  to  go  further 
into  this  question  of  Federal  incorporation  you  may  have  before  you 
clearly  the  danger  which  I  see  in  that  situation;  that  is,  the  danger 
of  doing  one  thing  and  thinking  one  thing  is  being  done  when  in 
fact  another  thing  is  being  done.  If  I  were  in  the  service  of  the  rail- 
roads— and,  by  the  way.  I  used  to  be  a  railroad  lawyer,  and  I  hope 
from  that  that  I  can  see  both  points  of  view — if  I  were  in  the  service 
of  a  railroad,  and  if  I  were  drawing  this  Federal  incorporation  act, 
I  should  insert  a  clause  providing  that  this  particular  corporation 
shall  be  available  to  the  Federal  Government  for  the  transportation 
of  troops,  munitions,  supplies,  and  all  that  sort  of  thing,  and  I 
should  insert  another  clause  to  the  effect  that  this  railroad  shall  be 
a  post  road,  and  I  should  insert  another  clause  to  the  effect  that  this 
is  done  under  the  power  to  regulate  commerce,  and  then,  if  the  States 
wake  up  some  day  and  see  what  is  being  done  to  them,  I  would  go  to 
the  Supreme  Court  and  argue  on  the  basis  of  these  cases  and  on  the 
basis  of  the  military  power  and  the  post-roads  power.  I  do  not  know 
but  what  the  Supreme  Court  would  decide — and  I  am  inclined  to 
think  it  Avould  on  the  basis  of  these  three  decisions — that  the  States 
had  lost  their  power  over  rates. 

The  next  power  of  the  States  that  would  be  affected  and  which  I  de- 
sire to  discuss  is  the  matter  of  taxes.  It  is  true  that  the  railroads  have- 
graciously  stated  that  the  States  may  for  the  present  retain  their 
power  over  taxes.  I  want  to  say  that  we  are  very  thankful  to  thenr 
for  that,  because  taxes  mean  a  great  deal  in  the  conduct  of  our 
various  State  governments,  and  we  certainly  appreciate  their  courtesy 
for  the  present  in  leaving  this  power  to  the  States.  You  no  doubt 
observe  that  with  reference  to  the  few  powers  which  they  offered  to 
leave  to  the  States — namely,  the  taxing  power  and  such  police  powers 
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as  are  not  vital — the  representative  of  the  carriers  in  each  case  states 
that  for  the  present  these  powers  Avere  to  be  left  to  the  States.  We 
know,  of  course,  wiiat  their  ultimate  plan  is.  We  must  suppose  that 
they  will  be  able  and  energetic  in  carrying  through  their  plan  and 
that  some  day,  if  the  door  is  open,  the  States  wdll  find  they  have 
lost  their  taxing  power  as  well  as  their  power  over  police  regulations, 
including  those  which  are  not  vital- 

Now,  some  lawyers  of  eminence  have  taken  the  position  that  there 
is  nothing  to  be  feared  as  far  as  the  taxing  power  is  concerned.  They 
have  taken  the  position  that  even  through  the  instrumentality  of 
Federal  incorporation  the  States  can  not  be  deprived  of  their  taxing 
power.  If  you  will  pardon  me  just  a  moment,  I  will  get  a  case  to 
which  I  would  like  to  refer. 

Mr.  Adamson.  At  the  risk  of  being  obnoxious,  and  subject  to  the 
objection  that  I  am  interrupting  you,  I  would  suggest  that  one  of 
these  clerks  will  hand  you  any  of  those  books  that  you  desire. 

Mr.  Thelen.  That  is  very  kind  of  you,  Mr.  Adamson.  I  have  a 
list  here  of  the  cases. 

The  first  important  case  in  which  the  question  of  taxation,  as  far 
as  Federal  railroad  corporations  are  concerned,  came  before  the  Su- 
preme Court  is  the  case  of  Thomson  v.  Pacific  Eailroad,  which  you 
will  find  in  Ninth  W^allace,  at  page  579.  In  that  case  the  question 
before  the  Supreme  Court  was  whether  or  not  the  State  of  Kansas 
had  the  power  to  tax  the  property  of  the  Union  Pacific  Kailroad  Co., 
again  a  Federal  corporation.  With  reference  to  that  point  the  Su- 
preme Court  said  in  effect  that,  although  Congress  might,  if  it  has 
so  expressed  the  intention,  take  the  taxing  power  away  from  the 
States,  no  such  intention  had  been  clearly  expressed  in  the  act  incor- 
porating the  Union  Pacific. 

At  page  587  the  court,  speaking  through  the  Chief  Justice,  said : 

The  nmin  argument  for  the  comphTinants.  however,  is  that  the  road,  being 
constructed  under  the  direction  and  autliorization  of  Congress  for  the  uses  and 
purposes  of  the  United  States,  and  being  a  part  of  a  system  of  roads  thus  con- 
structed, is  therefore  exempt  from  taxation  under  State  authority.  It  is  to  be 
observed  that  this  exemption  is  not  claimed  under  any  act  of  Congi-ess. 

In  other  words,  there  is  no  specific  provision  in  the  statute  incor- 
porating this  railroad  providing  that  this  property  was  to  be  exempt 
from  State  taxation. 

It  is  not  asserted  tliat  any  act  declaring  such  exemption  has  ever  received 
the  sanction  of  the  National  Legislature.  But  it  is  earnestly  insisted  that  the 
I'ight  of  taxation  arises  from  the  relations  of  the  road  to  the  General  Govern- 
ment. It  is  urged  that  the  ai<ls  granted  by  Congress  to  the  road  were  granted 
in  the  exercise  of  its  constitutional  powers  to  regulate  connnerce.  to  establish 
post  offices  and  post  roads,  to  raise  and  support  armies,  and  to  suppress  insur- 
rection and  invasion ;  and  that  by  the  legislation  which  supplied  aid,  required 
security,  imposed  duties,  and  finally  exacted,  upon  a  certain  contingency,  a 
percentage  of  income,  the  road  was  adopted  as  an  instrument  of  the  Govern- 
ment, and  as  such  was  not  subject  to  taxation  by  the  State. 

There  Ave  have  the  claim  made  by  the  Union  Pacific  in  this  par- 
ticular  case.    At  the  bottom  of  page  588,  passing  upon  that  conten-  I 
tion,  the  court  said :  ■ 

We  do  not  doubt,  however,  that  upon  the  principles  settled  by  that  judgment 
Congiess  may,  in  the  exercise  of  powers  incidental  to  the  express  powers  men- 
tioned by  counsel — 
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Referring  to  the  cane  of  McCulloch  v.  Maryland — 

niako  or  nulliorizi'  contracts  with  individuals  or  corporations  for  services  to 
the  CJovernnicnt :  may  jirant  aids,  hy  money  or  land,  in  jireparation  lor  and  in 
the  performance  tif  sucli  services;  may  make  any  stipiihition  and  conditions  in 
rekition  to  sucii  aids  not  contrarj'  to  the  Constitution — 

I  ATOuld  like  to  refer  particularly  to  the  next  language: 

and  may  exempt,  in  its  discretion,  the  agencies  employed  in  such  services  from 
any  State  taxation  which  will  really  prevent  or  impede  the  performance  of 
them. 

It  was  decided  in  this  particular  case  that  Congress  had  not  clearly 
expressed  an  intention  to  remove  the  property  of  the  Union  Pacific 
Railroad  from  State  taxation,  and  on  that  ground  the  court  ruled 
against  the  contention  of  the  carriers. 

The  other  case  to  which  I  would  like  to  refer  in  this  connection 
is  the  case  of  Railroad  Co.  v.  Peniston,  which  you  will  find  in  85 
United  States,  also  18  Wallace,  at  page  5. 

In  that  case  the  State  of  Nebraska  was  the  State  which  was  trying 
to  tax.  The  local  authorities  of  Lincoln  County,  Nebr.,  had  levied  a 
certain  tax  on  the  physical  property  of  the  Union  Pacific  Railroad 
Co.  in  the  State  of  Nebraska.  We  have  here  a  very  interesting  situa- 
tion when  it  comes  to  the  decision.  We  find  Justice  Strong  writing 
the  dedsion  of  the  majority,  which  was  not  a  majority,  being  con- 
curred in  by  only  three  justices.  There  you  have  four  accounted  for. 
Mv.  Justice  Swayne  concurred  in  the  conclusion,  but  not  in  the 
reasoning.  Mr.  Justice  Bradley  and  Mr.  Justice  Field  dissented, 
and  Mr.  Justice  Hunt  dissented. 

Now,  the  majority,  if  Ave  may  refer  to  four  as  a  majority,  headed 
by  Justice  Strong,  held  that  there  is  a  clear  distinction  between  tax- 
ing the  physical  property  of  a  Federal  railroad  and  taxing  its  fran- 
chise, or  the  right  to  exercise  its  functions.  They  decided  the  case 
on  the  ground  solely  that  in  this  particular  case  the  tax  w^as  levied  on 
the  physical  property  of  the  Union  Pacific  Railroad  in  the  State  of 
Nebraska.  Those  four  justices  held  that  the  tax  was  not  obnoxious 
to  any  constitutional  provision.  Mr.  Justice  Swayne  said  on  page  37. 
concurring  in  the  judgment — 

I  concur  in  the  attirnunue  of  the  judgment  in  this  case.  I  see  no  reason  to 
doubt  that  it  was  the  intention  of  Congress  not  to  give  the  exemption  claimed. 
The  exercise  of  the  powder  may  be  waived.  But  I  liold  that  the  road  is  a 
national  instrumentality  of  such  a  character  that  Congress  may  interpose  and 
protect  it  from  Strte  taxation  wherever  that  body  shall  deem  it  proper  to  do  so. 

For  some  of  the  leading  authorities  in  support  of  this  principle  Mr. 
Justice  Swayne  referred  to  the  case  of  the  Chicago  &  North  Western 
Railway  v.  Fuller,  decided  by  the  court  a  short  time  before. 

I  shall  not  take  the  time  of  the  committee  by  reading  from  the  dis- 
senting opinion  of  Justice  Bradley  and  Justice  Field,  but  shall 
simply  draw  attention  to  the  fact  that  those  two  justices  strongly 
urged"  that  although  there  was  no  reservation  of  the  taxing  power  in 
the  statute  creating  the  Union  Pacific,  that  nevertheless  from  the 
mere  fact  that  the  Federal  Government  had  created  this  agency,  and 
in  analogy  to  the  McCulloch  v.  Maryland  case,  the  State  of  Nebraska, 
and  no  other  State,  had  the  right  to  tax  even  the  physical  property 
of  the  Union  Pacific  Railroad. 
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Mr.  Justice  Hunt  simply  said,  "  I  dissent  from  the  opinion  of  the 
court."     There  j^ou  have  the  situation. 

If  there  had  been  language  in  the  Union  Pacific  statute  clearly 
showing  the  intention  of  Congress  to  exempt  this  property  from  taxa- 
iion  there  is  no  question  on  that  record  that  the  majority  of  the 
court  would  have  concurred  and  would  have  held  that  the  Federal 
Government  had  succeeded  in  exempting  the  entire  property  of  the 
Union  Pacific  from  State  taxation. 

I  urge  this  matter  so  that  you  may  have  before  you  when  it  comes 
to  the  question  of  taxation  what  I  believe  is  the  undoubted  law, 
that  if  the  language  put  into  the  statute  is  sufficient  for  that  purpose 
then  under  Federal  incorporation  the  Federal  Government  clearly 
has  the  power  to  take  away  from  the  States  the  right  to  tax  all  rail- 
road property  of  all  Federal  railroad  corporations. 

I  come  now,  gentlemen,  to  the  very  interesting  question  of  securi- 
ties. By  securities  I  mean  generally  the  stocks  and  bonds,  notes,  and 
other  evidences  of  indebtedness  of  railroad  companies. 

I  predict,  gentlemen,  that  you  will  find  as  your  first  large  con- 
structive piece  of  work  to  be  done  under  this  inquiry  the  provision 
for  adequate  regulation  by  the  Federal  Government  of  the  issues  of 
the  securities  of  all  the  interstate  railroads. 

There  is  considerable  difference  of  opinion  among  the  members  of 
the  National  Association  of  Eailwa}^  Commissioners  as  to  whether 
this  action  of  the  Federal  Government  shall  be  concurrent  with  State 
action  or  whether  it  should  be  exclusive.  I  have  my  own  very  strong 
views  on  that  subject,  but  I  think  it  is  not  necessary  to  go  into  them 
at  the  present  time,  because  I  am  trying  to  address  myself  to  the  legal 
aspects  of  the  question. 

With  reference  to  control  by  the  Federal  Government  of  the  is- 
suance of  securities  of  all  railroads  engaged  to  any  extent  in  inter- 
state commerce,  I  wish  to  present  to  you  as  my  first  proposition  that 
Congress  has  the  full  power,  under  amendment  of  the  interstate  com- 
merce act.  or  by  other  legislation,  without  any  Federal  incorporation, 
of  providing  for  a  complete,  adequate,  and,  if  it  wants  to,  exclusive 
regulation  of  the  issuance  of  securities  of  all  interstate  railroads.  I 
am  happ3"  to  find  that  Judge  Thom  agrees  with  me  on  that  proposi- 
tion. In  the  hearings  which  were  held  before  the  Connnittee  on  In- 
terstate and  Foreign  Connnerce  of  the  House  of  Representatives  in 
1914,  from  February  9,  to  March  17,  1914,  Judge  Adamson  and  the 
other  members  of  the  House  committee  who  were  there  will  remember 
that  Judge  Thom  explicitly  made  the  admission  that  it  is  possible 
for  the  Federal  Government  to  enter  upon  complete  and  adequate 
regulation  of  the  securities  of  all  these  carriers  without  Federal  in- 
corporation. As  you  will  remember,  he  made  the  same  statement  the 
other  day,  so  that  we  find  Judge  Thom  in  1914  and  Judge  Thom  in 
1916  agreeing  with  my  point  of  view. 

I  furthermore  take  the  position  that  the  Federal  Government  has 
the  right  to  make  such  regulation  exclusive,  without  Federal  in- 
corporation. I  rest  with  reference  to  that  point  on  the  general  prin- 
ciple Oi  constitutional  law,  that  whenever  the  Federal  Government 
enters  into  the  field  of  interstate  commerce,  if  it  expresses  its  inten- 
tion that  its  regulation  shall  be  exclusive,  that  will  be  the  inevitable 
effect.  It  will  be  unnecessary,  I  think,  for  me  to  refer  to  the  large 
number  of  cases  which  have  established  that  proposition.     I  might 
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refer  in  passing,  without  (pioting,  to  one  or  two  typical  cases,  as 
follows: 

The  Northern  Pacific  Railway  Co.  v.  The  State  of  Washington 
(202  U.  S.,  370).  That  was  a  case  involving  a  railroad  hours-of- 
service  statute  of  the  State  of  Washington.  After  the  Federal  Gov- 
ernment enacted  its  statute  it  was  held  that  the  State  statute  would 
have  to  yield,  because  the  Federal  regulation  was  exclusive,  it  hav- 
ing entered  into  that  particular  field. 

Southern  Railroad  Co.  v.  State  Railroad  Commission  of  Indiana 
(236  U.  S.,  439),  decided  on  February  23,  1915.  In  that  case  the 
State  of  Indiana  passed  a  statute  providing  that  the  railroad  com- 
panies should  place  secure  grab  irons  and  handholds  on  the  sides  and 
ends  of  every  railroad  car.  The  Federal  Government  passed  the 
Federal  safety-appliance  act.  A  prosecution  Avas  instituted  by  the 
State  of  Indiana  under  the  State  statute.  The  railroad  made  the 
defense  that  the  Federal  Government  had  entered  into  this  field. 
and  that  it  having  entered  into  the  field,  its  power  was  exclusive 
and  the  State  statute  was  superseded.  The  Supreme  Court  upheld 
that  contention. 

In  the  second  employers'  liability  case  the  same  conclusion  was 
reached.  Without  referring  to  a  large  number  of  other  cases  estab- 
lishing the  same  principle,  I  simpl}-  w^ant  to  present  the  elemental 
proposition  that  if  the  Federal  Government  should  undertake  to 
regulate  the  issue  of  securities  by  these  interstate  carriers,  particu- 
larly if  in  its  statute  it  shows  that  it  intends  that  its  regulation 
should  be  exclusive,  the  regulation  wdll  be  exclusive  without  the  crea- 
tion of  a  Federal  corporation. 

The  argimient  which  was  presented  here  the  other  day  as  to  why 
it  was  necessary  to  have  Federal  incorporation,  bearing  in  mind  the 
■regulation  of  securities,  was  in  a  nutshell  this:  That  if  this  purpose 
is  accomplished  through  the  instrumentality  of  Federal  corporations, 
then  all  the  law^yers  w^ould  accept  it  and  there  would  be  no  litiga- 
tion: but  that  if  Congress  shoulcl  undertake  directly,  by  amendment 
of  the  interstate  commerce  act  or  otherwise,  to  regulate  these  securi- 
ties, then  there  would  be  litigation. 

It>  seems  to  me,  gentlemen,  that  that  is  an  argument  which  works 
the  other  way.  It  is  certainly  very  easy,  if  the  insterstate  commerce 
act  is  amended  so  as  to  provide  for  regulation  of  these  securities,  to 
take  a  test  case  to  the  Supreme  Court  of  the  United  States,  and  it 
should  not  take  very  long  to  decide  that  question.  On  the  other  hand 
if  you  are  going  to  undertake  to  create  Federal  corporations  you 
are  going  to  have  a  legal  fight  all  along  the  line,  greater  than  any 
legal  fight  in  which  the  railroads  of  this  country  ever  have  been 
engaged.  At  the  very  outset  we  find  Judge  Thom  differing  from 
Richard  Olney.  The  question  at  issue  was  what  shall  be  done  with 
the  shares  of  stock  of  minority  stockholders  in  the  State  corporations. 
Mr.  Olney  says,  "  condemn  them  by  the  exercise  of  the  right  of 
eminent  domain."  Mr.  Thom  says  it  is  not  necessary.  Now,  when 
you  have  here  at  the  ver}^  outset  this  fundamental  difference  between 
two  distinguished  lawyers  on  the  railroad  side  of  it,  how  are  we 
going  to  escape  litigation  if  the  Federal  incorporation  project  is 
carried  through? 

Take  the  question  of  rates;  take  the  question  of  service;  take  the 
question  of  safety;  take  even  the  question  of  securities.     There  is 
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bound  to  be  litigation  all  along  the  line.  There  will  be  litigation  oil 
the  construction  of  the  various  clauses  and  paragraphs  of  this  Federal 
incorporation  act.  It  seems  to  me  that  when  it  comes  to  the  question 
of  litigation  the  arguments  are  all  in  favor  of  the  direct  amendment 
of  the  interstate  commerce  act  to  provide  for  the  control  of  these 
securities.  So,  frankl}^,  I  can  not  see  the  force  of  that  argument. 
The  Committee  on  Interstate  and  Foreign  Commerce  of  the  House 
could  not  see  the  force  of  the  argument  either,  as  the  record  will 
show  that  Judge  Adamson  and  others  went  carefully  into  that  very 
question  and  wanted  to  find  out  why  it  was  necessary  to  have  Federal 
incorporation  when  the  same  thing  could  be  done  directlj^,  simph% 
without  this  agency  or  instrumentality,  by  a  simple  amendment  of 
the  interstate  commerce  act. 

On  the  question  of  securities,  I  simply  desire  to  make  the  point 
that  without  Federal  incorporation  the  Federal  Government  has  the 
power,  by  direct  amendment  of  the  interstate  commerce  act  or  by  the 
passage  of  another  statute,  to  provide  not  merely  for  adequate,  but 
for  exclusive  control  over  the  securities  of  these  carriers,  if  Congress 
is  so  minded. 

The  next  general  heading  to  which  I  will  address  myself  just  a 
moment  we  may  call  "  Service,  equipment,  and  facilities."  This  head 
includes  a  large  number  of  matters  which,  at  the  present  time,  are 
regulated  by  the  States,  and  efficiently  regulated — the  quality  and 
adequacy  of  the  service ;  the  adequacy  of  equipment,  freight  and  pas- 
senger; the  construction,  heating,  lighting,  and  sanitation  of  rail- 
road stations  and  other  buildings;  the  number  and  the  stopping  of 
trains ;  the  supply  of  cars  and  the  time  for  supplying  them ;  the  con- 
struction of  spur  tracks ;  and  the  construction  of  connections  between 
various  railroads.  With  reference  to  all  these  matters,  and  others, 
which  we  m.a,j  group  under  the  general  head  of  "  Service,  equipment, 
and  facilities,"  it  follows  if  the  Federal  Government  can  take  the 
power  of  controlling  rates  away  from  the  States  by  Federal  incor- 
poration it  can  do  the  same  thing  in  reference  to  service,  equipment, 
or  facilities. 

I  take  it  that  no  authorities  are  necessary  on  that  point.  It  seems 
to  be  elemental. 

Another  group  of  powers  now  exercised  by  the  States,  of  consider- 
able importance  to  them,  may  be  classed  under  the  general  head  of 
"  Safety."  If  I  may  illustrate  by  our  own  work  in  California  along 
this  line,  we  investigate  all  railroad  accidents  and  take  steps  to  pre- 
vent such  accidents  in  the  future.  We  establish  for  the  smaller  rail- 
roads, which  do  not  always  have  trained  and  efficient  men,  operating 
rules,  so  that  the  operations  of  the  railroads  may  be  conducted  with 
greater  safety,  and  we  have  established  such  rules  for  all  the  smaller 
railroads  of  the  State.  We  have  made  provision  for  eliminating 
danger  from  horizontal  clearances  and  from  vertical  clearances,  and 
we  are  carrying  our  general  order  in  that  regard  into  effect  on  various 
roads  of  the  State.  We  have  gone  over  block  and  various  other  sig- 
nals and  are  now  taking  up  that  matter  with  some  of  the  railroads. 

I  Avill  say  that  in  California  we  do  not  have  any  trouble  with  the 
railroads.  When  any  question  comes  up  we  get  around  a  table:  we 
deal  with  each  other  in  perfect  frankness;  they  do  not  bear  false 
Avitness  against  us,  and  we  make  no  false  charges  against  them,  and 
we  get  along  very  well.    So  many  of  these  matters  which  might  lead 
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to  litigation  in  case  the  railroads  did  not  have  a  frank  and  public 
spirit  are  soh'od  easily  and  readily  in  our  State,  as  in  man}-  other 
States  in  the  Union. 

We  have  control  over  interlocking  devices,  and  quite  a  number  of 
these  have  been  installed  under  our  general  regulations.  We  also 
have  control  over  the  condition  of  equipment  and  the  manning  of 
equipment. 

Xow  comes  the  tremendously  important  question  of  grade  cross- 
ings. It  is  provided  in  California  that  no  railroad  may  run  its  track 
over  a  railroad  or  highway,  and  no  railroad  or  highway  may  be  con- 
structed over  a  railroad  track  until  the  commission's  consent  has  first 
been  secured.  We  also  have  control  over  the  matter  of  the  elimina- 
tion of  grade  crossings.  At  the  present  time  we  are  engaged  in  a 
State-wide  investigation  in  every  county  of  the  State,  conducted  by 
our  engineers,  in  company  with  the  railroad  engineers,  examining  all 
the  railroad  grade  crossings.  Where  dangerous  obstacles  exist  they 
will  be  removed.  The  most  dangerous  of  the  grade  crossings  will  be 
eliminated  and  separation  of  grades  will  be  instituted,  the  expense 
being  borne  partly  by  the  railroads  and  partly  by  the  public. 

I  could  refer  to  a  large  number  of  other  matters  under  this  general 
head  of  "  Safety."  My  point  with  reference  to  Federal  incorporation 
is  that  if  appropriate  language  is  inserted  in  the  general  statute  pro- 
viding for  Federal  incorporation  or  in  the  special  charters  the  States 
will  be  relieved  from  all  this  power  with  reference  to  safety. 

I  come  next  to  a  very  interesting  group  of  powers,  which  we  may 
class  under  the  general  head  of  "  Police  powders."  I  find  that  among 
lawyers  there  is  quite  a  prevalent  view  to  the  effect  that  whatever  the 
Federal  Government  may  do  as  to  other  matters  under  the  commerce 
clause,  it  can  not  touch  the  local  police  regulations  of  the  States.  In 
view  of  that  rather  prevalent  opinion,  which  I  have  been  somewhat 
surprised  to  find  among  a  number  of  well-informed  lawyers,  I  have 
gone  into  the  matter  a  little  in  detail. 

One  always  gets  into  difficulties  when  he  tries  to  define  police 
power,  and  I  am  not  going  to  try  to  do  so.  On  the  one  hand  is  the 
broad  police  poAver,  under  which  all  public  utilities  can  be  regu- 
lated, and,  on  the  other  hand,  are  what  are  known  as  police  regula- 
tions. In  referring  to  police  regulations  I  have  in  mind  matters 
affecting  the  safety,  health,  and  morals  of  the  public.  The  opinion 
is  quite  prevalent  that  the  Federal  Government  can  not  enact  regula- 
tions which  will  affect  matters  of  safety,  health,  and  morals  of  the 
people  of  the  various  States.  That  matter  has  come  before  the 
Supreme  Court,  and  the  Supreme  Court  has  decided  against  that 
contention.  The  leading  case,  I  think,  on  that  point  is  Hoke  and 
Economides  v.  United  States.  That  is  the  Avhite-slave  case,  and  will 
be  found  in  227  United  States,  308.  In  that  case,  as  you  will  find  on 
page  221,  this'contention  was  made : 

Plaintiffs  in  error  admit  that  tlie  States  may  control  the  immoralities:  of  its 
citizens.  Indeed,  this  is  their  chief  insistence,  and  they  especially  condemn  the 
act  under  review  as  a  subterfuge  and  an  attempt  to  interfere  with  the  police 
power  of  the  States  to  regulate  the  morals  of  their  citizens,  and  assert  that  it  is 
in  consequence  an  invasion  of  the  reserved  powers  of  the  States. 

The  court,  speaking  through  Mr.  Justice  McKenna,  says: 

There  is  unquestionably  a  control  in  the  States  over  the  morals  of  their 
citizens,  and.  it  may  be  admitted,  it  extends  to  making  prostitution  a  crime. 
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It  is  a  control,  however,  which  can  be  exercised  only  within  the  jurisdiction 
of  the  States,  but  there  is  a  domain  which  the  States  can  not  reach  and  over 
which  Congress  alone  has  power ;  and  if  such  power  be  exerted  to  control 
what  the  States  can  not  it  is  an  argument  for,  not  against,  its  legality.  Its 
exertion  does  not  encroach  upon  the  jurisdiction  of  the  States.  We  have  cited 
examples;  others  may  be  adduced.  The  pure  food  and  drugs  act  (June  80, 
1906,  34  Stat.,  768,  ch.  3915)  is  a  conspicuous  instance.  In  all  of  the  instances 
a  clash  of  national  legislation  with  the  power  of  the  States  was  urged,  and  in 
all  rejected. 

So  the  Supreme  Court  here  clearly  holds  that  if  the  Federal  Gov- 
ernment, acting  under  the  commerce  clause,  enacts  legislation  which 
touches  these  police  regulations,  then  the  power  of  the  Federal  Gov- 
ernment is  exclusive  and  the  States  have  lost  control. 

Mr.  Adamsox.  Mr.  Chairman,  House  Members  of  this  committee 
will  be  compelled  to  be  at  the  House  at  12  o'clock.  We  have  barely 
time  now  to  reach  the  House  for  the  opening. 

The  Chairman.  How  much  longer  will  it  take  you  to  conclude 
your  argument,  Mr.  Thelen  ? 

Mr.  Thelen.  I  am  afraid  it  will  take  at  least  a  day  longer,  Mr. 
Chairman. 

Mr.  Adamson.  I  move  we  do  now  adjourn. 

(The  motion  was  agreed  to,  and  thereupon,  at  11.50  o'clock  a.  m., 
the  committee  adjourned  until  to-morrow,  Thursday,  December  7, 
1916,  at  10  o'clock  a.  m.) 
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THURSDAY,  DECEMBER  7,   1916. 

United  States  Senate, 
Joint  Si  bcommittee  on  Interstate  Commerce, 

Room  326  Senate  Office  Buildino, 

Washington^  D.  C. 
Tlie  joint  siil)committee  met  at  10  o'clock  a.  m.,  pursuant  to  ad- 
joiirnnuMit,  Senator  Francis  G.  Newlands  presiding;  also  Vice  Chair- 
man AVilliam  C.  xVdamson. 

The  Chairman,  The  subcommittee  will  come  to  order.  Mr.  Bryan, 
will  you  proceed? 

STATEMENT  OF  HON.   WILLIAM   JENNINGS  BRYAN. 

Mr.  Bryan.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
reason  for  coming  here  is  that  the  proposition  which  you  have  before 
you  seems  to  me  to  be  of  so  great  importance,  in  fact,  so  revolutionary 
in  character,  that,  as  one  interested  in  all  things  that  affect  the  Gov- 
ernment and  people,  I  feel  it  my  duty  to  present  very  briefly  what 
might  be  called  the  other  side  from  the  side  that  has  been  presented, 
as  I  have  read  it  in  the  papers. 

The  first  question  to  be  decided  is  whether  we  need  more  stringent 
railroad  regidations.  and  according  to  the  decision  of  that  question 
will  be  the  decision  of  the  other  questions  involved.  If  we  want 
less  restriction,  I  know  no  better  plan  of  securing  it  than  the  transfer 
of  all  regulation  to  Washington.  The  issue,  as  I  understand  it,  is 
whether  "the  Federal  Government  should  take  exclusive  regulation 
of  railroads,  not  only  as  to  interstate  commerce  but  as  to  intrastate 
commerce  as  well.  The  transfer  of  this  power  to  Washington— that 
is,  the  giving  of  the  Federal  Government  exclusive  control — is,  in 
my  judgment,  objectionable  for  several  reasons,  if  what  we  desire  is 
more  stringent  regulation.  It  seems  to  me  inevitable  that  such  a 
change  would  very  much  weaken  the  regulation  of  railroads  for  two 
reasons:  In  the  first  place,  it  would  bring  such  a  burden  upon  the 
people  in  charge  of  regulation  at  Washington  that  they  would  be 
overwhelmed  and  would  find  it  physically  impossible  to  go  into  the 
whole  subject  and  understand  the  details.  I  may  add  that  I  woulcl 
like  to  introduce  and  make  part  of  my  testimony,  if  you  call  it  testi- 
mony, a  speech  made  by  Dr.  Clifford  Thorne,  chairman  of  the  State 
Board  of  Eailroad  Commissioners  of  Iowa,  and  president  of  the 
National  Association  of  Railway  Commissioners.  This  is  an  ex- 
tract from  his  address  which  is  described  as  the  "  President's  address 
at  the  twenty-seventh  annual  convention  of  the  National  Asso- 
ciation of  Railway  Commissioners,  San  Francisco,  October  12,  1915." 
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The  Chairman.  If  you  will  hand  the  speech  to  the  reporter,  it  will 
be  included  in  the  record. 

(Tlie  paper  referred  to  is  here  printed  in  full,  as  follows :) 

THE    GKEAT    AMERICAN    EXPERIMENT. 

We  are  on  tlie  eve  of  another  struggle  for  party  supremacy.  The  birth  and 
death  of  political  parties  are  intensely  dramatic  and  interesting;  but,  at  the 
most,  parties  are  only  temporary  things.  Our  form  of  government  is  of  far 
greater  consequence;  it  has  outlived  and  will  outlive  hundreds  of  brilliant 
leaders  and  many  great  political  parties.  Its  creation  was,  and  its  change  will 
be,  a  news  item  of  the  centuries. 

For  several  years  there  has  been  gradually  developing  in  this  country  a  senti- 
ment in  favor  of  wiping  out  State  lines.  An  agitation,  partly  spontaneous  and 
partly  inspired  by  interested  persons,  has  been  carried  on  to  support  a  change 
in  the  trend  of  our  judicial  decisions  relative  to  the  powers  of  a  State  to  regu- 
late business.     This  is  reflected  in  speeches,  magazine  articles,  and  books. 

It  is  now  vigorously  claimed  that  the  time  has  arrived  for  the  practical  abo- 
lition of  all  State  regulation.  This  thought  has  permeated  the  minds  of  some 
of  our  ablest  leaders.  Such  a  change  in  the  American  plan  of  government 
would  be  of  stupendous  importance. 

It  is  probably  safe  to  say  that  not  since  the  Civil  War  has  this  question  of  the 
relative  rights  and  functions  of  State  and  National  Governments  commanded 
such  widespread  consideration  as  during  the  past  few  years. 

The  issues  of  to-day  again  concern  vast  property  interests.  The  rights  of 
railroads,  exi)ress  companies,  telegraph,  telephone,  and  other  public-service  cor- 
porations, as  well  as  many  huge  industrials,  the  rights  of  shippers,  producers, 
and  consumers,  and  the  future  policies  of  State  and  Nation  on  many  grave 
questions  of  business  are  vitally  concerned. 

Shall  we  proceed  as  rapidly  as  possible  to  eliminate  State  government  from 
our  commercial  life? 

Judge  Sanborn,  as  a  circuit  .judge,  in  the  spring  of  1911,  rendered  a  decision 
en.joining  the  enforcement  of  certain  orders  made  by  the  Minnesota  Railroad 
&  Warehouse  Commission.  During  the  past  50  years  there  have  been  many 
orders  of  Federal  courts  sustaining  and  enjoining  orders  made  by  State  author- 
ities, but  none  of  these  have  commanded  the  Nation-wide  consideration  following 
that  decision. 

The  decision  by  Judge  Sanborn  occasioned  the  railroad  commissions  of  eight 
sister  States,  having  70  similar  cases  pending  in  the  Federal  courts  involving 
precisely  the  same  issues,  to  file  a  brief  with  the  Supreme  Court  as  amici  curiae, 
opposing  the  doctrine  he  announced.  This  action  was  later  unanimously 
indorsed  at  a  representative  gathering  of  30  State  railroad  commissions  in  their 
annual  convention  at  Washington,  D.  C. 

After  the  railroad  commissions  had  determined  to  file  a  brief  and  argument 
against  the  doctrine  announced  by  Sanborn,  the  governors  at  their  national  con- 
vention unaimously  agreed  upon  a  similar  action.  Finally,  the  Federal  Govern- 
ment, through  the  Attorney  General  of  the  United  States,  filed  a  brief  opposed 
to  the  positions  taken  by  the  governors  and  railroad  conunissions  of  the  various 
States.  Perhaps  never  before  in  the  history  of  the  T'nited  States  has  any  case 
called  forth  such  an  array  of  briefs  and  arguments  from  the  various  depart- 
ments of  the  State  and  National  Governments. 

The  Minnesota  rate  case  will  probably  take  rank  as  one  of  the  great  legal 
contests  of  the  present  generation.  The  decision  of  the  Supreme  Court  of  the 
United  States  reversing  Judge  Sanborn,  of  the  lower  Federal  court,  brought 
into  issue  the  whole  subject  of  the  relative  functions  of  State  and  Nation  in 
our  scheme  of  .government  as  applied  to  the  commercial  affairs  of  the  country. 
It  focused  attention  for  the  moment  on  the  wisdom  of  our  American  plan  of 
dual  government. 

The  Supreme  Court  refused  to  decide  the  real  issue  that  the  public  had  under 
consideration  at  the  time.  The  court  said  that  the  question  as  to  whether 
Federal  regulation  of  commerce  shall  supplant  State  regulation  is  not  a  ques- 
tion for  the  judiciary  to  determine ;  it  is  legislative  and  not  judicial  in  char- 
acter. The  contest  was  thereby  transferred  from  the  court  room  to  the  Halls 
of  Congress.  It  now  becomes  not  a  question  of  precedence  or  of  statute  but  one 
of  expediency — of  wisdom. 
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Since  that  (U'cision  ;i  iiiovt'iiu'iit  lias  ])ven  ^iradiially  iiiau^iuratod  throiitiliout 
11k>  Natidu  Idokinji'  towai'd  the  eliinination  of  State  ref.'uhition  of  commerce. 

Let  us  pause  a  few  moments  and  carefully  weijrh  the  wisdom  of  this  dual 
system  or  Federal  iilan. 

is    STATE  REGULATIOX    WORTH    PUESEKVIiNG? 

You  may  start  with  this  premise:  Within  the  next  25  years  substantially 
all  our  commercial  affairs  will  l)e  carried  on  by  companies  doinj?  both  State 
and  interstate  business.  What  is  good  for  railroads  will  be  good  for  others. 
Shall  we  abandon  our  State  governments,  so  far  as  the  regulation  of  business 
is  concerned?  Here  is  an  issue  which  strikes  at  fundamentals — which  has  to 
do  with  the  nietliod  of  government. 

In  striving  after  tlie  new  we  frequently  fail  to  realize  the  intrinsic  value 
of  the  old.  Let  us  consider  a  few  of  the  I'easons  justifying  this  Federal 
plan  or  dual  form  of  regulation,  which  contemplates  both  a  centralized  gov- 
erning power  and  State  regulation. 

It  is  true  that  our  Constitution  in  many  respects  was  a  compromise,  the  crea- 
tion of  circumstances.  The  different  Colonies  were  loath  to  yield  up  any  of 
their  powers.  Hamilton  fought  vigorously  for  a  strong  National  Government. 
In  those  days  much  fear  prevailed  that  we  might  have  too  loose  a  central  Gov- 
ernment. Statesmen  of  that  and  succeeding  periods  were  profoundly  concerned 
over  this  prol)lem.  Marshall,  on  the  Supreme  Bench,  became  the  chief  instru- 
ment in  cementing  the  national  character  of  our  Government. 

However,  it  is  a  gross  mistake  to  imagine  that  the  jealousy  among  rival 
States  was  the  sole  cause  for  limiting  the  powers  of  the  central  Government. 
There  existed  among  the  framers  of  our  Con.stitution,  entirely  independent 
of  any  compromise  as  to  the  rights  of  rival  States,  a  deep-seated  conviction 
that  a  Federal  Government  composed  of  several  States  retaining  large  juris- 
diction was  far  preferable  to  a  strong  centralized  Government.  This  is  evi- 
denced by  the  recorded  discussions  of  that  day.  Here  was  a  question  not 
of  State  rights  but  of  expediency,  of  wise  government.  This  purpose  or  intent 
in  their  minds  was  reflected  in  the  Constitution  which  they  drafted. 

One  whose  writings  inspired  much  of  the  thought  of  that  time  was  Rousseau. 
His  '•  Contrat  social  "  became  a  standard  textbook  for  the  makers  of  govern- 
ment of  those  days.    In  this  work  Rousseau  stated : 

As  ujiture  has  set  limits  to  the  stature  of  a  properly  formed  man,  outside 
which  it  produces  only  giants  and  dwarfs,  so  likewise,  with  regard  to  the 
best  constitution  of  a  State,  there  are  limits  to  its  possible  extent,  so  that  it 
may  be  neither  too  great  to  enable  it  to  be  well  governed  nor  too  small  to 
enable  it  to  maintain  itself  single  handed.  There  is  in  every  body  politic  a 
maxinnun  of  force  which  it  can  not  exceed  and  which  is  often  diminished  as 
the  State  is  aggrandized.  The  more  the  .social  bond  is  extended  the  more  it 
is  weakened,  and  in  general  a  small  State  is  proportionally  stronger  than  a 
large  one. 

"A  thousand  reasons  demonstrate  the  truth  of  this  maxim.  In  the  first  place, 
administration  becomes  more  dithcult  at  great  distances,  as  weight  becomes 
heavier  at  the  end  of  a  longer  lever  *  *  *  The  same  laws  can  not  be  suit- 
able to  so  many  different  Provinces,  which  have  different  customs  and  diiTerent 
climates  and  can  not  tolerate  the  same  form  of  government  *  *  *.  The 
chiefs,  overwhelmed  with  business,  see  nothing  themselves  ;  clerks  rule  the  State. 
In  a  word,  the  measures  that  must  be  taken  to  maintain  the  general  authority, 
which  so  many  officers  at  a  distance  wish  to  evade  or  impose  upon,  absorb  all 
the  public  attention;  no  regard  for  the  welfare  or  the  people  remains,  and 
scarcely  any  for  their  defense  in  time  of  need,  and  thus  a  body  too  huge  for  its 
constitution  sinks  and  perishes,  crushed  by  its  own  weight." 

There  is  much  truth  well  stated  in  the  foregoing  sentences.  It  is  quite  evi- 
dent, however,  that  Rousseau  had  not  realized  the  full  possibilities  of  the  fed- 
eral plan  of  government,-  as  worked  out  in  America,  whereby  the  advantages  of 
intelligent,  efficient  local  home  rule  and  the  large  empire,  compelling  respect,  are 
combined  into  one  whole.  It  is  this  combination,  this  federated  cooperative  plan 
which  is  the  distinguishing  feature  of  the  American  Constitution. 

From  the  earliest  records  we  learn  that  men  have  always  been  seeking  for 
some  form  of  government  whicli  would  come  close  to  the  life  and  tliought  of 
the  average  man,  which  would  keep  in  close  touch  with  the  progress  of  business 
and  social  life  and  at  the  same  time  be  large  and  strong  enough  to  keep  peace 
at  home  and  abroad.     Powerful  centralized  governments  or  innumerable  small 
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principalities  have  been  common.  There  seems  to  be  an  inevitable  tendency  for 
a  government  either  to  fall  to  pieces  or  to  gravitate  into  a  strong,  centralized 
domineering  power. 

What  is  the  fundamental  characteristic  of  our  Government  which  distin- 
guishes it  from  all  others  preceding  ours?  It  is  not  the  republican  idea  of  gov- 
ernment, for  the  world  base  seen  many  republics.  It  is  not  the  formation  of  a 
large  empire,  for  there  have  been  larger.  It  is  the  creation  of  a  nation  large 
and  strong  enough  to  assert  its  independence  among  the  world  powers  and  to 
compel  respect  from  others  and  obedience  and  order  at  home,  at  the  same  time 
combined  with  a  form  of  government  securing  real,  tangible  home  rule  to  the 
various  independent  sovereignties  making  up  that  nation.  The  delicate  bal- 
ance between  the  central  and  local  authorities  in  America  was  a  novelty  among 
the  nations  up  to  the  end  of  the  eighteenth  century.  This  was  not  the  fruition 
of  any  one  man's  reasoning,  but  largely  the  resiilt  of  circumstances ;  however,  a 
most  happy  result,  which  has  surpassed  the  expectations  of  those  who  conceived 
the  plan.    The  builders  wrought  better  than  they  knew. 

For  many  years  our  Government  was  referred  to  among  political  circles  in 
Europe  as  "  the  great  American  experiment."  They  said  it  would  be  impossible 
for  this  Nation  to  live  without  developing  Into  a  strong  central  form  of  gov- 
ernment, gradually  wiping  out  of  existence  all  separate  State  sovereignties,  or 
else  we  would  become  split  up  into  a  number  of  distinct  nations.  Their  words 
seem  almost  prophetic.  The  tendency  to  swing  from  one  extreme  to  the  other 
has  been  very  pronounced  in  our  history.  The  movement  toward  the  creation 
of  a  large  number  of  separate  nations  culminated  in  the  Civil  War.  The  result 
of  that  costly  struggle  put  the  stamp  of  success  upon  "  the  great  American 
experiment." 

When  the  success  of  this  novelty  in  statecraft  became  assured,  the  basic  fea- 
tures of  the  plan  were  followed  by  other  countries.  England  has  been  forced  to 
abandon  the  strong  centralized  form  of  government  for  her  large  Empire  and 
to  substitute  the  federal  principle  in  most  of  her  colonies.  It  is  now  being 
seriously  proposed  to  go  a  step  further  and  to  break  up  the  small  island  itself 
into  a  number  of  separate  sovereignties.  A  metropolitan  daily  a  few  years  ago 
contained  the  following  dispatch : 

"  The  first  lord  of  the  admiralty  to-day  advocated  a  change  in  government 
whereby  England  would  have  a  number  of  parliaments,  on  a  plan  similar  to 
the  State  legislative  system  of  the  United  States. 

"  Mr.  Churchill  outlined  a  system  of  federation  for  Great  Britain.  He  said 
England  alone  was  too  large  for  a  single  parliament,  which  would  be  strong 
as  an  imperial  parliament,  and  conflict  of  opinion  would  be  disastrous. 

"He  suggested  that  England  should  be  broken  up  into  Provinces,  such  as 
Lancashire.  Yorkshire,  Midlands,  and  London,  and  pointed  out  that  the  United 
States  conducted  its  business  through  a  larger  number  of  parliaments  in  pro- 
portion to  population  than  if  there  were  10  or  12  parliaments  in  the  United 
Kingdom. 

"  '  The  British  Government,'  said  the  first  lord  of  the  admiralty,  '  intended 
Irish  home  rule  to  be  the  forerunner  of  a  genuine  system  of  self-government  ia 
all  four  countries  of  the  Kingdom.'  " 

Germany  and  other  nations  followed  our  example  during  the  past  century. 

In  the  early  part  of  the  nineteenth  century  Tocqueville  stated,  as  to  our 
Constitution : 

"  This  Constitution,  which  may  at  first  be  confounded  with  federal  constitu- 
tions that  have  preceded  it,  rests  in  truth  upon  a  wholly  novel  theory,  which 
may  be  considered  a  great  discovery  in  modern  political  science." 

In  the  latter  part  of  the  nineteenth  century  the  eminent  statesman,  Glad- 
stone, described  this  American  plan  of  government  as  "  the  most  wonderful 
work  ever  struck  off:  at  a  given  time  by  the  brain  and  purpose  of  man." 

Now.  in  its  heyday  of  prosperity,  when  its  success  has  been  proven  and  is 
acknowledged  on  all  sides,  it  is  proposed  to  gradually  destroy  the  chief  feature 
of  the  American  plan.  That  which  renders  the  United  States  unique  in  all 
history  is  the  organization  of  a  vast  empire  in  territory  and  population,  so  as 
to  preserve  the  largest  possible  home  rule  to  the  various  parts  of  the  Nation. 
In  the  name  of  a  new  nationalism  it  is  now  proposed  to  eliminate  this  basic 
chariicteristic  of  our  Government. 

The  fact  is  that  men  of  the  eighteenth  century  clearly  anticipated  just  such 
situations  as  are  here  presented  in  the  attempt  to  take  away  powers  from  the 
several  Sates,  powers  which  were  undoubtedly  intended  at  the  beginning  and 
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which  have  been  thoroughly  established,  exercised  by  many  States,  and  recog- 
nized by  all  courts  for  a  generation.  Jefferson's  autobiography  contains  the 
following  remarkable  passages: 

"  I  deem  it  indispensable  to  the  continuance  of  this  Government  that  they 
(our  judges)  should  be  submitted  to  some  practical  and  impartial  control;  and 
that  this,  to  be  imparted,  must  be  compounded  of  a  mixture  of  State  and 
Federal  authorities. 

"  It  is  not  enough  that  honest  men  are  appointed  judges.  All  know  the  influ- 
ence of  interest  on  the  mind  of  man,  and  how  unconsciously  hi.s  judgment  is 
warped  by  that  intluence.  To  this  bias  add  that  of  the  esprit  de  corps,  of  their 
peculiar  maxim  and  creed,  that  "  it  is  the  ollice  of  a  good  judge  to  enlarge  his 
jurisdiction,'  and  the  absence  of  responsiliility ;  and  how  much  can  we  expect 
in  impartial  decision  between  the  General  Government,  of  which  they  are  them- 
selves so  eminent  a  part,  and  an  individual  State,  from  which  they  have 
nothing  to  hope  or  fear?  We  have  seen,  too,  that,  contrary  to  all  correct  ex- 
ample, they  are  in  the  habit  of  going  out  of  the  question  before  them,  to  throw 
an  anchor  ahead,  and  grapple  further  hold  for  future  advances  of  power. 
They  are,  then,  in  fact,  the  corps  of  sappers  and  miners  steadily  working  to 
undermine  the  independent  rights  of  the  States  and  to  consolidate  all  power 
in  the  hands  of  that  Government  in  which  they  have  been  so  important  a  free- 
hold estate.  But  it  is  not  by  the  consolidation  or  concentraion  of  powers  but 
by  their  distribution  that  good  government  is  effected.  Were  not  this  great 
counti\v  already  divided  into  States,  that  division  must  be  made  that  each  might 
do  for  itself  what  concerns  itself  directly,  and  what  it  can  so  much  better  do 
than  a  distant  authority."  (Extract  from  the  autobiography  of  Thomas  Jeffer- 
son, p.  81,  vol.  1,  of  the  writings  of  Thomas  JeftVrson,  published  by  Tavlor  & 
Maury,  Washington,  D.  C,  1853.) 

Mr.  Jefferson,  in  his  first  inaugural  address,  summarized  what  he  termed 
"  the  essential  principles  of  our  Government,"  and  amongst  the  first  of  these  he 
placed :  "  The  support  of  the  State  governments  in  all  their  rights  as  the  most 
competent  administrations  for  our  domestic  concerns  and  the  surest  bulwarks 
against  antirepublican  tendencies." 

If  the  National  Government  is  permitted  to  gradually  absorb  those  functions 
formerly  exercised  by  the  States  it  will  only  be  a  question  of  time  until  some 
great  evil  will  demand  some  great  remedy.  Agitation  will  follow  agitation. 
There  will  be  no  opportunity  to  try  out  the  new  proposal ;  the  Nation  as  a 
whole  must  adopt  it  or  reject  it.  Those  will  be  trying  times,  when  the  fore- 
sight of  the  best  of  us  will  differ  and  the  future  of  this  American  system  will 
be  at  stake. 

It  would  be  wise  for  us  to  weigh  well  the  advantages  of  that  which  we  have 
before  exchanging  it  for  that  which  we  have  not. 

We  believe  the  Federal  plan  as  conceived  by  our  fathers  is  better  than  the 
new  nationalism.  We  believe  the  States  are  a  distinct  factor  in  our  scheme  of 
Government.  There  is  a  function  for  the  National  Government  to  exercise  and 
there  is  a  function  for  the  State.  This  Federal  plan  is  a  sort  of  safety  valve 
against  political  and  industrial  revolution,  and  it  is  the  greatest  ever  devised 
by  the  makers  of  government.  New  ideas  are  tried  out  in  a  few  States  before 
they  are  adopted  in  others  or  by  the  Nation. 

The  State  government  is  far  closer  to  the  local  needs  and  demands  of  traffic 
conditions  than  is  the  National  Government. 

Practically  every  important  advance  step  in  the  regulation  of  railroads,  cor- 
porations, and  the  great  consolidations  of  our  generation  has  originated  with 
the  States. 

The  first  legislative  acts  to  regulate  the  business  of  our  railway  companies 
were  passed  by  a  few  Middle  Western  States.  This  occurred  in  the  early 
seventies,  many  years  before  the  Federal  Government  ever  took  a  similar  step. 

At  first  these  commissions  were  largely  figureheads,  but  several  States  pro- 
vided for  commissions  with  full  power  to  fix  maxinuim  rates  during  and  prior 
to  the  year  1887.  It  was  not  until  19  years  later  that  the  Federal  Government 
gave  the  Interstate  Commerce  Commission  actual  power  to  fix  maximum  rates. 

It  was  in  the  nineties  that  the  Supreme  Court  stated  that  the  fair  value  of 
the  properties  devoted  to  the  public  service  should  be  the  basis  of  all  computa- 
tions relative  to  reasonable  rat^s,  and  it  was  in  the  nineties  that  one  of  the 
States  made  a  valuation  of  her  railway  properties.  Since  then  20  different 
States  have  valued  one  or  more  railroads.  It  has  now  been  more  than  a  decade 
since  the  Interstate  Commerce  Commission  first  asked  Congress  for  facilities 
to  make  a  valuation  of  railway  properties  in  this  country.     Year  after  year 
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they  petitioned  for  this,  and  their  efforts  were  entirely  in  vain  until  March  1, 
1913. 

Each  important  step  of  progress  along  these  lines  has  been  initiated  in  the 
States.  No  one  except  the  ignorant  or  he  who  is  not  in  his  right  mind  will 
claim  that  we  have  solved  these  problems  concerning  the  regulation  of  rail- 
roads. We  are  only  at  the  threshold  of  this  subject,  pioneers  along  the  edges. 
Now,  at  this  stage  is  it  wise  to  cut  off  that  which  experience  has  demonstrated 
to  be  the  principal  source  of  progress? 

There  is  a  natural  reason  why  the  States  have  always  acted  first  and  will 
continue  to  do  so  in  the  future.  It  is  easier  for  a  small  group  of  men  of 
moderate  means,  realizing  the  value  and  force  of  a  new  line  of  action,  to  com- 
mand the  attention  and  consideration  of  a  State.  In  order  to  secure  the  serious 
consideration  of  the  same  thing  by  a  great  nation  it  takes  many  years  of  agita- 
tion and  large  sums  of  money ;  indeed,  it  is  doubtful  if  a  nation  scattered 
across  a  continent  like  ours  would  ever  have  taken  many  of  these  steps  for 
generations  to  come  had  it  not  been  because  they  proved  practical  and  effective 
when  tried  in  different  States.  It  is  only  the  rich,  the  extremely  powerful,  who 
are  able  to  start  out  and  persuade  the  Nation  along  a  given  line  of  policy;  but 
if  one  State  adopts  it,  and  it  proves  to  be  wise,  then  another  State  adopts  it, 
and  then  auotber  State,  and  finally  it  grows  until  the  Natiou  dopts  it.  That  is 
the  natural  result  of  our  method  or  system  of  government. 

These  facts  are  true  not  only  as  applied  to  railroads.  AVe  aboli-shed  slavery 
in  the  various  States  long  before  we  did  in  the  Nation. 

We  have  had  efficient  temperance  legislation  in  the  States  long  before  any 
substantial  steps  have  been  taken  by  the  Nation.  We  had  pure-food  acts  in 
the  States  long  before  the  Nation  acted. 

As  one  State  after  another  finds  the  action  of  their  neighboring  Common- 
wealth to  be  wise  and  good,  they  have  followed  her  and  adopted  similar  provi- 
sions. In  this  way  progress  or  reform  is  gradually  brought  about  in  the  Na- 
tion as  a  whole.  The  States  form  a  sort  of  experiment  station,  and  where  they 
have  gone  wrong  the  courts  are  quick  to  check  them,  or  there  is  developed  a 
tremendous  public  sentiment  in  the  country  as  a  whole  which  quietly  destroys 
that  which  is  not  ^^^se. 

It  is  no  reflection  on  State  commissions  that  they  should  have  been  reversed 
occasionally:  they  have  been  blazing  the  wny.  In  the  matter  of  the  regulation 
of  railroad  rates  these  carriers  can  have  little  to  complain  about  as  to  the 
different  States.  The  records  show  that  the  Interstate  Commerce  Commission 
has  been  reversed  by  the  courts  on  railroad  questions  as  often  as  all  the  State 
commissions  put  together.  Where  mistakes  have  been  made  the  companies 
have  had  ready  access  to  the  Federal  courts.  So  long  as  this  continues  the 
railroad  companies  have  nothing  to  fear.  Upon  the  other  hand,  they  have 
much  to  hope  for  if  they  can  succeed  in  destroying  the  State  regulation  of  rates. 

In  view  of  the  remarkable  history  of  the  origin  of  these  movements,  it  is 
little  wonder  that  the  carriers  are  extremely  solicitous  in  their  efforts  to  pre- 
vent and  to  remove  the  possibility  of  further  advance  steps  in  the  different 
States. 

This  novelty  in  statecraft,  this  Federal  Government  of  ours,  which  combines 
the  strong  central  government  with  local  self-government  into  one  whole,  has 
some  elements  of  value  and  strength  never  dreamed  of,  perhaps,  by  those  who 
worked  out  the  details  in  the  latter  years  of  the  eighteenth  century.  It  is 
precisely  this  local  self-government  which  keeps  regulation  close  down  to  the 
needs  and  demands  of  different  localities  and  different  States. 

It  has  been  said  that  the  railroad  business  is  so  complicated.  State  business 
is  so  closely  interlaced  with  interstate  business,  and  the  detail  of  the  costs, 
rates,  earnings,  values,  and  the  phy.sical  handling  of  the  traffic  are  so  inter- 
woven and  connected  together  that  it  is  an  impossibility  to  make  any  separation. 
Therefore  it  is  claimed  that  this  business  is  of  such  a  national  character  that 
it  requires  a  single  national  tribmial  to  regulate  it.  An  extract  from  a  recent 
report  of  Special  Master  W.  S.  Thorington,  sitting  in  the  Central  of  Georgia 
and  Western  Railway  of  Alabama  rate  hearings,  is  in  point  on  this  separation 
between  local  and  interstate  business.     He  stated  :  M 

"  The  vice  of  such  a  claim  consists  in  the  assumption  of  the  unity  and  in-  ■ 
separableness  in  all  cases  of  the  two  classes  of  traffic. 

"  That  such  a  separation  is  difficult  or  not  possible  with  the  exactness  of 
mathematical  certitude  is  very  generally  admitted,  but  it  would  be  a  startling 
canon  of  construction  that  a  State  is  to  be  deprived  of  a  right  so  vital  because 
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of  diflicultles  in  tlie  way  of  its  oxercise  wlieii  siicli  a  lu-iiiciplc  Iijis  never  been 
applied  to  tlie  individuals  seeking  to  enforce  oi-dinnry  rights  in  the  courts." 

One  sentence  will  contain  an  answer  to  claims  of  this  character,  that  it  is 
dillicult  to  separate  the  expenses  on  h)cal  and  through  hauls: 

Even  after  you  have  removed  the  State  lines  the  problem  of  reasonable  local 
rates  still  remains. 

Tlie  longer  the  hauls  and  the  higher  the  rates  the  better  It  is  for  the  stock- 
holders in  railway  companies,  l^pon  the  other  hand,  it  is  to  the  interest  of 
the  public  generally  to  have  short  hauls  as  well  as  long  hauls  and  to  have 
rates  just  as  low  as  they  can  reasonably  be  placed,  providing  it  does  not  seri- 
ously interfere  with  the  prosperity  and  growth  of  the  railway  business.  In 
order  to  tell  whether  local  rates  are  reasonable  or  not  it  will  be  necessary 
always  to  make  some  division  between  operating  expenses,  earnings,  and  values. 
This  will  be  true  whether  State  govt>rnments  or  whether  the  National  Govern- 
ment has  jurisdiction  over  these  local  hauls.  The  problem  of  the  reasonable 
local  haul  in  all  its  complexity  would  still  be  with  ns  even  if  you  were  able  to 
destroy  State  regulation. 

Occasionally  one  hears  about  various  examples  of  freak  legislation  on  the 
part  of  some  States.  Tliese  are  very  rare.  The  argument  that  such  acts  im- 
peach the  whole  body  of  State  legislation  is  like  saying  that  one  sinner  in  a 
church  renders  the  whole  church  a  failure.  This  argument  is  actually  ad- 
vanced from  time  to  time ;  the  only  thing  it  proves  is  the  assinine  stupidity  of 
the  man  who  makes  the  argument.  There  have  lieen  a  hundred  wise  and 
beneficial  laws  enacted  to  one  that  is  foolish :  and  generally  the  unwise  law  has 
been  quickly  relegated  to  the  realm  of  oblivion  by  the  courts  or  by  the  solid 
good  sense  of  public  opinion  causing  its  repeal. 

Should  it  ever  be  proven  in  any  given  case  that  a  State  has  reduced  its 
interior  rates  with  the  deliberate  purpose  of  favoring  Its  own  industries  to  the 
injury  of  a  neighboi-ing  State,  then  it  will  be  ample  time  for  the  courts  to  inter- 
fere. There  is  not  a  State  commissioner  in  America  who  supports  such  a  policy. 
(See  San  Diego  Land  &  Town  Co.  v.  Jasper,  189  U.  S.,  439;  Knoxville  Water 
Co.  V.  Knoxville,  189  U.  S.,  434,  439.) 

The  real  issue  is  practical  rather  than  theoretical  in  character.  It  is  not 
whether  we  shall  abolish  all  State  regulation,  but.  Instead,  whether  this  or  that 
is  a  proper  function  to  be  performed  by  the  State.  Whenever  the  act  of  a  State 
legislature  or  commission  does,  in  fact,  conflict  with  the  findings  of  the  Inter- 
state Commerce  Commission  as  to  what  is  just  and  reasonable,  and  directly 
interferes  with  and  places  a  burden  upon  interstate  commerce,  practically  all 
of  us,  at  least  the  vast  majority,  are  ready  to  acknowledge  that  such  a  condi- 
tion of  alfairs  should  not  continue.  Either  the  courts  or  some  other  tribunal 
not  a  party  to  the  disagreement  should  have  power  to  determine  which  rate  is 
reasonable.  If  additional  legislation  be  needed  to  clarify  this  situation,  elforts 
along  that  line  will  utiniately  succeed.  But  that  does  not  affect  to  the  slight- 
est extent  the  other  proposition — that  where  a  given  act  of  a  State  tribunal 
does  not  interfere  with  interstate  connuerce  it  should  stand.  The  development 
of  the  law  has  been  along  the  line  of  determining  what  does  and  what  does  not 
interfere  with  interstate  commerce.  This  kind  of  legislation  and  judicial  in- 
terpretation have  been  in  progress  for  many  years.  But  it  is  a  wholly  new  and 
unheard-of  proposition  to  do  away  with  State  regulation.  This  is  a  doctrine 
that  jeopardizes  our  institutions. 

In  case  of  a  discrimination  between  rates,  that  one  which  is  unreasonable 
should  yield.  If  such  a  conflict  exists  between  State  and  inter.state  rates,  let 
the  Supreme  Court  determine  which  one  is  reasonable  and  must  stand,  and  the 
other  should  be  disapproved.  The  judiciary  has  no  power  to  determine  reason- 
able rates  for  the  future,  but  it  has  exercised  the  power  of  determining  the 
reasonableness  of  rates  already  established.  Even  if  that  were  not  so,  it  would 
be  better  to  amend  the  Constitution  in  that  respect  than  to  devitalize  our  dual 
system  of  government,  by  a  virtual  amendment  in  another  manner. 

Chief  Justice  Marshall  retained  to  the  fullest  extent  entire  appreciation  of 
the  importance  of  the  Federal  judiciary  and  the  National  Government,  thereby 
securing  to  us  and  to  posterity  one  Nation  instead  of  many ;  yet  Chief  Justice 
Marshall  was  capable  also  of  realizing  the  value  of  the  States  in  our  scheme  of 
government. 

In  the  famous  case  of  Gibbons  v.  Ogden  (9  Wheat.,  1,  203),  Marshall,  com- 
menting on  these  powers  reserved  to  the  States,  said : 

"  They  form  a  portion  of  that  immense  mass  of  legislation  which  embraces 
everything  within  the  territory  of  a  State  not  surrendered  to  the  General  Gov- 
117900— 19— vor.  2 SO 
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ernment ;  all  which  can  be  most  advantageously  exercised  by  the  States  them- 
selves. Inspection  laws,  quarantine  laws,  health  laws  of  every  description,  as 
well  as  laws  for  regulating  the  internal  commerce  of  a  State,  and  those  which 
respect  turnpike  roads,  ferries,  etc.,  are  component  parts  of  this  mass." 

Mr.  Justice  Hughes,  in  the  masterly  opinion  rendered  in  the  Minnesota  Rate 
case,  gives  recognition  to  the  same  principle.    He  says : 

"  Our  system  of  government  is  a  practical  adjustment,  by  which  the  national 
authority' as  conferred  by  the  Constitution  is  maintained  In  its  full  scope  with- 
out unnecessary  loss  of  local  efficiency." 

The  great  benefit  urged  on  behalf  of  exclusive  national  control  is  uniformity. 
"We  have  made  a  sort  of  modern  fetish  out  of  this  slogan,  "  uniformity."  Any- 
thing done  in  the  name  of  uniformity  we  assume  to  be  right  and  proper.  To 
be  sure  uniformity  is  very  greatly  to  be  desired.  We  all  agree  on  that  proposi- 
tion. But  there  is  something  even  better  and  more  important  than  uniformity — 
that  is,  wise  regulation.  Rates  may  be  uniformly  high  or  uniformly  low. 
Rules  of  service  may  be  uniformly  harsh  and  rigid  or  uniformly  lax  and  weak. 
Proof  that  they  are  "uniform  does  not  prove  that  they  are  just. 

Wise  regulation  contemplates  vastly  more  than  mere  uniformity.  If  uni- 
formity were  the  summum  bonum,  we  should  have  a  world  government  pre- 
scribing what  time  of  the  year  we  must  plow  and  reap,  what  kind  of  educa- 
tion we  shall  give  to  our  children,  etc.  Harvest  time  depends  somewhat  upon 
the  particular  portion  of  the  world  in  which  you  live ;  education  should  depend 
somewhat  upon  your  circumstances  and  probable  future  life. 

There  are  some  things  which' a  world  government  could  do  better  than  Na- 
tional or  State  governments.  A  world  government  could  compel  peace  amongst 
the  nations;  but  it  could  not  efficiently  prescribe  the  character  of  sewers  to 
be  installed  by  the  city  of  Pittsburg,  Pa.,  or  Des  Moines.  Iowa.  There  are 
some  things  a  national  government  can  do  better  than  a  State  or  city  govern- 
ment. But  we  do  not  want  to  leave  it  to  the  National  Government  to  prescribe 
the  character  of  telephone  service  our  city  shall  have.  I  do  not  want  to  leave 
it  to  Congress  to  determine  the  time  I  shall  retire  at  night.  There  are  some 
things  which  might  well  be  left  to  a  world  government,  there  are  others  which 
can  be  cared  for  better  by  our  National  Government,  and  others  by  the  State 
government;  and  still  others  by  the  county,  and  city,  and  family.  And  there 
are  a  few  matters  that  even  the  individual,  himself,  can  best  perform,  strange 
as  it  may  seem  to  some. 

The  real  problem  is  how  to  secure  wise  regulation.  Will  a  strong  cntral- 
ized  government  bring  the  best  results,  or  is  the  Federal  plan— joining  na- 
ional  and  State  control — preferable?  The  issue  concerns  the  method  of  gov- 
ernment, one  of  the  profound  problems  at  the  basis  of  all  organized  human  life. 

The  tremendous  growth  of  interstate  commerce  seems  to  have  raised  the 
query  amongst  some  of  us  as  to  whether  separate  State  governments  are  longer 
needed.  The  wisdom  of  local  self-government  and  the  Federal  system  of  state- 
craft is  up  f<ir  consideration.  The  Sanborn  doctrine  strikes  at  the  very  vitals 
of  our  present  system.  - 

There  has  lieen  a  marked  tendency  to  swing  from  one  extreme  to  the  other. 
At  one  time  the  prevailing  sentiment  favored  independent  States.  It  was  the 
genius  of  a  INIarshall  that  created  the  great  public  sentiment,  later  crystallized 
under  the  leader.ship  of  Lincoln,  which  saved  our  country  from  being  trans- 
formed into  several  separate  nations.  To-day  the  pendulum  is  swinging  in 
the  other  direction.  We  are  anxiously  waiting  to  see  if  there  will  be  other 
champions  of  our  Federal  system,  our  American  plan  of  government,  men  who 
will  have  the  far-sighted  vision  and  the  courage  to  save  the  country  this  time 
from  going  to  the  other  extreme.  The  life  of  our  dual  system  of  government 
is  again  at  stake.  Many  of  us  have  lost  sight  of  its  value  in  the  glamour 
of  a  new  nationalism. 

Too  much  "  nationalism  "  is  just  as  wrong  as  too  much  "  States'  rights." 
Thei'e  is  a  happy  medium. 

It  is  not  this  Government  as  one  Nation,  nor  the  several  States,  but  the  com- 
bination in  one  Federal  plan  that  has  rendered  such  a  distinct  contribution  to 
the  welfare  of  humanity.  It  is  this  Federal  plan  that  must  be  most  jealously 
guarded.  A  tendency  one  way  or  the  other,  toward  centralization  or  toward 
decenti'alization,  is  dangerous. 

It  must  be  expected  that  from  time  to  time  there  will  be  strong  men,  men 
who  are  ambitious  to  leave  distinguished  names  in  history,  who  will  champion 
a  powerful,  centralized  government  in  the  United  States.  There  always  has 
been,  and  there  always  will  be,  a  dramatic  attraction  in  the  building  of  great 
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cniMircs  abour  a  ceiitfal  authority:  the  .uhn-y  of  power  In  a  supreme  authority 
iiiteresrs  and  awes  even  tliose  who  are  governed. 

The  strength  of  nations  does  not  lie  in  the  vastness  of  the  territory  luider  one 
highly  centralized  and  supreme  authority.  This  truth  has  been  centuries  in  the 
learning. 

Tliat  government  which  hugs  closest  to  the  sober  and  mature  judgment  of 
the  people  and  keeps  in  touch  with  the  demands  of  changing  conditions  is  the 
one  which  best  fultills  its  mission  and  will  live  the  longest.  The  makers  of 
government  must  set  as  their  goal  not  the  creation  of  an  extensive  ctMitralized 
machinery  Init  a  human  organism,  capable  of  reaching  out  and  searching  after 
and  meeting  the  demands  of  life. 

Mr.  Brfan.  In  this  address  he  calls  attention  to  the  objections, 
Avhich  I  desire  to  emphasize,  and  treats  them  much  more  elaborately 
than  I  can  in  ^Yhat  I  have  to  say  to  you.  All  I  can  do  is  to  present 
substantially  the  same  thought  in  my  own  way. 

AAlien  you  take  the  railroad  systems  of  this  country,  inyolvin<r,  as 
they  do,  I  think.  1G0,000  miles— is  it  not? 

Mr.  P\vuLKXER.  It  is  over  200,000. 

^h\  EscH.  Two  hundred  and  fifty  thousand. 

Mr.  Bryan.  Mr.  Chairman,  I  will  have  from  time  to  time  to  inquire 
as  to  the  details,  because  I  aui  better  acquainted  with  the  principles 
mvolved  than  I  am  with  the  figures.  When  you  take  the  railroad 
systems,  myolving  the  management  of  some  250,000  miles- of  railroad, 
and  collecting  earnings  amounting  to 

Mr.  Adamsox.^  It  was  almost  three  billion  last  year. 

Mr.  Bryan.  Yes;  over  three  billions,  I  think— an  amount  at  least 
twice  the  revenues  of  the  Federal  Government. 

Mr.  Adamson.  I  beg  your  pardon,  Mr.  Chairman,  for  interrupting. 
The  witness  asked  that  question ;  it  was  not  I. 

Mr.  Bryax.  I  hope  you  will  lielp  me,  because  I  come  before  you, 
gentlemen,  without  any  opportunity  to  prepare  such  a  statement  as 
I  would  like  to  present,  and  will  ask  permission  to  make  such  addi- 
tions and  amplifications  as  may  seem  best  when  I  have  more  leisure. 

When  you  take  the  management  of  a  system  of  railroads  with  this 
amount  of  mileage  and  collecting  more  than  twice,  as  I  say,  the  reve- 
nues of  the  Federal  Government,  and  when  you  remember  how  many 
men  it  takes  to  conduct  this  Federal  Government,  you  can  see  that 
you  are  either  going  to  build  up  an  enormous  bureau  with  a  multi- 
tude of  officials  or  else  3^ou  are  going  to  attempt  to  do  this  enormous 
Avork  with  a  few  men  who  can  not  possibly  attend  to  it. 

The  first  suggestion  is,  therefore,  that  in  the  very  nature  of  things 
there  can  not  be  an  efficient  regulation  from  this  central  source  with- 
out the  creation  of  machinery  that  is  far  be^^ond  the  calculation,  so 
far  as  I  have  seen  it  stated,  of  those  who  have  considered  it  from 
that  side. 

The  second  objection  is  a  fundamental  one,  namely,  that  the  fur- 
ther you  remove  tlie  work  of  regulation  from  the  people  the  more 
difficult  it  is  for  the  people  to  control  their  representatives.  If  there 
is  any  virtue  in  representative  government,  it  must  be  admitted  that 
the  representation  is  best  when  the  representatives  are  nearest  houie 
and  most  completely  submissive  to  the  will  of  the  people.  The  tend- 
ency that  we  have  observed  throughout  this  country  is  already 
sufficient  to  have  impressed  itself  upon  several  States  to  jnit  back 
into  the  hands  of  the  people  a  power  with  which  they  had  parted 
through  the  process — that  is,  reclaiming  the  Government  through 
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the  process  of  the  initiative  and  referendum.  In  that  we  see  evi- 
dence of  a  confidence  in  the  people  and  a  distrust  of  the  people's 
representatives. 

Now,  this  distrust  rests  upon  several  foundations;  that  is,  there 
are  several  things  that  contribute  to  this  distrust.  In  the  first  place, 
there  is  the  natural  bias  of  the  man.  Every  man  has  a  natural  bias. 
If  the  "word  "  natural  "  is  considered,  I  possibly  ought  to  say  that  it 
is  a  bias  that  is  controlling,  whether  it  comes  in  youth  or  comes  after 
maturity.  It  is  a  bias  on  one  side  or  the  other  of  the  great  line  that 
runs  through  society.  There  is  just  one  division,  as  I  understand 
it,  between  men,  and  that  is  the  line  that  separates  a  man  who  is  at 
heart  a  democrat  from  the  man  who  is  at  heart  an  aristocrat ;  and  I 
need  not  tell  you  gentlemen  that  I  am  not  using  the  word  "  demo- 
crat "  in  a  partisan  sense.  The  word  is  2,000  years  older  than  the 
Democratic  Party.  It  is  a  word  which  describes  an  attitude  of  the 
human  heart,  and  that  attitude  which  it  describes  is  |ust  the  oppo- 
site of  the  attitude  described  by  the  word  aristocrat.  They  do  not 
differ  in  honesty — the  democrats  and  aristocrats.  They  differ  in  bias, 
in  point  of  view.  The  democrat  believes  in  a  society  built  from  the 
bottom.  The  aristocrat  believes  in  a  society  suspended  from  the 
top;  and  because  of  this  difference  of  opinion  the  democrat  believes 
that  things  ought  to  come  up  from  the  people.  The  aristocrat  be- 
lieves they  ought  to  come  down  from  the  few. 

To  illustrate  it,  the  man  who  is  at  heart  a  democrat  believes  that 
legislation  should  be  for  the  masses.  His  philosophy  is  that  if  you 
just  make  the  masses  prosperous  that  prosperity  will  find  its  way  up 
through  all  the  classes  that  rest  upon  the  masses.  The  aristocrat, 
because  of.  his  point  of  view,  namely,  that  society  is  suspended  from 
the  top,  says — and  he  says  honestly,  for  he  believes  it — legislate  for 
the  well-to-do  and  then  be  patient  and  wait  until  their  prosperity 
leads  to  those  below. 

Now,  when  3'ou  are  choosing  a  representative  everything  depends 
upon  the  point  of  view.  He  may  be  just  as  honest  a  man  as  you 
could  find,  but  if  he  really  believes  that  the  well-to-do  must  take 
care  of  the  rest  of  the  people  his  decisions  are  going  to  be  entirely 
different  from  the  decisions  of  the  man  who  takes  the  other  ]Doint  of 
view  and  believes  that  society  is  built  from  the  bottom  and  that 
good  comes  up  from  the  masses. 

Now,  it  is  not  always  easy  to  know  a  man's  fundamental  bias  until 
3^ou  test  it,  and  the  further  he  is  from  you  the  more  difficult  it  is  for 
you  to  follow  him  and  to  measure  him  and  to  judge  whether  he  repre- 
sents you  or  somebody  else.  A  democrat — taking  the  word  in  its 
fundamental  sense — believes  that  the  representative  ought  to  act  for 
the  people.  The  aristocrat  believes  he  ought  to  think  for  the  peo- 
ple; and  if  you  take  all  this  railway  business  to  Washington  you  have 
got  to  depend  for  all  your  regulation  upon  the  men  who  are  elected 
to  CongTess  and  to  the  Senate,  who  come  a  long  distance  from  home, 
and  who  are  so  remote  from  their  constituency  that  the  constituency 
is  not  able  to  watch  over  them,  or  rather  to  watch  them,  and  to 
measure  their  fidelity  in  the  matter  of  representation;  so  that  when 
you  surrender  this  power  that  the  States  now  have  and  \)\\t  it  all 
here  in  Washington  you  make  it  more  difficult  for  the  people  to  watch 
the  men  who  are  their  exponents  and  their  spokesmen. 
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The  second  is  that  the  temptations  are  much  greater  if  you  put 
the  power  liere  tlian  if  you  kept  it  at  home,  because  if  aii  act  of 
Congress  is  to  atfect  tliese  raih'oad  systems  to  the  extent  of  $50,000,- 
000  a  year  or  $100,000,000  a  year,  the  railroads  find  it  to  their  interest 
to  bring  pressure  to  bear  on  the  Members  of  Congress  and  the  Sena- 
tors who  are  to  act.  I  hope  you  wnll  not  think  I  am  reflecting  on  the 
railroads  when  I  say  they  may  yield  to  temptation  to  exert  an  in- 
fluence. I  have  known  them'  to  do  so.  You  may  remember  that  a. 
few  years  ago  some  money  was  appropriated  for  the  building  of  this 
depot.  Some  of  you  may  be  able  to  tell  me  how  much  it  was.  Was. 
it  not  two  or  three  millions? 

Mr.  EscH.  I  think  the  District  appropriated  about  three  millions 
and  the  Government  about  an  equal  amount. 

Mr.  Bryan.  Congress  appropriated  something 

Mr.  CuLLOP.  The  same  as  the  District — one-half. 

Mr.  Bryan.  At  that  time  two  of  the  leading  railroads  that  enter 
into  this  place  had  their  lobbyists  in  the  corridor  of  the  Capitol 
issuing  passes  to  the  Members,  and  I  know  of  two  cases  where  the 
railroad  lobbyists  refused  passes  to  men  who  had  voted  against  the 
railroads'  position  in  this  question.  One  was  a  lobbyist  of  one  of  the 
roads  and  one  was  the  lobbyist  of  the  other.  If  they  will  send  their 
lobbyists  to  the  Capitol  with  their  pass  books — of  course  they  can 
not  do  it  noAv,  because  the  pass  business  has  been  prohibited ;  that  is^ 
the  issuing  of  passes  has  been  stopped,  and  that  was  only  a  few 
years  ago — if  they  will  send  their  lobbyists  to  the  corridors  of  the 
Capitol  with  their  check  books  to  purchase,  by  passes,  the  votes  of 
men  on  so  small  an  appropriation  of  $3,000,000,  what  will  be  the 
temptation  wdien  a  brief  statute  may  mean  $50,000,000  or  $100,000,000  ? 

I  was  in  Congress  for  a  couple  of  years,  and  I  know  what  diffi- 
culty we  had  wdienever  any  question  affecting  the  railroads  came  up. 
You  will  recall  that  it  took  10  or  15  years  to  secure  a  change  in  the 
law  relating  to  the  Interstate  Commerce  Commission,  enlarging  its 
powers.  It  took  10  or  15  years  to  secure  it,  after  the  commission  had 
asked  year  after  year  that  this  power  be  granted.  What  was  it  that 
prevented  it  ?  It  was  the  influence  of  the  railroads  in  your  National 
Capital.  Your  railroads  were  potential  enough  and  powerful 
enough  to  thwart  the  will  of  the  people  on  that  subject  and  to  influ- 
ence the  Senators  and  Members  of  Congress;  and  I  remember  that 
the  president  of  one  of  the  railroads  was  elected  to  Congress,  and  he 
came,  after  he  was  elected,  under  the  privileges  of  our  rules,  and, 
sitting  on  the  floor  of  Congress,  he  directed  the  fight  against  the 
measure  that  the  railroads  were  opposing. 

Xow,  I  only  mention  these  as  some  of  the  things  you  have  got  ta 
consider,  and  when  you  take  from  the  States  the  power  that  they 
have  and  put  it  all  here  you  make  every  congressional  contest  a  fight 
with  the  railroads  of  this  whole  country,  for,  remember,  that  the 
railroads  of  the  whole  country  will  be  interested  in  the  election  of 
every  Congressman  in  every  district.  They  will  be  interested  in  the 
election  of  every  Senator  from  every  State,  because  one  vote  may 
decide  a  question  that  may  mean  $10,000,000  or  even  $100,000,000' 
to  them. 

So,  it  seems  to  me  the  direct  result  of  this  will  be  to  bring  into 
national  politics  a  corrupting  force  greater  than  we  have  ever  known 
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before,  and  thiit  every  Congressman  will  be  subjected  to  pressure 
after  he  gets  here,  and  that  we  will  find  these  men  picking  out  the 
men  who  are  to  run  and  furnishing  them  the  means  with  which  to 
secure  nominations,  and  with  the  means  with  which  to  secure  elec- 
tions— not  necessarily  doing  things  which  necessarily  violate  the 
statutes.  They  may  not  furnish  money,  because  under  our  present 
law  that  would  have  to  be  accounted  for  and  corporations  can  not 
contribute  to  campaign  funds;  they  can  not  furnish  passes,  because 
that  has  been  prohibited;  but  remember  that  the  railroads  run  into 
all  the  towns  of  any  importance,  and  they  have  their  agents  there; 
they  have  their  attorneys;  they  have  their  station  agents  and  their 
adjusters,  and  they  have  the  men  whom  they  call  upon  to  testify; 
if  damage  is  done,  there  are  certain  ones  whom  they  call  to  testify 
as  to  injuries :  if  there  is  an  injury,  there  are  certain  physicians  who 
testify  as  to  the  extent  of  the  injury.  They  have  their  entire  work- 
ing force,  and  when  you  put  the  entire  working  force  of  all  the  rail- 
roads behind  a  candidate  for  nomination  and^  after  he  is  nominated, 
iDehind  the  candidate  for  election,  you  bringlnto  politics  a  tremen- 
dous special  interest  that  can  not  but  have  its  influence  upon  the 
politics  of  the  country,  and  when  you  send  to  Washington  a  man 
who  comes  as  the  representative  of  any  special  interest,  he  is  open  to 
the  solicitations  of  every  other  special  interest,  for  the  special  in- 
terests have  to  stand  together,  and  any  man  who  comes  with  a  com- 
mission— a  secret  commission — from  any  special  interest  is  here  to 
trade  his  vote  on  any  subject  with  the  representative  of  any  other 
special  interest  that  needs  his  help. 

Now,  that,  to  my  mind,  is  a  consideration  that  can  not  be  over- 
looked by  those  who  are  dealing  with  this  subject  in  a  large  way  and 
in  an  official  way. 

The  third  point  is  that  the  absorption  of  legislative  power  by  the 
Federal  Government  and  the  surrender  of  all  legislative  power  by 
the  State  governments  will  practically  obliterate  the  lines  of  the 
States  and  Aveaken  them  in  the  discharge  of  their  duties,  while  it 
will  tremendouslv  increase  the  centralizing  forces  that  are  at  work 
in  our  Government.  I  believe  that  no  one  has  better  stated  the 
merits  of  the  dual  form  of  government  than  Webster  when  he  spoke 
of  an  indissoluble  union  of  indestructible  States.        ^     .    ^  ..  , 

Now  it  is  just  as  necessary  that  the  States  should  be  indestructible 
as  it  is  that  the  Union  shall  be  indissoluble,  for  our  Government 
rests  for  its  success  upon  the  plan  that  enables  the  units  to  take  care 
of  the  thino-s  that  relate  to  them,  leaving  to  the  Federal  Government 
the  control  of  the  things  that  relate  to  all  the  States.  It  is  ]ust  as 
necessarv,  to  mv  mind,  that  the  local  unit  shall  be  preserved  and 
shall  be  "safeguarded  as  it  is  that  we  shall  act  as  a  unit  on  all  matters 
that  affect  the  Nation.  And  that  is  necessary  for  exactly  the  same 
reasons  that  I  have  mentioned  before.  The  people  at  home  can 
better  attend  to  the  things  at  home,  and  if  this  Federal  Government 
attempted  to  take  care  of  all  these  things  it  would  so  enormously  in- 
crease the  work  to  be  done  that  it  would  be  absolutely  impossible  to 
do  it  with  any  scrutiny.  ^  £      ^ 

What  do  you  find  here?  I  have  not  seen  the  statement  for  two  or 
three  years,"  but  I  remember  when  we  had  10,000  bills  introduced  m 
one  Congress. 
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Mr.  Adamson.  It  has  got  to  30,000  now. 

Mr.  Bryan.  Well,  gentlemen,  you  see  my  service  is  of  a  very 
ancient  kind,  and  there  has  been  a  gi-eat  gi-owth  since.  Thirty  thou- 
sand bills.  What  Congressman  or  Senator  attempts  to  consider,  to 
examine,  or  to  understand  any  large  percentage  of  the  30,000  bills 
that  are  introduced?  Of  course,  you  say  that  the  committees  sift 
these  out. 

Mr.  Adamson.  If  you  will  permit  me  to  answer  that  question,  I 
will  tell  you  that  some  Congressmen  are  so  wise  that  they  pretend 
to  study  all  of  them  and  pretend  on  the  floor  of  the  House  to  know 
more  about  them  than  the  conunittees  that  unanimously  reported 
them. 

]\Ir.  Bryan.  I  notice  you  say  "  pretend." 

Mr.  Adamson.  Yes,  sir. 

Mr.  Bryan.  That  woud  express  an  opinion.  According  to  your 
judgment  it  is  mere  pretense? 

Mr.  Adamson.  I  think  generally  so.  There  is  not  one  case  in  ten 
thousand  that  a  man  knows  more  about  them  than  the  committee. 

Mr.  Bryan.  I  think  you  are  right. 

Mr.  Sims.  In  the  recent  Congress  there  were  over  40,000  bills  and 
joint  resolutions  introduced  in  both  Houses. 

Mr.  Bryan.  So  you  see  how  conservative  I  am,  gentlemen,  in  my 
statement. 

When  it  comes  to  the  committees  you  have  a  number  of  committees, 
and  when  you  divide  40,000  bills  and  resolutions  among  the  com- 
mittees of  the  Senate  and  House  you  can  see  what  a  number  of  them 
go  to  one  committee.  How  many  committees  have  you  in  the  Senate 
or  House? 

Mr.  EscH.  About  58  in  the  House. 

Mr.  Bryan.  That  would  mean  an  average  of  something  like  650 
bills  to  a  committee. 

Mr.  EscH.  Of  course  over  three-fourths  of  those  bills  are  private 
bills,  pension  bills,  etc. 

Mr.  Bryan.  Of  course  there  would  be  a  great  many  of  those,  but 
quite  a  number  of  them  are  on  general  subjects. 

Mr,  EscH.  That  is  true. 

Mr.  Bryan.  When  you  take  the  number  of  bills  that  go  to  the 
committee  you  see  that  with  the  work  that  a  committeeman  has  to 
do  it  is  impossible  for  him  to  know  much  about  all  these  bills,  so 
that  you  have  your  subcommittees,  and  these  bills  are  divided  among 
the  subcommittees,  and  then  the  subcommittee  divides  the  bills  among 
a  still  smaller  number,  and  finally  you  get  down  to  one  man  who  takes 
a  bill  and  reports  it,  and  what  you  know  is  what  one  man  reports 
largely,  and  unless  it  is  a  matter  of  some  great  public  interest  you 
have  simply  the  opinion  of  one  man  who  has  investigated  it,  and  that 
will  largely  guide  the  thought  of  the  rest  of  the  people. 

Mr.  Hamilton.  Mr.  Bryan,  in  practice  that  seems  to  me  scarcely 
to  be  the  fact.  Committees  take  up  bills  for  consideration,  and  when 
they  do  take  up  bills  for  consideration  with  a  view  to  reporting  upon 
them  it  is  the  custom  of  those  committees,  so  far  as  I  have  had  ex- 
perience, to  examine  them  very,  very  carefully,  because  each  member 
of  the  committee  has  certain  responsibility.  I  think,  in  fairness,  that 
ouffht  not  to  be  said. 
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Mr.  Bryan.  I  am  very  glad  to  have  any  correction  made,  I  am 
only  stating  it  mathematically. 

]SIr,  Hamilton.  Exactly. 

Mr.  Bryan.  If  the  number  of  bills  averages  650  to  a  committee 

Mr.  Hamilton.  Yes,  sir;  but  comparatively  few  of  those  bills  are 
reported. 

Senator  Cummins.  I  suggest  that  the  rule  of  the  committee  ought 
to  be  observed. 

Mr.  Hamilton.  I  was  not  the  first  to  violate  it. 

The. Chairman.  There  have  been  many  violations  of  the  rule,  and 
as  a  member  of  the  committee  has  called  attention  to  it  I  will  say  I 
will  enforce  it  hereafter. 

Mr.  Bryan.  Let  me  say,  Mr.  Chairman,  that  I  should  not  like  to 
have  the  rule  invoked  if  it  is  with  the  idea  of  protecting  me,  because 
I  am  here  to  contribute,  if  I  can,  to  the  understanding  of  this  sub- 
ject, and  I  am  very  glad  to  have  any  member  of  the  committee  inter- 
rupt me  at  any  time. 

The  Chairman.  Mr.  Bryan,  the  rule  is  not  invoked  with  a  view  to 
protecting  you.  We  know  that  you  are  abundantly  able  to  protect 
yourself.  But  the  rule,  as  originally  made  in  the  committee,  was  that 
the  committee  would  not  interrupt  a  witness  whilst  he  was  making 
his  opening  statement;  that  after  he  had  closed  they  would  then 
examine  him  in  order,  in  an  orderly  way. 

Mr.  Bryan.  I  must  hurry  through,  because  I  want  to  give  you  time 
to  ask  questions. 

Mr.  Adamson.  I  understand  the  M'itness  himself  may  refer  to  any 
member  of  the  committee,  or  all  of  us,  and  ask  us  any  questions  he 
wishes  ? 

Mr.  Bryan.  Yes.    I  will  now  refer  to  you  all. 

The  Chairman.  The  committee  has  not  yet  ruled  on  that  question. 

Mr.  Adamson.  I  make  the  point. 

Mr.  Bryan.  But  the  point  I  am  trying  to  emphasize  is  this — that 
the  dual  character  of  our  Government  is  essential  to  its  permanence. 
The  fact  that  we  now  have  40,000  bills,  when  a  few  years  ago  avb 
only  had  10,  gives  you  some  idea  of  what  it  is  going  to  be,  for  our 
country  is  a  growing  country — 50  years  from  now  the  work  of  the 
Federal  Government  will  be  very  much  larger  than  it  is  now,  with 
no  change  whatever  in  this  organic  division.  But  if  we  are  to  con- 
solidate things  here  at  Washington  it  only  multiplies  the  demands, 
and  I  believe  that  it  necessarily  follows  that  in  the  course  of  time,  if 
not  now,  the  work  that  would  devolve  upon  this  Government  would 
be  so  great  that  it  would  be  physically  impossible  to  give  the  same 
careful  attention  to  these  questions  that  could  be  given  by  these  units 
acting  alone,  and  my  observation  of  Congress  was  that  a  measure 
that  affected  a  locality  was  really  left  to  the  people  of  that  locality. 
For  instance,  if  a  subject  came  up  in  regard  to  oysters  down  on  the 
Chesapeake,  the  men  who  represented  the  districts  immediately 
affected  would  be  the  ones  who  would  have  almost  absolute,  exclu- 
sive control  of  the  action  on  that  measure.  In  other  words,  if  you 
attempt  to  put  everything  here,  it  will  result  in  our  really  turning  it 
over  to  the  people  who  act  for  those  particular  sections,  and  they  act 
under  much  less  restraint  than  the  people  who  act  upon  them  at  home 
and  are  nearer  to  the  people. 
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What  I  wantcxl  to  say  I  have  said;  that  is,  the  principles  that  I 
speak  of  I  have  presented.  I  believe  that  the  transfer  of  this  policy 
would  bring  a  tremendously  increased  pressure  to  bear  upon  those 
who  deal  with  this  question.  That  it  would  centralize  this  Govern- 
ment more  than  anything  else  tliat  has  ever  been  suggested  since  this 
Government  was  organized.  When  yoii  remember  that  these  rail- 
roads are  now  actually  collecting  more  than  twice — we  have  not  the 
exact  figures — but  more  than  twice  the  entire  amount  that  the  Fed- 
eral Government  has  collected,  you  can  see  that  to  bring  that  business 
from  48  States  and  deposit  it  here  would  work  such  a  revolution  as 
we  have  never  known  in  our  governmental  work. 

And  I  may  remind  you  of  this,  that  the  lessening  of  the  restraint 
is  not  merely  theoretical — that  is,  the  statement  that  the  restraint 
would  be  less  is  not  a  matter  of  theory — it  is  a  matter  that  is 
demonstrated  by  experience;  and  I  may  add,  if  you  will  not  accept 
it  as  a  reflection  upon  anybody  who  appears  for'  the  railroads,  that 
the  fact  that  the  railroads  ask  for  it  is  conclusive  proof  that  it  is 
not  intended  for  greater  regulation. 

When  I  say  that  those  in  charge  of  the  railroads  are  like  other 
people,  I  say  all  tliat  can  be  asked.  If  they  say  they  are  better  than 
other  people  the  burden  is  on  them,  and  they  will  find  it  difficult  to 
l^resent  the  evidence.  If  I  say  that  they  are  just  like  other. people, 
selfish,  biased,  looking  after  themselves,  I  am  not  only  stating  a 
general  fact  that  is  universally  applicable,  but  I  am  stating  a  fact 
that  can  be  proven  by  abundant  testimony,  if  the  truth  of  it  were 
challenged. 

The  fact  that  these  people  are  here  asking  for  the  surrender  of 
all  the  power  the  States  have  is  proof  conclusive  that  the  whole  pur- 
pose of  this  is  to  get  away  from  regiilation  and  not  to  get  a  better 
regulation,  and  that  is  supported  by  what  we  have  seen. 

Where  have  our  laws  come  from  that  have  given  us  whatever 
regulations  we  have  had?  Largely  from  the  States.  We  have  a 
2-cent  rate,  for  instance,  that  has  been  given  us  in  a  number  of 
States.  To-da}^  the  railroad  in  some  instances,  I  will  not  say  in  all, 
are  charging  more  for  the  interstate  than  the  sum  of  the  local  rates, 
and  I  know  several  cases  where  the  people,  in  order  to  avoid  the 
higher  rate,  divide  at  the  State  line  and  then  cross  over. 

I  had  an  experience  myself  the  other  day  in  going  from  one  city 
to  another.  The  man  who  was  with  me  said,  "  I  am  going  down  to 
get  my  ticket;  I  will  get  yours  at  the  same  time.''  I  said,  "I  wish 
you  would."  When  we  got  on  the  train  I  said,  "  How  much  do  I 
owe  you?"  He  gave  me  the  amount,  and  he  said,  "I  only  bought  to 
a  certain  place,  because  by  buying  there  we  get  the  2-cent  rate,  and 
we  save  85  cents."  So  my  friend  had  been  good  enough  to  save  me 
85  cents  by  buying  there. 

A  few  years  ago  I  wrote  to  a  Member  of  Congress  and  suggested 
to  him  that  we  ought  to  have  a  Federal  statute  requiring  the  rail- 
roads to  sell  interstate  tickets  for  a  price  not  greater  than  the  sum 
of  the  local  rates,  and  surely  if  there  is  any  proposition  that  rests 
upon  sound  economic  grounds  it  is  that  a  railroad  can  carry  a  pas- 
senger the  whole  distance  for  as  little  per  mile  as  the  two  parts  of  it. 

My  friend  could  not  interest  Congress  in  so  simple  a  proposition, 
and  to-day,  with  our  Congress  in  session,  we  have  no  successful  effort, 


472  INTERSTATE   AND   FOEEIGN   TRANSPORTATION. 

and  I  am  not  sure  whether  we  have  even  any  unsuccessful  effort, 
but  we  certainly  have  no  successful  effort  to  give  to  the  people  of  the 
Nation  the  protection  that  has  already  been  given  to  the  people  of 
the  States  by  these  States. 

Now,  if  we  can  not  get  through  Congress  a  measure  that  will  give 
to  the  people  who  cross  State  lines  as  low  a  rate  as  they  can  get  in 
different  States  through  which  they  travel,  certainly,  gentlemen,  he 
will  have  to  find  some  other  reason  for  advocating  this  national 
transfer  than  the  bare  restraining  and  restriction  of  railroads. 

Mr.  Adamsox.  Mr.  Bryan,  I  think  that  is  the  proper  place  to 
answer  your  appeal  for  suggestions.  I  referred  that  bill  to  the  Inter- 
state Commerce  Connnission,  and  the  substance  of  their  reply  was 
that  to  pass  that  bill  would  be  to  enable  the  different  States  to  make 
the  rates  for  the  Interstate  Commerce  Commission,  and  that  they 
could  not  approve  that. 

Mr.  Bryan.  I  do  not  see  that  that  answers  the  proposition. 

Mr.  Adamsox.  That  was  their  reply.  Did  I  say  "  answer "  or 
"  reply  "  ? 

Mr.  Bryan.  I  will  call  it  "  reply."  But  that  does  not  change  the 
fact  that  when  it  comes  to  Washington  there  are  so  many  ways  of 
denying  the  relief  that  is  desired  that  the  relief  is  more  difficult  to 
secure  than  it  is  at  home  where  the  people  live  near  to  their  con- 
stituents and  go  back  to  their  constituents  and  their  constituents  are 
more  amenable  to  public  opinion. 

These  are  the  general  objections  I  have  to  this,  and  while  I  state 
them  as  my  personal  objections,  because  I  do  not  come  here  in  a 
representative  capacity,  there  is  no  one  that  I  know  of  for  whom  I 
can  speak,  yet  I  am  satisfied  that  the  opinion  that  I  present  is  enter- 
tained by  quite  a  good  many  people.  And  I  believe  that  when  the 
issue  is  presented  to  the  people  and  the  people  understand  it  that 
there  will  be  a  very  unanimous  objection  to  the  surrender  of  the 
i^ower  of  the  States  over  these  corporations.  So  that  the  proposition 
that  I  beg  to  submit  as  a  substitute  for  the  proposition  which  you 
are  discussing  is  that  national  remedies  should  be  added  to  State 
remedies,  and  not  substituted  for  them. 

There  is  no  reason  why  Congress  should  not  use  all  the  power  that 
it  has  for  the  regulation  of  railroads,  and  there  is  no  reason  why  the 
fullest  use  of  its  power  should  in  the  slightest  degree  interfere  with 
the  sole  and  entire  use  of  the  powers  of  the  States. 

And  when  the  Federal  Government  has  done  all  it  will  do,  and 
when  the  States  have  done  all  they  will  do,  we  will  not  have  any 
more  regulation,  in  my  judgment,  than  the  people  of  this  country 
need ;  and  any  attempt  to  destroy  the  power  of  the  State,  and  to  con- 
solidate all  authority  at  Washington  would,  to  my  mind,  inevitably 
lessen,  and  not  increase,  the  restrictions  and  restraints  and  control; 
and  I  think  a  removal  of  all  legislative  power  would,  very  naturally, 
be  followed  by  a  removal  of  all  judicial  power ;  and  I  need  not  tell  you. 
gentlemen,  that  it  makes  a  great  deal  of  difference  whether  a  man 
who  has  a  cause  of  action  against  a  railroad  is  able  to  prosecute  it  in 
his  county,  or  must  travel  around  and  prosecute  it  before  some  United 
States  court.  There  are  two  ways  of  denying  justice:  One  is  to  abso- 
lutely refuse  it,  and  the  other  is  to  make  the  securing  of  it  so  expen- 
sive that  a  man  can  not  afford  to  prosecute  his  claim;  and  if  thisj 
theory,  as  I  have  seen  it  presented  here,  is  to  be  adopted,  and  the 
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States  are  to  sun-cnder  all  their  power  and  the  Federal  (loveniment 
is  to  assume  it  all,  I  think  the  same  arguments  that  Avould  lead  to 
that,  Avoidd  ver}'  soon  lead  to  the  surrender  of  all  judicial  control, 
and  then,  if  a  man  had  a  cow  run  over,  he  had  better  give  the  rest  of 
the  herd  than  sue  for  the  cow ;  and  I  am  convinced  that  the  general 
public  is  not  entertaining  the  thought  of  giving  up  any  power  it  has 
to  regulate  these  corporations,  that  have  become  so  great  that  the 
God-made  man  is  at  a  great  disadvantage  when  he  comes  to  compete 
with  the  man-made  corporation.  If  you  will  pardon  me  for  speak- 
ing in  so  rambling  a  way — I  have  not  had  time  to  present  this  in  a 
logical  way;  I  have  been  so  occupied  with  matters  that  I  could  not 
put  off,  that  since  I  learned  I  was  to  come  here  this  morning,  I  have 
had  no  time  to  arrange  my  thoughts  in  any  logical  order.  There  are 
other  things  that  I  would  be  glad  to  present  on  other  subjects,  but  I 
understand  you  are  now  discussing  only  this  question  of  the  rail- 
roads— I  mean,  the  change  in  control. 

The  Chairman.  We  would  be  glad  to  hear  from  you  upon  any  of 
the  subjects  that  are  embraced  in  resolution  Xo.  60,  Mr.  Bryan. 

"Sir.  Bryan.  Would  the  question  of  what  a  railroad  should  be 
allowed  to  earn  come  under  that? 

The  Chairman.  Yes;  any  legislation  relating  to  interstate  com- 
merce transportation. 

Mr.  Bryan.  But  you  adjourn  at  12,  and  I  want  to  give  you  plenty 
of  time  to  ask  questions,  because  I  think  I  will  not  be  able  to  come 
back  after  12. 

The  Chairman.  Yes. 

Mr.  ADA:\rsoN.  Capitalization  is  a  veiy  important  feature,  is  it 
not — financing? 

]\Ir.  Bryan.  Yes. 

The  Chairman.  The  questions  of  Government  owaiership,  capitali- 
zation, control  of  stock  and  bond  issues,  national  incorporation,  and 
every  subject  that  relates 

Mr.  CuLLOP.  Financing. 

The  Chairman.  Yes. 

Mr.  Bryan.  I  think  it  will  not  take  me  long  to  express  an  opinion, 
but  I  recognize  that  the  expression  of  an  opinion  is  not  of  value  to 
the  conmiittee.  and  I  am  sorry  I  can  not  fortify  my  opinion  with 
something  more  substantial. 

As  to  Government  ownership,  I  have  believed  for  a  number  of 
years  that  it  was  inevitable,  and  inevitable  only  because  the  railroads 
will  not  consent  to  effective  regulation,  and  I  think  it  is  now  some 
10  years  since  I  had  occasion  to  say  that  unless  our  experience  with 
the  railroads  was  different  from  our  experience  with  municipal  cor- 
porations, the  people,  for  their  own  protection,  would  be  compelled 
to  take  charge  of  the  railroads.  Our  experience  with  municipal  cor- 
porations has  been  this :  That  the  men  who  own  the  franchise  have  so 
large  a  pecuniary  interest  that  they  are  always  alert  and  watching: 
while  the  individual  citizen  has  so  small  an  interest,  relatively,  that 
he  is  not  so  alert  or  so  watchful,  and  the  result  has  been  that  in  cities 
of  any  size  the  people  holding  the  franchise  have  felt  that  it  was 
necessary  for  them  to  control  the  election  of  councilmen,  or  whoever 
have  the  authority,  in  order  to  protect  their  interest;  and  some  of  you 
may  have  heard  the  argument  made  that  they  do  not  want  to  enter 
politics,  but  they  have  to  enter  it  in  order  to  protect  themselves  from 
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the  demagogue ;  and  I  may  add  that  the  first  time  this  was  presented 
in  an  official  way  by  any  high  authority — this  matter  of  national  in- 
corporation— I  remember  that  the  president  of  a  railroad,  whose  rail- 
road had,  only  a  short  time  before,  been  found  by  an  investigating 
committee  to  have  three  times  as  much  capitalization  as  it  had  prop- 
erty, gave  out  an  interview  indorsing  national  corporation,  and  the 
reason  he  gave  Avas  that  it  was  the  only  way  the  railroads  could  pro- 
tect themselves  from  the  demagogues  in  the  legislature;  and  that  is 
the  argument  given  in  the  cities — that  they  must  protect  themselves 
from  sandbaggers  and  demagogues ;  but  the  result  is  corruption,  and 
the  cities  have  been  forced  to  take  over  their  franchises  for  the  protec- 
tion of  their  people,  not  only  the  economic  protection  but  the  political 
protection. 

Now,  I  said  that  unless  our  experience  with  the  railroads  was  dif- 
ferent, we  would  have  to  do  the  same  thing  for  the  same  reasons,  and 
the  effort  that  is  now  being  made  to  secure  a  revolutionary  change 
and  the  effort  made  not  in  the  interest  of  better  regulation,  but  to 
avoid  the  regulation  of  the  States,  is  simply  an  illustration  of  what 
I  meant  when  I  said  the  people  would,  for  their  own  protection,  be 
compelled  to  take  these  railroads  over;  and  my  opinion  is  that 
nothing  would  hasten  the  Government  ownership  of  railroads  more 
than  the  success  of  the  plan  which  is  under  discussion.  If  you  can 
ever  secure  national  corporation — and  that,  of  course,  is  of  no  value 
unless  it  is  effective  in  transferring  the  control,  for  a  national  corpo- 
ration that  does  not  effect  any  change  is  not  worth  having;  it  is 
only  valuable  in  proportion  as  it  does  bring  this  change  in  the  cen- 
tering of  authority,  but  if  this  succeeds.  I  believe  that  the  evils  that 
will  develop  will  become  so  intolerable  that  it  will  hasten  the  action ; 
but,  my  friends,  I  never  believe  it  wise  to  advocate  a  bad  thing  in 
the  hope  that  it  will  bring  a  better  thing.  In  fact,  I  think  it  is  a 
very  unsound  philosophy.  I  think  that  if  you  oppose  a  thing,  and 
it  comes,  you  can  then  take  advantage  of  it,  and  you  may  be  able 
to  use  it  to  bring  something  that  is  better;  but  whenever  I  am 
tempted  to  advocate  a  bad  thing,  in  the  hope  it  will  bring  a  better 
thing,  I  am  restrained  by  this  process  of  reasoning — rather,  this  illus- 
tration of  reasoning. 

I  will  put  it  this  way :  If  I  ever  get  it  into  my  head  that  I  can 
raise  a  man  from  the  dead,  I  will  try  it  on  a  dead  man;  I  will  not 
kill  a  man  just  to  experiment  with  him ;  and  I  apply  that  to  this 
case.  While  I  believe  that  out  of  the  abuses  that  this  would  lead  to, 
Government  ownership  would  come,  I  would  not  be  willing — no  mat- 
ter how  much  I  favored  Government  ownership — to  favor  the  bad 
thing  and  take  my  chances  on  the  good  thing  coming,  because  if  I 
helped  to  get  the  bad  thing,  I  would  be  responsible  for  it,  and  then, 
if  I  were  not  able  to  get  the  good  thing,  I  would  have  no  way  of 
defending  myself  from  a  very  serious  responsibility.  Now,  person- 
ally I  can  not  say  that  I  desire  Government  ownership,  because  I 
lean  to  the  individual  idea  rather  than  to  the  collective  idea ;  that  is, 
I  believe  that  Government  ownership  is  desirable  only  where  com- 
petition is  impossible.  I  am  not  able  to  tell  you  who  first  laid  down 
the  rule  that  I  have  adopted,  but  the  first  man  whose  name  was 
attached  to  it  was  Prof.  Ely :  I  do  not  know  whether  it  was  original 
with  him  or  whether  he  took  some  one  else's  statement,  but  my  under- 
standing of  it  was  this — I  think  he  put  it  this  way:  That  natural 
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monopoly  iiiust  be  owned  by  the  people,  on  the  theory  that  in  the 
case  of  a  natural  inonopoly*^  competition  was  impossible,  or,  if  not 
impossible,  was  so  expensive  as  to  amount  to  the  same  thing,  and  that 
there  should  be  Government  ownership. 

That  proposition  expresses  my  views  better  than  any  I  have  been 
able  to  myself  frame;  that  where  competition  is  impossible,  Govern- 
ment ownership  is  necessary;  that  a  private  monopoly  is  inde- 
fensible and  intolerable,  and  I  only  favor  government  ownership  on 
the  condition  that  a  proper  regulation  is  impossible,  and  I  have  been 
frank  to  express  the  belief  that  it  will  be  found  impossible,  simply 
because  of  the  natural  tendency  of  the  men  in  charge  of  the  railroad 
to  make  all  they  can  out  of  it,  without  regard  to  the  equities  or  to  the 
rights  of  the  people.  But  I  am  perfectly  willing  to  give  to  private 
ownership  a  fair  and  complete  trial,  and  I  am  willing  to  have  all 
proper  restrictions  tried,  so  that  when  the  people  turn  to  Govern- 
ment ownership,  they  will  turn  with  evidence  either  that  it  is  im- 
possible to  devise  restrictions,  or  because  the  railroads  are  able  to 
prevent  efficient  restriction,  and  I  have  gone  so  far  in  my  willing- 
ness to  try  effective  regulation  as  to  suggest  this:  that  the  railroad 
capitalization  be  reduced  to  an  honest  basis,  and  that  then  the  rail- 
roads be  allowed  to  earn  a  sufficient  income  to  keep  their  stock  at 
par,  and,  in  addition  to  that,  a  sum  to  be  put  into  a  surplus,  as  a  bank 
creates  a  surplus,  from  which  the  railroad  could  draw  in  bad  years, 
to  keep  its  dividend  at  a  just  and  reasonable  point. 

Xow,  if  I  know  the  sentiment  of  the  people,  there  is  no  desire 
among  the  masses  to  do  injustice  to  the  railroads,  and  I  have  not 
any  doubt  that  any  fair  proposition  that  is  just  to  both  sides  would 
be  indorsed  by  the  public,  and  I  have  such  faith  in  the  sense  of  jus- 
tice and  the  fairness  of  the  masses  that  I  would  not  hesitate  to  indorse 
find  appeal  to  them  to  indorse  a  proposition  that  would  give  absolute 
stability  to  railroad  stock  by  permitting  this  accumulation  of  a 
reasonable  surplus,  out  of  which  the  dividends  could  be  paid  in  any 
bad  year,  so  that  any  man  who  bought  a  railroad  stock  could  know 
that  every  year  he  would  receive  a  return  that  paid  the  value  of 
the  money  invested. 

Xow,  just  how  this  would  be  brought  about  is  a  matter  of  detail, 
and  I  would  not  be  prepared  to  go  into  it,  but  that  is  the  principle 
1  would  like  to  see — the  stock  of  a  railroad,  as  long  as  it  is  in  private 
hands,  made  as  substantial  and  as  unvarjdng  as  the  value  of  a  Gov- 
ernment bond. 

I  remember  that  in  1907  the  stock  of  some  of  these  railroads  went 
down  more  than  one-half  in  a  year's  time.  Xow,  if  legislation  had 
reduced  the  value  of  that  stock  one-fourth  of  the  amount  that  it  fell 
without  legislation,  there  would  have  been  a  great  cry  about  injustice, 
and  yet  the  railroad  managers  are  permitted  to  water  stock  and 
sometimes  to  juggle  the  market,  and  thus  do  injustice  to  stockholders, 
without  any  seeming  complaint,  whereas  if  the  Government  did  it 
there  woidd  be  a  great  outcry  against  the  unfairness  of  the  Govern- 
ment. 

So  much  in  regard  to  the  matter  of  rates;  first,  that  the  capitaliza- 
tion should  be  reduced  to  an  honest  basis,  so  that  the  railroads  would 
represent  the  cost  of  reproducing,  and  I  know  of  no  other  basis; 
everybody  else  is  governed  by  that  rule.  A  merchant's  stock  is  only 
worth  the  cost  of  reproducing.    The  land  that  a  farmer  bin^s  is  not 
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determined  by  the  amount  of  the  mortgage  on  it;  it  is  determined 
by  the  value  of  the  crop  and  the  value  of  the  land  around  it,  and  it 
is  only  where  the  owner  of  the  property  has  some  special  means  of 
protecting  himself  from  general  laws  and  general  rules  that  he  can 
expect  to  preserve  a  value  that  is  in  excess  of  the  cost  of  reproduc- 
tion, and  the  way  that  the  railroads  do  it  is  to  exercise  the  privilege — 
I  say  privilege  rather  than  right — the  privilege  of  collecting  rates 
sufficient  to  pay  interest  and  dividends  on  the  capital  that  they 
have.  I  believe  the  only  just  basis  would  be  the  cost  of  reproduction, 
and  how  that  is  to  be  ascertained  or  how  it  is  to  be  reached  is  a 
matter  that  would  require  a  good  deal  of  discussion  and  investi- 
gation. 

That  is  all  on  that  point. 

The  Chairman.  Are  you  through,  Mr.  Bryan? 

Mr.  Bryan.  Yes;  unless  there  is  something  else  suggested. 

The  Chairman.  Mr.  Bryan,  you  say  that  the  capital  stock  of  cor- 
porations should  be  reduced  to  a  fair  valuation  of  the  properties  ? 

Mr.  Bryan.  Reduced  on  the  supposition  that  it  is  now  above. 

The  Chairman.  Yes.  You  are  aAvare  that  under  existing  law  the 
National  Government  can  not  control  stock  issues,  are  you  not? 

Mr.  Bryan.  That  we  have  no  law  for  it? 

The  Chairman.  Yes;  that  we  have  no  law  for  it.  Do  you  think 
the  National  Government  should  pass  a  law  controlling  stock  and 
bond  issues? 

Mr.  Bryan.  I  do. 

The  Chairman.  Do  you  think  that  control  should  be  exercised 
contemporaneously  with  a  similar  control  by  the  respective  States? 

Mr.  Bryan.  I  see  no  conflict. 

The  Chairman.  Suppose  a  State  should  come  to  one  conclusion 
regarding  the  capitalization  of  a  railroad  incorporated  in  that  State 
but  operating  in  interstate  commerce,  and  the  National  Government 
should  come  to  a  different  conclusion,  which  would  control? 

Mr.  Bryan.  I  should  say  that  each  would  control  within  its  own 
borders. 

The  Chairman.  You  would  say,  then,  that  the  State  action  would 
control  as  to  purely  State  commerce? 

Mr.  Bryan.  I  would  say  this,  that  the  State's  action  would  con- 
trol in  the  State  which  acted,  but  that  would  not  prevent  the  Federal 
Government  from  controlling  outside  of  that  State  in  intersate 
commerce,  or  any  other  State  controlling  within  its  own  borders. 

The  Chairman.  Well,  then,  you  understand  that  the  issue  of 
stocks  and  bonds  is  a  mathematical  expression? 

Mr.  Bryan.  Yes. 

The  Chairman.  So  much  stock  and  so  much  bonds.  Now,  if  the 
National  Government  says  that  a  stock  and  bond  issue  shall  be  a  cer- 
tain amount  and  the  State  says  that  that  stock  and  bond  issue  shall 
be  a  different  amount,  which  mandate  shall  the  State  corporation 
follow  ? 

Mr.  Bryan.  Well,  I  should  say  this,  that  the  Federal  Government 
can  take  the  matter  up  the  moment  the  corporation  attempts  to  do 
business  outside  of  the  State  of  its  origin,  and  can  fix  the  conditions 
upon  which  that  State  corporation  will  be  permitted  to  do  inter- 
state commerce,  just  as  we  have  in  the  child-labor  law.  You  know 
that  the  trust  remedy  that  I  have  advocated  for  many  years  is  based 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.        477 

upon  that  very  powor — that  a  State  may  create  a  corporation  as 
it  pleases,  and  be  as  lax  as  it  will  or  as  careful  as  it  will,  and  as  long 
as  the  corporation  stays  in  the  State  the  Federal  Government  has 
nothing  to  do  with  it,  but  the  moment  the  corporation  attempts  to 
enter  into  interstate  commerce,  then  the  Federal  Government  is  able 
to  take  charge  and  say  on  what  terms  it  shall  enter,  and  I  not  only 
believe  in  applying  that  doctrine  to  the  railroads,  but  I  believe  in 
applying  it  to  our  large  industrial  corporations. 

The  CriAinMAN.  You  realize  that  all  State  corporations  engaged 
in  railroading  are  also  engaged  in  interstate  commerce,  do  you  not? 

Mr.  Bryan.  Well,  nearly  all. 

The  Chairman.  Practically  all? 

Mr.  Bryan.  Yes. 

The  Chairman.  Now.  then,  with  reference  to  the  stock  and  bond 
issue  of  the  State  corporation  engaged  both  in  State  and  interstate 
commerce,  where  the  regulating  power  of  the  State  says  that  the 
stock  and  bond  issue  shall  be  one  amount,  and  the  National  Govern- 
ment, acting  for  interstate  commerce,  says  the  stock  and  bond  issue 
shall  be  another  amount,  how  is  that  corporation  to  obey  both 
mandates? 

Mr.  Bryan.  AVell,  if  you  will  pardon  me.  your  statement  is  not 
quite  accurate.  Senator.  The  State  does  not  say  it  shall  be  a  certain 
amount.  It  says  it  shall  not  be  more.  The  State  fixes  the  maximum 
and  the  Federal  Government  fixes  the  maximum,  but  if  the  Federal 
Government  fixes  a  maximum  lower  than  the  State,  it  does  not  con- 
flict with  the  State,  because  the  State  simply  says  that  the  higher 
maximum  shall  be  possible,  but  not  necessary. 

The  Chairman.  Now,  proceeding  to  the  question  of  fair  capitali- 
zation, you  are  aware  that  the  National  Government  has  passed  a  law 
for  the  valuation  of  railroads? 

Mr.  Bryan.  Yes. 

The  Chairman.  Railroads  engaged  in  interstate  commerce,  and 
that  the  process  is  now  going  on  ? 

Mr.  Bryan,  Yes,  sir. 

The  Chairman.  Now,  assuming  that  a  fair  valuation  is  arrived  at 
b}'  that  process,  what  would  you  regard  as  a  fair  return  with  a  view 
to  maintaining  that  valuation  on  the  market  ? 

Mr.  Bryan.  I  think  it  would  be  impossible  to  fix  it  in  figures,  but 
the  principal  is  very  easily  ascertained.  I  would  allow  the  market 
price  of  money  to  determine  so  that  a  margin  of  say  from  1  to  10 
per  cent  above  the  par  value  might  be  allowed;  that  whenever  the 
dividend  paid  raised  the  value  of  the  stock  above  10  per  cent  it  ought 
to  be  reduced.  If  the  dividend  paid  reduced  the  value  of  the  stock 
below  1  per  cent  it  ought  to  be  raised,  I  think  it  would  be  possible  to 
simply  state  the  principle  that  the  dividends  should  be  sufficient  to 
keep  that  stock  at  a  fair  revenue  and  a  reasonable  margin  to  cover 
the  fluctuations  that  you  could  not  possibly  calculate. 

The  Chairman.  How  about  the  surplus,  this  return  for  a  surplus 
which  is  to  guard  the  lean  years  and  protect  the  stockholders :  have 
you  any  views  as  to  the  amount  of  return  which  should  be  allowed 
for  that  purpose  ? 

Mr.  Bryan.  Nothing  except  a  suggestion.  It  would  be  merely  a 
matter  of  opinion.     I  should  say  tentatively  25  per  cent,  but  when 
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I  say  25  per  cent  I  do  not  mean  to  say  that  I  would  favor  that  and 
nothino;  else. 

The  Chairman.  You  mean  25  per  cent  of  the  amount  of  the  re- 
turn  

Mr.  Bryax.  The  capital.  Xo :  I  would  say  let  the  railroads— and 
I  am  just  sug-gestino-  that  by  way  of  illustration— let  the  railroad 
collect  enough  in  rates  to  pay  the  dividends  and  interest  and  in  addi- 
tion a  certain  amount  that  could  be  fixed  that  would  go  into  the 
surplus  until  the  surplus  reached  a  certain  sum  and  thereafter  would 
cease  until  the  surplus  fell.  To  illustrate  what  I  mean,  suppose  we 
took  the  diviclend  of  5  per  cent  and  allowed  the  rates  to  be  sufficient 
to  collect  a  dividend  of  5  per  cent,  and  then  suppose  we  allowed  2 
per  cent  to  be  collected  in  addition,  that  would  be  put  into  this  sur- 
plus until  the  surplus  reached,  say,  25  per  cent. 

The  Chairman.  Twenty-five  per  cent  of  the  capital  ? 

Mr.  Bryan.  Of  the  capital.  Then  the  2  per  cent  would  cease  to  be 
collectible  until  the  surplus  was  reduced  by  being  drawn  on  to  pay 
dividends,  and  whenever  it  was  reduced  it  would  be  again  increased 
by  the  same  process. 

The  Chairman.  Now,  regarding 

Mr.  Bryan.  May  I  just  add  a  suggestion  before  you  proceed? 
Now,  you  spoke  of  the  ascertaining  of  the  value  of  the  road.  I  think 
that  is  the  first  step.  When  we  have  ascertained  the  value  we  will 
know,  then,  what  amount  of  water  they  have  or  what  excess  their 
capitalization  contains.  I  believe  that  excess  ought  to  be  dealt  with 
and  removed  from  the  basis  of  calculation,  and  when  you  come  to  that 
there  are  equities  that  ought  to  be  considered.  I  would  not  be  willing 
to  say  that  as  soon  as  you  ascertain  what  the  actual  value  of  the  road 
is  that  therefore  you  should,  by  law,  wipe  out  all  the  rest,  because 
there  may  be  equities  to  be  considered;  but  when  you  find  out  what 
that  actual  valuation  is,  I  think  that  ought  then  to' be  represented  by 
stocks  and  bonds,  and  thereafter  no  stocks  and  bonds  should  be  al- 
lowed to  be  issued  except  under  supervision  and  for  actual  money  in- 
vested. Then  this  excess,  which  will  be  greater  in  some  roads  than 
in  others,  should  be  treated  by  itself,  and  that  the  investments  should 
be  upon  some  equitable  basis.  It  might  be  fair,  all  things  considered, 
that  that  amount  should  be  divided  between  the  stockholders  and  the 
general  public.  It  might  be  wise  for  the  general  public  to  assume 
the  payment  of  a  certain  amount  of  that  excess,  if  it  can  be  shown  to 
have  an  equitable  claim:  but  I  think  we  ought  to  get  to  some  basis 
and  not  have  this  quantity  of  water  made  as  a  continuing  foundation 
upon  which  there  should  be  a  perpetual  tax  upon  the  public.  I  would 
rather  have  that  set  apart  and  settled  upon  an  equitable  basis,  and 
after  that  the  railroad  problem,  so  far  as  the  stockholders  are  con- 
cerned, would  be  very  easy,  and  then,  I  think,  we  ought  to  have  legis- 
lation that  would  prevent  the  exploitation  of  roads,  not  by  their 
owners  because  the  owners  of  roads  do  not  exploit  them. 

The  railroads  are  exploited  by  a  group  of  men  who  use  the  power 
the  stockholders  give  them,  not  for  the  benefit  of  the  stockholders, 
but  for  the  benefit  of  themselves.  A  railroad  president  drawing 
$100,000  a  year  would  have  to  serve  50  years  in  order  to  make 
$5,000,000,  and  then  on  the  assumption  that  he  did  not  spend  any- 
thing during  that  time.  Now,  nobody  begrudges  these  railroad  offi- 
cials a  fair  return  for  their  services,  but  when  a  president  drawing 
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$100,000  a  year  is  permitted  to  buy  over  a  railroad  and  then  sell  it 
to  himselt  tor  hve  millions  more  than  he  paid  for  it  he  makes  in  one 
transaction  as  much  as  the  railroad  would  pay  him  in  50  years  and 
the  liir^e  fortunes,  as  I  understand  it,  have  not  been  made  out  of 
salaries;  they  have  been  made  out  of  exploitation,  and  one  of  the 
common  ways  has  been  when  a  railroad  is  to  be  built— of  course,  we 
jot  have  so  much  building  now,  and  it  is  not,  therefore,  so  much 
used— but  the  way  used  to  be  for  the  railroad  company  to  elect  its 
directors  and  then  the  directors  would  form  a  construction  company 
and  the  construction  company  would  then  deal  with  itself  and  the 
railroads  represented  by  those  men  would  pay  to  those  men  all  that 
the  railroad  had,  and  these  men  would  get  all  the  money  that  the 
railroad  had  by  dealing  with  themselves. 

Now,  that  has  been  the  way  in  which  a  good  deal  of  the  exploita- 
tion has  been  done.  Since  that  time  we  have  had  this  other  plan  of 
buying  a  new  road,  as  we  have  had  some  illustrations  of  it  in  the 
railroad  life.  The  men  in  charge  would  buy  a  road  and  sell  it  to 
the  corporation  they  controlled,  and  in  that  way  they  have  made 
that  money.  I  think  we  ought  to  have  laws  that  will  compel  the 
railroad  managers  to  do  an  honest  business,  and  we  have  had  an 
investigation  in  the  last  few  years  that  has  shown  that  railroads 
that  stood  among  the  very  best  in  the  country,  backed  by  men  that 
we  recognized  as  our  biggest  financiers,  have  been  guilty  of  things 
that  would  bring  discredit  upon  an  ordinary  highway  robber. 

The  Chairman.  Would  you  have  this  legislation  to  prevent  the 
exploitation  of  railroads,  to  which  vou  refer,  enacted  by  the  Nation 
or  the  States? 

Mr  Bryan.  I  fall  back  upon  my  original  proposition.  I  would 
have  both.  I  would  have  the  Nation  do  its  part,  but  not  deprive 
the  States  of  their  part ;  in  other  words,  I  believe  that  national 
remedies  should  be  added  to  the  State  remedies  and  not  subtracted, 
ihey  can  act  concurrently  within  their  respective  jurisdictions. 

The  Chairman.  With  reference  to  the  corporate  organizations 
which  are  to  operate  in  interstate  transportation,  with  a  view  of 
meeting  the  demands  of  the  Nation  as  well  as  the  respective  States 
in  which  they  are  located,  do  you  regard  this  tendency  toward  the 
consolidation  of  State  railroads  into  great  national  systems,  under 
which  one  system  will  operate  railroads  in  3,  4,  5,  8,  or  10  States,  a 
beneficial  one? 

Mr.  Bryan.  Well,  I  would  not  attempt  to  interfere  except  where 
competition  was  eliminated.  That  is,  the  mere  extension  of  a  line 
into  new  territory  I  would  not  regard  as  necessarilv  objectionable, 
and  I  would  not  care  to  say  that  a  limit  should  be  set  to  the  length 
of  a  road  or  to  the  number  of  its  branches,  but— — 

The  Chairman.  Or  to  the  number  of  States  in  which  it  runs? 
Mr.  Bryan.  That  would  follow  from  its  length— but  I  do  think 
that  no  permission  should  be  given  to  take  competing  lines.     To  my 
mind  competition  is  essential  unless  you  would  have  Government 
ownership. 

The  Chairman.  Now,  taking  into  consideration  the  present  8  or 

10  large  systems  of  railroads,  consolidating  in  their  operation  manv 

miles  of  track,  that  belong  to  individual  corporations,  organized 

under  the  laws  of  the  States,  do  you  view  any  of  these  consolidations 
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which  have  been  effected,  so  far  as  their  operation  is  concerned,  as 
prejudicial  to  the  public  interest? 

Mr.  Bryan.  I  am  not  prepared,  Senator,  to  point  out  a  case  and 
explain  the  operation  of  its  management. 

The  Chairman.  Are  you  aware  of  any  general  public  complaint 
against  any  one  of  these  consolidations,  so  far  as  the  area  of  its 
operations  is  concerned? 

Mr.  Bryan.  No  ;  I  can  not  say  that  I  know  of  any  complaint  based 
on  area.  Take  the  Pennsylvania  and  the  Baltimore  &  Ohio.  There 
was  complaint  based  on  the  destruction  of  competition,  and  I  think 
the  same  with  regard  to  the  Southern  Pacific  and  Union  Pacific 

The  Chairman.  Well,  we  have  now  in  the  East  several  great 
railway  systems — the  New  York  Central,  embracing  six  or  seven 
States,  running  as  far  as  Chicago  and  perhaps  beyond ;  the  Pennsyl- 
vania Railway  system;  the  Baltimore  &  Ohio  Railway  system;  the 
Southern  Railway  system — all  extending  from  the  Atlantic  coast  to 
the  Middle  West.  Do  you  know  of  any  public  complaint  against 
the  area  in  which  those  roads  operate — as  to  the  area,  rather,  in  which 
those  roads  operate? 

Mr.  Bryan.  I  am  not  prepared  to  say  that  there  is  any  complaint, 
and  I  do  not  recall  ever  having  heard  an  objection  based  upon  area 
alone.  I  know  in  the  case  of  the  southern  railroads  there  have  been 
complaints  based  upon  the  combination  that  has  eliminated  competi- 
tion. 

The  Chairman.  And  there  are  also  complaints  as  to  capitalization, 
but  I  am  confining  myself  simply  to  area  served. 

Mr.  Bryan.  I  see  your  point. 

The  Chairman.  I  want  to  get  at  the  question  as  to  whether  there 
is  any  public  complaint  against  the  size  of  the  area  of  operations  of 
these  great  systems. 

Mr.  Bryan.  I  know  of  no  complaint  based  merely  on  length  or 
area.     It  has  been  based  merely  on  the  elimination  of  competition. 

The  Chairman.  You  are  aware  in  each  one  of  these  districts  con- 
solidations have  been  effected  of  from  two  to  five  or  six  himdred  in- 
dividual roads  by  a  gradual  process,  are  you  not  ? 

Mr.  Bryan.  I  know  that  that  process  has  gone  on,  but  I  am  not 
sure  that  it  has  gone  on  in  recent  years  as  it  did  some  time  ago.  Then, 
of  course,  that  process  may  not  at  all  interfere  with  competition — 
the  extension  of  arms  and  branches  may  not  affect  the  matter  of 
competition. 

The  Chairman.  Now,  the  statement  was  made  some  years  ago, 
when  I  examined  this  matter  thoroughly,  that  there  were  about  6,000 
operating  individual  railroads  in  the  country ;  that  there  were  about 
2,000  operating  railways,  and  that  the  bulk  of  those  operating  rail- 
ways had  been  through  some  process  consolidated  in  their  opera- 
tion through  the  creation  of  great  systems,  some  10  in  number,  and 
this  consolidation  had  gone  so  far  that  the  entire  trackage  of  these 
10  systems  amounted  to  about  200,000  miles  of  railway  out  of  the 
225,000  or  230,000  miles  then  existing. 

Now,  just  simply  from  the  economic  standpoint,  the  question  of 
service  to  the  public,  and  disregarding  the  question  of  exaggerated 
stock  issues  and  bond  issues,  do  you  regard  that  tendency  as  simply 
meeting  the  economic  requirements  of  the  times,  or  was  it  a  mistake? 
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Mr,  Bryan.  I  think  it  would  bo  (lifticiilt  to  answer  that  question 
intolliiTontly  witliout  more  information  as  to  the  details  of  each  par- 
ticidar  case  than  I  have  from  your  question. 

Tile  CiiAiiorAx.  Do  you  not  think  if  it  had  \  iolated  the  economic 
re(iuirements  of  tlie  time  we  would  have  heard  from  the  public? 

Mr.  Bryan.  I  think  the  public  would  not  likely  have  complained, 
except  as  that  consolidation  deprives  them  of  an  effective  competi- 
tion. 

The  Chairman.  I  understand,  and  if  it  doi^s  not  prevent  an  effec- 
tive competition 

Mr.  Bryan.  Competition,  to  my  mind,  is  the  test  question. 

The  Chairman,  ^'ou  are  aware  that  each  one  of  these  systems  has 
main  trunk  lines  and  also  branch  lines  extending  out  like  the  bones 
of  a  tish  from  the  spinal  colunm,  and  you  are  aware  that  as  to  each 
one  of  these  systems,  these  branch  lines  stretch  out  into  each  others" 
territories,  and  in  that  way  create  a  competition  between  the  branch 
lines,  are  you  not?  Does  not  that  constitute  about  as  effective  a 
method  of  competition  as  can  be  devised  ? 

Mr.  Bryan.  Well,  I  think  that  that  makes  competition  effective, 
provided  the  railroads  of  which  these  are  branches  are  not  themselves 
in  some  combination  by  which  they  destroy  it.  You  see,  there  are 
two  wavs  of  destroyiniT  competition;  one  "is  by  the  absorption  of 
ownerships  and  the  other  is  by  the  association  of  managers. 

The  Chairman.  Yes;  and  your  contention 

Mr.  Bryan.  We  have  had  some  experience  Avith  both. 

The  Chairman.  Your  contention  is  that  these  great  corporations, 
through  intercorporate  holdings,  create  practically  a  monopoly? 

Mr.  Bryan.  My  contention  is.  and  has  been  for  many  years,  that 
there  should  be  no  interlocking  directorates;  that  is.  no  man  should 
be  a  director  of  tw  o  competing  corporations. 

The  Chairman.  You  realize  legislation  has  been  enacted  by  the 
Nation 

Mr.  Bryan.  I  am  very  much  gratified  to  know  that  it  has. 

The  Chairman.  Now,  take  the  Southern  Railway  system,  which 
operates  in  about  10  or  11  States,  and  which  is  competitive  with  the 
Atlantic  Coast  Line  in  part  and  with  the  Louisville  &  Nashville 

Mr,  Bry^an.  And  the  Seaboard  ? 

The  Chairman.  And  the  Seaboard  in  part — there,  as  I  understand 
it— there  were  many  hundreds  of  small  State  railroad  cor]Dorations 
that  were  organized  into  this  great  system. 

Mr.  Bry'An.  I  am  not  acquainted  with  the  history  of  those. 

Tlie  Chairman,  I  will  state  to  you  briefly  their  history.  That 
consolidation  or  union  of  railroads  was  accomplished  through  the 
Richmond  &  Danville  Railroad,  organized  under  the  laws  of  Vir- 
ginia, and  to  which  a  very  liberal  charter  was  given  bv  the  State  of 
Virginia  Avithout  many  restrictions  as  to  stock  and  bond  issues,  with- 
out many  of  the  restrictions  wdiich  have  since  been  regarded  as  neces- 
sary in  both  State  and  National  legislation.  And  through  the  powers 
given  to  that  Richmond  S:  Danville  Railroad  of  purchasing  the  stocks 
of  other  corporations  and  of  leasing  other  corporations  that  railwav, 
as  I  understand  it,  has  come  into  the  physical  control  of  some  10,000 
or  11.000  miles  of  railroad  which  had  iDeen  operated  previously  bv 
individual  roads — some  two  or  three  or  four  hundred  in  number. 
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You  will  realize,  now,  that  was  done  for  the  purpose  of  promoting 
interstate  commerce. 

Mr.  Bryan.  I  should  say  that  was  not  the  primary  purpose. 

The  Chairman.  No  ;  not  the  i:)rimary  purpose  perhaps  of  the  incor- 
porators.   Theirs  was  private,  but  it  was  possibly  acquiesced  in. 
'  Mr.  Bryan.  Yes ;  that  may  have  been  incidental. 

The  Chadjman.  Upon  the' assumption  that  it  advanced  the  interest 
of  interstate  commerce.  I  now  ask  you  whether  you  think  it  was 
Avise,  as  a  matter  of  i)ublic  ])olicy,  to  permit  a  single  State  to  create 
the  organization  that  was  inteded  to  promote  the  national  purpose 
of  interstate  commerce  and  to  frame  the  entire  organization  that  w^as 
to  operate  that  immense  system  in  11  States;  whether  it  was  wise 
public  policy  to  permit  a  single  State  to  legislate  regarding  a  matter 
in  which  all  these  States  were  interested? 

Mr.  Bryan-.  My  answer  is  this,  that  it  is  not  necessary  to  restrict 
the  power  of  the  State  to  incorporate  to  give  the  Federal  Govern- 
ment power  to  regulate  that  corporation  whenever  it  goes  outside 
of  the  State  that  organizes  it.  No  matter  wdiat  the  State  of  Vir- 
ginia may  say  that  a  corporation  can  do,  the  Federyl  Government 
can  say  what  it  can  do  outside  of  the  State  of  its  origin  when  it 
engages  in  interstate  commerce,  and  the  Federal  Government  can  be 
perfectlv  indifferent  to  the  liberality,  as  you  so  call  it,  of  State  laws, 
because  "thev  do  not  bind  the  Federal  Government,  and  these  State 
laws  do  not' command  the  railroads  to  do  so-and-so,  they  merely  per- 
mit, and  when  the  Federal  Government  says,  "  We  will  not  permit 
you  to  act  up  to  the  full  authority  of  your  State  outside  of  your 
State  '"  there  is  no  conflict  between  it  and  the  State,  for  the  State  does 
not  exercise  or  attempt  to  exercise  any  authority.  When  it  gives  this 
power  it  simply  gives  its  permission,  and  I  can  not  see  that  any  other 
State  should  respect  this  power  to  its  own  injury  any  more  than  it 
should  allow  a  citizen  traveling  from  Virginia  to  another  State  to 
do  in  the  other  State  anything  that  is  harmful.  The  State  exercises 
the  right  to  sav  what  a' citizen  coming  from  Virginia  or  any  other 
State  shall  do  or  can  do,  and  the  Federal  Government  exercises  the 
authoritv.  Take  the  sale  of  liquor.  If  a  man  goes  from  Virginia 
into  West  Virginia  or  into  North  Carolina  and  attempt  to  sell  liquor 
the  Government  does  not  care  where  he  came  from,  it  says,  "  You 
can  not  do  that."  And  so  when  a  State  says  that  a  corporation 
organized  within  its  limits  and  under  its  laws  can  do  so-and-so.  it 
does  not  interfere  in  the  least  with  the  right  of  any  other  State  to 
say  it  can  not  do  it  within  its  jurisdiction  or  the  right  of  the  Federal 
Government  to  say  it  shall  not  do  it  anywhere  outside  of  its  own 
State.    I  can  not  see  that  there  is  any  conflict. 

The  Chairman.  Regarding  the  question  of  capitalization,  we  will 
•assume  that  the  Richmond  &  Danville  Railroad,  which  changed  its 
name  to  the  Southern  Railroad  system,  Avas  organized  for  the  pur- 
pose of  promoting  interstate  commerce  in  11  States,  and  that  each 
one  of  those  States  has  a  different  view  as  to  the  rule  Avhicli  should 
oovern  the  issue  of  stocks  and  bonds,  and  that  each  should  declare 
That  no  corporation  organized  in  another  State  should  operate  iu 
that  State  save  upon  complying  with  its  requirements  as  to  stock 
and  bond  issues.  That  would  be  a  condition  which  would  absolutely 
prevent,  would  it  not.  the  meeting  of  the  economic  requirements  of 
that  sectiou  by  unifying  these  railroads? 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.   '      483 

Mr.  Bryax.  My  answer  would  he  this,  that  tlie  people  of  the  State 
ai'e  more  iiitcrested  in  their  own  welfare  than  any  people  outside, 
and  they  would  not  do  anything  that  Avould  hurt  themselves,  and  if 
they  do  a  thing,  3'ou  may  rest  assured  that  it  is  done  on  the  theory 
that  the}"  are  helping  themselves,  they  are  protecting  themselves. 
And  I  can  not  see,  Mr.  Senator,  why  a  corporation,  organized  in 
another  State  or  organized  even  under  the  Federal  Government,  if 
you  succeeded  in  securing  such  a  change,  should  be  permitted  to  do 
in  a  State  what  an  individual  is  not  permitted  to  do  in  a  State.  That 
is,  I  do  not  see  why  a  man-made  corporation  should  have  rights 
higher  than  the  God-made  man. 

The  CiiAiKMAx.  Mr.  Bryan,  I  do  not  like  to  trespass  on  the  time 
of  the  othei'  members  of  the  committee,  and  I  think  I  have  occupied 
your  time  long  enough. 

Mr.  Bryax.  At  what  time  do  you  adjourn? 

The  Chairmax.  We  adjourn  at  12  o'clock. 

Senator  Cummixs.  Before  Judge  Adamson  interrogates  Mr.  Bryan 
I  have  a  suggestion  to  make. 

The  CiiAiRMAx.  Certainly ;  we  shall  be  glad  to  hear  it. 

Senator  Cummixs.  I  agree  with  so  many  of  the  observations  made 
by  Mr.  Bryan  and  with  so  much  of  his  reasoning,  and  the  people  of 
this  country  have  so  great  confidence  in  his  opinion,  that  I  think  each 
member  of  the  committee  ought  to  have  an  opportunity  to  develop 
this  subject  a  little  further.  At  least  I  feel  that  way,  and  I  hope 
that  the  chairman  can  make  an  arrangement  with  Mr.  Bryan  at  some 
future  time  to  resume  this  inquiry  so  that  all  of  us  will  have  a 
chance  to  go  further  into  this  very  important  matter. 

The  CuAiRMAX.  Would  the  committee  be  disposed  to  go  on  this 
afternoon  at  half  past  1  ? 

Mr.  Adamsox.  No,  sir;  the  House  is  in  session,  and  I  have  never 
yet  been  smart  enough  to  be  in  two  places  and  do  two  things  at  the 
same  time. 

Mr.  Bryax.  I  am  compelled  to  leave  here  at  4  o'clock. 

Mr.  Adamsox.  I  shall  join  with  Senator  Cummins  in  inviting  Mr. 
Bryan  to  return  here  at  a  future  day  and  allow  us  all  to  examine  him. 

^Ir.  Bryax.  I  can  now  fix  the  16th  day  of  January  as  a  day  that  I 
could  use  for  that  purpose. 

Mr.  Adamsox.  We  are  not  empowered  to  trade  that  far  ahead 
yet,  because  this  committee  expires  on  the  1st  of  January,  unless  we 
secure  an  extension. 

The  Chairmax.  I  will  endeavor  to  fix  a  time  that  will  be  con- 
venient. 

Mr.  Bryax.  Of  course,  gentlemen,  anything  that  you  require  of 
me  will  take  precedence  over  anything  that  I  have  arranged  for 
myself. 

Mr.  Ada:msox.  I  move  that  the  chairman  arrange  with  Mr.  Bryan 
to  return  at  some  convenient  day  to  resume  this  discussion. 

The  CHAiR:srAx.  Without  objection,  that  motion  will  be  adopted. 

Mr.  Adamsox.  Has  the  chairman  completed  his  examination  ? 

The  CiTAiRMAx.  I  should  like  to  ask  another  question.  I  stopped 
because  of  delicacy.  I  thought  I  was  taking  too  much  of  the  time 
of  tlie  committee. 
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Mr.  Bryax.  So  far  as  I  am  concerned,  I  could  remain  here,  say, 
until  1  o'clock,  if  it  suited  your  convenience;  but  I  could  not  remain 
after  that  hour. 

Mr.  Adamson.  There  are  just  two  or  three  questions  suggested  by 
your  questions,  Mr.  Chairman,  which  I  will  ask,  if  you  will  allow  me. 

The  Chairiman.  I  will  ask  one  or  two  other  questions,  if  you 
please. 

Mr.  Bryan,  you  are  aware  that  with  reference  to  the  national 
banks,  wliich  serve  national  purposes  regarding  our  fiscal  affairs 
and  which  also  serve  interstate  commerce  in  providing  for  interstate 
and  foreign  exchange,  that  we  have  organized  national  incorpora- 
tions. Would  that  not  suggest  that  in  the  exercise  of  the  national 
power  with  reference  to  transportation  that  we  should  organize 
national  incorporations  ? 

Mr,  Bryan.  To  my  mind  it  raises  neither  necessity  nor  suggestion. 
In  the  first  place  the  national  bank  was  created  as  a  war  measure. 
The  primary  purpose  was  to  secure  a  market  for  bonds.  That  pur- 
pose no  longer  exists,  but  the  bank  has  been  found  to  serve  a  com- 
mercial purpose;  but  the  bank  is  amenable  to  the  laws  of  the  State; 
and  then  remember  that  it  is  no  such  institution  as  the  railroads. 
For  instance,  the  income  of  all  the  banks  is  relatively  small  compared 
with  the  income  of  the  railroads.  The  employees  of  all  the  banks  is 
small  in  number  compared  with  the  number  of  employees  of  the  rail- 
I'oads,  so  there  is  neither  the  original  necessity  nor  a  parallel  use 
that  would  suggest  the  following  of  that  example.  My  own  opinion 
is  that  the  necessity  for  the  national  banks,  as  it  now  exists,  is  pos- 
siblv  overestimated. 

Th.e  Chairman.  But  would  you  favor  a  reorganization  of  the  na- 
tional bank  system  and  the  restoration  of  the  State  bank  system? 

Mr.  Bryan.  I  would  not  say  that  it  was  necessary  because  the  evils, 
such  as  there  may  be,  are  insignificant,  in  my  judgment,  compared 
with  the  evils  that  would  follow  from  the  change  which  is  proposed 
in  regard  to  railroads,  and  then  you  have  an  existing  institution 
created  for  the  purpose,  but  an  institution  to  which  society  has  ad- 
justed itself,  so  that  the  abolition  of  the  bank  would  compel  a  read- 
justment. The  surrender  of  State  authority  over  railroads  and  the 
exercise  of  exclusive  authority  by  the  Federal  Government  would 
compel  a  readjustment,  so  that  in  one  case  the  readjustment  is  an 
argument  against  the  change  back,  and  in  the  other  case  it  is  an 
argimient  against  the  change  proposed. 

The  Chairman.  You  spoke  of  the  necessities  of  war  warranting 
the  organization  of  the  national  banks.  Do  you  take  into  view  the 
fact  that  in  the  future  the  adaptation  of  the  railroads  of  the  country 
to  our  national  requirements  for  national  defense — do  you  take  that 
.as  an  essential? 

Mr.  Bryan.  I  see  no  reason  why  we  need  change  our  present 
methods  to  give  the  Federal  Government  anv  authority  it  needs.  I 
think  tlie  i>lan  proposed  bv  the  President,  of  authorizing  the  taking 
over  of  the  railroads  in  cases 

The  Chairman.  In  cases  of  necessity? 

Mr.  Bryan.  Yes,  sir;  would  meet  that  emergency. 

The  Chairman.  That  would  mean  that  for  that  purpose  the  Na- 
tional Government  would  practically  operate  all  the  railroads,  or 
could  operate  all  the  railroads? 
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Mr.  Bryan.  Only  to  the  extent  that  it  was  necessary,  but  that 
might  be  a  very  limited  extent  and  for  a  limited  time.  And  then 
that  is  a  contingency  that  really  I  am  less  disturbed  about  than  some 
others. 

The  Chairman.  You  realize  the  fact,  do  you  not,  that  while  for 
many  years  there  was  great  complaint  about  our  national  bank  sys- 
tem, and  particularly  about  the  money  control  of  the  country,  that 
complaint  has  been  largely  done  away  with  by  legislation  enacted 
by  the  National  Government,  has  it  not? 

Mr.  Bryan.  I  think  the  creation  of  this  reserve  system,  with  its 
twelve  financial  centers,  and  its  central  board,  has  very  much  relieved 
the  public  from  the  control  that  was  exercised  through  the  banks, 
not  necessarily  by  them. 

The  Chairman.  Does  not  that  diminish,  to  some  degree,  your  lack 
of  faith  in  the  ability  of  the  national  representatives  to  meet  the 
requirements  of  the  hour  with  reference  to  restrictive  and  controlling 
legislation  as  to  these  great  national  instrumentalities'^ 

Mr.  Bryan.  Xot  when  I  remember  the  difficulty  we  had  in  getting 
the  law  passed  and  the  effort  made  to  undo  it. 

The  Chairman.  Do  you  not  think  that  in  the  matter  of  the  regula- 
tion of  transportation  the  States,  acting  as  a  unit  through  the 
National  Government 

Mr.  Bryan.  That  the  what  ? 

The  Chairman.  That  the  States,  acting  as  a  unit  through  the  Na- 
tional Government,  have  be^n  able  to  do  more  in  the  way  of  properly 
regulating  the  railways  of  the  country  than  the  respective  States 
have  been  able  to  do? 

Mr.  Bryan.  I  can  not  agree  with  you  on  any  evidence  that  I  know 
of:  but  I  shall  be  glad  to  consider  any  evidence  that  you  have  in 
support  of  that  proposition. 

The  Chairman.  I  had  the  impression  that  that  was  self-evident. 

Mr.  Bryan.  That  is  not  my  view. 

The  Chairman.  That  while  some  of  the  States — very  few — have 
reached  a  very  perfect  system  of  regulation  and  control,  that  has  not 
been  the  case  with  most  of  them. 

Mr.  Bryan.  I  think  on  that  point  I  might  suggest 

The  Chairman.  And  that  they  have  been  very  slow,  in  my  judg- 
ment, in  meeting  the  requirements  of  the  situation. 

Mr.  Bryan.  Not  so  slow  as  the  Federal  Government.  And,  besides, 
where  you  have  a  number  of  States  acting  separately  there  is  oppor- 
tunity for  the  trying  of  remedies  that  will  enable  us  to  experiment 
and  profit  by  experiment,  and  a  successful  experiment  tried  in  one 
State  is  apt  to  be  adopted  in  another;  but  where  you  have  just  the  one 
legislative  body  acting  there  is  no  other  body  from  which  it  can 
receive  either  the  impulse  that  comes  from  rivalry  or  the  benefits  of 
experience. 

The  Chairman.  You  are  aware  that  in  the  suggestions  regarding 
national  incorporation  it  is  not  proposed  to  relieve  those  corporations 
from  the  police  laws  of  the  State  or  from  the  taxing  powers  of  the 
State  ? 

Mr.  Bryan.  Yes. 

The  Chairman.  You  are  aware  of  that? 

Mr.  Bryan.  Yes. 
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The  Chairman.  And  you  are  aware  also  that  they  all  involve  the 
most  careful  control  of  capitalization  of  the  stock  and  bond  issues  ? 

Mr,  Bryan.  But  I  think  everything  that  is  good  in  the  proposed 
measure  can  be  secured  entirely  independently  of  the  proposed 
change. 

The  Chairman.  I  see. 

Mr.  Bryan.  That  is.  that  you  can  add,  through  the  Federal  Gov^ 
ernment,  any  regulation  that  is  desirable  and  any  that  would  be 
included  in  the  plan  without  the  adoption  of  the  plan  at  all. 

The  Chairman.  That  is  all,  Mr.  Bryan. 

Mr.  Adamson.  Mr.  Bryan.  Awhile  you  may  be  aware  of  Chairman 
Newlands's  theory  about  what  ought  to  be  done,  how  could  you  pos- 
sibly be  aware  of  what  would  be  the  final  outcome  of  legislation  if  we 
should  enter  on  this  project? 

Mr.  Bryan.  No  one  can  predict  with  any  certainty  in  regard  to 
legislation. 

Mr.  Adamson.  The  influences  which  could  secure  this  movement  at 
all  might  frame  the  legislation? 

Mr.  Bryan.  My  fear  is  that  the  temptations  that  would  come  with 
the  change  would  be  difficult  to  resist — that  is,  the  temptation  would 
come  to  the  railroads  to  exercise  an  undue  influence. 

Mr.  Adamson.  Whatever  general  advantages  may  be  claimed  for 
large  consolidations  of  these  local  corporations — might  those  advan- 
tages be  largely  offset  if  local  interests  and  convenience  were  ig- 
nored through  the  management  b}'  people  far  removed  from  the 
communities  ? 

Mr.  Bryan.  Yes.  The}"  may  not  only  be  overcome,  but  I  think 
there  is  a  principle  there  that  we  can  not  ignore,  and  that  is  that 
where  you  transfer  from  the  locality  to  some  remote  place  the  con- 
trolling power,  in  proportion  as  it  is  removed,  it  is  less  amenable  to 
local  opinion,  and  that  is  one  of  the  objections  to  the  consolidation 
that  has  gone  on  under  the  trust  system. 

Mr.  Adamson.  You  answered  Chairman  Newlands's  question  about 
the  ramifications  of  these  great  systems  going  into  the  vicinity  one 
of  another  and  competing.  I  will  ask  you,  while  you  say  you  have 
heard  no  great  general  complaint,  except  as  to  competition,  if  you 
have  not  observed  the  practice  of  gi'eat  and  profound  courtesy  by 
one  railroad  combination  as  to  another  with  regard  to  invading  its 
territory  ? 

Mr.  Bryan.  I  think  there  has  sometimes  been  a  courtesy  that 
could  not  be  entirely  explained  by  the  ordinary  standards  of  life. 

Mr.  Adamson.  On  the  subject  of  the  necessity  for  this  regulation, 
my  railway  friends  do  not  conceal  that  they  ai'e  emliarrassed  in  two 
particulars:  One  is  that  they  have  too  many  restrictions  on  their 
operation  and  too  many  restrictions  on  the  securing  and  use  of 
capital.  That  is  their  whole  complaint.  Now.  they  say,  in  elabora- 
tion, that  they  have  not  the  power  to  control  either  their  expendi- 
tures or  their  earnings.  I  w^ill  ask  you  if  under  the  condition  of  so- 
ciety where  we  have  relinquished  part  of  our  national  liberty  in 
consideration  of  securing  other  great  benefits  from  society — if  that 
is  not  true  of  every  person  and  corporation  in  this  country? 

Mr.  Bryan.  Yes ;  but  in  the  case  of  the  corporation  there  is  a  rea- 
son for  restriction  that  does  not  exist  with  the  individual. 
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Mr.  Adamson.   Von  nican  :i  gi'eater  reason? 

Mr.  Bryan.  Yoh. 

Mr.  Adamson.  An  additional  reason? 

INIr.  Bryan.  Yes;  because  the  corporation  has  no  riglits  except 
those  conferred  by  hiw,  while  the  individual  has  natural  rights. 

Mr.  Adamson.  They  further  state  that  the  Goveranient  has  dealt 
with  them  soleh'  with  a  policy  of  restriction  and  punishment.  I  want 
first  to  ask  you  a  few  questions  to  see  if  I  can  develop  that  they  are- 
entirely  in  error  about  that.  You  remember  the  desperate  conditions 
existing  when  Ave  undertook  to  regulate  the  railroads — and  you  were 
correct  in  saying  that  the  States  first  started  it.  The  Government, 
prodded  to  it  or  induced  to  it  by  the  representatives  from  the  States, 
finally  made  an  effort;  then  the  railroads  resisted  it  until  the  Su- 
preme Court  set  aside  enough  of  it  to  emasculate  it;  and  you  cor- 
rectly say  that,  in  spite  of  and  notwithstanding  your  position,  we  suc- 
ceeded, after  12  or  15  years,  in  putting  some  life  back  into  it.  I  want 
to  ask  you  what  particular  thing  the  Government  has  put  upon 
them — Avhat  restrictive  thing  the  Government  has  put  upon  the 
operation  of  railroads  that  is  any  more  severe  than  it  is  on  any  other 
business  in  society?  For  instance,  we  established  a  rule  that  every 
rate  and  practice  shall  be  just  and  reasonable.  Is  that  any  more  than 
is  required  of  other  people  by  the  Government — that  their  conduct 
shall  be  just  and  reasonable?  Is  that  an  unreasonable  rule,  for  the 
railroads  to  complain  of? 

Mr.  Bryan.  I  do  not  regard  it  as  a  reason  for  complaint. 

Mr.  Adamson.  Then,  we  adopted  the  Elkins  law,  forbidding  dis- 
criminations and  rebates ;  we  had  something  in  the  original  law  about 
discriminations.  Is  there  anything  wrong  in  saying  to  the  men  who 
are  operating  these  great  corporations  that  they  shall  not  give  one 
man  in  one  community  a  preference  over  another? 

Mr.  Bryan.  My  recollection  is  that  it  was  stated  at  the  time  the 
Elkins  law  was  drawn  by  the  representatives  of  the  railroads  that 
the  complaint  was  that  as  long  as  one  system  granted  rebates  the 
other  had  to,  and  that  it  was  a  disadvantage  to  the  railroad  to  give 
rebates,  and  that  the  Elkins  law  really  protected  the  railroads  from 
each  other. 

Mr.  Adamson.  Then  we  have  provided,  in  the  interest  of  public 
safety,  certain  requirements  and  restrictions.  Do  you  think  there  is 
anything  wrong  or  harsh  in  that? 

Mr.  Bryan.  Speaking  generally,  I  am  not  able  to  point  out  any 
restriction  that  I  regard  as  unjust. 

Mr.  Adamson.  I  shall  not  enumerate  all  of  these  to  you,  but  all  of 
them  have  been  prohibitions  against  the  conduct  not  of  good  men  but 
of  bad  men — wrongs,  crimes  per  se,  or  malum  in  se  or  malum  pro- 
hibitum. These  restrictions  are  directed  to  the  conduct  of  tlie  men, 
and  not  against  the  railroads ;  and  how  can  a  good  man  who  wants  to 
do  right  and  administer  the  affairs  of  a  railroad  properly,  justly 
object  to  these  restrictions  and  prohibitions  any  more  than  you  can, 
as  a  citizen  of  this  country  object  to  the  prohibitions  against  bad 
men  conunitting  lawless  acts? 

Mr.  Bryan.  I  think  your  reasoning  is  sound,  Congressman,  and  I 
have  long  believed  that  our  laws  should  put  the  penalty  upon  the 
individual  and  not  upon  the  corporation. 
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Mr.  Adamson.  Do  you  believe  that  the  railroads  are  correct  in 
there  apprehension  that  the  people  have  a  prejudice  against  them? 
Do  you  not  think  that  the  people  love  and  admire  the  railroads,  and 
desire  that  the  railroad  oflicials  should  do  right,  as  other  people  ? 

Mr.  Bryan.  You  state  it  a  little  stronger  than  I  would. 

Mr,  Adamson.  What  is  your  statement? 

Mr.  Bryan.  When  you  speak  of  the  love  for  these  men. 

Mr.  Adamson;  Railroads. 

Mr.  Bryan.  I  mean  loving  the  railroad  officials. 

Mr.  Adamson.  No;  the  railroads,  I  say,  and  the  good  officials. 

Mr.  Bryan.  Yes.  I  think  in  an  impersonal  way  they  love  the 
railroads,  but  that  they  separate  some  of  the  railroads  officials  from 
the  railix)ad  that  they  love  when  they  attempt  to  display  their  aflfec- 
tions. 

Mr.  Adamson.  They  love  the  good  ones  and  try  to  correct  the  bad 
ones. 

Mr.  Bryan.  They  are  interested  in  legislation  that  will  permit 
the  investment  of  all  the  capital  necessary,  and  the  earning  of  all 
the  dividends  necessary,  and  the  fact  that  they  have  an  interest  in 
not  doing  injustice  to  the  railroads  is  the  protection  of  the  railroad 
against  injustice,  if  it  will  only  go  to  the  people  and  fairly  lay  its 
case  before  them ;  but  as  long  as  the  railroad  keeps  an  "  oil  room  "  and 
spends  its  time  trying  to  corrupt  the  men  sent  there  by  the  people 
to  regulate  the  railroad  it  is  apt  to  raise  a  suspicion  as  to  the  good 
intent  of  the  railroad. 

Mr.  Adamson.  Then  the  misconduct  and  mismanagement  of  the 
bad  railroad  officials  has  contributed  to  create  the  very  demagogue 
of  whom  they  complain? 

Mr.  Bryan.  Yes;  but  jon  can  not  always  tell  who  are  the  bad 
officials  and  which  is  the  bad  railroad  until  after  a  thorough  investi- 
gation. 

Mr.  Adamson.  Mr.  Chairman,  I  will  be  compelled  to  go  to  the 
House.    I  can  not  go  on.    I  move  we  adjourn. 

(The  motion  was  agreed  to.) 

The  Chairman.  The  connnittee  will  take  a  recess  until  Saturday 
at  10  o'clock. 

(Whereupon,  at  12  o'clock  noon,  the  committee  took  a  recess  until 
Saturday,  December  9,  1916,  at  10  o'clock  a.  m.) 
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SATURDAY,  DECEMBER  9,   1916. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Room  326,  Senate  Office  Building,  • 

Wafihingfo7i,  D.  C. 
The  joint  subcommittee  met  at  10  o'clock  a.  m.,  pursuant  to  ad- 
journment,   Senator    Francis    G.    Newlands    presiding;    also    Vice 
Chairman  William  C.  Adamson. 

ORDER  or  procedure. 

The  Chairman.  The  committee  will  come  to  order.  I  will  state 
that  the  committee  has  determined  to  hear  Mr.  Thelen  to  a  conclusion, 
and  Mr.  Brookhart  upon  the  subject  of  Government  ownership,  post- 
poning the  cross-examination  of  both  until  some  time  in  the  future. 
Mr.  Cowan,  on  behalf  of  the  shippers,  will  present  a  written  state- 
ment oft  their  behalf  within  the  next  few  days,  which  will  be  inserted 
in  the  record. 

As  the  committee  will  doubtless  desire  to  fully  consider  a  coordi- 
nated rail,  river,  and  ocean  transportation,  I  desire  to  insert  in  the 
record  for  the  consideration  of  the  committee,  and  for  the  examina- 
tion of  those  who  appear  before  us  to  testify  regarding  interstate 
commerce,  certain  matter  regarding  a  measure  which  I  have  been 
urging  for  the  last  10  years,  generallj^  known  as  the  Newlands  river 
regulation  bill,  intended  to  promote  the  improvement  and  devehjp- 
ment  of  the  rivers  of  the  country  in  the  interest  of  interstate  com- 
merce, and  in  this  connection  to  secure  the  development  and  control 
of  our  water  resources  for  every  useful  purpose,  including  the  recla- 
mation of  arid  and  swamp  lands,  the  develojoment  of  water  power, 
and  other  beneficial  uses,  thus  making  the  waters  of  the  country  the 
creatoi-s  instead  of  the  destroyers  of  wealth.  I  shall  insert  in  the 
record  extracts  of  a  speech  on  this  subject  made  by  me  on  the  17th 
of  December,  1907,  also  an  article  appearing  in  the  annals  of  the 
American  Academy  of  Political  and  Social  Science  of  January,  1908. 

(The  matter  referred  to  is  as  follows:) 

THE  INLAND  WATERWAYS— A  LEGISLATIVE  PLAN  FOR  THEIR 
IMPROVEMENT— THE  COORDINATION  OF  RAIL  AND  WATER 
TRANSPORTATION. 

"  The  Inland  Waterways  Commission  is  now  eusasred  in'framing  a  preliminary 
reiK)rt  to  the  President,  but  it  has  not  yet  reached  a  final  conclusion.  I  wish 
to  say,  as  a  member  of  that  commission,  that  I  simply  express  here  my  indi- 
vidual views.  I  have  introduced  in  the  Senate  a  bill  (S.  500)  providing  for  the 
appointment  of  an  inland  waterway  commission  for  the  development  of  the 
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inland  waterways  of  the  country,  purely  in  a  tentative  way.  I  invite  suggestion, 
criticism,  and  amendment,  so  that  the  commission  may  have  the  advantage  of 
the  consideration  of  this  question  by  members  of  both  bodies  of  Congress  and  by 
the  country  at  large  before  it  reaches  a  final  conclusion.     *     *     * 

"  I  have  also  recently  introduced  a  bill  (S.  499)  which  in  most  particulars  is 
identical  with  the  bill  introduced  by  sne  over  two  years  ago  for  the  national 
incorporation  of  rail,  river,  and  ocean  carriers.  I  shall  insert  a  copy  in  these 
remarlvs  in  the  hope  that  it  will  be  carefully  considered  in  connection  with  the 
development  of  our  waterways.  I  invite  also  as  to  this  bill  the  criticism,  sug- 
gestion, and  amendment  which  I  have  invited  regarding  Senate  bill  No.  500." 

[Speech  of  Hon.   Francis  G.  Newlands,  of  Nevada,   in  the   Senate  of  the   United   States, 

Tuesday,  Dee.  17,  1907.] 

Mr.  Newlands.  Mr.  President,  I  desire  to  present  ni}^  views  re- 
garding a  bill  which  I  introduced  a  few  days  since  and  which  reads 
as  follows : 

THE  INLAND  WATERWAY  COMMISSION  BIIX. 

A  bill  (S.  .500)  providing  for  the  appointment  of  an  inland  waterway  commission  and  for 
the  improvement  and  development  of  the  inland  waterways  of  the  country,  with  a  view 
to  the  promotion  of  transportation  l>etween  the  States  and  with  foreign  countries. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Comjrss  assembled,  That  a  special  fund  shall  be  established  in 
the  Treasiu'y,  to  be  known  as  the  "  inland  waterway  fund,"  to  be  used  in  the 
examination  and  survey  for  and  the  development  of  the  inland  waterways  of 
the  country  ;  and  the  sum  of  $50,000,000  is  hereby  reserved,  set  aside,  and  appro- 
priated as  such  fund. 

Sec.  2.  That  the  President  of  the  United  States  is  hereby  authorized  to  cau.se 
to  be  made  examinations  and  survej's  for  the  development  of  the  inland  water- 
ways of  the  country,  including  the  Great  Lakes,  the  Mississippi  River  and  its 
tributaries,  the  navigable  rivers  of  the  Gulf  of  Mexico  and  their  tributaries,  the 
navigable  rivers  of  the  Atlantic  coast  and  their  tributaries,  the  navigable  rivers 
of  the  Pticific  coast  and  their  tributaries,  and  for  the  connection  of  such  rivers 
with  each  other,  wherever  practicable  and  desirable,  by  connecting  canals  and 
by  coastal  canals,  with  a  view  to  the  promotion  of  transportation  between  such 
rivers  by  vessels  of  a  standard  draft ;  and  to  investigate  all  questions  relating  to 
the  development  and  improvement  of  the  inland  waterways  of  the  country,  with 
a  view  to  the  promotion  of  transportation ;  and  to  consider  and  coordinate  the 
questions  of  irrigation,  swamp-land  reclamation,  clarification  of  streams,  utiliza- 
tion of  water  power,  prevention  of  soil  waste,  protection  of  forests,  regulation  of 
flow,  control  of  floods,  transfer  facilities  and  sites  and  the  regulation  and  control 
thereof,  and  such  other  questions  regarding  waterways  as  are  related  to  the 
development  of  rivers,  lakes,  and  canals  for  the  purposes  of  commerce. 

Sec.  3.  That  is  order  to  enable  the  President  to  make  such  examinations, 
surveys,  and  investigations  and  to  construct  the  works  provided  for  by  this  act 
he  is  authorized  to  appoint  an  inland  waterways  commission,  to  be  composed 
of  members,  and  to  bring  in  coordination  therewith  the  Corps  of  Engi- 
neers of  the  Army,  the  Bureau  of  Soils,  the  Forest  Service,  the  Bureau  of  Cor- 
porations, the  Reclamation  Service,  and  other  branches  of  the  public  service 
related  to  waterways,  and  to  appoint  such  experts  and  other  persons  and  create 
such  board  or  boards  in  connection  therewith  as  the  work  may  require,  and  to 
fix  the  salaries  of  all  commissioners,  experts,  and  other  persons  employed  itnder 
this  act  until  the  same  have  been  fixed  by  Congress,  the  official  salary  of  any 
official  appointed  or  employed  under  this  act  to  be  deducted  from  the  n mount  of 
salary  or  compensation  fixed  under  the  terms  of  this  act. 

Sec.  4.  That  such  commission  shall  make  to  the  President  annually,  and  at 
such  other  periods  as  may  be  required  either  by  law  or  by  the  order  of  the  Presi- 
dent, full  and  complete  reports  of  all  their  acts  and  doings  and  of  all  the  moneys 
received  and  expended  in  the  construction  of  works  and  in  the  performance  of 
their  duties  in  connection  therewith,  which  reports  shall  be  by  the  President 
transmitted  to  Congress ;  and  such  commission  shall  furthermore  give  to  either 
House  of  Congress  sxich  information  as  may  at  any  time  be  required  either  by 
act  of  Congress  or  by  order  of  either  House  of  Congress. 

The  President  shall  cause  to  be  provided  for  the  use  of  the  commissioners  and 
other  employees  under  this  act  such  oflices  as  may,  with  the.  suita1)]e  equipment 
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of  the  sniiic.  be  ncccss;ii-y  .-umI  iiroiMM'  in  lii^  (lisiT;'lii>n  Un-  \\\v  jimiKM-  discluirKO 
(if  tlu'if  (liitk'S. 

SKf.  .").  That  if  alter  sucli  cxaiiiiiiiitioii,  survey,  and  estimate  sueh  comiuissioii 
shall  (leterniiiio  that  any  ]iri>Jec(  tor  the  iniproNemeiit  or  constniction  of  an 
inland  wati-rway  or  coasinl  waterway  is  i)ra(tical)le  and  desirable,  it  may,  with 
the  ai)|)ri)val  of  the  President  and  through  the  api»ropriate  service,  eonstruct  or 
execute,  or  cause  to  he  let,  contracts  for  the  construction  or  execution  of  the 
same,  in  such  portions  or  sections  as  it  may  he  i)racticab!e  to  construct  and  exe- 
cute as  i)ai'ts  of  tlie  whole  project  :  I'roruJiih  That  the  necessary  moneys  there- 
for are  available  in  tlie  inhual  watt'rway  fund. 

Sk'.'.  G.  Tliat  such  projects  may  include  such  collateral  works  for  the  irriga- 
tion of  arid  lands,  for  the  reclamation  of  swamp  lands,  for  the  conservation  or 
replacement  of  forests,  for  the  clarilicatioii  of  streams,  and  tor  the  utilization 
of  water  power  as  may  he  deemed  ;idvisable  in  connection  witli  the  development 
of  a  channel  for  naviuation  or  as  aidin;:'  in  a  comjiensatory  way  in  the  diminu- 
tion of  the  cost  of  such  jiroject. 

Si'X'.  7.  That  such  connnission  is  authorized,  with  the  approval  of  the  I'resi- 
dent,  to  enter  into  cooiKM-atiou  with  States,  nuuiicipalities.  communities,  cor- 
porations, and  individuals  in  sucli  collateral  works,  and  to  make  arranj^ements 
for  the  proportionate  payment  of  the  cost  tliereof  out  of  the  inland  waterway 
fund  and  by  the  States,  nmnicipalities,  communities,  corporations,  and  indi- 
viduals benetited  thereby,  in  such  manner  as  to  secure  an  equitable  distribution 
of  the  costs  and  benefits:  ProrUUd,  That  the  cost  of  such  collateral  works  shall 
be  paid,  if  practicable,  out  of  funds  i)rovided  therefor  by  Conj^ress,  hut  if  sufh- 
cient  provision  therefor  is  not  specially  made  by  Congress,  such  connnission  is 
autliorized  to  pay  for  the  same  out  of  the  inland  watei'way  fimd,  Init  the  total 
payments  made  on  account  of  such  collateral  works  from  such  inland  waterway 
fund  shall  not  exceed  ten  per  centum  thereof,  and  provision  shall  be  made,  as 
far  as  practicable,  for  the  reimbm-sement  to  such  fund  of  such  payments  by  the 
States,  miniicipalities,  connnunities,  corporations,  or  individuals  benetited 
thereby:  And  provided  also.  That  the  iidand  waterways  develojted  shall  remain 
free  for  all  the  uses  of  navigation. 

Sec.  8.  That  such  commission  shall  make,  with  the  approval  of  the  President, 
rules  and  regulations  governing  the  cooperation  and  compensation  to  the  fund, 
wherever  practicable,  by  the  conveyance  of  reclamation  rights,  the  lease  of 
water  ixjwer,  and  sucli  other  means  as  may  be  beneficial  to  the  United  States 
and  the  several  States,  municipalities,  communities,  corporations  and  indi- 
viduals entering  into  such  cooperation. 

Skc.  9.  That  in  carrying  out  the  provisions  of  tliis  act  regard  must  be  had,  as 
far  as  practicable,  to  the  equitable  apportionment  and  contemporaneous  execu- 
tion of  the  projects  contemplated  under  this  act  among  the  several  waterway 
systems  of  the  country. 

Sec  10.  That  the  President  is  authorized,  whenever  the  inland  waterway 
fund  is  reduced  below  $20,000,000.  to  make  up  the  deficiency  in  such  fund  by 
tlie  issue  and  sale  of  bonds  in  such  amount  and  for  such  time  as  he  shall  deem 
advisable,  bearing  interest  at  a  rate  not  exceeding  —  per  cent  per  annum ;  but 
the  amount  of  bonds  issued  shall  not  at  any  time  exceed  the  difference  betw^een 
the  cash  on  hand  in  such  fund  and  $50,000,000. 

Mr.  Newlands.  Mr.  President,  tlie  agitation  for  a  deep  waterway 
from  St.  Louis  to  the  Gulf  and  from  the  Lakes  to  the  Gulf  has 
reached  such  proportions  as  to  create  a  general  demand  from  every 
section  of  the  country  that  a  broad  and  comprehensive  plan  shotdd 
be  inaugurated  for  the  improvement  of  all  the  navigable  w^aterways 
of  the  country,  and  that  legislation  should  be  adopted  creating  a 
fund  for  continuous  and  uninterrupted  work,  securing  a  fair  appor- 
tionment of  the  work  between  the  different  sections  of  the  country, 
and  providing  for  a  businesslike  administration  with  reference  both 
to  examination  and  construction. 

The  President,  realizing  this  demand,  determined  to  investigate 
the  matter,  with  a  view  to  recommending  to  Congress  such  a  broad 
and  ( omprehensive  plan:  and  as  a  step  in  that  direction  appointed 
the  Inland  "Waterway  Connnission  to  look  into  the  various  questions 
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relating  to  the  inland  waterways  and  their  full  economic  develop- 
ment, and  to  report  to  him,  with  the  expectation  that,  if  their  recom- 
mendation was  approved  by  him,  it  would  be  submitted  to  Congress 
for  its  action.  The  commission  has  been  in  frequent  sessions  since 
April  last.  It  has  visited  nearly  every  section  of  the  country.  Sev- 
eral members  of  the  commission  visited  the  Pacific  coast  and  in- 
spected the  Sacramento,  the  San  Joaquin,  and  the  Columbia  Rivers. 
The  entire  commission  took  a  tour  of  the  Great  Lakes,  and  also  made 
a  ti-ip  from  St.  Paul  to  the  Gulf  upon  the  Mississippi  Eiver.  Subse- 
quently a  majority  of  the  cominission  made  an  examination  of  the 
Missouri  River. 

WATERWAY  CONVENTIONS. 

In  addition  to  this  the  commission  has  been  represented  at  various 
conferences  and  conventions  which  have  been  held  throughout  the 
country  from  the  Pacific  to  the  Atlantic  and  from  the  Lakes  to  the 
Gulf  upon  this  important  question. 

The  general  interest  which  the  country  is  showing  in  the  improve- 
ment of  waterways  is  manifest  in  the  organization  of  various  river- 
improvement  associations  in  all  parts  of  the  country,  and  in  meetinj^ 
of  these  and  other  associations,  the  principal  object  of  which  is  to 
consider  waterway  improvement.     I  shall  enumerate  some  of  these. 

At  Sacramento,  Cal.,  last  September  was  held  the  National  Irriga- 
tion Congress,  which  was  turned  almost  entirely  into  a  discussion  of 
waterways.  Delegates  were  present  from  all  the  States  west  of  the 
Mississippi  and  from  States  east  of  the  Mississippi  River.  The  total 
attendance  was  about  2,000. 

The  first  week  in  October  witnessed  the  most  imposing  pageant  in 
the  history  of  the  Mississippi  River.  The  trip  of  the  President  down 
the  Mississippi  from  Keokuk  to  Memphis,  together  with  governors 
from  19  States,  Congressmen,  and  citizens  representing  the  whole 
Mississippi  Valley,  made  the  Deep  Waterways  Convention  at  Mem- 
phis one  that  will  be  significant  in  the  history  of  the  Nation.  Three 
thousand  delegates  were  present,  besides  citizens  representing  a  large 
number  of  States. 

At  Moline,  111.,  in  October,  was  held  the  Upper  Mississippi  Im- 
provement Convention,  at  which  there  were  present  delegates  from 
five  States,  reaching  the  number  between  four  and  five  hundred. 

At  Sterling,  111.,  in  October,  was  celebrated  the  opening  of  the 
Hennepin  Canal,  with  the  governor  of  Illinois  and  representatives  of 
four  or  five  States  present,  and  a  general  attendance  of  thousands. 

In  October  the  Trans-Mississippi  Congress  at  Muscogee  was  chiefly 
devoted  to  the  waterway  improvement  question,  and  was  the  largest 
and  most  enthusiastic  assemblage  in  the  history  of  that  body. 

Then  came  the  Atlantic  Deeper  Waterways  Convention  at  Phila- 
delphia, with  a  representation  of  15  States  and  a  great  and  enthusi- 
astic discussion  of  the  improvement  of  waterways  along  the  Atlantic 
coast. 

At  Victoria,  Tex.,  in  September,  was  held  a  waterway  convention, 
whose  special  object  was  a  discussion  of  the  improvement  of  the 
western  Gulf  interpassage  and  the  development  of  Texas  rivers  as 
tributaries  to  it. 
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At  Birmingham,  Ala.,  in  October,  was  held  a  meeting  of  a  water- 
way improvement  association,  at  which  two  projects  were  discussed— 
the*^  eastern  Gulf  interpassage  movement  and  the  Atlantic  western 
project. 

The  National  Drainage  Congress,  at  Baltimore,  in  November,  was 
devoted  larffely  to  a  discussion  of  waterway  improvement. 

The  Ohio  V^alley  Improvement  Association  met  at  AVheeling  in 
October  and  discussed  the  improvement  of  the  Ohio  Kiver. 

A  waterway  improvement  association  met  at  Grants  Pass,  Oreg., 
in  September",  with  a  representation  of  three  or  four  States.  There 
have  also  been  other  meetings  in  Oregon  and  Washington,  and  in  the 
State  of  Montana  a  waterway-  improvement  association  has  been 
formed. 

In  January  the  Missouri  Development  Association,  devoted  to 
Avaterways  improvement,  will  meet. 

These  "indicate,  as  I  have  said,  the  deep  and  general  interest  that 
the  people  in  vai'ious  parts  of  the  country  are  taking  in  the  improve- 
ment of  waterways. 

The  Inland  Waterways  Commission  is  now  engaged  m  framing  a 
preliminary  report  to  the  President,  but  it  has  not  yet  reached  a 
final  conclusion.  I  wish  to  say,  as  a  member  of  that  commission,  that 
I  simply  express  here  my  individual  views  and  that  I  have  intro- 
duced in  the  Senate  a  bill"  (S.  500)  providing  for  the  appointment  of 
an  inland  waterway  commission  for  the  development  of  the  inland 
waterways  of  the  co"untry,  purely  in  a  tentative  way.  I  invite  sugges- 
tion, criticism,  and  amendment,  so  that  the  commission  may  have  the 
advantage  of  the  consideration  of  this  question  by  Members  of  both 
bodies  of  Congress  and  by  the  country  at  large  before  it  reaches  a 
final  conclusion. 

GOVERNMENT   WORKS. 

In  the  past,  Mr.  President,  it  has  been  the  general  view  of  the  coun- 
try that  the  Government  was  unable  to  do  constructive  work ;  that  it 
was  unable  to  do  such  work  efficiently ;  that  it  was  unable  to  do  it 
economically ;  that  it  w^as  unable  to  do  it  quickly.  The  experience  of 
the  country  within  the  past  few  years  with  two  great  systems  of 
constructive  work  has  proved  the  contrary  and  has  proved  that  the 
Government  is  able  to  do  its  own  work. 

Mr.  Beveridge.  I  will  ask  the  Senator  what  are  the  two  examples  to 
which  he  refers  ?  •         £    \ 

Mr.  New^lands.  Those  two  exceptions  are  the  construction  of  the 
Panama  Canal  and  the  work  of  the  Reclamation  Service.  For  the 
work  of  the  Panama  Canal  service  $75,000,000  has  already  been  ap- 
propriated, of  which  about  $39,000,000.  I  believe,  has  already  been 
spent.  The  Eeclamation  Service  has  a  fund  of  about  $39,000,000,  a 
verv  large  proportion  of  which  has  already  been  spent  on  about 
twentv-three  different  projects  in  fourteen  or  fifteen  different  States 
and  Territories.  I  will  not  enlarge  upon  the  work  of  either  one  of 
these  services.  It  is  sufficient  to  say  that  the  country  is  satisfied  with 
the  work  of  both.  So  far  as  the  region  which  I  represent  is  con- 
cerned—the arid  and  semiarid  region— there  is  a  feeling  of  universal 
satisfaction  with  the  energetic  and  efficient  work  and  the  thoroughly 
ortranized  work  that  has  been  done  by  the  Reclamation  Service. 
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Now,  Mr.  President,  in  shaping  tliis  bill  I  have  endeavored  to  unite 
the  "best  features  of  both  those  bills. 

Mr.  Beveridge,  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Indiana  ? 

Mr.  Xeweaxds.  If  the  Senator  will  permit  me  a  moment  fur- 
ther  

Mr.  Beveridge.  I  am  profoundly  interested  in  what  the  Senator  is 
saying  on  this  whole  great  plan,  and  I  think  the  Senator  might  en- 
large there  upon  the  fact  that  the  Reclamation  Service  and  the 
l^anama  Canal,  as  enterprises,  are  conducted  also  by  officers  of  the 
Government,  and  in  the  case  of  the  Panama  Canal  it  finally  came 
down  to  the  most  efficient  work  by  the  officers  of  the  Regular  Army. 
Those  two  instances  I  call  to  the  Senator's  attention,  so  that  he  might 
put  them  into  his  speech.  They,  however,  are  not  the  only  ones. 
There  is  the  telegraph  service  in  Alaska,  covering  8,000  miles  or  more, 
and  other  thing's  of  that  kind. 

I  ventured  to  interrupt  the  Senator  for  the  purpose  of  directing 
his  attention  more  particularly  to  those  facts. 

Mr.  Newlands.  I  am  very  glad  to  receive  the  suggestion  of  the 
Senator  from  Indiana.  It  is  true,  as  he  says,  that  both  of  these 
services  are  being  conducted  by  officers  of  the  Government. 

Mr.  Gallixger.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  New  Hampshire? 

Mr.  Newlaxds.  Certainly. 

Mr.  (tallinger.  The  Senator  suggested  very  properly  that,  so  far 
as  the  Reclamation  Service  is  concerned,  the  section  of  countrj^  from 
which  he  comes — the  arid  and  semiarid  region — is  well  satisfied  with 
what  has  been  done.  I  come  from  a  section  of  country,  Mr.  Presi- 
dent, which  is  neither  arid  nor  semiarid,  but  I  have  been  a  very  warm 
friend  of  the  irrigation  project,  and  I  will  ask  the  Senator  now,  for 
my  personal  information,  if  he  can  tell  me  what  extent  of  territory,  in 
acreage  or  otherwise,  has  been  reclaimed  \\p  to  the  present  time? 
Possibly  the  Senator  has  the  information,  possibly  he  has  not. 

Mr.  Newlands.  I  am  unable  to  state  just  now  what  number  of  acres 
have  been  reclaimed.    Many  of  these  works  are  yet  unfinished. 

Mr.  Gallixger.  Is  any  one  of  them  completed  ? 

Mr.  Newlaxds.  Yes;  in  Idaho,  in  mv  own  State,  and  in  other 
States. 

Mr.  President,  I  have  endeavored  to  take  the  best  features  of  both 
the  Panama  Canal  act  and  the  reclamation  act  in  shaping  this  tenta- 
tive measure  which  I  preseait  for  your  consideration. 

THE     IX  LAX  D     WATERWAY     FUXD. 

In  the  first  place,  the  bill  which  I  have  drawn  provides  for  an  in- 
land waterway  fund  of  $50,000,000  and  appropriates  and  sets  aside 
in  the  Treasury  $50,000,000  for  that  work.  It  also  provides  that 
whenever,  as  a  result  of  the  work  and  expenditure,  the  amount  in  the 
fund  falls  below  $20,000,000  the  President  of  the  United  States,  unless 
the  fund  is  made  full  by  legislative  appropriation,  shall  issue  bonds 
for  the  deficiency,  thus  giving  him  power  at  any  time  to  issue  bonds 


INTERSTATE  AND   FOREIGN   TRANSPORTATION.  495 

for  the  difference  between  $20,000,000  and  $50,000,000.  The  purpose 
of  this  is  to  maintain  continuous  and  uninterrupted  work,  so  that 
this  work  shall  not  be  conducted  in  the  disjointed  manner  in  which  it 
has  been  conducted  in  the  past. 

Mr.  IIeyburx.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Idaho  ? 

Mr.  Xewi.ands.  Certainly. 

Mr.  ITeyburx.  1  desire  some  information,  which  I  expect  the 
Senatoi'  can  give  me.  The  suggestion  has  come  to  me  from  many 
(liiarters  that  the  Government  should  set  aside — that  is  the  term 
used — $50,000,000  for  this  work;  but  I  have  been  unable  to  under- 
stand just  Avhat  was  meant  by  setting  aside  $50,000,000.  Is  it  to  be 
understood  that  an  appropriation  to  that  extent  is  favored  in  one 
In  nip  sum  and  that  $50,000,000  should  be  withdrawn  from  the  general 
purposes  of  the  Government  to  await  its  expenditure  in  the  Treasury, 
idle,  or  that  $50,000,000  should  be  made  available  from  time  to  time 
as  the  necessities  of  the  work  may  require?  It  is  to  that  subject  I 
would  direct  the  Senator's  attention  and  inquire  as  to  just  what  the 
plan  is  with  reference  to  the  disposition  to  be  made  of  this  sum  of 
$50,000,000  pending  the  performance  of  the  work  or  the  organization 
of  it. 

Mr.  Xeavlands.  The  bill  which  I  have  drawn,  and  which  repre- 
sents merely  by  individual  views,  provides  this  inland  waterway  fund, 
sets  it  apart  in  the  Treasury,  and  forever  dedicates  it  to  this  work,  so 
that  that  money  can  not  be  used  for  any  other  purpose. 

Mr.  Heyburn.  Then  I  understand  that  so  much  of  this  money 
would  remain  idle  as  was  not  expended  until  the  entire  system  had 
been  worked  out  and  the  $50,000,000  expended ;  that  is,  if  we  should 
only  expend  $10,000,000  of  it  in  the  next  five  years,  the  forty  millions 
would  remain  idle  in  the  Treasury  of  the  United  States.  Is  that  the 
purpose  of  the  bill  ? 

Mr.  Xewlands.  That  is  my  purpose  in  providing  for  this  fund  so 
that  this  fund  can  not  be  disturbed  in  any  way  and  it  is  forever  dedi- 
cated to  this  purpose. 

I  wish  to  provide  the  Inland  Waterways  Commission  that  is  to  do 
this  work  with  capital  for  the  purpose,  and  I  wish  it  to  handle  this 
capital  just  as  a  board  of  directors  of  a  great  constructive  corporation 
would  do  without  being  hampered  by  Congressional  restrictions  ap- 
propriating a  certain  sum  to  this  detail  and  another  sum  to  that.  I 
would  give  it  the  right  to  adjust  and  to  readjust  its  plans,  estimates, 
and  exjjenditures  according  to  varying  conditions,  and  to  finance  the 
work  with  a  view  to  cooperation  with  and  contributions  from  States, 
numicipalities,  communities,  corporations,  and  individuals  benefited 
by  it.  I  hope  to  see  a  commission  that  will  do  work,  not  one  whose 
chief  business  will  be  to  hang  about  the  committee  rooms  of  Congress. 
I  hope  to  see  a  commission  of  experts  that  will  have  the  power  to  ini- 
tiate both  investigation  and  construction  and  with  ample  funds  to 
complete  its  projects,  not  a  commission  that  will  have  to  wait  upon 
the  tardy  initiative  of  Congress  as  to  projects  the  details  of  which  it 
is  incapable  of  dealing  with. 

I  will  answer  the  Senator  by  saying  that  if  we  only  contemplate 
spending  $10,000,000  within  the  next  five  years,  it  is  best  for  us  not 
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to  commence  the  work  at  all.  My  expectation  is  that  we  will  expend 
at  least  $50,000,000  a  year  for  the  next  five  years,  perhaps  even  during 
the  first  year. 

Mr.  BEVERinoE.  The  Senator  does  not  mean  that? 

Mr.  Newlands.  I  do. 

Mr.  Beveridge.  Expend  $50,000,000  every  year? 

Mr.  Newlands.  I  do. 

Mr.  Beveridge.  That  would  be  a  matter  for  discussion ;  but  perhaps 
the  Senator  is  right. 

Mr.  Newlands.  That  is  what  I  shall  urge.  That  is  my  individual 
view.  My  individual  view  is  that  within  the  next  10  years  the 
United  States  should  expend  at  least  $500,000,000  in  the  improvement 
of  its  inland  waterways;  that  we  ought  to  enter  upon  this  work 
contemporaneously  in  every  section  of  the  country;  that  we  should 
enter  upon  the  work  of  the  rivers  of  the  Pacific  coast,  upon  the 
rivers  of  the  Atlantic  coast,  upon  the  Gulf  coast,  and  upon  the 
Mississippi  River  and  its  tributaries,  and  upon  the  coastal  canals  or 
sheltered  waterways  which  will  connect  the  rivers  of  the  Gulf  and 
Atlantic  coast  from  Texas  to  Maine.  All  these  works  should  be 
commenced  and  prosecuted  contemporaneously.  I  M'ish  to  say  fur- 
ther that  that  is  the  sentiment  of  the  people  of  the  United  States, 
and  Congi*ess  will,  I  have  no  doubt,  accommodate  itself  to  that  view 
of  the  great  public. 

coNSTiTrrnoNAL,  powt:b. 
Mr.  Teller.  Mr.  President 


The  Vice  President,  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Colorado? 

Mr.  Newlands.  Certainly. 

Mr.  Teller.  I  want  to  ask  the  Senator  a  question  as  to  the  bill. 
Section  6  provides,  among  other  things,  for  such  utilization  of  water 
power  as  may  be  deemed  advisable  in  connection  with  the  develop- 
ment of  a  channel  for  navigation,  etc.  Does  the  Senator  understand 
that  the  General  Government  has  the  right  to  control  the  waters  of 
the  rivers  of  the  States  beyond  what  is  necessary  for  navigation? 
In  other  words,  does  the  Senator  understand  that  the  Government  of 
the  United  States  can  establish  water  powers  inside  of  the  State  and 
use  the  water?  I  should  like  to  know  what  the  Senator  understands 
that  to  mean. 

Mr.  Newlands.  The  Senator  rather  anticipates  the  order  of  my 
argument,  but  I  shall  be  very  glad  to  answer  the  question  the  Senator 
asks  and  propose  to  take  up  that  question  later  on. 

Mr.  Teller.  Then  I  will  not  interfere  with  the  Senator  if  he  pre- 
fers to  go  on  in  his  own  way. 

Mr.  Newlands.  I  will  answer  noAV  if  the  Senator  prefers. 

Mr.  Teller.  Very  well. 

Mr.  Newlands.  This  bill  contemplates  the  coordination  of  all  the 
related  uses  of  water  and  the  coordination  of  all  the  various  services 
of  the  Government  that  have  anything  to  do  with  water,  such  as  the 
Engineer  Corps  of  the  Army,  the  Reclamation  Service,  the  Forestry 
Service,  the  Bureau  of  Soils,  the  Geological  Survey,  and  expects  to 
make  them  all  efficient  in  developing  the  highest  use  of  the  waters 
of  the  countr}^  not  only  for  navigation,  but  for  all  the  related  uses. 
And  in  this  connection  it  provides  for  the  cooperation  of  the  Nation 
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"witli  States,  comnuinities,  corporations,  or  individuals,  where  .such 
cooperation  is  necessarv  in  securing  the  most  beneficial  use  of  the 
waters  for  all  purposes. 

Xow,  I  come  to  the  (piestion  of  the  Senator  from  Colorado.  The 
Senator  asks  me  Avhether  1  think  the  Nation  has  the  i^ower 

Mr.  Teller.  The  constitutional  power. 

Mr.  Newlands,  The  constitutional  power  to  utilize  the  w^aters  of 
tlie  rivers  for  the  purpose  of  nuikino;  electrical  power,  for  that  is 
the  only  thin*?  that  is  su^jorested.  My  answer  to  that  is  that  under 
the  interstate-commerce  clause  of  the  Constitution  the  Nation  has 
control  over  the  rivers  for  purposes  of  navigation,  and  the  States 
themselves  can  not,  without  the  consent  of  the  Nation,  do  anything 
to  the  rivers  that  Avill  interfere  with  navigation. 

Now,  what  does  the  develoi)ment  of  a  river  for  purposes  of  navi- 
gation involve?  Does  it  involve  simply  getting  a  dredging  machine 
for  the  purpose  of  removing  the  shoals  and  the  sand  bars  that  ob- 
struct na\igation  or  for  the  purposes  of  digging  a  channel  which 
sliijis  of  a  given  draft  can  traverse?  Can  it  not  adopt  measures  that 
will  pi-event  the  sediment  and  sand  from  being  deposited  in  the  shoals 
and  sand  bars?  Can  it  not  take  hold  of  the  treatment  of  the  entire 
river  from  the  very  springs  to  the  mouth  for  the  purpose  of  promot- 
ing navigation? 

It  may  be  admitted  that  the  Nation  has  no  power  to  enter  upon 
irrigation  as  such,  except,  perhaps,  as  the  owner  of  the  land  with 
the  same  right  that  any  other  proprietor  has.  It  may  have  no  powei* 
to  engage  in  the  protection  and  replacement  of  forests  as  such.  There 
is  no  power  expressly  granted  in  the  Constitution  for  that.  It  may 
have  no  power  to  enter  the  electric-light  business.  It  may  have  no 
power  to  enter  in  the  business  per  se  of  clarifying  the  streams:  but 
if  in  improving  a  river  for  purposes  of  navigation,  for  the  purpose 
of  promoting  iiiterstate  and  foreign  connnerce,  any  of  these  enter- 
prises w^ill  either  aid  in  the  maintenance  and  the  securing  of  a  fixed 
and  suitable  channel  for  navigation  or  diminish  the  cost  of  the  works 
for  navigation,  the  (jovernment  can  not  only  undertake  the  great 
work  of  securing  a  channel  for  the  stream,  but  can  engage  in  the  col- 
lateral works  that  are  useful  and  necessarj'  for  the  harmonious,  eco- 
nomical, and  comprehensive  development  of  the  entire  stream  for 
purposes  of  navigation. 

Mr.  Teller.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Nevada  yield  to  the 
Senator  from  Colorado? 

Mr.  Newlands.  Certainly. 

Mr.  Teller.  Mr.  President,  I  do  not  desire  to  interfere  with  the 
discussion  of  this  question  by  the  Senator  in  his  own  line  and  in  his 
own  method,  but  I  would  like  to  say  to  him  that  the  Supreme  Court 
has  passed  on  these  questions  at  least  thirt}^  times  in  the  last  60 
years,  and  I  would  suggest  to  him  that  if  he  desires  to  accomplish 
what  he  says  he  does — namely,  a  general  utilization  of  the  waters  of 
the  country  for  navigation — ^lie  had  better  not  complicate  it  with 
something  like  a  claim  on  the  part  of  the  Government  of  the  right 
to  establish  water  powers  and  electrical  plants  in  this  country. 

The  Supreme  Court  has  declared  that  all  the  Government  has  is 
a  franchise  in  the  waters — the  right  to  run  ships  on  the  waters,  but 
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that  it  has  no  ownership  whatever  in  the  water,  not  even  in  navigable 
waters,  much  less  in  nonnavigable  waters. 

I  myself,  Mr.  President,  if  the  Senator  will  allow  me,  am  a  great 
believer  in  the  utilization  of  the  waters,  and  as  a  friend  of  the  measure 
I  hope  those  who  advocate  it  will  not  complicate  it  with  that  which 
is  certain  to  defeat  the  purpose  which  they  claim  they  want  to  ac- 
complish. The  States  are  the  owners  of  the  waters,  and  the  States 
will  maintain  that  ownership,  because  there  are  50  years  of  un- 
broken decisions  of  the  Supreme  Court  in  their  favor.  There  is  a 
i-ecent  case  in  which  the  court  has  declared  that  the  Government 
may  clean  out  a  stream  and  may  undoubtedly  prohibit  individuals, 
or  even  the  States,  from  filling  up  a  stream  and  destroying  it;  but 
that  is  an  entirely  different  thing  than  for  the  Government  to  estab- 
lish a  water  plant  or  a  power  plant,  as  it  is  proposed  now  in  the  State 
of  California  at  least,  and  to  demand  rental  for  water  which  I  assert 
belongs  to  the  State  of  California  and  not  to  the  General  Government. 

In  the  interest,  Mr.  President,  of  this  public  work,  with  which  I 
fully  sympathize  and  have  for  many  years,  I  hope  the  friends  of  the 
measure  here  will  at  least  understand  what  the  constitutional  rights 
of  the  Government  are,  and  not  attempt  to  invade  the  rights  of  the 
States. 

Mr.  Xewlands,  I  do  not  propose  to  follow  the  Senator  from  Colo- 
rado into  a  discussion  of  the  question  as  to  who  owns  the  waters  of  a 
navigable  river.  That  ownership  must  be  a  very  elusive  one,  for 
every  drop  of  water  is  gradually  making"*its  way  from  the  sources 
in  tiie  mountains  to  the  Gulf  and  the  ocean.  I  imagine,  so  far  as 
ownership  is  concerned,  that  the  ownership  of  water  would  be  like 
the  ownership  of  wild  beasts — that  it  would  depend  upon  the  abso- 
lute subjection  to  the  power  and  dominion  of  the  party  who  secures 
possession. 

Mr.  Teller,  I  can  only  recommend  my  colleague  in  the  Senate  to 
study  the  question  of  the  right  of  the  States  to  the  water,  and  I 
think  thereafter  he  will  not  say  it  is  elusive.  It  is  as  positive  as  the 
ownership  of  the  land,  and  parties  owning  water  abutting  their  land, 
under  certain  conditions,  are  as  absolutely  the  owners  of  the  water, 
so  far  as  concerns  making  it  useful,  if  they  choose,  as  they  are  of  the 
land  abutting. 

Mr.  Newlands.  As  I  stated,  I  do  not  propose  to  follow  the  Senator 
into  that  very  interesting  discussion  because  it  is  not  necessary  for 
me  to  take  up  that  question  in  order  to  maintain  all  that  I  contend  for, 

Mr.  Teller,  I  hope  not. 

Mr,  Newlands,  I  think  the  Senator  will  be  convinced  of  that  when 
I  get  through, 

A  BROAD  AND  COMPREHENSIVE  TREATMENT, 

Xow.  I  ask,  what  is  a  broad  and  comprehensive  treatment  of  a  river 
that  is  to  be  used  in  interstate  or  foreign  commerce  for  navigation? 
Take  the  Mississippi,  so  far  as  its  Avestern  tributaries  are  concerned ; 
the  JNIissouri  and  its  tributaries;  the  Yellowstone;  the  Madison:  the 
Gallatin;  and  the  Jefferson  Eivers:  farther  down,  the  Platte  and  the 
Kaw ;  farther  down,  the  Arkansas  Eiver.  All  these  rivers  have  their 
source  in  the  region  to  which  the  Senator  and  I  belong — in  the  snows 
of  the  mountains. 
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rHKVKNTION    OF   FI/)OI)S. 

Now,  what  (loos  a  rational  treatment  of  that  river,  so  far  as  con- 
eerns  its  utilization  for  navi^ition,  involve?  It  involves  for  one 
thing  the  prevention  of  floods,  for  these  waters  rush  down  in  torren- 
tial streams  in  the  sprinir  months  and  destroy  property,  and  then  dur- 
ing the  summer  and  fall  months,  the  waters  having  1-ushed  down  to 
the  ocean  and  having  been  wasted,  the  river  itself  is  reduced  to  an 
attenuated  stream  U])()n  whicli  boats  can  not  float.  What  does  a 
rational  treatment  of  that  river  involve?  Obviously  storage,  all 
along  the  line,  whei-ever  it  can  be  done  practicably  and  economically 
and  with  a  view  to  the  reasonable  cost  of  the  entire  enterprise.  What 
does  storage  upon  those  upper  rivers  mean?  It  means  the  construc- 
tion of  artificial  reservoirs  in  which  these  waters  are  impounded 
during  the  period  of  flood,  and  from  these  reservoirs  waters  are  led 
over  the  (xreat  Plains,  the  arid  and  the  semiarid  plains,  and  used  for 
purposes  of  cultivation.  These  plains  absorb  the  Avater  like  a 
sponge  and  gradually  give  it  out  by  the  process  of  seepage  to  the 
tributary  streams  of  the  great  river.  Oive  it  out  when?  Give  it 
out  when  it  is  most  needed  for  navigation,  during  the  months  of  July, 
August,  and  September.  So  irrigation  is  a  proper  methocl  of  treat- 
ing the  river  for  navigation,  for  it  is  one  method  of  impounding  the 
flood  waters  of  these  tributary  streams,  preventing  those  flood 
waters  from  creating  destrilction  below  in  the  spring  and  pre- 
serving them  for  a  benefi^'ent  purpose  later  on  in  the  sunnner  and 
fall  months.  In  the  more  humid  regions,  in  which  irrigation  is 
not  required  and  in  which  evaporation  is  less  rapid  than  in  the  arid 
and  semiarid  districts,  the  reservoir  may  be  used  for  the  storage  of 
storm  and  thaw  waters,  which  may  be  kept  impounded,  as  is  now 
done,  for  example,  in  the  upper  Mississippi  and  in  some  foreign  coun- 
tries, until  the  time  of  low  water,  when  the  contents  may  be  let  out 
in  such  manner  as  to  maintain  navigation  throughout  the'summer. 

Now,  the  Senator's  view  doubtless  would  be  that  the  Government 
has  no  power  to  enter  upon  the  reclamation  per  se  of  arid  lands  not  in 
its  own  ownership.  There  is  no  power  expressly  granted  in  the  Consti- 
tution for  that  purpose,  and  I  believe  with  the  Senator  from  Colorado 
that  this  is  a  Government  of  granted  powers,  and  that  we  can  only 
exercise  the  granted  powers.  I  shall  simply  contend  for  the  full 
exercise  of  these  powers.  No  one  will  deny  the  full  power  of  the 
Government  over  the  question  of  interstate  and  foreign  commerce. 
No  one  will  deny  the  power  of  the  Government  to  make  a  river 
navigable.  If  you  do  not  deny  that,  then  the  Government  can  adopt 
any  practicable  means  to  make  it  navigable,  and  it  need  not  confine 
itself  to  digging  a  channel  Avhen  it  can  by  this  process  of  the  storage 
of  Avaters  at  the  heads  of  these  streams  and  by  this  process  of  spread- 
ing those  Avaters  OA^er  the  A^ast  arid  and  semiarid  plains  suspend 
the  floAv  of  that  Avater  until  by  the  process  of  seepage  it  gradually 
goes  back  to  the  streams  at  the  time  when  it  is  most  needed  for  the 
maintenance  of  a  full,  safe,  and  sure  channel  for  the  purposes  of 
navigation. 

FORESTRY. 

So  it  is  with  forestry.  The  forests  are  the  conservators  of  mois- 
ture.   In  a  state  of  nature  the  streams  gathering  in  forests  run  clear 
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and  in  fairlv  uniform  volnnie  throughout  the  year.  The  soil  is 
protected  from  the  beating  of  the  storm  by  the  branches  and  foliage, 
which  break  the  drops  into  spray,  and  this  trickles  gently  down 
the  trunks  and  along  the  roots,  so  that  the  soil  remains  open  and 
l)ervious.  This  soft,  spongy  soil  is  further  protected  by  a  mulch  of 
partly  decayed  leaves,  twigs,  and  shreds  of  bark  and  wood;  and  in 
the  mulch  and  friable  mold  the  waters  of  rains  and  thaws  are 
absorbed  as  in  a  sponge,  and  do  not  flow  off  quickly  in  rills  and 
freshets,  but  seep  slowly  through  the  soil  into  the  permanent  springs 
by  which  the  streams  tire  fed.  Denude  large  areas  of  their  forests, 
and  the  rains  falling  from  the  heavens  rush  off  the  lands  in  torrential 
streams  and  increase  the  volume  of  the  floods  that  are  so  destructive 
below.  We  all  know  tliat  one  of  the  causes  of  these  great  and  de- 
structive floods  has  been  the  destruction  of  our  forests.  If,  then,  the 
forests  are  conservators  of  moisture,  if  they  are  natural  storage  reser- 
voirs of  moisture,  and  if  the  impounding  of  these  waters  in  artificial 
reservoirs  for  the  purpose  of  holding  them  until  they  can  swell  the 
volume  of  the  stream  beloAv  for  the  purpose  of  navigation  is  con- 
stitutional, can  we  not  make  use  of  the  reservoirs  that  nature  has 
created  and  develop  them,  and,  if  we  can  do  that,  can  we  not  take 
control  over  large  areas  of  land  and  replace  the  forests  that  have  been 
destroved  ^  . 

Of  course  the  Constitution  grants  no  power  to  the  Natioual  Gov- 
ernment to  enter  into  the  timber  business  or  the  lumber  business  as 
such,  but  it  has  the  power  to  make  a  sure,  stable,  equal  stream  for 
purposes  of  navigation;  and  if  it  can  accomplish  this  by  developing 
the  forests,  the  natural  reservoirs  of  the  country,  so  as  to  hold  these 
waters  in  suspense  until  the  time  when  they  are  most  needed,  it  has 
the  power  to  preserve  and  protect  the  existing  forests,  it  has  the 
power  to  replace  the  forests;  and  certainly  in  that  connection  it  has 
the  power  to  plant  trees:  and  if  it  has  the  power  to  plant  trees  it 
has  the  power  to  sell  the  timber  which  is  planted  when  it  beconies 
unnecessary  to  the  main  purpose  of  the  enterprise — the  conservation 
of  moisture. 

If  the  forest  becomes  too  crowded,  is  there  any  objection  to  the 
removal  of  useless  trees?  And  can  you  say  that  because  the  Consti- 
tution has  not  granted  to  the  Government  the  power  to  enter  into 
the  lumber  business  it  therefore  can  not  sell  that  timber  as  a  part 
of  the  compensation  of  the  enterprise  itself?  Would  you  say,  with 
reference  to  these  great  reclamation  enterprises  which  constitute  a 
rational  method  of  treating  the  river  for  the  purpose  of  navigation, 
that  the  (lovernment  can  not  compensate  this  fund  and  diminish  the 
cost  of  the  entire  enterprise  by  selling  irrigation  rights,  thus  getting 
back  proportionately  from  all  the  lands  benefited  the  cost  of  the 
reclamation  work  aiid  diminishing  the  cost  of  the  main  enterprise — 
the  promotion  and  development  of  a  navigable  stream? 

KKCLAMATION    OF    SWA:MP    LANDS. 

^^n{  the  comprehensive  plan  for  the  development  of  these  Avater- 
wavs  not  onlv  involves  reclamation  by  irrigation  and  the  protection 
and  repUu-en'ient  of  forests,  but  it  also  involves  the  drainage  of 
swamp  lands  below.  The  reclamation  of  swamp  lands  is  the  antith- 
esis of  the  iirigation  of  arid  lands.     There  is  too  little  water  on 


INTEllSTATE   AND   FOREIGN    TKANSPORTATION.  501 

tlie  land  above  and  tliere  is  too  luucli  below.  Why  is  there  too  much 
below '^  Because  the  river  breaks  tlirou^h  its  banks,  divides  itself 
into  numerous  channels,  creates  bayous  and  sloughs,  and  thus  dedi- 
cates vast  areas  of  cultivable  land,  the  richest  in  the  world,  to  poverty 
and  death. 

Mr.  Bevekidoe.  V^"\\\  the  Senator  from  Nevada  permit  an  inter- 
ruption? 

Mr.  NE^^'LA^Ds.  Certainl3^ 

Mr.  BEVEKiiXiE.  As  I  said  and  as  the  Senator  from  New  Hamp- 
iihire  said,  I  think  this  is  one  of  the  very  greatest  subjects  before  the 
American  people,  and  one,  perhaps,  in  which  they  are  as  much 
interested  as  any  other  just  at  the  present  time.  I  wish  the  Senator 
would  follow,  till  he  establishes  it  more  closely,  the  analogy  between 
the  (xovernment's  power  over  the  conservation  of  waters  and  their 
control  as  navigable  waters  and  the  power  of  the  Government  over 
forests.  For  example,  one  of  the  most  fundamental  rules  in  statu- 
tory and  constitutional  interpretation  is  that  if  the  power  is  con- 
ceded it  carries  Avith  it  any  incidental  power  necessary  to  make  it 
complete.  So  if  it  be  conceded — and  that  has  been  thrashed  out — 
that  we  liave  the  right  as  a  Government  to  control  certain  forest 
reserves  it  follows  as  an  incident  of  that  that  it  is  not  only  our  right 
and  our  power  but  our  duty  to  dispose  of  what  is  called  "  down 
timber"  and  ''excess  timber";  and  therefore  the  Government  not 
only  has  the  right,  but  it  becomes  its  duty,  to  become  a  lumber  mer- 
chant to  that  extent. 

Again,  our  power  to  build  the  Panama  Canal  is  conceded,  let  us 
say.  That  carries  with  it  the  power  to  do  what  the  Government  is 
now  doing ;  that  is,  to  operate  a  line  of  steamships  a,nd  also  to  oper- 
ate ji  railroad  across  the  Isthmus  of  Panama.  So  it  can  be  carried 
out  in  numberless  instances. 

I  would  be  glad  if  the  Senator  would  spend  a  little  more  time  in 
establishing  the  analogy  between  the  Government's  power  over  the 
conservation  of  waters  and  their  control  as  navigable  waters  and 
these  other  things  wdiich  the  Senator  has  referred  to. 

If  the  Senator  from  Nevada  will  permit  me  for  just  a  moment 
further:  In  reference  to  wdu\t  was  said  by  the  Senator  from  Colo- 
rado, of  course,  it  has  been  held  since  Gibbons  v.  Ogden  until  now 
that  the  power  of  the  National  Government  over  navigable  waters, 
even  wholly  Avithin  a  State,  goes  to  the  point  that  signals  and  lights 
may  be  maintained  by  the  National  Government  and  it  may  do  every- 
thing else  that  is  necessary.  The  State  has  no  right  to  establish 
lights  or  signals,  even  in  its  own  waters,  because  they  might  inter- 
fere with  the  navigalion  of  commerce  that  passes  beyond  the  State 
lines. 

So  again,  the  National  Government,  in  improving  waterways,  for 
which  we  now  expend  scores  of  millions  every  year  in  the  river  and 
harbor  bill,  has  the  right  to  prevent  the  State  from  in  any  way 
obstructing  that  waterway.  If  that  was  not  conceded,  of  course,  it 
would  be  destructive  of  the  powder  to  improve  it.  Therefore,  if  the 
establishment  by  the  State  of  an  electric-light  plant  upon  the  Waters 
running  through  the  State,  which  were  navigable,  interfered  with 
tliat  purpose,  the  National  Government  would  have  the  right  to  pre- 
vent the  erection  of  such  an  electric-light  plant.  But  per  contra,  if 
the  erection  of  such  an  electric-light  plant  became  necessary  as  an 
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aid  to  the  navigability  of  the  waters,  it  would  necessarily  follow, 
would  it  not,  that  we  would  have  the  right  to  construct  it  ? 
.  The  Senator  will  pardon  me,  but  I  think  it  is  a  vital  point  in  his 
argument,  and  if  he  will  follow  that  analogy  a  little  more  closely, 
it  will  be  agreeable  to  many  of  the  friends  of  his  measure. 

Mr.  Newlands.  I  have  already  gone  further  into  the  argument  of 
these  questions  than  I  intended  when  I  rose.  My  purpose  was  simply 
to  present  a  statement  of  the  bill  and  an  explanation  of  its  provi- 
sions, but  I  have  been  drawn  out  somewhat  by  the  challenge  of  the 
Senator  from  Colorado.  It  was  not  my  intention  to  go  into  all  these 
refinements.  However,  I  will  pursue  "the  argument  that  I  was  pur- 
suing regarding  the  various  uses  of  the  waters  of  a  stream  whiph 
tend  to  the  promotion  of  its  navigability,  and  I  will  take  up  in  its 
turn  the  suggestion  that  the  Senator  from  Indiana  makes  with  refer- 
ence to  electric  power. 

I  was  upon  the  question  of  the  reclamation  of  swamp  lands,  which 
I  stated  was  the  antithesis  of  the  reclamation  of  arid  lands,  the 
swamp  lands  being  at  the  lower  reaches  of  the  streams,  the  arid  lands 
at  the  sources  of  the  streams.  We  all  know  that  a  great  river  in 
making  its  way  through  these  lowlands  during  periods  of  flood 
divides  itself  into  numerous  channels,  which  make  bayous  and 
sloughs,  and  create  these  vast  areas  of  swamp  lands,  incomparably 
rich,  for  they  are  composed  of  alluvial  soil,  and  yet  are  incapable 
of  cultivation  because  of  an  excess  of  moisture.  Now,  the  reclama- 
tion of  swamp  lands  as  such,  unless  the  Government  is  the  owner  of 
those  lands,  would  not  be  one  of  the  functions  of  Government  under 
the  granted  powers  of  the  Constitution.  But  the  control  of  the  river 
for  purposes  of  navigation  is;  and  if  the  control  of  that  river  in- 
volves the  construction  of  levees  along  its  banks  so  as  to  keep  the 
river  in  its  channel,  so  that  the  large  volume  of  water  can  scour  the 
bottom  and  create  a  channel  fit  for  navigation,  then  that  is  clearly 
within  the  powers  of  the  Government.  Jn  like  manner,  when  the 
needs  of  navigation  demand,  it  is  competent  for  the  Government  to 
maintain  the  volume  and  regimen  of  rivers  required  for  commerce 
by  laying  drains  in  such  manner  as  to  maintain  a  flow  at  low-water 
stages.  The  reclamation  in  both  cases  is  simply  incidental  and 
collateral. 

COMPENSATORY  PROJECTS. 

Would  you  say  that  -vvhen  the  Government  goes  to  this  great 
expenditure,  which  involves  an  incidental  benefit  to  the  lands  of 
private  owners,  it  can  not  seek  in  some  way  compensation  to  the 
fund  for  this  beneficial  work,  and  thus  diminish  the  cost  of  the 
primary  enterprise?  Can  not  the  Government  by  cooperation  with 
States,  by  cooperation  with  districts,  so  organize  this  work  as  to 
divide  the  cost  between  the  States  or  the  localities  affected  and  the 
National  Government?  The  project  might  not  be  feasible  at  all 
unless  the  Government  could  diminish  the  cost  by  putting  a  certain 
amount  of  the  cost  upon  incidental  and  collateral  works  of  this 
kind.  And  so  this  great  plan  of  developing  a  river  for  navigation 
may  involve,  and  in  most  cases  does  involve,  the  actual  reclamation 
of  large  areas  of  swamp  land. 
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WATER  POWEK. 

Now  we  come  to  the  question  of  water  power.  The  Government 
will  be  conipelled  not  only  to  construct  dams  on  the  tributary  streams 
for  irrigation,  but  sometimes  on  the  great  river  itself — for  the  pur- 
pose of  constructing  locks  through  which  vessels  can  pass,  and  thus 
avoid  dangerous  rapids.  If  the  Government  does  construct  such  a 
dam  for  the  purpose  primarily  of  promoting  navigation,  will  the 
Senator  from  Colorado  contend  that  the  Government  can  not  dimin- 
ish the  cost  of  the  enterprise  by  selling  the  water  power  created  by 
that  dam? 

Mr.  Teller.  Does  the  Senator  want  me  to  answer  his  question 
now? 

Mr.  Newlands.  Yes. 

Mr.  Teller.  That  is  the  very  point  I  wanted  to  bring  to  the  Sen- 
ator's attention.  That  is  exactly  what  I  wish  to  deny.  The  Govern- 
ment has  not  any  power  under  the  Constitution,  for  any  purpose 
whatever,  to  go  into  business  of  that  character.  It  has  not  any 
right  to  create  a  water  power  and  sell  the  power.  If  the  State  did 
not  interfere,  the  Government  would  have  no  such  authority  under 
the  Constitution.  But  the  State,  if  it  had  a  proper  conception  of  its 
rights,  would  not  allow  that  to  be  done.  The  State  would  say  it 
would  do  it  if  it  was  to  be  done ;  and  if  the  Senator  will  pardon  me, 
some  day  I  will  present  him  a  brief  on  this  subject  which  I  think 
will  convince  him  that  my  suggestions  are  fully  supported  by  the 
decisions  of  the  Supreme  Court  of  the  United  States. 

I  am  not  afraid  that  the  Senate  will  go  into  anything  of  that 
kind.  But  I  do  not  want  to  have  this  initial  step,  as  it  were,  in  this 
waterway  business  complicated  by  what  will  appear  to  those  who 
study  the  law  on  the  subject  as  an  utter  impossibility. 

Mr.  Newlands.  I  take  issue  with  the  Senator  upon  that  question. 
I"  shall  be  very  glad  to  read  the  brief  to  which  he  has  referred  me, 
but  I  can  not  question  the  power  of  the  Government  to  build  a  dam 
in  a  river  for  the  purpose  of  constructing  locks  which  will  be  service- 
able to  navigation. 

Mr.  Teller.  The  Senator  has  no  business  to  put  me  in  that  cate- 
gory. I  have  never  suggested  that  the  Government  could  not  dc 
that. 

Mr.  New^lands.  I  was  going  one  step  further. 

Mr.  Teller.  I  say  most  emphatically  the  Government  may  do  th'at, 
but  the  Government  has  no  right,  then,  to  establish  an  electric-light 
plant  on  it  and  sell  the  light.     That  is  what  I  assert. 

Mr.  New^lands.  If  the  Senator  had  heard  my  sentence  through,  I 
think  he  would  not  have  taken  exception  to  it.  I  will  repeat  part  of 
what  I  did  say  and  add  to  it  what  I  intended  to  say. 

I  do  not  doubt  for  a  moment  the  power  of  the  Government  to  con- 
struct a  dam  for  the  purpose  of  establishing  a  lock  which  will  be 
serviceable  to  navigation. 

Mr.  Teller.  Neither  do  I. 

Mr.  Newlands.  Thus  far  the  Senator  agrees  with  me.  Now,  I  was 
going  to  add,  nor  do  I  doubt  the  power  of  the  Government  to  dimin- 
ish the  cost  of  that  enterprise  to  the  Government  by  availing  itself  of 
the  sale  of  the  power  created  by  that  dam. 
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Now,  another  thing.  If  the  Senator  insists  that  the  Government 
can  not  do  that  without  the  consent  of  the  State,  then  I  say  we  should 
take  st^ps  in  this  bill  for  obtaining  the  consent  of  the  State. 

Mr.  Teller.  I  deny  the  right  of  the  Government  to  do  it  even  with 
the  consent  of  the  State.  This  Government  can  not  go  into  any  com- 
mercial business  of  that  kind. 

Mr.  Xewlaxds.  I  would  not  expect  the  Government  to  go  into  the 
commercial  business  of  peddling  out  light 

Mr.  Teller.  Or  water. 

Mr.  Newlands.  Of  constructing  poles  and  stringing  wires  and  dis- 
tributing light  throughout  an  entire  community,  or  distributing 
power  throughout  an  entire  community,  but  I  do  contend  that  it 
would  be  entirely  within  the  governmental  function  to  diminish  the 
•cost  of  the  great  work ;  and  if  it  can  accomplish  that  result  by  some 
method  of  leasing  the  power,  at  the  same  time  so  controlling  the  lease 
that  it  will  not  result  in  monopoly  and  oppression,  I  should  say  it  had 
that  power  as  a  means  of  diminishing  the  cost  of  the  enterprise.^ 

But  if  there  is  anything  in  our  dual  government  that  prevents  the 
Nation  from  acting  without  the  consent  of  the  State,  then  I  see  no 
reason  why  the  two  sovereigns  affected  should  not  confer  together 
about  the  matter — the  Union  of  States,  the  one  sovereign,  the  indi- 
vidual State  where  the  clam  is  located,  the  other.  Can  we  doubt  that 
thev  would  come  to  some  rational  conclusion?  Would  the  lesser  sov- 
ereign deny  to  the  greater  sovereign  the  right  to  get  a  value  out  of 
that  which  it  itself  had  created  that  would  be  in  a  measure  comj^en- 

^  In  fact,  that  is  just  what  the  Government  is  doing  now,  and  has  done  for  several 
years,  under  statutory  authority.  The  legislation  has  so  often  been  repeated  and  has  so 
long  remained  unriuestioned  that  the  governmental  policy  with  respect  to  water  power 
may  be  regarded  as  established.  Under  this  policy  the  Federal  Government  reserves  the 
right,  when  authority  is  given  to  private  corporations  to  dam  actually  or  possibly  navi- 
gable streams  for  the  development  of  power,  to  use  without  charge  so  much  of  that 
power  as  may  be  required  for  speciflc  uses  by  the  Government,  this  reservation  being  in 
the  nature  of  a  consideration.  When  the  works  are  constructed  cooperatively  between  the 
"Federal  Government  and  prospective  power  users,  then  the  Government  reserves  rights  of 
administration  and  speciflc  uses,  and  also  limits  the  lease  'or  authority  to  the  private 
party  to  use  the  power  to  a  specified  period;  while,  if 'the  work  is  constructed  at  the 
cost  of  the  Federal  Government,  then  the  statutes  authorize  the  leasing  of  the  power 
•developed  thereby  under  customary  governmental  restrictions  as  to  advertising,  etc. 
(The  first  case  is  covered  by  the  provision  of  the  general  "Act  to  regulate  the  con- 
struction of  dams  across  navigable  waters,"  to  the  effect  that  "  The  person  owning 
such  dam  *  *  *  shall  grant  to  the  United  States  a  free  use  of  water  power  for 
Iniilding  and  operating "  any  constructions  which  may  at  any  time  be  required  "  in  the 
interests  of  navigation."  (U.  S.  Stat.  L.,  vol.  34,  p.  386.)  And  this  provision  is  re- 
pcatedlj-  afiirmed  in  special  laws  of  various  dates.  The  second  case  is  exemplified  by 
"An  act  to  enable  the  Secretary  of  War  to  permit  the  erection  of  a  lock  and  dam  in 
laid  of  navigation  in  the  Tennessee  River  near  Chattanooga,  Tenn.,  and  for  other  pur- 
purposes  "  (U.  S.  Stat.  L..  vol.  33,  p.  309),  in  which  it  is  provided  in  section  4  "  That  in 
consideration  of  the  construction  of  said  lock  and  dam,  free  of  cost  to  the  United  States, 
*  *  *  the  United  States  hereliy  grants  *  *  *  such  rights  as  it  possesses  to  use 
the  water  power  produced  by  said  dam  and  to  convert  the  same  into  electric  power  or 
otherwise  utilize  it  for  a  period  of  ninety-nine  years:  Provided.  That  it  or  they  [tho 
grantees]  shall  furnish  the  neces.sary  electric  current  while  its  or  their  power  plant  is  in 
operation  to  move  the  gates  and  operate  the  locks  and  to  light  the  I'nited  States  build- 
ings and  grounds  free  of  cost  to  the  United  States  :  And  provided  further,  *  *  * 
That  the  Secretary  of  War  is  her(>by  authorized  to  prescribe  regulations  to  govern  the 
use  of  the  said  water  power  and  the  operations  of  the  plant  and  force  emplo.ved  in  cou- 
nectif>n  therewith."  The  case  of  leading  is  covered,  for  example,  in  the  provision  of  thi' 
river  and  harbor  act  approved  June  13,  1002  (U.  S.  Stat.  L.,  vol.  32,  p.  358),  under  the 
item  for  "  Improving  Cumberland  River.  Tenn.,  above  Nashville,"  as  follows  :  "And  the 
■Secretary  of  War  is  hereby  authorized,  in  his  discretion,  to  grant  leases  or  licenses  to 
the  highest  responsible  biddei-  for  the  use  of  the  water  power  created  by  said  dam,  at 
such  a  rate  and  on  such  conditions  and  for  such  periods  of  time  as  may  stvm  to  him 
•expedient  *  *  *  :  Prmidiil.  That  any  lease  or  license  so  granted  shall  be  limited 
fo  the  iise  of  the  surphis  water  not  required  for  navigation  *  *  *  :  Provided 
further.  That  liefore  lensing  or  licensing  such  water  privileges,  or  issuing  permits  for  the 
•construction  and  operation  of  such  canals,  or  otherwise  disposing  of  any  water  power 
or  privilege,  the  Secretary  of  War  shall  fii'st  advertise  the  same  in  one  or  more  daily 
])apers  at  Nashville  for  sixty  days  immediately  preceding,  stating  specifically  the  right  or 
l)rivilego  projiosed  to  be  hnised  or  conveyed,  with  its  exact  limitations,  inviting  bids  for 
■Ihe  same,  and  he  may,  in  his  discretion,  then  lease  the  same  for  a  specific  term  of  years 
at  so  much  pei-  year,  to  be  paid  semiannually  in  cash  Into  the  Treasury,  and  the  Secre- 
tary of  War  shall  reserve  the  right  to  reject  any  or  all  bids.") 
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s:it(ji'v  of  its  own  exptMiditiircs  ^  Tlic  two  soxcroi^ns  caii  do  l)ii.sines.s 
Avitli  each  other  just  as  individuals  can;  and  there  is  no  reason  why 
tlie  Union  of  States  should  not  entei-  into  an  arrangement  with  an  in- 
dividual State  that  will  present  a  just  solution  of  the  (juestion.  If 
the  State  has  the  property  rights,  for  which  the  Senator  contends,  it 
can  share  with  the  Nation  the  burden  of  cost  of  a  work  necessar}'  or 
useful  for  lioth  navigation  and  power.  If  the  (xovernnient  spends 
millions  of  doHars  in  the  construction  of  a  dam.  it  should  certainly 
ha\e  compensation  for  the  |)()wer  wliich  it  itself  has  created.  Com- 
mon honesty  ^vould  dictate  that. 

I  did  not  intend  at  this  time  to  discuss  the  (|uesti(>n  of  govern- 
mental functions  at  all;  it  is  a  matter  of  business,  and  that  is  what  I 
hope  to  see  established  as  the  basis  of  this  enterprise.  I  hojie  to  see 
this  great  work  put  upon  a  business  basis.  I  believe  the  (Government 
can  do  work  in  a  businesslike  way  in  carrying  out  the  granted 
])Owers,  and  I  believe  in  giving  its  agents  a  pretty  free  liand  to  enable 
them  to  do  business  effectively. 

The  reason  why  I  present  this  bill  now  is  because  I  fear  that  iii  the 
future  should  we  enter  upon  this  work  Congress  ma\^  without  con- 
sidering these  related  questions  of  use  and  compensation  and  coopera- 
tion put  the  administrative  agents  of  the  Government  in  a  strait- 
jacket  and  thus  prevent  them  from  conducting  the  work  in  a  business- 
like way. 

I  do  not  intend,  Mr.  President,  to  be  drawn  off  into  nice  refine- 
ments as  to  constitutional  power.  I  do  not  propose  to  balance  the 
power  of  the  National  (irovernment  wdth  the  power  of  the  State  in  an 
individual  matter.  Here  is  an  enterprise  which  is  of  the  greatest 
importance  to  the  entire  country.  We  propose  in  aid  of  the  develop- 
ment of  commerce  between  the  States  and  commerce  with  foreign 
nations  exclusively  within  the  jurisdiction  of  the  National  (lovern- 
ment  to  enter  upon  this  great  work  of  utilizing  our  rivers  in  a  busi- 
nesslike way  for  every  beneficial  purpose  to  wliich  they  can  be  put. 

AVe  must  realize  that  it  is  not  wise  to  take  up  simply  one  use  of 
the  river  for  navigability  and  lose  sight  of  all  the  other  uses  when 
the  adoption  of  the  other  uses  and  the  development  of  the  other 
uses  will  diminish  the  cost  of  the  enterprise  and  make  it  more  effi- 
cient for  the  public  good.  The  cost  might  be  entirely  prohibitory  if 
it  were  not  for  the  correlated  uses  and  the  contribution  or  compen- 
sation secured  through  them,  for  this  is  a  work  which  can  be  accom- 
plished either  by  the  National  (xovernment  itself  or  by  the  coopera- 
tion of  the  National  Government  with  States,  with  corporations,  with 
numicipalities.  and  with  individuals. 

CLARIFICATION  OF  STREAMS. 

We  can  not  only  take  up  this  cjuestion  of  the  utilization  of  water 
])ower  beneficial  to  the  entire  i^eople  and  with  a  view  to  economy 
in  the  enterprise  itself,  but  we  can  take  up  with  it  the  question  of 
the  clarification  of  the  streams.  That  is  a  matter,  you  say,  of  sanita- 
tion, affecting  the  people  of  the  towns  and  cities  along  the  borders 
of  the  streams.  But  you  must  recollect  that  these  great  rivers  are 
full  of  sediment  and  sand,  every  particle  of  which  is  a  destructive 
tool  when  directed  against  the  banks  of  the  river.  Clear  waters  are 
not  nearly  so  destructive  or  obstructive  as  muddy  waters,  as  watei- 
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filled  with  sand  or  soil.  It  is  well  demonstrated  that  every  particle 
of  soil,  every  particle  of  sand  in  the  water,  is  a  destructive  agent. 
When  deposited  in  the  shoals  and  bars  it  obstructs  the  channel. 
When  susi)ended  in  the  water  and  driven  by  tlie  force  of  the  current 
against  the  banks  of  the  river  it  breaks  them  down,  and  the  broken 
bank  carried  down  in  the  oirrent  sinks  within  a  few  miles  and  makes 
the  shoal  or  bar. 

What  do  we  find  in  the  great  rivers  that  pass  through  alluvial 
bottoms?  The  banks  dissolve  like  sugar  when  the  force  of  the  water 
is  directed  against  them.  A  capricious  stream  like  the  Missouri 
River  makes  its  way  through  a  bottom  of  this  kind  from  Kansas 
City  to  St.  Louis,  a  distance  of  about  300  miles,  a  valley  from  4  to 
10  nules  in  width,  bounded  by  bluffs  on  either  side;  and  that  river 
during  the  period  of  flood,  its  banks  dissolving  like  sugar  before  the 
force  of  the  water,  can  make  its  way  anywhere  in  the  alluvial  bottom 
between  the  bluffs,  so  that  the  farm  of  to-day  becomes  the  swamp  to- 
morrow, and  the  river  bed  of  to-day  becomes  the  cultivated  farm 
to-morrow. 

We  can  clarify  that  turgid  water,  swollen  with  sediment  and  sand. 
How  ?  By  the  prevention  of  soil  waste  and  by  the  protection  of  the 
banks  by  willow  and  stone  revetment.  There  w^ashes  down  the  Mis- 
sissippi River  every  year  pretty  nearly  a  continent  of  the  best  soil. 
At  New  Orleans  to-day  the  alluvial  soil  is  twelve  hundred  feet  deep. 

The  great  problem  we  have  had  in  the  lower  reaches  of  the  Mis- 
sissippi has  been  the  control  of  the  Passes,  the  river  making  its  way 
to  the  Gulf  through  three  passes,  building  up  on  either  side,  by  the 
deposit  of  sand  and  sediment,  a  continent.  So  it  is  hardly  an  ex- 
aggeration to  say  that  in  time  the  great  Gulf  itself  will  become  a 
continent. 

Now,  is  the  Government  simply  to  dredge  out  that  sand  and  sedi- 
ment when  it  settles  down  in  the  bed  of  the  stream  and  deposit  it 
somewhere  else,  whence  it  will  make  its  way  gradually  back  to  the 
stream,  or  can  it  take  measures  to  prevent  that  sediment  and  sand 
from  coming  into  the  stream?  Can  it  not  take  measures  to  prevent 
this  soil  waste  and  this  bank  destruction?  It  is  fair  to  say  that  iir 
time  the  prevention  of  soil  waste  can  be  brought  about  by  proper 
methods  of  cultivation  enjoined  by  the  National  Government,  per- 
haps as  a  matter  of  persuasicjn  at  first,  though  it  might  w^ell  become 
a  matter  of  compulsion.  The  conservation  and  development  of  the 
natural  resources  of  the  country — the  forest,  the  land,  the  water — 
for  every  purpose  require  the  scientific  treatment  of  a  stream  and  the 
full  consideration  of  every  related  use. 

How  is  this  to  be  done  ?  In  the  first  place,  this  fund  is  created  to 
which  I  have  referred,  a  fund  for  uninterrupted  and  continuous 
work,  the  dedication  of  $50,000,000  immediately  to  this  work.  The 
Senator  from  Idaho  says  it  may  lie  idle  for  a  time.  There  is 
$250,000,000  or  $300,000,000  in  the  Treasury  now  that  is  lying  idle. 
The  Treasury  deposits  a  large  ]Dortion  of  it  in  banks  of  the  country 
and  receives  no  compensation  from  it.  It  will  be  no  more  idle  than 
it  is  now. 

It  is  incumbent  upon  us  to  show  our  fixed  and  determined  purpose 
that  this  work  shall  commence,  and  that  it  shall  be  prosecuted  with- 
out interruption,  and  not  in  the  eluisive  and  disjointed  way  in  which 
it  has  been  prosecuted  heretofore. 
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AN    ADMIMISIHATION    MATTER. 

Now,  this  bill  gives  the  executive  department  great  power,  and  I 
have  no  doubt  that  objection  will  be  urged.  I  believe  in  giving  the 
executive  department  full  i)o\ver  in  this  matter,  because  it  is  an  ad- 
ministrative matter.  1  believe  in  preserving  the  boundaries  of  the 
functions  of  the  Government ;  and  I  insist  upon  it  that  Congress  has 
attended  too  much  to  administrative  matters,  and  the  very  reason 
of  the  inefficiency  of  our  work  upon  our  rivers  and  harbors  has  been 
that  Congress  has  sought  to  do  administrative  work  and  has  done  it 
badly,  as  it  always  will  do  it  badly.- 

Ninety  men  in  the  Senate  and  four  hundred  or  more  in  the  House 
working  on  legislation  for  the  countiy  do  not  constitute  efficient 
bodies  for  administrative  work.  Wherever  administrative  work  is 
to  be  done  I  believe  in  intrusting  it  to  the  executive  department  and 
putting  the  responsibility  upon  the  Executive.  We  did  this  with 
reference  to  the  reclamation  act.  After  having  educated  the  entire 
country  to  the  desirability  of  entering  upon  the  great  reclamation 
work,  the  western  men  found  that  thej^  were  unable  to  move  because 
they  were  divided  among  themst-lves  as  to  what  should  be  done. 
Each  man  wanted  a  project  first  undertaken  in  his  own  State  and 
was  unwilling  to  concede  that  another  State  had  superority  or  ad- 
vantage as  to  priority.  We  were  in  confusion  as  to  the  methods  of 
administration.  Finally  Ave  got  together,  and  what  did  we  conclude 
to  do?  We  passed  a  bill  creating  a  fund  derived  from  the  sales  of 
the  public  lands  of  the  country  and  dedicated  that  fund  forever  to 
thi.s  work.  Then  we  gave  the  powder  to  the  Secretary  of  the  Inte- 
rior to  go  ahead  and  investigate  the  projects,  and  if  he  found  them 
feasible  to  do  the  work,  and  the  only  limitation  put  upon  his  power 
was  that  he  should  not  let  a  contract  unless  the  money  for  its  pay- 
ment was  in  the  fund.  That  was  the  only  limitation.  We  did  not  go 
into  details  regarding  the  organization.  There  can  be  no  effective 
organization  which  is  not  the  result  of  the  process  of  evolution.  Let 
Congress  attempt  to  organize  at  the  start  a  great  working  force  of 
this  kind  and  it  will  always  fail.  They  will  have  to  come  back  to 
Congress  for  amendatory  and  supplementary  legislation,  all  delaying 
the  prosecution  of  the  work.  We  did  the  simple  thing  and  put  the 
responsibility  upon  the  Secretary  of  the  Interior,  and  the  Secretary 
of  the  Interior  accepted  the  responsibility  and  held  the  responsibility. 
Congress,  of  course,  reserved  to  itself  all  the  powers  of  supervision, 
of  criticism,  of  examination.  Reports  w^ere  required.  The  officers  of 
the  service  were  compelled  to  come  before  the  committees  and  give 
full  expositions  of  their  work.  Committees  visited  the  works  them- 
selves and  made  actual  inspection,  and  then  upon  their  return  to 
Congress  summoned  the  officials  before  them  and  examined  them 
upon  matters  concerning  which  they  desired  information. 

So  the  whole  service,  under  the  critical  eye  of  Congress,  but  w^ith 
full  powers  of  administration,  has  advanced  and  accomplished  ft 
great  work.  It  has  in  the  short  period  of  its  existence  removed,  I 
believe,  twice  as  many  cubic  yards  of  earth  as  have  been  removed  in 
the  Panama  Canal.  "  It  has  constructed  works  of  great  magnitude 
and  has  considered  problems  many  of  which  were  as  difficult  as 
those  involved  in  the  Panama  construction.  We  have  organized  in 
the  Reclamation  Service  a  body  of  skilled  engineers  capable  of  un- 
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dei'taking-  an^^  work  of  construction  from  the  construction  of  a  canal 
to  the  construction  of  a  railroad  and  the  development  of  the  inland 
waterways  themselves. 

So  it  was  with  the  Panama  construction.  Accidentally  we  Blun- 
dered there  into  wise  legislation.  Congress  was  divided  into  con- 
tending forces  as  to  whether  w'e  should  have  the  canal  at  Panama  or 
at  Nicaragua.  Different  views  prevailed  as  to  whether  it  should  be 
a  lock  canal  or  a  sea-level  canal.  There  w^ould  have  been  the  widest 
divergence  of  views  as  to  all  the  details  of  operation.  But  in  the 
confusion  a  simple  bill,  I  believe  drawn  by  Senator  Spooner,  of  Wis- 
consin, appropriated  $50,000,000  for  the  work  and  gave  the  President 
full  power  to  go  ahead  and  do  it.  We  all  know  how  that  has  worked 
out. 

iSuppose  Ave  had  started  in  the  first  place  and  insisted  upon  it  that 
all  the  plans  should  be  submitted  to  committees  of  Congress  with 
their  differences  of  opinion,  and  to  Congress  itself  with  their  differ- 
ences of  opinion,  we  woidd  have  been  debating  to-day  over  mere  mat- 
ters of  detail.  But  out  of  the  very  necessity  of  the  situation,  inas- 
much as  Congress  w^as  unable  to  agree,  a  simple  bill  was  prepared 
which  gave  the  President  full  power.  Does  anyone  contend  that  the 
President  has  abused  that  power  ?  Is  there  any  President  wdiom  we 
can  elect  Fho  will  be  so  dishonest  or  so  inefficient  as  to  abuse  that 
power  ?  He  has  gone  about  in  a  business-like  way  to  create  an  organi- 
zation, each  organization  in  itself  tentative  at  the  start.  I  believe 
the  Panama  Cannl  service  lias  been  reorganized  three  times.  First, 
we  had  the  Walker  Commission,  and  then  we  had  the  Shouts  Com- 
misson,  and  then  we  had  the  Goethals  Commission,  a  commission 
the  same  in  number,  authorized,  I  believe,  by  Congress,  but  main- 
tained in  organization  at  the  will  of  the  Executive.  We  were  proba- 
bly unwise  in  compelling  the  Executive  to  have  a  commission  of 
nine  men.  He  himself  in  a  recent  message  or  in  a  recent  speech  has 
indicated  that  perhaps  a  more  efficient  method  of  organization  would 
be  one  commissionei-,  with  subordinates,  so  that  one  person  could  be 
held  responsible  for  the  work. 

The  first  two  commissions  held  their  sessions  here.  The  last  com- 
mission is  located  in  Panama,  and  consists  mainly  of  officers  of  the 
Government,  an  engineer  officer  of  the  Army,  an  engineer  officer  of 
the  Navy,  and  a  medical  officer  of  the  Army,  who  has  done  the  sani- 
tation Avork  for  that  district.  After  various  experiments  the  Presi- 
dent has  placed  the  control  of  the  work  in  the  Engineer  Corps  of  the 
'Army,  noted  for  its  efficiency,  integrity,  and  high  sense  of  honor — 
a  corps  which  has  been  compelled  thus  far  to  adapt  itself  to  the  re- 
pressive policy  of  the  Nation  as  to  rivers  and  harbors,  but  which, 
under  a  progressive  policy  and  aided  by  the  other  scientific  services 
of  the  Government  in  matters  relating  to  their  jurisdiction,  Avill  ac- 
complish as  brilliant  a  work  in  our  inland  waterways  as  it  is  now 
accomplishing  at  Panama.  We  haA^e  given  the  Executive  a  free 
hand,  and  Ave  liaA^e  been  w^ise  in  giving  him  a  free  hand.  Had  Ave 
sought  to  impose  upon  him  congressional  restraints  and  put  him  in 
a  congressional  strait-jacket,  the  Avork  would  not  have  advanced  as 
it  has  advanced. 

So  I  contend  that  in  this  case  Ave  should  give  the  President  the 
poAver  not  only  to  enter  upon  the  construction  of  the  Avork  but  to 
make  the  exaniinations  and  the  surA^eys,  and  to  do  it  without  further 
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authority  from  Congress,  and  to  appoint  such  boards  and  commis- 
sions and  agents  and  experts  as  in  his  judgment  may  seem  proi)er, 
and  to  fix  their  salaries  until  Congress  fixes  them.  The  organization 
can  best  be  -worked  out  by  an  executive  officer  and  not  through  the 
wisdom  of  Congress. 

It  Avill  be  observed  that  the  Forest  Service,  the  Reclamation  Serv- 
ice, and  the  Panama  Canal  Service  are  all  engaged  in  a  variety  of 
works  incidental  to  the  main  enterprises,  and  tliey  are  engaged  not 
only  in  constructing  them  but  in  operating  them.  Such  works  in- 
clude waterworks,  electric-light  plants,  roads,  railroads,  electric 
roads,  cement  mills,  and  other  works  of  similar  character,  all  inci- 
dental and  collateral  to  the  main  enterprises. 

Can  it  be  maintained  that  tlie  Government  should  have  less  power 
wlien,  in  the  interest  of  interstate  and  foreign  commerce,  it  enters 
uiion  the  artificialization  of  rivers  and  the  construction  of  canals? 

It  will  also  be  observed  that  the  Panama  Canal  Service  is  to  be 
made  compensatory  by  the  charging  of  tolls,  the  Forest  Service  by 
the  sale  of  timber  and  by  charging  for  grazing  permits,  and  the 
Reclamation  Service  by  the  sale  of  water  rights.  So  far  as  the 
Forest  Service  and  the  Reclamation  Service  are  concerned,  they  will 
be  absolutely  self-compensatory.  In  the  case  of  the  Inland  Water- 
ways Service  it  is  proposed  that  the  artificialized  rivers  anid  canals 
shall  be  free  to  navigation  and  that  no  tolls  shall  be  imposed.  Is  it 
not,  therefore,  of  all  the  more  importance  that  the  collateral  works 
undertaken  by  this  service  through  other  appropriate  services  of  the 
Government  for  the  purpose  of  fully  developing  every  profitable  and 
beneficial  use  of  our  rivers  shall  be  made  self-compensatory  as  far  as 
practicable,  and  that  wherever  the  cooperation  of  States,  municipali- 
ties, communities,  corporations,  or  individuals  is  necessary  to  accom- 
plish this  purpose,  such  cooperation  shall  be  secured?  No  one  can 
measure  the  future  value  of  the  water  power  of  the  country  in  the 
development  of  electricity.  It  is  probable  that  this  new  force  has  a 
future  value  equal  to  that  of  all  the  coal  supplies  of  the  country. 

In  organizing  this  great  work,  an  ample  fund  should  be  immedi- 
ately provided  and  as  free  a  hand  as  possible  given  to  the  Executive. 
In  the  case  of  the  Reclamation  Service,  the  method  of  securing  a  re- 
volving fund  from  the  proceeds  of  the  sales  of  public  lands  arid  of 
water  rights  has  proven  an  incentive  and  an  inspiration  to  the  best 
efforts  of  those  in  charge  of  the  work.  The  methods  are  those  of  a 
business  house  which  knows  its  condition  at  all  times.  Under  such  a 
method  the  Government  organization  loiows  just  what  to  depend 
upon.  It  can  plan  for  the  future  and  look  ahead  without  uncertainty 
as  to  the  size  of  appropriations.  Furthermore,  it  is  inspired  to  work 
for  practical  results,  for  early  and  considerable  returns  which,  by  the 
application  of  business  methods,  can  be  again  applied  to  produce  more 
returns.  No  questions  of  such  magnitude,  where  a  long  look  ahead 
is  necessary  and  a  comprehensive  plan  for  the  future  imperative, 
should  be  hampered  at  its  beginning  by  uncertainty  of  congressional 
action.  Tliose  in  charge  should  know  at  all  times  on  what  they  can 
depend  and  what  results  are  expected  of  them.  It  is  therefore  essen- 
tial that  an  ample  fund  should  be  provided  and  that  jDrovision  should 
be  made  for  its  replenishment  by  the  sale  of  bonds  whenever  congres- 
sional appropriation  fails.    As  free  a  hand  as  possible  in  organization 
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slioiild  be  given,  and  particularly  during  the  first  few  years.  After 
the  organization  is  perfected  and  its  work  reduced  to  a  system,  then 
Congress  can,  if  it  cliooses,  substitute  the  old  plan  of  congressional 
initiative  as  to  investigation,  as  to  projects,  and  as  to  construction  in 
each  particular  case, 

PROVISIONS  or  THE  BILL. 

The  bill  provides  that  the  President  in  executing  this  work  is  "  to 
consider  and  coordinate  the  questions  of  irrigation,  swamp-land 
reclamation,  clarification  of  streams,  utilization  of  water  power,  pre- 
vention of  soil  w^aste.  protection  of  forests,  regulation  of  flow,  control 
of  floods,  transfer  facilities  and  sites  and  the  regulation  and  control 
thereof,  and  such  other  questions  regarding  waterways  as  are  related 
to  the  development  of  rivers,  lakes,  and  canals  for  the  purposes  of 
commerce.'* 

Section  3  provides  that  in  order  to  enable  the  President  to  make 
such  examinations,  surveys,  and  investigations,  and  to  construct  the 
work  and  enter  upon  the  construction,  he  is  authorized  to  appoint  an 
inland  waterwaj's  commission  and  to  bring  in  coordination  therewith 
the  Corps  of  Engineers  of  the  Army,  the  Chief  of  the  Keclamation 
Service,  the  Chief  of  the  Bureau  of  Soils,  the  Chief  of  the  Bureau  of 
Forestry-,  and,  I  might  as  well  add,  the  chief  of  the  Panama  Canal 
service,  for  doubtless  the  observation  and  experience  of  all  these 
officials  will  be  beneficial  in  this  gi-eat  work. 

Section  4  provides  that  the  commission  shall  make  full  and  com- 
plete reports  of  all  their  acts  and  doings  to  the  President  and  to 
Congress,  or  to  either  body  of  Congress. 

Section  5  provides — 

T])rit  if  after  such  examiuatlon,  survey,  and  estimate,  such  commission  shall 
(leterniine  that  any  project  for  the  improvement  or  construction  of  an  inland 
waterway  or  coastal  waterway  is  practicable  and  desirable,  it  may,  with  the 
approval  of  the  President  and  through  the  appropriate  service,  construct  or 
execute,  or  cause  to  be  let,  contracts  for  the  construction  or  execution  of  the 
same,  iu  sucli  portions  or  sections  as  it  may  be  practicable  to  construct  and  exe- 
cute as  parts  of  the  whole  project:  Provided,  That  the  necessary  moneys  there- 
for are  available  in  the  inland-waterway  fund. 

This  therefore  gives  the  jiower  to  the  President,  without  further 
authority  from  Congress,  to  immediately  enter  upon  the  construction 
of  these  works  which  are  determined  to  be  feasible  and  desirable. 

Section  6  provides — 

Tliat  such  projects  may  include  such  collateral  works  for  the  irrigation  of 
arid  lands,  foi-  the  reclamation  of  swamp  lands,  for  the  conservation  or  replace- 
ment of  forests,  for  the  clarification  of  streams,  and  for  the  utilization  of  water 
power  as  may  be  deemed  advisable  in  connection  with  the  development  of  a 
channel  for  navigation  or  as  aiding  in  a  compensatory  way  in  the  dimimition  of 
the  cost  of  such  project. 

Section  7  is  also  a  very  valuable  section.     It  provides— 

That  such  commission  is  authorized,  with  the  appi'oval  of  the  President,  to 
enter  into  cooperation  with  States,  municipalities,  communities,  corporations, 
and  individuals  in  such  collateral  works,  and  to  make  arrangements  for  the  pro- 
portionate payment  of  the  cost  thereof  out  of  the  inland-waterway  fund  and  by 
the  States,  nninicipalities,  connuunities,  corpoi-ations,  and  individuals  benefited 
tlioreby,  in  such  manner  as  to  secuiv  an  equitable  distribution  of  the  costs  and 
benefits:  Provided,  That  the  cost  of  such  collateral  works  shall  be  paid,  if  prac- 
ticable, out  of  funds  provided  therefor  by  Congress,  but  if  sufficient  provision 
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therefcir  is  not  specially  made  by  Congress,  such  commission  is  authorized  to 
pay  for  the  same  out  of  the  inland  waterway  fund,  but  the  total  payments  made 
on  account  of  such  coUalcrul  works  from  sucli  inland  wat(M-way  fund  shall  not 
exceed  10  per  cent  thereof,  and  provision  sliall  be  made,  as  far  as  practicable, 
for  the  reimbursement  to  such  fund  of  such  payments  by  the  States,  municipali- 
ties, communities,  corporations,  or  individuals  benefited  thereby :  And  provvJed 
also,  That  the  inland  waterways  developed  shall  remain  free  for  all  tlu^  uses 
of  navigation. 

EQUITABLE  APPORTIONMENT. 

Another  section  provides  that  regard  must  be  had  "  to  the  equitable 
apportionment  and  contemporaneous  execution  of  the  projects  con- 
templated under  this  act  among  the  several  waterway  systems  of  the 
country,"  so  that  every  section  of  the  country  will  feel  that  it  is 
directly  interested  in  this  legislation  and  in  this  fund,  and  every  sec- 
tion will  feel  that  contemporaneous  work  will  be  conducted  through- 
out the  entire  country  upon  feasible  projects. 

Mr.  President,  it  is  useless  to  propose  in  the  Congress  of  the  United 
States  any  individual  project.  The  people  of  this  country  are  not 
prepared  to  enter  upon  this  work  unless  we  prepare  a  comprehensive 
plan  that  will  include  the  entire  country. 

This  work  is  not  so  difficult  as  many  think.  So  far  as  the  Pacific 
coast  is  concerned,  it  involves  simply  the  Columbia  River,  the  Sao- 
ramento  and  the  San  Joaquin  Elvers,  and  the  consideration  of  the 
related  questions  there  of  the  irrigation  of  arid  lands  and  the  rec- 
lamation of  swamp  lands;  and  as  to  those  projects,  they  will  be 
largely  self-compensatory  if  we  provide  in  this  bill  for  proper  co- 
operation with  States,  municipalities,  communities,  corporations,  and 
individuals. 

You  say  the  Government  goes  into  partnership.  No  partnership,  of 
course,  is  involved,  but  cooperation  is  involved ;  and  if  by  uniting  the 
powers  of  the  States  and  the  powers  of  communities  and  the  powers 
of  individuals  with  the  powers  of  the  National  Government  in  this 
great  work  we  can  diminish  the  cost  to  the  General  Government  and 
make  the  project,  which  would  otherwise  be  so  costly  as  to  be  im- 
practicable, absolutely  feasible,  shall  we  hesitate  to  enlist  that  co- 
operation? Good  business  judgment  requires  it.  The  coordination 
of  all  the  Government  services  of  the  country  related  to  the  use  of 
water,  the  cooperation  of  the  Nation  with  every  State,  every  munici- 
pality, every  community,  every  corporation,  and  every  individual 
capable  and  willing  to  enter  into  this  work  and  wliich  will  bear  its 
proportion  of  the  expense,  will  result  in  the  conservation  of  the  nat- 
ural resources  of  the  country  and  their  preservation  from  monopoly. 

COLLATERAL  WORKS  AND  COMPENSATION  NECESSARY. 

It  would  be  very  nice,  of  course,  for  the  United  States  to  conduct 
these  great  works  without  view  to  any  compensation  to  itself  or  bene- 
fits conferred  upon  others.  It  would  be  very  nice  for  it  to  construct 
great  dams  costing  millions  of  dollars  and  then  turn  them  all  over, 
under  noxious  State  legislation,  to  great  monopolies  that  would  use 
them  for  the  oppression  of  the  people. 

It  would  be  very  nice  for  Congress  to  l^uild  up  forests,  to  preserve 
forests,  to  replace  forests,  and  then  let  the  Lumber  Trust  utilize  the 
fruits  of  their  labor.    But  I  assume  that  when  the  American  people 
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determine  to  go  into  business  in  the  development  of  these  inland 
waterways  they  will  conduct  the  business  in  a  businesslike  way,  and 
they  will  not  stand  upon  refinements  as  to  the  boundaries  between 
the  Government  and  the  States:  and  where  they  find  that  there  is  any 
difficulty  as  to  constitutional  power  in  order  to  do  a  desirable  thing 
promotive  of  navigation,  and  that  the  cooperation  of  a  State  is  neces- 
sary thev  will  insist  upon  the  cooperation  of  both  for  the  common 
o-ooci  All  that  we  must  provide  is  a  board  of  experts  capable  of 
making  broad  and  comprehensive  plans  for  the  common  good,  and 
public'sentiment  will  force  cooperation. 

Mr  President,  I  alhided  a  few  moments  ago  to  the  simplicity  o±  the 
problem  before  us  and  gave  as  an  illustration  the  rivers  of  the^^cific 
coast  The  problems  of  the  other  waterways  are  not  more  diihcult. 
The  connection  of  the  Great  Lakes  with  the  Ohio  and  the  Mississippi 
is  not  difficult.  The  treatment  of  the  Mississippi  and  its  tributaries  is 
not  difficult.  It  will  not  be  difficult  to  establish  a  standard  chan- 
nel It  will  not  be  difficult  to  treat  the  Gulf  rivers.  It  will  not 
be  difficult  to  construct  the  coastal  canals  along  the  Gulf  and  the 
Atlantic,  which,  connecting  bays,  sounds,  and  rivers  together,  will 
open  up  all  under  the  protection  of  sheltered  waterways  to  boats  of 
standard  draft.  Artificialization  of  waterways  and  construction  of 
canals  are  as  old  as  civilization.  All  that  is  required  is  good  plans, 
made  by  competent  experts  and  carried  out  continuously  under  proper 

administration.  ,         xi    x  •  ^ 

Now  Mr  President,  I  hardly  dared  venture  to  hope  that  in  present- 
ing the  bill  at  this  time,  with  the  holidays  approaching,  I  should  have 
the  opportunity  of  presenting  my  views  at  all  fully.  I  did  not  expect 
it  My  purpose  was  simply  to  put  upon  record  here  an  explanation 
of  the  bill  so  that  it  would"  so  out  in  the  Congressional  Eecord  to  the 
country,  so  that  it  could  golo  these  great  organizations  whose  mem- 
bers are  interested  in  the  development  of  inland  waterways  and  aid 
somewhat  in  the  development  of  public  opinion  upon  this  question. 
Cono-ress  rarely  creates  public  opinion;  it  records  public  opinion. 
The'real  argument  of  the  legislator  who  wishes  to  do  something  m  a 
businesslike  way  should  go  to  the  country  and  not  to  Congress.       . 

I  will  ask  leave  to  print  with  my  remarks  Senate  bill  iNo.  oUU,  hen- 
ate  bill  No  499,  certain  statistics  of  the  Eeclamation  Service  and  of 
the  Panama  service  and  the  forest  reserves,  and  also  an  article  which 
I  prepared  for  the  Annals  of  the  American  Academy  of  Political  and 
Social  Science,  entitled  "  The  use  and  development  of  the  American 

waterw^ays."  ,  .      .  ...  .    -, 

The  Vice  President.  Without  objection,  permission  is  granted. 
The  matter  referred  to  is  appended. 

BREAKING  DOWN   OF  THE  RAILAVAY   SYSTEM. 

Mr  Newl\nds.  I  wish  to  add  that  this  question  of  waterway  trans- 
portation is,  of  course,  only  a  part  of  the  general  subject  of  transporta- 
tion The  railway  service  of  the  country  is  much  broken  down,  ilie 
railroads  of  the  country,  when  there  was  less  business  than  there  is 
now,  sought  to  increase  their  tonnage  by  carrying  cheap  and  buUr^ 
products  long  distances  at  low  prices,  and  they  thus  entered  upon  a 
carriao-e  which  has  been  mainly  absorbed  in  other  countries  by  water- 
ways ^  This  bulky  carriage  lias  absorbed  so  large  a  proportion  ot 
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their  facilities  that  suddenly,  with  the  great  increase  in  production 
and  population,  they  found  themselves  unable  to  meet  the  demands 
of  the  country.  At  that  time  an  agitation  arose  for  the  regulation 
of  rates  and  for  the  better  control  of  the  railroads  themselves.  The 
railroads,  on  the  one  side,  regarded  their  properties  as  private  prop- 
erties and  resented  legislative  intrusion.  The  people,  on  the  other 
hand,  regarded  them  as  public  servants  charged  by  the  law  with  the 
performance  of  i)ublic  duties,  entitled  only  to  a  just  compensation, 
that  compensation  to  be  fixed  by  the  public  either  in  the  shape  of 
tolls  or  the  limitation  of  return  upon  capital  in  the  shape  of  dividends. 
That  contest  has  not  yet  reached  the  end. 

The  railroads  have  now  reached  the  point  where  they  admit  in  some 
degree  the  powers  and  the  rights  of  the  public.  They  now  talk  about 
cooperation;  they  will  talk  later  on  about  obedience;  and  obedience 
IS  what  the  American  people  demand.  The  only  limitation  upon  the 
power  of  the  American  people  over  the  highways  and  oAer  common 
carriers  is  that  the  legislation  shall  not  be  confiscatory  in  character. 
That  contest  is  not  yet  ended.  Meanwhile,  the  finances  of  the  rail- 
roads have  been  embarrassed,  rates  of  interest  have  gone  up,  and  the 
very  agitation  which  has  gone  on  has  affected  their  negotiations  in 
foreign  countries  for  cheap  money.  They  have  been  unable,  even  if 
they  willed  it.  to  keep  up  with  the  necessary  construction  in  order 
to  nieet  the  demands  of  increasing  population  and  of  business.  One 
eminent  railway  man  declares  that  it  will  be  necessary  for  these  rail- 
roads to  expend,  I  believe,  w^ithin  the  next  five  years,  five  and  one-half 
billions  of  money  in  order  to  meet  the  requirements  of  the  country. 
We  all  realize  that  it  is  now  impossible  for  them  to  get  the  money. 
We  might  enable  them  to  get  the  UKmey  if  we  stopped  this  aa-itation ; 
but  the  American  people  will  not  rest,  whatever  may  be  the  conse- 
quences, until  the  true  status  of  the  common  carrier  is  ascertained 
and  determined  as  that  of  a  public  servant.  So  that  Ave  can  not  hope 
for  such  conditions  as  will  enable  them  to  finance  the  construction  that 
is  necessary.  It  is  therefore  of  great  importance  that  we  should  de- 
velop these  waterways  and  that  we  should  develop  them  quickly. 

COORDINATION    OF   RAIL   AND    WATER    TRANSPORTATION. 

It  would  startle  the  country,  perhaps,  if  we  were  to  say  that 
$100,000,000  annually  for  the  next  five  years  should  be  expended; 
but  I  believe  it  ought  to  be  expended  in"^ order  to  meet  the  require- 
ments of  transportation,  and  the  public  mind  must  become  accus- 
tomed to  it.  After  it  is  all  expended  the  business  of  the  railroads 
will  not  be  injured.  They  will  have  more  than  they  can  then  carry, 
and  their  carriage  will  be  of  products  more  compensatory  than  the 
cheap  and  bulky  products  that  will  be  carried  by  water  transpor- 
tation. 

We  have  had  a  most  marvelous  railroad  development  in  this  coun- 
try, Avhich  has  surpassed  that  of  any  other  part  of  the  world.  But 
our  development  has  not  been  as  rational,  as  comprehensive,  and  as 
scientific  in  the  matter  of  transportation  as  has  that  of  Germany. 
Her  railway  transportation,  her  river  and  canal  transportation,  and 
her  ocean  transportation  have  been  dovetailed  together  in  such  a 
fashion  as  to  make  her  carriers  the  most  efficient  servants  of  produc- 
tion and  of  commerce  in  the  world. 
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This  movement  is  not  one  of  hostility  to  the  railroads.  It  is  one 
that  supplements  the  railroad  system  of  the  country.  If  we  can  add 
to  our  ocean  service  so  that  that  ocean  service  and  the  river  and  canal 
service  and  the  railroad  service  of  the  country  will  act  in  cooperation 
:is  the  handmaidens  of  production  and  commerce,  we  shall  have 
marvelous  results.  , 

After  we  C"et  these  waterways  developed  the  question  then  will  be, 
How  shall  we  administer  them  ?  Are  the  railroads  to  be  allowed  to 
put  down  their  rates  during  the  navigation  season  to  the  destruction 
of  their  river  competitors  and  to  put  them  up  during  the  winter  sea- 
son when  that  competition  ceases?  Shall  we  permit  one  public 
servant  to  destroy  another  public  servant  necessary  to  the  public 
good  ?  We  might  crowd  these  rivers  with  boats,  but  capital,  regard- 
ful of  the  bitter  experience  of  the  past,  will  hesitate  to  enter  upoTi 
the  enterprise.  As  we  passed  down  the  Mississippi  River  we  hardly 
saw  a  boat.  On  both  sides  of  the  river  we  saw  long  trains  of  cars 
carrying  the  products  of  the  country.  If  the  railroads  refuse  to  act 
in  cooperation  with  the  rivers  in  the  future,  as  they  have  in  the  past, 
they  may  paralyze  the  very  instrumentalities  which  we  create  for 
interstate  and  foreign  commerce. 

We  must  ourselves — the  Nation  must — create  the  corporations  that 
are  to  act  as  waterway  carriers.    We  should  not  submit  the  incor- 
poration of  these  great  public  servants  engaged  in  interstate  carriage 
to  the  shifting  legislation  of  46  different  States.    There  is  no  river 
boat  that  on  its  course  will  not  in  going  from  bank  to  bank  move  from 
one  State  to  another  in  interstate  commerce.     The  Nation  should 
create  its  own  public  corporate  servants,  and  we  should  protect  them. 
We  may  find  it  necessary  in  creating  these  instrumentalities  of  in- 
terstate commerce  to  exempt  them  from  taxation.  State  and  National, 
for  a  limited  period.    The  power  is,  in  my  judgment,  clear.    The  Na- 
tion can  certainly  exempt  them  from  its  own  taxation  and  can  refuse 
to  permit  a  sovereign  State,  without  the  Nation's  consent,  to  place 
a  burden  that  might  be  destructive  upon  a  national  instrumentality. 
We  may  have  to  protect  them  against  unfair  and  unjust  competition. 
We  may  have  to  compel  the  coordination  of  the  railroads  with  them. 
The  railroads  to-day  have  all  the  terminal  facilities  upon  the  rivers. 
Thev  have  the  depots  and  the  stations  .and  the  tracks.     They  have 
all  the  spaces  that  will  be  required  for  river  commerce.    The  Nation 
can  not  permit  these  national  instrumentalities  to  be  subject  to  the 
caprice  of  selfish  interests.  •-,.■,. 

All  this  can  be  adjusted  if  we  only  go  further  and  provide  that  as 
to  the  great  national  systems  of  railways,  8  or  10  m  number  each 
one  of  them  having  from  ten  to  twenty  thousand  miles  of  track  and 
traversing  between  15  and  20  States— these  mergers  shall  come  under 
a  national  charter.  We  shall  then  ourselves  have  created  the  public 
agents  of  the  Nation  the  servants  of  the  Nation  for  the  adequate 
development  of  interstate  and  foreign  transportation. 

THE  NATIONAL  POWERS. 

It  may  be  said  that  we  have  not  the  power  to  compel  the  merger 
of  such  corporations  under  a  national  charter.  I  admit  that  we  can 
not  forcibly  go  into  a  State  and  compel  a  State  to  force  a  State  cor- 
poration to  come  within  the  national  merger,  but  the  Nation  can 
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authorize  public  carriers,  common  carriers,  incorporated  under  its 
laws,  to  construct  new  interstate  lines,  and  it  can,  by  the  process  of 
persuasion,  induce  the  States,  driven  by  the  demands  of  their  own 
people,  to  permit  these  parts  of  great  interstate  systems  to  get 
together  under  one  national  control  and  charter. 

The  change  will  not  mean  an  invasion  of  the  powers  and  rights  of 
the  States.  At  present  we  have  State  corporations  engaging  also  in 
mterstate  transportation.  Is  it  not  just  as  logical  to  have' national 
interstate  corporations  engage  in  State  transportation?  The  same 
public  agent,  whether  State  or  National,  can  now  engage  in  both 
State  and  interstate  transportation.  As  to  the  former,  it  would  be 
subject  to  the  State  regulation;  as  to  the  latter,  it  would  be  subject  to 
national  regulation,  whether  the  corporate  agent  were  incorporated 
under  State  or  National  charter.  Nor  would  the  police  powers  of 
the  States  or  the  jurisdiction  of  the  State  courts  be  affected  by  na- 
tional charter.  The  national-bank  act,  under  which  the  jurisdiction 
of  State  courts  is  maintained,  is  an  illustration  of  that. '  If  we  can 
nationally  incorporate  these  great  railway  carriers,  and  if  we  can 
nationally  incorporate  river  carriers,  and  if  we  can  nationally  incor- 
porate ocean  carriers,  the  entire  people  will  then  have  these  public 
servants  under  their  control,  and  by  the  unity  and  simplicity  of  the 
operation  the  service  can  be  made  profitable' to  the  carriers,  just  to 
the  public,  and  efficient  in  the  promotion  of  interstate  and  foreign 
commerce. 

I  am  aware  that  some  of  my  friends  call  this  a  centralization  of 
power.  Some  of  my  friends  on  this  side  of  the  House  are  accustomed 
to  apply  that  term  to  any  power  which  is  exercised  by  the  National 
Government. 

The  National  Government  has  not,  in  my  judgment,  commenced 
to  exercise  its  powers  under  the  interstate  commerce  clause  of  the 
Constitution.  It  has  been  prevented  from  exercising  the  powers 
which  the  people  granted  to  the  Nation  for  a  beneficent  purpose. 
The  main  purpose  of  the  formation  of  the  Union  was  to  unite  all 
the  States  in  matters  relating  to  the  national  defense  and  to  the 
protection  of  interstate  and  foreign  commerce.  The  development  of 
interstate  and  foreign  commerce  was  the  primary  cause  of  the  Con- 
stitution and  of  the  Union.  The  growth  of  transportation  has  been 
an  accidental  growth  from  a  point  in  one  State  to  another  point  in 
the  same  State.  Gradually  this  accidental  growth  has  advancecl 
until,  either  under  the  laws  of  the  States,  or  outside  of  the  law,  or 
against  the  law,  or  in  evasion  of  the  law,  great  systems  of  railways 
have  been  in  fact,  though  not  in  law,  nationalized,  unionized,  run- 
ning almost  from  the  Atlantic  to  the  Pacific  and  from  the  Lakes  to 
the  Gulf.  Will  anyone  deny  that  the  combination  has  been  bene- 
ficial, whatever  we  may  say  about  the  methods  employed,  about  the 
capitalization  issued,  about  the  power  in  politics  exercised  by  these 
great  political  masters  that  ought  to  be  public  servants? 

Would  you  to-day  enter  upon  a  process  of  decentralization? 
Would  you  attempt  to  divide  these  systems  up  into  the  units  of  which 
they  were  once  composed,  each  unit  comprised  within  State  lines? 
You  woukl  not?  Then  legalize  them  under  proper  restraints  as  to 
capitalization,  under  proper  restraints  as  to  profits,  and  legalize  them 
by  the  action  of  the  only  sovereign  capable  of  dealing  with  the 
question. 
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XOT   CENTRALIZATION,    BUT    X^NIONIZATION. 

Centralization!  Is  that  the  right  term?  I  shoukl  say  'unioniza- 
tion." The  exercise  of  the  granted  powers  of  the  Constitution  does 
not  involve  the  centralization  of  power.  It  involves  simply  the 
unionizing  of  the  forces  of  the  entire  people  of  the  country  in  matters 
clearly  intrusted  to  the  Union  of  States.  This  Union  is  composed  of 
46  States.  We  are  all  parts  of  this  Union.  This  Nation  is  not  a 
separate  entity  afar  off,  exercising  jurisdiction  and  control  and 
dominion  without  our  participation  in  it.  The  States  constitute  this 
Union:  and  they  entered  into  this  Union  for  certain  beneficial  pur- 
poses, one  of  which  was  the  advancement  of  interstate  and  foreign 
commerce.  That  involves  the  creation  of  the  instrumentalities  for 
interstate  and  foreign  commerce,  the  creation  of  the  public  servants 
that  are  to  engage  in  interstate  and  foreign  commerce  by  the  Nation 
and  not  by  a  single  State  of  the  least  public  virtue,  absolutely  con- 
trolled bythe  corporate  carriers,  who  ought  to  be  the  servants  of  the 
Nation.  ^There  is  no  centralization  about  it.  We  unionize  the  forces 
of  the  Nation  under  the  powers  granted  to  the  Nation,  of  which  each 
State  forms  a  component  part.  If  the  States  Avere  all  separate,  then 
would  they  not  have  to  get  togther  by  treaty  and  settle  many  mat- 
ters? We'have  the  best  kind  of  treaty  making  under  our  system,  the 
treaty  making  of  this  legislative  body  and  the  other  legislative  body— 
the  Congress  of  the  United  States— a  permanent  treaty-making 
Congress,  imposing  its  will  upon  each  one  of  the  46  sovereign  States 
in  matters  intrusted  to  it  for  final  determination. 

I  have  recently  introduced  a  bill,  S.  499,  which  in  most  particu- 
lars is  identical  with  a  bill  introduced  by  me  over  two  years  ago,  for 
the  national  incorporation  of  rail,  river,  and  ocean  carriers.  I  shall 
insert  a  copy  in  these  remarks  in  the  hope  that  it  will  be  carefully 
considered  in  connection  with  the  development  of  our  waterways.  I 
invite  also  as  to  this  bill  the  criticism,  suggestion,  and  amendment 
which  I  have  invited  regarding  Senate  bill  500. 

J^;oTE. — The  provisions  of  Senate  bill  499.  for  the  formation  of  national  corpo- 
rations for  railroad  and  naviKation  lines  engaged  in  interstate  commerce,  will 
be  found  on  pages  159-16.5  of  these  hearings. 

In  conclusion,  Mr.  President,  I  trust  that  we  will  all  take  a  broad 
and  comprehensive  view,  notonlv  of  the  plans  relating  to  the  develop- 
ment of  our  inland  waterways  but  of  the  plans  relating  to  the 
development  of  our  foreign  transportation  and  of  the  plans  relating 
to  our  railroad  transportation.  We  can  only  make  our  powers 
efficient  in  the  interest  of  the  common  good  by  the  full  exercise  of 
this  important  power  granted  by  the  people  to  the  Nation— the 
Union  of  States,  the  power  to  regulate  commerce  between  the  States 
and  with  foreign  nations.  i        •     i  j 

If  we  will  only  exercise  this  power  fully,  comprehensively,  and 
wisely,  both  as  to  the  development  of  our  national  highways  and 
waterways  and  as  to  the  creation  of  the  public  servants  that  are  to 
operate  them,  we  can  build  up  such  machinery  for  the  development 
of  our  domestic  and  foreign  commerce  as  the  Avorld  has  never  known. 
I  ask  that  the  bill  be  referred  to  the  Committee  on  Commerce. 
The  Vice  President.  At  the  request  of  the  Senator  from  Nevada, 
the  bill  will  be  referred  to  the  Conunittee  on  Commerce. 
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AlM'ENDIX    A. 

[From   the  Annals  of  the  American   Academy   of  Political   and   Social   Science,   January, 

1908.] 

THE  VSK  AND  DKVKI.Ol'MKNT  OF  AMKRU'AN    WATKRAVAYS. 

Hy  Senator  Fhaxcis  G.  Newi.anos,  vice  cliiiirniaii  of  the  Inland  Waterways 

('ominission. 

The  Inland  Waterways  Commission  is  the  outgrowth  of  an  agitation  which 
has  l)oon  conducted  for  some  time,  particularly  in  the  Mississippi  Valley,  for  the 
iniprovenient  of  our  waterways.  The  President  was  urged  to  exercise  his 
coii.stitutional  power  of  making  recommendations  to  Congress,  and,  pursuing 
his  usual  method  of  first  exhausting  investigation,  appointed  an  executive  com- 
mission with  a  view  to  gathering  into  one  hody  a  numher  of  men  who,  either 
in  legislative  or  in  administrative  work,  had  acquired  experience  in  the  proh- 
lems  relating  to  the  waterways  of  tiie  country. 

APPOINTMENT  OF  THE  COMMISSION. 

As  chairman  of  this  commission  tlie  President  selected  Hon.  Theodore  E. 
Burton,  of  Ohio,  wlio,  as  chairman  of  the  Rivers  and  Harbors  Committee  of  the 
House  of  Representatives,  liad  discharged  the  duties  of  that  important  position 
with  rare  intelligence,  thoroughness,  and  public  spirit.  He  also  appointed  two 
United  States  Senators,  Hon.  William  Warner,  of  Missoui'i,  and  the  writer; 
another  Member  of  the  House  of  Representatives,  Hon.  John  H.  Bankhead,  of 
Alabama  (the  leading  minority  member  of  the  Rivers  and  Harbors  Conmiittee 
of  the  Hou.se),  who  lias  since  become  a  Senator;  and  five  members  of  the 
executive  department  of  the  Government.  These  scientific  members  are:  Gen. 
Alexander  Mackenzie,  Chief  of  the  Engineer  Corps  of  the  Army ;  Dr.  W.  J. 
McGee,  a  scientist  and  soil  expert,  connected  with  the  Bureau  of  Soils  in  the 
Department  of  Agriculture ;  Mr.  Frederick  H.  Newell,  Chief  of  the  Reclamation 
Service ;  Mr.  Gifford  Pinchot,  Chief  of  the  Bureau  of  Forestry ;  and  Mr.  Herbert 
Knox  Smith,  Chief  of  the  Bureau  of  Corporations.  The  President  reserved  the 
right  of  adding  to  the  commission  in  the  future  certain  transportation  experts ; 
and  it  is  possible  that  the  commission  may,  before  its  work  is  completed,  take 
up  in  the  broadest  way  the  whole  question  of  transportation. 

PURPOSE  OF  ITS  APPOINTMENT. 

The  duty  imposed  upon  this  commission  was  to  investigate  the  use  of  water, 
not  only  for  navigation  but  also  for  all  other  purposes,  with  a  view  to  recom- 
mending to  the  President  a  full  and  comprehensive  plan  for  the  development 
and  utilization  of  all  the  natural  resources  of  the  country  relating  to  water. 
Its  primary  purpose  was  to  facilitate  water  transportation,  upon  which  the 
prosperity  of  the  country  so  largely  depends.  We  have  been  for  .some  time 
engaged  in  the  consideration  of  questions  relating  to  railways,  and  we  are 
now  about  to  enter  upon  the  related  question  of  waterways. 

WORK   PFJIFORMEI)   HV   THE  COMMISSION. 

Since  its  appointment  the  commission  has  been  hard  at  work  upon  the  prob- 
lems assigned  to  it.  An  organization  w'as  effected  in  Washington  on  April  29, 
1907.  Early  in  May  the  commission  took  a  trip  down  the  Mississippi  River 
from  St.  Louis  to  the  Gulf  and  studied  the  problems  of  the  lower  part  of  that 
river.  In  September  a  part  of  the  commission  visited  the  Pacific  coast  and 
inspected  the  Sacramento  and  San  Joaquin  Rivers  in  California  and  the  Colum- 
bia River  in  the  Northwest.  Beginning  September  21,  the  entire  body  started 
on  a  tour  of  the  Great  Lakes,  embarking  at  Cleveland  and  ending  at  Duluth. 
Passing  from  Duluth  to  St.  Paul  by  rail,  the  journey  was  resumed  down  that 
river  on  board  a  Government  boat  and  continued  to  Memphis,  the  President 
joining  the  party  at  Keokuk.  After  the  Memphis  convention  most  of  the  mem- 
bers of  the  commission  proceeded  to  Kansas  City,  and  from  that  place  made 
a  tour  of  inspection  down  the  Missouri  River  to  its  mouth.  In  these  various 
tours,  covering  thousands  of  miles,  daily  meetings  were  held,  at  which  Govern- 
nunit  engineers  and  other  experts  were  examined  and  much  testimony  taken 
relative  to  the  conditions  and  needs  of  the  rivers. 
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Besides  jittendin^  the  convention  at  Memphis,  the  commission  was  also  repre- 
sented at  the  Irrigation  Congress  at  Sacramento,  Cal. ;  the  Trans-Mississippi 
rone:r(>ss  at  Muskosit^p ;  the  Upper  Mississippi  Convention  at  Moline,  111. ;  at  the 
Atlantic  Deeper  Waterway  Conference  in  Philadelphia  late  in  November;  the 
recent  congress  of  the  National  Drainage  Association  in  Baltimore;  and  the 
National  Rivers  and  Harbors  Congress  in  Washington,  which  closed  a  few 
days  ago.  On  November  25  the  commission  again  convened  in  W^ashington  and 
has  ever  since  been  busy  considering  its  recommendations.  The  President,  in 
his  message  to  the  first  session  of  the  Sixtieth  Congress,  stated  that  he  would 
transmit  his  recommendations  regarding  the  waterways  to  Congress  after 
receiving  the  report  of  the  commission.  The  work  thus  far  performed  is  highly 
instructive  and  important,  but  until  the  report  is  formulated  and  made  public 
what  I  shall  say  upon  the  subject  must  be  regarded  as  only  the  expression  of 
my  individual  views. 

IMPORTANCE  OK  THE  STJBJECT. 

The  transportation  question  is  the  most  important  question  of  the  day,  and 
the  reason  that  it  has  suddenly  (and  somewhat  unexpectedly  to  many  of  us) 
become  of  such  pressing  importance  just  at  this  time  is  because  the  railway 
service  of  the  country  has  practically  liroken  down.  Whilst  the  railway  devel- 
opment of  the  country  has  astonished  the  world,  and  whilst  we  have  to-day 
more  than  half  the  railway  mileage  of  the  world,  yet  that  machinery  has  proven 
inadequate  to  meet  the  demands  of  the  production  of  the  country.  Years  ago 
the  railways  were  competing  with  the  waterways,  and  practically  drove  them 
out  of  business ;  but  the  efforts  of  the  railways  to  monopolize  the  carriage  of 
cheap  natural  products  carried  in  other  countries  by  water  has  resulted  in  con- 
gestion of  traffic  and  a  virtual  breaking  down  of  the  entire  transportation 
system ;  and  it  is  essential  that  we  shall  take  immediate  steps  to  supplement  our 
rail^^•ay  system  by  a  complete  system  of  waterway  transportation.  Everywhere 
else  in"  the  world' water  transportation  is  an  important  factor  in  both  domestic 
and  foreign  commerce.  Germany  has,  perhaps,  the  most  perfect  system  of  trans- 
portation in  the  world.  Her  rivers  have  been  artificialized  from  source  to 
mouth,  and  they  are  supplemented  by  a  system  of  canal,  rail,  and  ocean  trans- 
portation, which,  combined,  give  that  country  a  transportation  machinery  un- 
equaled  anywhere  in  the  development  of  domestic  and  foreign  commerce. 

However"  much  we  may  rely  upon  the  railways  for  quick  transportation  of 
persons  and  of  products,  it  is  clear  that  the  rivers  should  also  be  used;  that 
they  should  be  properly  artificialized;  that  their  beds  should  be  made  stable 
and  their  courses  sure  for  the  transportation  of  bulky  merchandise.  This  class 
of  traffic  has  too  long  occupied  too  large  a  proportion  of  the  availaiile  capacity 
of  the  railroads,  to  the  detriment  of  other  more  valual)le  products,  and  even  to 
the  injury  of  life  and  limb.  Even  the  great  railway  managers — such  men  as 
Mr.  Hill,' Mr.  Harrahan,  Mr.  Finley,  and  others— are  urging  the  development 
of  the  inland  ^Vaterways  as  supplementary  to  the  railways.  Only  a  few  years 
ago  Mr.  Hill  is  said  to  have  declared  that  water  competition  could  not  exist,  and 
that  if  he  were  given  the  money  with  which  to  build  a  double-track  railway 
beside  the  proposed  enlarged  Erie  Canal  he  would  turn  the  canal  into  a  lily 
pond.  It  will  be  remembered,  also,  that  with  regard  to  tlie  Mississippi  Iliver 
lie  declared  it  could  never  be  made  an  efficient  instrument  of  conference  until 
its  bottom  had  been  lathed  and  plastered.  But  the  views  of  these  men  are 
changing,  and  changing  because  they  realize  that  their  railways  have  been  over- 
taxed, and  that  they  must  either  expend  vast  sums  of  money  in  their  improve- 
ment or  call  in  the  aid  of  the  waterways.  Mr.  Hill  estimates  that  it  will  cost, 
within  the  next  five  years,  I  believe,  five  and  one-half  billion  dollars  to  put  the 
railroads  in  condition  to  meet  the  requirements  of  the  country's  traffic.  This 
does  not  appear  to  be  an  overestimate  when  we  remember  that  the  railroads  of 
the  country  to-day  are  capitalized  at  about  fifteen  billion  dollars,  and  that  there 
is  little  double  track,  although  every  railroad  in  the  country  ought  to  be  double 
tracked. 

A  COMPEEHENSIVE  PLAN   NECESSARY. 

I  assume  that  the  country  will  not  be  disposed  to  enter  upon  the  work  of 
improving  the  inland  waterways  unless  a  plan  is  presented  which  will  fairly 
meet  the  requirements  of  the  whole  country.  The  movement  represents  a  pol- 
icy, not  a  project.  It  seems  improbable  that  any  particular  river,  such  as  the 
Mississippi,  will  be  fastened  upon  and  pushed  forward  without  some  assurance 
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that  all  the  other  rivers  which  requii'e  impi-ovoniont  will  iilso  he  taken  up 
iinder  a  coinpivhensive  plan,  one  involving,  ultimately,  the  highest  possible  de- 
velopment of  all  the  waterways  of  the  country.  It  was  doubtless  with  this 
thought  in  mind  that  the  President  ai)pointed  the  Commission,  and  it  was 
doubtless  with  a  view  to  the  fornnilalion  of  such  a  plan  that  he  called  in  the 
members  connected  with  the  Reclamation  Service,  the  Forestry  Service,  the 
expert  on  .soils,  and  the  Chief  p]ugiueer  of  the  Army.  There  is  practically  no 
difl"erence  of  opinion.  I  apprehend,  as  to  the  desirability  of  improving  the  in- 
land waterways  of  the  country.  The  public  attention  is  arrested,  and  I  never 
knew  the  people  to  be  more  interested  or  united.  The  important  thing  now  is 
to  give  effective  direction  to  this  aroused  public  sentiment  by  explaining  the 
true  scope  of  the  subject  and  the  importance  of  scientific  legislation  for  carry- 
ing out  the  comprehensive  plans  which  alone  will  make  the  undertaking  suc- 
cessful. It  is  possible  that  the  whole  question  will  not  be  solved  for  some  time, 
for  the  reason  that  Congress  rarely  takes  the  initiative ;  it  follows  public  opin- 
ion rather  than  leads  it.  It  is  fortunate,  therefore,  that  these  questions  are 
now  being  di.scussed  in  the  various  conventions  and  conferences  held  through- 
out the  country,  and  it  is  important  that  every  man  who  has  a  thought  of  value 
upon  the  subject  should  express  it. 

•       SCOPE    OF    THE    WORK. 

It  is  impossible  to  entei".  with  hope  of  success,  upon  compn^iensive  plans  for 
the  improvement  of  our  inland  waterways  without  taking  into  consideration 
the  related  questions  of  forest  preservation  and  I'estoration,  of  the  irrigation  of 
arid  lands,  of  the  reclamation  of  swamp  lands,  of  bank  protection,  of  clarifica- 
ti<m  of  streams,  and  other  kindred  matters. 

It  is  necessary  to  preserve  the  forests  of  the  country  from  the  destruction 
which  threatens  them,  not  only  because  our  timber  supply  is  diminishing  but 
because  forests  are  natural  conservators  of  moisture  and  aid  in  the  gradual 
distribution  of  the  waters  to  the  streams  and  rivers  that  flow  into  the  lakes 
and  the  ocean.  When  an  area  of  land  is  denuded  of  its  forests,  the  waters 
falling  upon  it  rush  off  in  torrential  streams,  causing  destructive  floods  and 
soil  waste ;  but  the  forest  absorbs  moisture  like  a  sponge  and  gives  it  out  grad- 
ually to  the  springs  and  streams  through  the  season  of  drought,  thus  aiding  in 
the  maintenance  of  a  stable  channel. 

So  also  with  the  question  of  the  irrigation  of  the  arid  lands  on  the  head- 
waters of  our  inland  rivers.  The  cultivation  of  the  vast  areas  on  the  upper 
reaches  of  the  western  tributaries  of  the  Mississippi  involves  the  construction 
of  great  reservoirs  for  the  storage  of  water,  which  is  caught  while  the  snows 
are  melting  and  later  on  let  out  through  canals  upon  the  plains  to  meet  the 
demands  of  the  growing  crops.  These  fertile  plains  drink  up  the  moisture  and 
become  themselves  great  storage  basins  which  return  the  water  by  seepage  at 
the  time  when  it  is  most  needed  for  the  maintenance  of  a  channel  in  the  nav- 
igable rivei's  below. 

Thus,  both  forestry  and  irrigation  are  essential  to  the  prevention  of  floods 
and  of  soil  waste  and  to  the  maintenance  of  a  stable  channel  for  navigation,  to 
say  nothing  of  the  vast  money  value  or  the  great  sum  of  human  happiness  in- 
volved in  the  possession  of  great  forests  and  vast  areas  of  productive  irrigated 
plains.  For  the  purposes  of  navigation  it  is  of  the  very  highest  importance 
that  there  should  be  a  stable  channel,  one  of  standard  depth ;  not  a  variable 
channel,  40  feet  deep  at  one  time  and  1  foot  at  another;  not  a  channel  deep  in 
one  place  and  shallow  in  others,  owing  to  the  interposition  of  shoals  and  quick- 
sands ;  but  one  of  standard  depth,  which  will  accommodate  vessels  of  standard 
draft,  just  as  there  is  a  standard  gauge  for  I'ailroads.  Anything  which  will 
retard  the  flow  of  the  water  during  the  period  of  flood  and  make  it  available 
in  time  of  drought  will,  of  course,  increase  the  stability  of  the  channel.  And 
thus  it  is  that  the  questions  of  forestry  and  irrigation  become  of  first  impor- 
tance in  connection  with  the  problem  of  the  inland  waterways. 

Few  of  us  reaUze  as  we  ought  that  the  soil  of  our  continent  is  being  washed 
away  and  that  the  bottoms  of  the  navigable  rivers  themselves  are  drifting 
slowly  into  the  Gulf  and  the  ocean.  The  trouble  with  the  passes  at  the  mouth 
of  the  Mississippi  is  that  a  great  delta  has  been  built  up  there,  like  the  delta 
upon  which  the  city  of  New  Orleans  stands,  where  there  is  now  a  depth  of 
1.200  feet  of  alluvial  soil  which  has  been  deposited  by   that  river.     It  is  not 
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impossible  that  in  time  tlie  Gulf  mifilit  he  turned  into  a  continent  by  this 
process. 

Closely  related  to  the  prevention  of  soil  waste  is  the  matter  of  the  clarifica- 
tion of  streams,  for  every  grain  of  sand  in  these  rivers  is  a  tool  of  destruction 
when  directed  against  the  river's  banks,  while  clear  water  cuts  the  banks  but 
little.  The  Yellowstone,  as  its  name  indicates,  is  pouring  into  the  Missouri 
immense  volumes  of  sand,  and  the  Missouri  is  pouring  into  the  Mississippi  vast 
quantities  of  alluvial  deposits,  every  grain  of  which  is  both  a  tool  for  the  de- 
struction of  the  banks  and  an  obstruction  to  navigation  when  deposited  in 
shoals  and  sand  bars.  The  rivers  are  also  the  sources  of  water  supijly  for 
domestic  purposes  to  cities  and  towns,  and  nuist  be  purified  and  made  fit  for 
consumption  and  kept  clear  of  the  filth  ami  sewage  of  cities. 

The  reclamation  of  swamp  lands  must  also  be  considered.  Their  reclamation 
means  not  only  the  addition  of  large  and  fertile  areas  to  the  productive  re- 
sources of  the  country,  but  also  the  control  of  the  streams  themselves.  These 
lowlands  lie  at  the  foot  of  the  rivers,  whose  waters  naturally  spread  out  waste- 
fully  in  swamps  and  bayous.  The  channels  fill  up  and  become  shallow  because 
there  is  no  current  to  carry  away  the  sediment ;  but  when  confined  in  compara- 
tively narrow  channels  by  means  of  levees  the  water  is  thereby  raised  to  a 
higher  level  and  its  current  is  quickened  and  becomes  an  efficient  power  for 
carrying  away  the  sediment  and  scouring  the  bottoms  of  the  rivers  and  thus 
ci-eating  a  channel  of  sufficient  depth  for  the  purposes  of  navigation.  So  that 
we  have  also  inseparably  connected  with  the  question  of  navigation  the  related 
questions  of  swamp-land  reclamation  and  bank  protection. 

All  these  uses  of  water  are  important ;  it  is  difficult  to  say  which  is  the  most 
important.  But,  assuming  that  the  transportation  of  products  is  as  important 
as  their  production,  it  is  clear  that  for  the  proper  development  of  our  inland 
waterways  we  must  embrace  in  one  comprehensive  plan  the  treatment  of  our 
forests,  the  irrigation  of  arid  lands,  the  reclamation  of  swamp  lands,  and  other 
related  matters.  In  doing  this,  vast  water  power  can  be  developed,  and  this 
power  must  be  saved  from  the  control  of  trusts  and  monopolies  and  care  taken 
to  direct  its  use  in  the  interest  of  the  entire  people.  It  is  estimated  that,  on 
many  of  our  navigable  rivers,  the  power  which  can  be  developed  in  this  way 
will  be  sufficient  to  pay  the  entire  cost  of  the  improvement  of  the  streams. 

CAN  THE  WATERWAYS  BE  BESTOBED  ? 

The  outline  which  has  been  given,  based  upon  the  requirements  of  the  Mis- 
sissippi River,  is  merely  an  illustration  of  what  is  required  on  the  Pacific  coast 
rivers  and,  in  less  degree,  on  the  rivers  of  the  (^ulf  and  the  Atlantic  coast.  The 
business  question  before  us  is  whether  we  can  restore  these  waterways  as  a 
part  of  the  efficient  machinery  for  the  country's  transportation.  Many  doubt  it, 
and  I  must  confess  that  when  I  went  down  the  Mississippi  last  summer  and 
traveled  for  miles  without  seeing  a  single  boat,  I  was  inclined  to  doubt  it  also. 
There  were  a  few  towboats,  but  the  river  towns  were  neglected,  the  wharves 
rotting,  and  the  river  fronts  largely  occupied  by  the  tracks  of  the  railroads, 
whose  trains  of  cars,  running  at  frequent  intervals  along  the  banks,  showed  how 
thoroughly  they  had  absorbed  the  commerce  of  the  region. 

These  conditions  seemed  to  be  due  to  two  causes — the  terrific  competition  of 
the  railroads,  which  have  made  a  practice  of  underbidding  the  waterways 
during  the  navigation  season  and  afterwards  raising  their  rates,  and  also  to  the 
failure  of  the  Government  to  provide  and  maintain  a  stable  navigation  channel. 
I  am  also  of  opinion  that  the  railroads  have  been  somewhat  influential  in  ob- 
structing legislation  for  the  improvement  of  our  waterways,  and  I  believe  they 
now  see  that  this  was  a  mistaken  policy. 

I  have  no  doubt,  myself,  about  the  policy  of  restoring  the  conmierce  of  our 
inland  waterways,  but  I  think  it  is  likely  to  be  a  difficult  task.  One  difficulty 
will  be  in  providing  facilities  for  assembling  and  distributing  the  products  to  be 
carried  on  the  rivers.  The  terminal  fiicilities  at  the  towns  on  the  rivers  are 
now  very  poor,  when  they  are  not  entirely  in  the  hands  of  the  railroads,  and 
terminal  facilities  mean  little  in  themselves  unless  the  connecting  lines  of  rail- 
road are  able  and  willing  to  take  goods  from  the  waterways  and  distribute  them 
in  the  interior.  The  railroads  have,  as  one  of  the  chief  elements  of  theit 
strategic  strength,  the  ability  to  assemble  commerce  in  every  part  of  the  country 
and  to  carry  it  on  cars  of  standard  gauge  to  any  other  part  of  the  country; 
whereas  the  river  carriers  are,  at  present,  circumscribed  in  their  efforts  by  the 
limits  of  the  rivers  themselves. 
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li  is  therefore  necessai-y  that  the  railroads  shall  he  hrought  into  the  most 
fiitiiiiMte  relations  with  the  river  earriers,  so  that  the  one  system  will  supple- 
ment and  aid.  not  injure,  the  other.  We  nuist  l)roaden  the  area  for  water  trans- 
portati(tn,  also,  so  that  it  c<in  live,  if  necessary,  upon  the  trade  of  the  towns 
aceessihle  hy  hoat.  The  Ohio  can  he  connected  hy  canal  with  I.ake  Erie,  the 
Mississippi  with  Lake  Michijian,  and  so  on.  and  we  can  connect  the  <'ntire  Mis- 
sissippi Valley,  the  Gulf  coast,  and  the  Atlantic  coast  with  each  other  by  a 
system  of  sheltered  waterways  alonj;  the  Gulf  and  Atlantic  coasts,  such  as  was 
so  ably  discussed  at  the  Philadelphia  conference,  consisting  of  bays,  sounds,  and 
rivers  to  be  connected  with  each  other  by  canals  such  as  the  contemplated  canal 
across  Florida  connecting  the  Gulf  with  the  Atlantic  coast,  the  canal  connect- 
ing the  Carolina  sounds  with  Chesapeake  Bay,  the  canal  connecting  Chesapeake 
Ray  with  the  Delaware  River,  the  canal  connecting  the  Delaware  River  with 
the  Raritan,  and  the  canal  across  Cape  Cod — thus  giving  a  sheltered  waterway 
from  the  mouth  of  the  Mississippi  to  Maine,  upon  which  it  is  possible  that  boats 
of  standard  draft  could  pass  from  Boston  down  the  Atlantic  coast  across 
Florida  to  the  Gulf  coast  and  up  the  Mississippi  River  to  the  Great  Lakes.  If 
these  things  were  done  and  warfare  between  the  railways  and  the  waterways 
should  continue,  there  would  still  be  suflicient  transportation  without  the  dis- 
tributing aid  of  the  railways  to  constitute  a  very  influential  part  of  the  com- 
merce of  the  country. 

But  it  will  scarcely  do  to  predicate  the  improvement  of  our  waterways  upon 
the  continuance  of  this  antagonism.  A  few  weeks  ago  I  was  quoted  in  certain 
Ohio  newspapers  as  saying  that  the  appointment  of  the  Inland  Waterways 
Commission  was  a  part  of  the  "  big  stick  "  policy  of  the  President.  Besides  the 
fact  that  I  never  made  such  a  statement,  I  believe  the  contrary  to  be  the  fact, 
and  that  the  President,  like  the  conunission,  is  working  for  greater  harmony — 
not  to  stir  up  antagonism  between  the  different  transportation  systems  of  the 
country.  My  own  view  is  that  the  waterway  system  ought  to  be  largely  supple- 
mental to  the  railway  system  and  that  it  may  possibly  become  necessary,  in 
the  event  of  continued  hostility  on  the  part  of  the  railways  toward  the  water- 
ways, to  enforce  a  liberal  system  of  interchange  of  traffic  and  use  of  facilities 
between  the  two. 

Viewing  transportation  in  the  large,  it  is  of  the  highest  importance  that  its 
machinery  should  be  so  adjusted  that  the  common  carrier  can  make  the  best 
and  cheapest  possible  use,  in  the  interest  of  the  public,  of  all  the  public 
highways — of  river,  of  railway,  and  of  ocean.  A  perfect  system  of  transpor- 
tation would  involve  but  one  control  from  shipper  to  consignee,  and  our  aim 
should  be  a  system  that  will  create  great  corporate  carriers,  under  proper 
regulation  and  control,  owning  railway  lines  from  the  Atlantic  to  the  Pacific 
and  from  the  Lakes  to  the  Gulf,  owning  steamboat  lines  on  the  rivers  and 
lakes  wherever  practicable  and  economical,  and  also  owning  great  lines  of 
ocean  steamers,  so  that  rates  can  be  made  and  goods  be  crrried  from  any 
point  in  this  country  to  any  other  point  in  this  country  or  to  a  foreign  country 
under  a  single  control  and  at  a  single  rate,  and  that  rate  the  lowest  one  con- 
sistent with  good  service  and  reasonable  profit. 

LEGISIATIVE  REQUIREMENTS. 

Having  said  this  much  upon  the  physical  requirements  of  the  problem,  let 
us  consider  what  legislation  is  necessary  In  order  to  carry  the  undertaking 
into  effect.  And  here  the  greatest  difference  of  opinion  is  likely  to  exist,  for 
while  the  country  is  practically  united  as  to  the  necessity  of  undertaking  the 
work,  the  machinery  for  setting  it  in  motion  has  not  been  carefully  considered 
and  already  there  is  divided  counsel.  It  has  been  thought  in  the  past  that 
our  Government  was  incapable  of  engaging  successfully  in  any  great  con- 
structive work.  This  belief  has  been  entirely  disproved  by  the  great  works 
begun  and  continued  under  the  direction  of  the  Reclamation  Service  and  the 
Panama  Canal  Service.  In  the  legislation  inaugurated  for  these  public  works 
Congress  very  wisely  gave  a  free  hand  to  the  Executive,  with  the  result  that 
by  a  process  of  evolution  a  great  administrative  organization  has  been  built 
up  in  each  service  that  has  been  conducted  on  thoroughly  businesslike  prin- 
ciples. In  a  bill  which  I  have  recently  introduced  in  the  Senate  (Senate 
bill  500)  I  have  endeavored  to  follow  that  beneficent  legislation  by  putting 
the  whole  responsibility  for  the  development  of  the  waterways  of  the  country 
upon  the  Executive,  whoever  he  may  be,  conscious  that  we  will  never  have  a 
dishonest  Executive  and  that  his  highest  pride  will  be  to  carry  out  success- 
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fully  and  economically  the  great  charge  intrusted  to  him.  To  put  the  Execu- 
tive in  a  legislative  straitjacket  would  be  sure  to  result  in  inefficiency  and 
failure. 

INLAND   WATERWAYS   FUND. 

The  most  important  feature  of  this  bill  is  the  creation  of  an  inland  water- 
ways fund,  to  be  used  both  for  investigation  and  construction.  The  sum  of 
$50,000,000  is  by  the  bill  reserved  and  set  aside  as  such  fund,  and  the  Presi- 
dent is  authorized,  whenever  the  fund  is  reduced  below  $20,000,000,  to  make 
up  the  deficiency  by  issuing  and  selling  bonds  up  to  the  amount  of  $50,000,000. 
Thus  the  fund  is  always  kept  full,  even  though  Congress  should  fail  to  make 
appropriations.  The  President  is  authorized  to  have  examinations  and  sur- 
veys made  for  the  development  of  the  inland  waterways  of  the  country  and 
for  the  connection  of  such  rivers  with  each  other,  or  with  the  Great  Lakes, 
by  connecting  and  by  coastal  canals.  In  order  to  enable  the  President  to  make 
such  examination  and  to  enter  upon  works  found  to  be  practicable,  he  is  au- 
thorized to  appoint  an  inland  waterways  commission,  and  to  bring  in  co- 
ordination therewith  the  scientific  services  of  the  country,  such  as  the  Corps 
of  Engineers  of  the  Army,  the  Bureau  of  Soils,  the  Forest  Service,  the  Re- 
clamation Service,  and  the  Bureau  of  Corporations;  and  to  appoint  such  ex- 
perts and  boards  in  connection  therewith  as  he  shall  deem  advisable ;  and  to 
fix  their  salaries  until  the  same  are  fixed  by  Congress.  The  commission  is 
required  to  make  reports  to  the  President  and  to  Congress,  or  to  either  body 
of  Congress,  whenever  information  is  required. 

CONSTBUCTION. 

The  next  question  is  as  to  construction.  Under  this  bill,  the  President  is 
authorized,  whenever  a  project  is  determined  by  the  commission  to  be  feasible, 
to  enter  upon  the  immediate  construction  of  the  works  and  to  let  contracts 
for  the  execution  of  the  same,  in  whole  or  in  part ;  the  only  limit  upon  his 
power  being  that  the  necessary  money  for  the  payment  of  the  contracts  must 
be  in  the  waterway  fund  when  any  such  contracts  are  let. 

It  will  be  observed  that  the  initiative,  l>()th  as  to  examination  and  as  to 
actual  construction,  is  put  in  the  hands  of  the  Executive  Department  as  an 
administrative  matter.  It  is  clear  that  the  judgment  of  a  board  of  experts 
•uill  be  very  much  better  than  that  of  Congress  upon  such  matters,  and  that 
much  delay  and  confusion  will  be  saved  by  authorizing  the  prompt  initiation 
of  the  work.  Otherwise,  we  shall  have  difference  of  view,  both  in  committees 
and  in  Congress  itself,  as  to  the  details  of  the  work,  as  to  the  relative  im- 
portance of  the  projects,  and  sectional  differences  will  arise,  only  to  be  com- 
promised by  concessions  harmful  to  this  great  movement.  Congress  should 
exercise  the  fullest  power  of  examination  and -of  criticism,  and,  of  course,  it 
has  the  power  at  any  time  to  change  the  organization  or  to  stop  the  work. 
All  these  powers  should  be  exercised  whenever  wise  and  necessary ;  but  the 
main  purpose  of  the  bill  is  to  enter  upon  the  work  in  a  business-like  way,  just 
as  a  private  corporation  would  do,  and  not  to  impair  its  proper  administration 
by  unnecessary  legislative  restraints,  or  by  the  breaks  and  interruptions  in 
the  continuity  of  the  work  which  have  proven  so  disastrous  heretofore  when 
Congress  has  failed  to  continue  to  make  the  necessary  appropriations.  ■ 

The  bill  also  provides  for  cooperation  with  States,  municipalities,  communi-  ■ 
ties,  corporations,  and  individimls  with  reference  to  such  collateral  works  as 
have  been  suggested,  and  for  an  equitable  distribution  of  the  costs  and  benefits. 
Wherever  practicable,  compensation  to  the  fund  is  to  be  secured  by  the  con- 
veyance of  reclamation  rights,  the  lease  of  water  power,  and  such  other  means 
as  may  be  beneficial  to  the  States,  municipalities,  communities,  corporations, 
or  individuals  affected.  Equitable  apportionment  of  the  work  among  the  sev- 
eral waterways  systems  of  the  country  is  also  enjoined  by  the  bill.  It  is  in- 
tended that  work  shall  be  commenced  contemporaneously  among  the  different 
systems  of  the  country,  so  that  no  section  may  feel  that  another  section  is 
being  favored  at  its  expense.  The  bill  is  tentative  in  its  nature  and  designed 
to  provoke  discussion  and  to  aid  in  the  framing  of  a  more  perfect  measure. 

AFTER    CONSTRUCTION,    WHAT? 

After  these  waterways  are  developed  they  must,  of  course,  be  freely  used  by 
the  people;  but  ther  use  will  necessarily  involve  the  creation  of  common  carri<jrs 
under  laws  either  National  or  State.    The  business  of  common  carriers  is  not, 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  523 

in  these  clays,  engaged  in  by  individuals;  tlH>  crcMtion  of  artificial  beings  called 
corporations  is  necessary  for  this  inirpose.  It  is  ck^ar  tliat  the  transportation  of 
these  waterway  carriers  will  he  interstate  and  foreign,  and  tlierefore  sul)ject 
to  national  I't'gulation  and  control.  The  Nation  should  itself  create  these  cor- 
poi'ations,  and  it  should  supervise  their  capitalization,  control  their  profits, 
and  make  them  the  obedient  servants  of  the  people.  At  the  same  time  it  should 
protect  them  against  the  destructive  competition  of  the  railways.  The  Nation 
ought  not  to  allow  one  public  servant  (the  railway  company)  to  de.stroy  another 
public  servant  (the  steamboat  company),  both  engaged  in  conducting  trans- 
portation on  the  public  highways  of  the  country.  It  might,  in  order  to  encourage 
the  operations  of  the  waterway  companies,  exempt  them  for  a  period,  as  national 
instrumentalities,  from  taxation  either  National  or  State.  These  questions 
should  be  taken  hold  of  at  the  start  with  a  strong  hand,  and  the  organization  of 
the  water  carriers  should  not  be  left  to  the  laws  of  the  different  States.  We 
should  not  drift  into  confusion  on  this  subject  as  we  have  regarding  our  railways. 

NATIONAL    INCORPORATION     OF    RAILWAYS. 

The  demand  for  national  action  as  to  water  transportation  will  lead  to  national 
action  regarding  rail  transportation  and  finally  necessitate  the  ci'eation  by  the 
Nation  of  the  corporations  which  are  to  handle  both  classes  of  traffic.  We  must 
begin  to  realize  that  three-fourths  of  the  transportation  of  the  country  is  now 
interstate ;  that  our  railroad  systems  are  being  operated  regardless  of  State 
lines ;  that  regulation  by  the  individual  States  operating  here  and  there  on 
the  sections  of  these  great  systems  lying  within  their  boundaries  is  disjointed, 
illusive,  and  illogical ;  that  complexity,  confusion,  and  insecurity,  both  to  investors 
and  shippers,  are  the  results  of  the  present  system. 

The  truth  is  we  have  not  yet  begun  to  think  or  act  scientifically  on  this  sub- 
ject, but  have  allowed  ourselves  to  drift,  and  the  present  railway  system  in  this 
country  may  be  called  an  accidental  growth.  The  first  railroads  were  built 
from  a  point  in  one  State  to  another  point  in  the  same  State,  and  their  com- 
merce was  at  first  purelj^  State  commerce ;  but  the  railroad  corporations,  at  first 
organized  for  the  transportation  of  State  commerce,  gradually  developed  into 
great  interstate  systems,  composed  of  many  railroads  combined  under  the  laws  of 
a  single  State,  and  that,  oftentime,  a  State  entirely  foreign  to  the  region  in  which 
the  system  operates.  In  this  way  6,000  railroad  companies  gradually  came 
into  existence,  of  which  less  than  2,000  are  now  operating  roads,  the  others 
having  been  merged  into  them,  and  of  these  2,000  almost  the  entire  mileage — 
at  least  170,000  out  of  a  total  of  220,000  miles— is  merged  in  8  or  10  great 
systems,  each  controlling  from  ten  to  fifteen  thousand  miles  of  track  and  operat- 
ing in  from  10  to  15  different  States.  So  that  the  growth  which  began  as  a  purely 
State  growth  became,  by  a  process  of  evolution,  a  national  growth,  and  it  is 
no  longer  a  question  whether  the  railroads  shall  be  nationalized,  for  they  long 
ago  nationalized  themselves,  but  merely  a  question  whether  we  shall  continue 
to  permit  the  lesser  sovereignties  to  assume  the  function  which  the  Nation  has 
neglected  of  creating  its  own  agents  for  the  transportation  of  interstate  and 
foreign  commerce. 

THE   NATIONAL  POWERS. 

We  can  not  take  the  broad  view  of  the  powders  of  the  National  Government  as 
relating  to  waterways  and  carriers  by  water  and  refuse  to  recognize  those 
powers  as  relating  to  waterways  and  carriers  by  rail.  It  is  curious  how  united 
public  sentiment  is  as  to  the  national  control  of  the  waterways  and  how  divided 
it  seems  to  be  as  to  a  similar  control  of  the  railways. 

We  have  now  46  sovereign  States,  each  absolutely  sovereign  in  all  matters 
of  local  legislation,  and  each  absolutely  subject  to  another  sovereign,  the  Union 
of  the  States,  as  to  all  matters  intrusted  by  the  Constitution  of  that  Union. 
The  main  purposes  of  creating  this  sovereignty  called  the  "United  States " 
were  two— the  national  defense  and  the  regulation  of  interstate  and  foreign 
commerce.  The  regulation  of  interstate  and  foreign  commerce  involves  neces- 
sarily the  selection  of  the  instrumentalities  of  that  commerce,  and  necessarily 
also  the  selection  of  the  public  servants  that  are  to  engage  in  such  transporta- 
tion. The  Nation  should  itself  create  the  great  corporations  which  are  to  engage 
in  interstate  transportation  by  both  water  and  rail.  The  reason  the  Nation 
should  frame  the  incorporation  act  under  which  great  mergers  are  to  be  made 
is  that  we  must  prevent  overcapitalization  and  we  must  limit  their  profits.  If 
the  Nation  is  to  permit  a  State  to  create  the  public  agents  which  are  to  do  the 
Nation's  business,  it  should  control  the  legislation  of  that  State;  and  that,  of 
course,  is  neither  desirable  nor  possible. 


524  INTERSTATE   AND  EOREIGN   TRANSPORTATION. 

The  imrpose  of  the  Coustitution  was  not  to  centralize  government,  but  to 
unionize  government  \\iiere  the  general  welfare  was  affected.  We  unionized 
tlie  quarantine,  because  we  realized  that  disease  had  no  respect  for  State 
lines;  we  unionized  irrigation,  because  nature  failed  to  place  the  rivers  entirely 
within  State  boundaries  ;  we  unionized  banking,  because  the  interest  of  the  entire 
people  required  (»ne  money,  a  common  denominator  acceptable  everywhere,  and 
a  system  of  exchange  inviting  universal  confidence.  And  all  the  reasons  which 
led  to  the  unionizing  of  these  functions  of  government  in  the  past  exist  In  far 
greater  and  stronger  degree  at  this  time,  with  reference  to  the  unionizing  of 
the  subject  of  transportation.  We  have  just  reached  the  threshold  of  this  great 
question,  and  it  is  very  important  that  we  shall  start  right  by  the  Nation's 
creating  its  own  public  agents,  and  not  permitting  an  inferior  sovereignty  to  do  so. 

MERGERS    NECESSARY. 

We  should  drop  excitement,  reprisal,  and  retaliation,  and  get  down  to  the 
question  whether  these  mergers  shall  be  broken  up  and  resolved  into  their 
original  elements  of  purely  State  railrgads,  or  whether  consolidation,  properly 
controlled,  shall  be  permitted.  I  think  all  thoughful  men  will  agree  that  the 
mergers  of  the  railways  are  necessary  to  the  proper  development  of  the  trans- 
portation system  of  the  country,  and  that  the  fullest  powers  of  combination 
should  be  exercised,  under  proper  restraint  as  to  capitalization,  rates,  and  profits. 
To  break  up  these  mergers  and  resolve  them  into  their  integral  parts,  bounded 
and  circumscribed  in  their  operations  by  State  lines,  would  be  a  national  calam- 
ity— if  it  could  be  done — as  grievous  to  the  public  as  to  railroads.  Leaving 
out  of  consideration  for  the  present  the  combination  of  competing  lines,  these 
mergers  have  been  of  immense  service  to  the  country,  although  the  machinery 
for  bringing  them  about  has  lieen  most  complicated.  The  thing  complained  of 
is  not  the  fact  of  combination,  but  the  methods  of  combination,  unrestrained 
by  adequate  laws  and  fruitful  of  overcapitalization,  frauds  on  stockholders  and 
frauds  on  shippers. 

It  is  a  universal  experience  that  whenever  the  laws  of  ;i  fomitry  do  not 
meets  its  economic  requirements  the  people  will  violate  the  laws  or  evade  them. 
That  is  what  has  occurred  in  the  case  of  the  railroads.  The  ingenuity  of  all 
the  corporation  lawyers  of  the  country  has  been  exercised  in  order  to  pro- 
mote the  combination  of  single  roads  into  systems.  Although  these  combina- 
tions were  absolutely  essential  to  the  best  development  of  the  country,  the 
I'ailroads  were  obliged,  in  order  to  accomplish  them,  to  evade  the  laws.  This  is 
as  much  responsible  for  the  spirit  of  lawlessness  in  the  management  of  the 
transportation  interests  of  the  country  as  any  other  one  thing;  and  I  am  sure 
that,  if  this  condition  exists  (and  I  fear  we  must  all  admit  that  it  does),  we, 
the  lawmakers,  can  not  escape  our  share  of  responsibility. 

The  railway  is  merely  the  agent  of  the  Government — the  agent  of  the  State 
as  to  purely  State  commerce  and  the  agent  of  the  Nation  as  to  interstate  and 
foreign  commerce,  and  the  (government  has  the  power  to  fix  the  compensation, 
in  the  shape  of  rates  on  freight  or  the  rate  of  dividend  which  the  agent  shall 
receive  on  his  investment.  It  can  fix  this  compensation  in  the  form  of  tolls,  or 
it  can  fix  it  in  gross,  and  all  that  it  must  avoid  is  legislation  of  a  confiscatory 
nature.  I  think,  therefore,  the  reasoning  is  conclusive  that,  inasmuch  as  the 
State  can  legislate  only  for  State  connuerce,  it  can  not  legislate  and  ought  not 
to  attempt  to  legislate  upon  this  great  question  of  merger,  which  is  only  entered 
upon  for  the  purpose  of  promoting  interstate  and  foreign  commerce;  but  that 
this  can  only  be  wisely  accomplished  by  the  action  of  the  Congress  of  the 
United  States,  in  which  every  State  in  the  Union  is  represented,  and  in  the 
election  of  which  every  citizen  has  a  voice  and  vote. 

I  am  more  and  more  impressed  with  the  importance  of  the  whole  problem 
and  with  the  necessity  of  preparing  a  broad  and  comprehensive  plan  for  the 
improvement  of  our  waterways  and  also  for  their  coordination  with  the  rail- 
way system  of  the  country.  Such  a  system  of  waterways,  involving  ultimately 
the  highest  development  of  forestry,  of  irrigation,  of  swamp-land  reclamation, 
of  clarification  of  streams,  and  of  bank  protection  as  efficient  means  of  main- 
taining a  channel  for  navigation,  would  relieve  vastly  the  existing  congestion 
of  transportation.  The  perfection  of  the  transportation  system  of  the  country 
will,  in  my  judgment,  involve  the  creation  by  the  nation  of  common  carriers 
which  will  own  not  oidy  great  trindv  lines  of  railway,  but  also  lines  of  steamers 
on  the  lakes,  the  rivers,  and  the  ocean.  Combination  is  an  essential  part  of 
the  economic  development  of  transportation.  A  perfect  system  involves,  as 
far  as  possible,  one  control  from  shipper  to  consignee,  and  this  can  only  be 
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iiccoiiiplislicd  liy  .niviit  trniisi)()!M;il  ion  lines  opcrni  iiiii'  rc,t,';ir(lli'ss  of  Stiite  or 
Uiitioiiiil  l)oiin(l;iries,  whicii  will  ulilizc  rlio  i-ailwiiys,  the  I'ivors,  ;ni(l  tin'  ocoiui 
by  motliods  of  ciirrianc  iidiiittod  to  each. 

A  COMI'UKHKNSIVK   JIEASUKK. 

It  is  with  such  considerations  in  view,  and  for  the  jairitose  of  effectnally 
coordinating  the  transportation  interests  of  the  country,  both  waterway  and 
railway,  that  I  Inive  introduced  in  tlie  present  Congress  another  measure 
known  as  Senate  bill  No.  499.  In  framing  this  act  I  have  not  urged  the  na- 
lional  incorporation  of  all  railways,  many  of  wliicli  lie  entirely  within  the 
boundaries  of  a  single  State,  but  confine  it  simply  to  the  construction  of  inter- 
state railroads  and  -to  the  combination  of  interstate  railroads  already  cf)ii- 
sti'ucted  into  great  systems.  As  to  existing  i-oads,  this  can  only  be  done  with 
the  acquiescence  of  the  States.  Some  States  might  attempt  to  withhold  tlieir 
consent,  but  they  would,  in  my  opinion,  soon  yield  when  they  found  tliemselves 
outstripped  by  their  more  obliging  neighbors.  Tliere  are  other  ways  of  pro- 
ceeding, but  I  should  prefer  persuasion  to  anything  savoring  of  force;  and 
when  I  speak  of  force,  I  do  not,  of  course,  mean  actual  coercion  or  the  viola- 
tion of  the  sovereignty  of  any  State,  but  tlie  prevention,  for  instance,  of  any 
corporation  not  under  national  charter  fi'om  engaging  in  interstate  transporta- 
tion— a  course  unquestionably  within  the  power  of  the  Nation. 

The  bill  provides  for  tlie  incorporation  under  national  hiw  of  carriers, 
whether  i)y  i-ail  or  by  water,  engaged  in  interstate  and  foreign  transportation, 
witli  a  i)rovisiou  for  the  acquisition,  with  the  consent  of  the  State  affected,  of 
State-incorporated  roads  now  in  existence.  The  Interstate  Commerce  Commis- 
sion is  given  full  control  over  the  capitalization,  rates,  dividends,  and  other 
incidents  of  the  operation  of  such  corporations.  When  promoters  desire  to 
construct  a  new  line  of  interstate  railroad,  or  to  combine  old  lines  into  one 
system,  tliey  will  be  brought  before  this  body  of  the  highest  intelligence,  char- 
acter, and  efficiency  and  present  their  plan  ;  the  amount  of  bonds  they  are  to 
issue  and  the  rate  of  interest,  the  amount  of  preferred  stock  and  the  rate  of 
interest,  the  amount  of  common  stock  and  the  rate  of  interest,  and  the  ex- 
penses of  promotion ;  and,  upon  the  approval  of  the  commission,  the  consent  of 
the  Nation  will  have  been  given  only  after  the  most  careful  scrutiny  and  con- 
sideration and  the  genuineness  of  the  whole  transaction  viseed  by  the  Govern- 
ment itself. 

The  hill  also  lays  down  a  uniform  method  of  taxation  by  the  States,  and  1 
per  cent  of  the  gross  receipts  is  set  aside  annually  as  a  special  fund  in  the 
Treasury  of  the  United  States  for  an  insurance  fund  to  the  employees  of  the 
railroads  against  accident  and  disability.  Dividends  in  any  one  year  are 
limited  to  7  per  cent,  except  with  the  consent  of  the  Interstate  Commerce  Com- 
mission, and  any  surplus  goes  to  the  betterment  of  the  roads,  to  the  insurance 
fund,  or  to  a  guaranty  fund  against  future  inadequacy  of  earnings,  or  to  extra 
dividends,  if  the  commission  consents.  In  fixing  rates  and  dividends,  the 
Interstate  Commerce  Commission  are  directed  to  have  regard,  as  far  as  possible, 
to  the  maintenance  of  the  par  value  of  the  stock.  There  is  a  provision  for 
the  Interstate  Commerce  Commission  to  act  as  a  board  of  conciliation  in  the 
settlement  of  disputes  between  the  railroads  and  their  employees  on  questions 
of  hours  and  of  conditions  and  compensation  of  labor.  It  is  stipulated  that 
there  shall  be  no  interference  with  the  local  police  regulations  of  the  States 
or  witli  their  regulation  of  purely  State  traffic  or  with  the  jurisdiction  of  the 
State  courts. 

AVe  welcome,  therefore,  the  national  consideration  of  all  these  questions 
relating  to  the  inland  waterways  because  it  opens  up  the  greater  question  of 
transportation  i-egardlesfe  of  State  lines  by  both  rail  and  water,  and  because 
its  very  consideration  will  bring  about  a  fuller  exercise  of  the  granted  powers 
of  the  Constitution.  It  seems  to  me  peculiarly  fortunate  that  this  question  of 
the  improvement  of  the  inland  waterways  has  come  up  and  arrested  public 
attention  as  it  has  df»ne.  because  once  public  opinion  is  created,  legislation  will 
speedily  follow.  The  whole  question  of  transportation  in  all  its  branches  will 
be  opened  up  and  intelligently  discussed,  and  we  may  be  able  to  incorporate  in 
our  legislation  regarding  the  waterways  some  much-needed  legislation  relating 
to  the  national  incorporation  of  carriers,  whether  by  water  or  rail  or  both,  and 
thus  weaken  the  opposition  of  those  who  would  prevent  the  coordination  of  the 
whole  matter  comprehensively  by  indicating  to  them  that  the  national  powers 
regarding  interstate  and  foreign  transportation  will  not  be  exercised  piecemeal 
<ir  with  reference  to  the  one  class  of  transportation  and  not  with  reference  to 
the  other. 
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If  a  proper  system  were  created,  most  of  the  evils  now  complained  of  would 
disappear.  A  system  of  transportation  could  be  easily  devised  which  would 
enlist  the  best  powers  of  the  National  Govern;nent  without  infringing  at  all 
upon  the  powers  of  the  States — one  which  would  protect  alike  the  railway  in- 
vestor, the  railway  employee,  the  shipper,  and  the  public  in  their  respective 
rights  and  at  the  same  time  protect  the  States  in  all  their  legitimate  powers 
and  change  the  hostility  of  the  railways  toward  the  waterways  into  friendli- 
ness and  cooperation  in  the  interest  of  the  entire  people. 

Mr.  Adamson.  Mr.  Chairman,  I  wish  to  place  in  the  record  an 
editorial  from  the  Washington  Post  on  "  How  railroads  can  raise 
money." 

The  Chairman.  That  insertion  will  be  made. 

(The  editorial  referred  to  is  here  printed  in  full,  as  follows:) 

HOW  EAILEOADS  CAN  RAISE  MONEY. 

The  national  question  of  placing  the  railways  of  the  country  in  the  state  of 
efficiency  which  the  public  interest  requires  is  now  claiming  attention.  The 
sooner  this  question  is  settled  the  better  it  will  be  for  the  railroads,  railroad 
investors,  and  all  business  interests. 

Fortunately  the  evolution  Avhich  has  taken  place  during  the  last  20  years  in 
the  relations  between  the  people  and  the  railroads  and  between  the  Govern- 
ment and  these  carriers  has  been  in  the  right  direction.  While  care  has  been 
taken  of  vested  rights,  the  primary  duty  of  carriers  to  serve  the  public  efficiently 
and  at  reasonable  charge  has  been  impressed  upon  railroad  managers. 

The  days  of  "  the  public  be  damned  "  have  passed  from  railroad  managements 
forever.  The  days  of  watered  stocks,  of  profitable  deals  between  officials  at 
the  expense  of  investors,  of  manipulation  of  one  railroad  by  another,  and  of 
combines  to  extort  excessive  rates  from  patrons  are  rapidly  coming  to  an  end. 

Much  of  the  difficulty  of  obtaining  capital  needed  by  the  roads  comes  from 
the  unsatisfactory  and  unsavory  dealings  in  the  past. 

The  railroads  need  billions  of  dollars  to  extend  their  lines,  enlarge  their  ter- 
minals, increase  their  rolling  stock,  and  improve  their  roadbeds.  Bankrupt 
Europe  can  not  now  provide  this  capital,  and  even  if  it  could  the  people  of  this 
country  who  pay  the  freight  are  opposed  to  paying  exorbitant  commissions  to 
foreign  syndicates  for  floating  loans.  The  railroads  must  raise  their  money  in 
this  country.  They  must  place  themselves  unreservedly  under  Government  con- 
trol in  every  particular.  They  will  then  be  entitled  to  full  consideration  and 
public  confidence.  The  books  will  be  open.  The  public  will  readily  invest  in 
standard  railroad  stocks  and  bonds  when  complete  Government  regulation  is 
assured. 

By  eagerly  seeking  Government  regulation,  by  complying  with  the  laws  seek- 
ing to  insure  economical  and  honest  administration,  by  strictly  enforcing  a 
regime  of  open  and  square  dealing  with  the  people,  the  railroads  can  obtain  all 
the  credit  they  need. 

The  Chairman.  I  wish  to  make  the  further  statement  that  the  fur- 
ther cross-examination  of  Mr.  Thorn  will  also  be  postponed  to  a  time 
to  be  fixed  in  the  future. 

Mr.  Adamson.  Did  you  make  any  statement  about  meetings  this 
afternoon  and  night? 

The  Chairman.  The  committee  will  hold  a  session  until  12  o'clock, 
and  then  take  a  recess  until  half  past  3,  and  it  is  hoped  we  will  reach 
a  conclusion  to-day. 

Mr.  Adamson.  And  after  the  recess  we  will  go  on  and  finish  with 
these  two  witnesses? 

The  Chairman.  Yes;  we  will  proceed  until  we  finish  with  these 
two  witnesses. 

Senator  Robinson.  That  is,  with  their  direct  statements? 

The  Chairman.  Yes. 

Mr.  Adamson.  There  will  be  no  cross-examination  at  all  at  this 
time. 


INTERSTATE  AND  FORKIGN  TRANSPORTATION, 


527 


STATEMENT  OF  MR.  MAX  THELEN— Resumed. 

Mr.  Thelen.  Referring  just  for  a  moment  to  the  table  which  was 
inserted  in  the  record  of  Wednesday's  proceedings,  showing  the 
moneys  avaihible  for  dividends  both  in  1915  and  191G  on  certain  of 
the  leading  railroads,  as  selected  by  the  New  York  Times,  I  have  here 
now  a  copy  of  the  Annalist,  which  is  a  magazine  of  finance,  com- 
merce, and  economics,  published  by  the  New  York  Times,  under 
date  of  December  4,  1916.  In  that  copy  there  appears  under  the 
headmg  "An  exhibit  in  railroad  prosperity  "  the  details  of  the  table 
which  I  presented  on  Wednesday,  showing  the  exact  amount  in  dol- 
lars of  gross  operating  revenues,  operating  income,  and  balance 
available  for  dividends  on  the  common  stock  as  to  each  of  the  rail- 
roads which  are  shown  in  the  earlier  table.  The  table  is  rather 
short,  and,  if  I  may  be  permitted,  I  sliould  like  to  submit  that  table 
as  supplementing  the  other  and  giving  the  details. 

Mr.  Siars.  Is  this  statement  to  go  in  with  what  you  are  reading 
now? 

Mr.  Thelen.  No;  I  do  not  care  for  the  statement;  I  just  want 
the  table. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 


An  exhibit  in  railroad  prosperity. 

Company. 

Operating  income. 

Balance  available  for 
common  stock. 

Earned  on 
common 

stock 
(per  cent). 

1916 

Increase. 

1916 

Increase. 

1916 

Increase. 

1916 

1915 

rrnion  Pacific 

Southern  Pacific 

Great  Northern 

Lehish  Vallev 

Central    Railroad   of 

New  Tersev 

New  York,  Ontario  & 

Western 

Chicago     &     North 

Western 

.?in4,717,00.- 
152, 694, 228 
81,262,478 
47,382,569 

33, 462, 928 

8,942  251 

91,313,865 

105,646,483 

133.762,392 
69,077,342 
57,304,-586 

19, 522, 562 

102,358,892 

7,411.526 

11,868,037 

0,641,401 

11,971,018 
111,668,680 
60,317.993 
69, 997, 675 
48,239,012 
12, 567, 618 
10,  .583, 630 
63,171,652 

?]  7,  758,  700 
22,  S2S,  553 
14. 099, 62(1 
4,856,607 

4, 720, 673 

15, 306 

10,534,190 

14,211,109 

16,096,805 
6,965,790 
14,317,542 

1,681,214 

11.233,832 
1,230,373 

885,888 

864, 771 

2,491,083 
19, 852, 883 
8,711,978 

7,  798, 166 

8,  774, 975 
459, 433 
547,  734 

12,767,578 

?40,  823,  ,536 
48, 189, 971 
.32,216,19^ 
14,289,591 

12,333,033 

2, 477, 862 

24,606,706 

31,261,194 

43,779.993 
14,1.55,087 
25,123,240 

5  535  .335 

.?10,643,43n 
12,  .500, 357 
6,511.279 
l,71i;017 

2, 542, 084 

.336.422 

4,722.802 

6,  .544, 242 

7,  728, 593 
3,276,614 
9,968,011 

.■834, 807,  .394 

30, 885, 2.54 

27,600,614 

7, 655, 810 

15,972,572 

983.668 

15,274,341 

8, 109, 206 

26.271,049 
11,807,564 
19,704,-386 

2,214,879 

29, 846, 269 

1.081,765 

847,  739 

1,293,733 

932, 820 
11,261,688 
14,039,130 
6,333,989 
6, 879, 215 
1,021,313 
891,716 
18, 822, 820 

•?10,384,775 
10,314,935 
6, 982,  .344 
1,343,995 

660,394 

371.372 

4,-3-55,947 

4, 2.i0, 130 

7, 948, 874 

4, 948, 403 

10,214,152 

2  3, 794 

10, 804, 350 
588, 363 
522, 309 

800, 380 

512,820 
2, 892, 961 
9,087,366 
7,73-3,-341 
4,215.679 
719,308 
591, 285 
6,907,053 

15.6 
11.3 
11.1 
12.6 

21.7 

16.9 

11.7 

6.9 

12.3 
10.8 
16.8 

11.9 

26.9 
9.8 
14.0 

15.6 

8.9 

7.4 

19.5 

5  3 

11.0 

7.5 
8.3 
10.4 

19.4 

1.1 

8.4 

3.3 

9.1 

6.3 

8.8 

11.9 

17.2 
4.5 
5.4 

5.4 

4.0 
5.5 
6.9 

Chicaso,  Milwaukee  & 
St.  Paul... 

Atchison,  Topeka  & 
Santa  Fe 

Illinois  Central 

Norfolk  &  Western... 

Chicago,     St.     Paul, 
Minneapolis  & 
Omaha 

Chicago,   Burlington 
&  Qiiincv 

nockinir  Vallev 

Mobile  &  Ohio 

Alabama    Great 
Southern 

1^9,551696 
2, 925, 209 

1,681,. 301 

3,072,101 
28,  639, 063 
18.265,905 
21,004,005 
14,842,217 
3, 067, 288 
3,6.59,918 
21,588,493 

378,  480 
264, 438 

737,038 

758,014 
4, 0.57,  .366 
8.2.34,457 
8,603,951 
4,292,303 
519, 655 
677, 158 
8,904,696 

Buffalo,  Rochester  & 
Pittsburgh 

Baltimore  &  Ohio 

Louisville  ^  Nashville 
Southern  Railwav.  . . 

Chesapeake  &  Ohio..i 

Central  of  Georgia 

Kansa-iCity  Southern. ' 
Northern  Pacific i 

10.9 

20.4 

3.0 

7.6 

4.2 
6.0 
1.0 
4.8 

Total.  24  com-  : 
panies 

1,420,885,823 

203,704,812 

4.51,679.821 

114,  .342, 720 

284,568,843 

107, 146, 742 

11.7 

7.4 

ipoes  not  include  Lehigh  &  Wilkes-Barro  Coal  Co.  dividends  of  $1,103,654  declared  but  not  received 
owmg  to  litigation. 
*  Decrease. 
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Mr.  Thelen.  There  is  also  contained  in  the  same  issue  of  the 
Annalist  a  very  short  and  interesting  table  headed  "Drift  of  the 
business  and  financial  tides,"  showing  the  percentage  of  changes 
last  month  as  compared  with  a  year  ago  in  matters  such  as  the  cost 
of  living,  bank  clearings,  bank  loans,  steel  orders,  cotton  spindles, 
etc.;  also  with  reference  to  230,447  miles  of  railroads,  the  gross 
earnings  per  mile,  and  net  earnings  per  mile.  The  table  shows  that 
there  has  been  an  increase  in  gross  earnings  per  mile  by  these  rail- 
roads of  19.1  per  cent  and  an  increase  of  net  earnings  per  mile  of 
25.8,  and  that  this  increase  is  greater  than  the  increase  shown  as  to 
any  of  the  other  items  in  the  table,  with  the  exception  of  thre&— the 
cost  of  living,  steel  orders,  and  foreign  exports. 

If  I  may  be  permitted,  I  would  like  to  insert  that  table  also.  It 
is  very  short. 

The  Chairman.  How  much  space  will  be  occupied  by  these  tables  ? 

Mr.  Thelen.  They  are  very  short.  They  will  not  occupy  very 
much  space. 

The  Chairman.  Please  eliminate  all  immaterial  matter,  as  we 
wish  to  condense  as  far  as  possible.  The  table  referred  to  will  be 
incorporated  in  the  record. 

(The  table  referred  to  is  as  follows:) 

Drift  of  the  business  and  financial  tides. 


Cost  of  living  » 

Bank  clearings  2 

New  York  bank  loans  (average) 

Price  of  .50  stocks 

Commercial  failures 

Daily  average  pig-iron  output  (October) 

Car  supplv  (Nov.  1) 

Steel  orders  (Oct.  31) 

Anthracite  output  (October) 

Bituminous  output  (September) 

Railroad  earnings  August  (230,447  miles  of  line): 

Gross  (per  mile) 

Net  (per  mile) ■ 

Cotton  spindles  (October) 

Foreign  trade  (October): 

Exports 

Imports 


Percentage  of  change 

compared  vrith— 

Month 

Year 

ago. 

ago. 

+    4.4 

+  41.9 

-    6.0 

+  17.0 

+     1.4 

+     8.4 

-    0.7 

+  11.6 

-  11.5 

-  31.6 

+    9.3 

+  12.3 

(') 

(») 

+     5.2 

+  62.4 

+     5.9 

-  12.2 

-    3.0 

+    0.9 

+     7.8 

+  19.1 

+  14.8 

+  25.8 

+     0.6 

+     3.7 

-     4.7 

+  46.6 

+     7.6 

+  18.8 

1  Annalist  index  number. 

3  On  Nov.  1,  1916^  there  was  a  net  shortage  of  freight  cars  of  108,010,  against  a  net  shortage  of  61,030  on 
Oct.  1,  and  a  surplus  of  26,239  on  Nov.  1,  1915. 

Mr.  Thei^n.  In  my  judgment,  gentlemen,  the  railroads  are  now 
sufferings  from  a  hysteria  of  pessimism.  Although  their  earnings 
are  greater  than  they  have  been  at  any  other  time  in  their  history, 
and  although  those  earnings  are  still  going  up,  nevertheless  the 
railroads  seem  to  be  engaged  in  the  absurd  task  of  trying  to  rum 
their  own  credit.  It  seems  to  me  that  the  time  has  come  for  them 
to  remove  themselves  from  the  mourners'  bench  and  to  get  out  into 
the  sunshine  and  attend  to  the  business  of  running  their  railroads 
and  of  securing  the  additional  cars,  equipment,  and  facilities  which 
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are  urgently  demanded  by  the  new  business  which  is  constantly 
being  offered  to  them. 

On  Wednesday,  as  you  will  remember,  at  the  adjournment  I  was 
addressing  myself  to  the  proposition  that  under  Federal  incorpora- 
tion the  Federal  Government  would  have  the  power  to  take  from 
the  States  their  powers  even  as  to  so-called  police  matters,  in  so  far 
as  carriers  engaged  to  any  extent  in  interstate  commerce  are  con- 
cerned. In  that  connection  I  desire  to  refer,  without  reading,  to 
one  further  authority,  a  very  recent  case  decided  by  the  Supreme 
Court  of  the  United  States,  entitled  "  Seven  Cases  of  Eckman's 
Alterative,"  to  be  found  in  230  U.  S.,  at  page  510. 

In  that  case  it  was  urged  by  the  owner  of  the  property  that  it 
was  not  constitutionally  possible  for  the  Federal  Government,  even 
in  connection  with  the  regulation  of  interstate  commerce,  to  enact 
any  regulation  which  would  interfere  with  the  so-called  police  power 
of  the  States.  The  Supreme  Court  held  squarely  the  other  way,  as 
they  had  held  in  a  number  of  preceding  cases. 

As  an  illustration  of  what  I  mean  by  police  regulations  of  the 
States,  I  may  refer  to  a  single  case  which  I  think  will  be  illustra- 
tive. I  refer  to  the  laws  of  many  of  the  States  of  the  South  with 
reference  to  separate  coaches  for  whites  and  blacks.  Those  laws 
unquestionably  are  enacted  under  the  police  power  of  those  States. 
I  am  absolutely  satisjfied  under  these  authorities  that  the  Federal 
Government,  if  it  wants  to,  can  hereafter,  under  a  plan  of  Federal 
incorporation,  take  from  the  States  the  control  over  these  matters 
in  so  far  as  every  railroad  which  is  to  any  extent  engaged  in  inter- 
state commerce  is  concerned. 

The  carriers  tell  us  that  at  present  they  do  not  desire  to  go  so 
far  in  any  plan  of  Federal  incorporation,  and  I  refer  to  the  matter 
merely  on  the  question  of  legal  power  and  not  on  the  question  of 
policy. 

Witli  reference  to  this  general  question  of  legal  power,  as  far  as 
Federal  incorporation  is  concerned,  I  desire  to  leave  with  you  my 
general  conclusion  that  under  Federal  incorporation  the  Federal 
Government  eithei  will  or  may  take  away  from  the  States  all  powers 
which  the  States  have  in  connection  with  any  railroad  which  is  en- 
gaged to  any  extent  in  interstate  commerce,  and  that,  furthermore, 
this  conclusion  probably  follows  as  to  even  purely  State  rates,  State 
service,  State  facilities,  and  so  on,  if  the  Supreme  Court  of  the 
United  States  follows  the  intimations  which  it  has  three  times  made 
in  the  cases  to  which  I  have  referred.  Of  course,  no  one  can  tell 
absolutely  until  that  question  is  squarely  decided,  whether  the  Su- 
preme Court  will  follow  those  intimations  or  whether  it  will  say 
that  the  reasoning  of  those  cases  is  wrong,  and  that  some  better  rea- 
soning should  govern.  Nevertheless,  those  of  us  who  are  interested 
in  the  constitutional  aspects  of  the  question  must  squarely  face  those 
cases,  because  they  are  there — they  stare  us  in  the  face. 

Just  a  word,  now.  gentlemen,  with  reference  to  some  of  the  aspects 
of  Federal  incorporation,  apart  from  the  legal  questions  which  are 
involved.  First,  under  that  head  what  is  the  plan?  As  I  under- 
stand it,  the  plan  here  presented  by  the  carriers,  in  so  far  as  they 
have  presented  it,  is,  in  a  nutshell,  that  it  shall  be  provided  by  the 
Federal  Government  that  after  a  day  certain  no  railroad  sliall  there- 
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after  engage  in  interstate  commerce  unless  it  shall  have  secured  from 
the  Federal  Government  a  Federal  charter.  This  plan  is  to  be  com- 
pulsory, as  distinguished  from  voluntary  or  elective.  The  consent 
of  the  States  affected  is  not  to  be  secured.  It  is  not  proposed  initially 
to  reduce  the  number  of  railroad  corporations.  If  there  are  at  pres- 
ent 6,000  railroad  corporations  in  the  United  States,  as  was  sug- 
gested the  other  day,  then  under  this  plan  there  will  be  6,000  Fed- 
eral railroad  companies  to  take  the  place  of  the  6,000  State  railroad 
companies,  although  there  was  a  suggestion  made  that  thereafter 
some  arrangements  might  be  made  by  which  these  railroads  could,  if 
they  so  desired,  consolidate;  but  I  think  the  attention  of  the  com- 
mittee should  be  drawn  to  the  fact  that,  in  the  first  instance,  there 
is  not  to  be  a  diminution  in  the  number  of  railroad  corporations. 
Futhermore,  any  advantages  which  the  State  railroad  corporation 
at  present  has  under  its  charter  are  to  be  retained  to  that  corpora- 
tion; but  there  is  absoluteh^  nothing  said  with  reference  to  the  ad- 
vantages which  the  States  may  have  mider  those  same  charters  or 
with  reference  to  the  powers  which  the  States  may  have  reserved  to 
themselves  under  such  charters. 

"Now,  with  reference  to  a  few  special  features  of  this  plan.  First, 
the  purpose  of  the  plan.  The  carriers  come  here  with  the  avowed 
purpose  to  use  the  instrumentality  of  Federal  incorporation  to  take 
away  from  the  States  practically  all  the  power  which  the  States 
have  over  their  railroads.  We  must  assume  that  the  railroads  will 
be  diligent  and  persevering  in  carrying  out  their  plan,  and  that 
through  this  agency  they  intend  ultimately  to  accomplish  their 
avowed  purpose. 

Secondly,  stocks  and  bonds.  Under  this  plan,  as  thus  far  pre- 
sented, it  is  contemplated  that  the  new  Federal  corporation  shall 
take  over  the  existing  State  corporation,  subject  to  its  entire  indebt- 
edness, so  that  there  will.be  no  diminution  in  the  amount  of  bonds 
or  in  the  fixed  obligations. 

Furthermore,  it  is  contemplated  that  the  new  Federal  corporation 
shall  issue  to  the  stockholders  of  the  existing  State  corporation  shares 
of  stock  equivalent  in  amount  to  the  entire  outstanding  stock  issue 
of  each  of  these  State  corporations.  If  there  is  any  water  in  that 
stock  the  water  is  to  be  perpetuated,  not  by  permission  of  the  Fed- 
eral Government  but  by  compulsion  of  the  Federal  Government. 
Let  us  look  into  this  matter  just  a  moment.  The  Federal  Govern- 
ment says  to  each  of  these  State  railroads :  "  You  can  not  go  on 
doing  interstate  business  unless  you  do  what  we  tell  you;  you  must 
take  out  a  Federal  charter,  under  a  certain  plan  which  we  now  pre- 
scribe, and  one  of  the  elements  of  that  plan  is  that  the  new  Federal 
corporation  must  issue  to  the  shareholders  of  the  State  corporation 
capital  stock  equivalent  in  amount  to  the  outstanding  capital  stock 
of  the  State  corporation."  Therefore,  we  have  a  situation  in  which 
the  new  securities  will  be  outstanding  under  force  and  compulsion 
of  the  Federal  Government  and  not  as  a  matter  of  choice. 

Gentlemen,  is  this  the  real  purpose  of  their  plan  of  Federal  in- 
corporation? Are  they  trying  to  establish,  through  direct  compul- 
sion by  the  Federal  Government,  an  amount  of  securities  which  they 
will  later  use,  not  merely  for  the  purpose  of  claiming  higher  rates 
but  also,  when  the  Government  comes  to  take  over  their  property, 
for  the  purpose  of  securing  higher  values   for  those  properties? 
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That  is  a  matter  of  most  serious  and  momentous  consequence,  and  I 
am  certain  that  each  member  of  the  committee  will  give  the  most 
careful  consideration  to  that  part  of  their  plan. 

I  want  to  add  at  this  point  that,  entertaining,  as  I  do,  the  most  pro- 
found respect  for  the  Avitness  who  testified  here  on  Thursday,  Hon. 
William  J.  Bryan,  and  although  agreeing  to  some  considerable  ex- 
tent with  the  views  that  he  expressed,  nevertheless,  it  is  entirely  im- 
possible for  me  to  agree  with  his  contention  that  justice  will  be 
done  to  the  railroads  if  the  securities  are  scaled  down  to  the  point 
of  estimated  reproduction  cost,  new,  of  the  railroads.  All  railroad 
connuissions  which  have  had  experience  in  their  various  States 
know  that  there  is  many  and  many  a  railroad  which,  either  because 
.  of  lack  of  wisdom  in  its  construction  or  because  the  traffic  which  it 
was  built  to  serve  has' diminished,  or  for  some  other  reason,  is  not 
worth  anywhere  near  the  cost  to  reproduce  that  railroad  new.  I 
.  have  in  mind  a  case  to  which  I  shall  refer  a  little  more  in  detail 
later — a  railroad  incorporated  under  the  laws  of  California,  v^hich 
cost  something  over  $81,000,000  to  construct  originally,  wdiich  would 
cost  more  than  that  to  reproduce  to-day,  which  issued  $75,000,000 
of  bonds,  $75,000,000  of  stock,  and  about  $25,000,000  of  other  in- 
debtedness, and  which,  the  other  day,  was  sold  at  a  receiver's  sale 
for  $18,000,000;  and  on  the  basis  of  the  earnings  of  that  road  now 
and  prospective,  that  is  all  the  road  was  worth.  Now,  if  in  that  case 
you  say  that  the  fair  value  of  the  property  is  its  cost  to  reproduce 
it  new,  you  are  saying  something  which,  commercially  and  legally, 
1  sav  is  not  true ;  so  I  suggest  that  very  careful  consideration  be 
given  to  that  point  in  working  out  the  problems  Avhicli  are  nov.  bL'- 
'  fore  the  connnittee  for  consideration. 

The  suggestion  of  the  carriers  that  this  particular  difficulty  may 
be  met  by  issuing  stock  without  par  value,  although  it  sounds  well,  in 
my  opinion  does  not  solve  the  problem  at  all.  One  of  the-  great  diffi- 
culties financially  in  which  many  of  the  railroads  to-day  find  them- 
selves, is  that  the  bonds  were  sold  at  a  discount  and  that  the  moneys 
put  into  the  railroad  were  secured  solely  from  the  bonds  which  were 
sold  to  the  public,  the  railroad  financiers  and  executives  themselves 
■putting  in  none  of  their  own  money,  by  the  purchase  of  capital 
stock.  In  addition,  large  amounts  of  capital  stock  w^ere  issued 
without  any  consideration.  Now,  what  is  the  situation?  We  have, 
in  the  first  place,  in  such  cases  very  little,  if  any,  equity  left,  over 
the  fixed  obligations,  to  represent  the  stock.  We  have  either  no 
equity  at  all,  or  only  a  very  small  equity  against  a  very  large  amount 
of  stock.  Merely  issuing  stock  without  par  value  is  not  going  to 
increase  by  $1  the  amount  of  the  outstanding  equity  available  for 
the  stock;  neither  wdll  it  increase  by  $1  the  earnings  of  the  rail- 
road. It  will  absolutely  not  solve  that  problem.  It  will  not  make  it 
easier  for  the  railroads  to  finance  themselves,  as  they  claim  they 
should  be,  and  as  we  know  they  should  be.  So  that  my  thought  with 
reference  to  that  particular  proposition  is  that  it  will  not  solve  the 
problem  at  all. 

Third,  litigation.  I  have  already  referred  to  the  very  large  amount 
of  litigation  which  inevitably  must  ensue,  in  case  this  plan  of  the 
carriers  for  Federal  incorporation  is  put  into  effect.  I  shall  not  go 
into  the  matter  further,  but  suggest  it  at  this  point. 
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Fourth,  the  necessity.  What  is  the  necessity  for  this  Federal  incor- 
poration plan  ?  Counsel  for  the  railroads  has  frankly  admitted  that 
it  is  possible  for  Congress  to  do  everything  under  the  commerce 
clause  without  Federal  incorporation  which  they  can  do  with  Federal 
incorporation.  Then,  why  the  necessity  of  going  into  this  matter? 
Why  the  necessity  of  doing  something  which  apparently  is  not  of 
prime  importance,  but  which,  nevertheless,  will  create  all-;kinds  of 
dangei*s  and  difficulties? 

Finally,  under  this  head,  the  ultimate  effect  of  the  plan.  The 
carriers  in  proposing  this  plan  say  that  they  will  surround  their 
Federal  incorporation  with  many  qualifications,  limitations,  and 
reservations  of  power,  so  that  the  States  shall  be  secure  in  those 
powers  which  should  remain  to  the  States,  But,  gentlemen,  this 
Congress  can  not  bind  the  next  Congress,  nor  the  Congress  after  that. 
It  might  be  very  easy,  even  though  a  statute  were  now  passed  con- 
taining all  these  qualifications  reserving  power  to  the  States  to  have 
the  next  Congress  come  along  and  take  a  pencil  and  strike  out  half 
a  dozen  words  or  so,  and  absolutely  undo  what  this  Congress  might 
have  intended.  If  the  door  is  once  opened,  I  believe,  gentlemen,  it 
will  be  very  difficult  to  close  it  later. 

Bearing  in  mind  the  avowed  purpose  of  the  carriers  to  use  this 
instrumentality  for  ultimately  taking  away  from  the  States  practi- 
cally all  their  powei-s  over  railroads,  I  think  it  is  not  difficult  to  look 
ahead  just  a  little  into  the  future,  and  to  see  how  when  once  the 
backbone  or  framework  of  this  law  has  been  prepared  and  passed, 
and  when  the  States  have  been  relieved  of  their  power  under  their 
own  charters  over  these  railroads,  it  will  be  very  easy  later,  when  you 
who  understand  the  situation  may  possibly  be  in  other  fields  of 
activity,  and  iwhen  others  who  may  not  be  so  familiar  with  the 
situation  may  be  here  to  have  the  plan  put  over  completely. 

Gentleirien,  it  is  not  for  me  to  suggest  to  you  what  course  should 
be  pursued  in  this  matter.  It  is  my  duty  simply  to  present  to  you 
the  facts  as  I  see  them,  and  it  will  be  for  this  committee  and  this 
Congi-ess  to  take  such  action  with  reference  to  Federal  incorporation 
as  you  believe  to  be  wise  and  patriotic.  This  concludes  what  the 
national  association  desires  to  present  at  this  time  on  the  subject  of 
Federal  incorporation. 

I  shall  address  myself  now  to  the  general  claim  of  the  carriers  that 
their  impaired  financial  credit  has  been  caused  by  public  regulation, 
and  particularly  regulation  by  the  States.  I  listened  attentively  to 
Judge  Thom's  very  able  argument,  hoping  that  he  would  present  some 
detailed  facts  in  substantiation  of  his  general  claim  that  the  action 
of  the  States  has  impaired  the  financial  credit  of  the  carriers.  Thus 
far  I  have  listened  in  vain.  We  have,  thus  far,  nothing  but  the  gen- 
eral charge  that  the  claim  made  is  true. 

If  I  may  analyze  and  dissect  the  argument  just  a  moment,  it 
amounts  to  this : 

First  proposition,  regulation  of  the  railroads  by  the  States  is  a 
fact. 

Second  proposition,  impaired  railroad  credit  is  a  fact. 

Conclusion,  therefore  regulation  by  the  States  has  caused  im- 
paired railroad  credit. 

Gentlemen,  that  is  as  clear  a  case  of  logical  fallacy  as  I  have  ever 
run  across.    If  you  find  two  facts  existing  side  by  side  contempo- 
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raneously  and  you  want  to  show  that  one  fact  is  the  cause  of  the 
other,  it  is  not  sufficient  to  make  the  general  assertion  that  that  is 
the  case,  but  it  is  necessary  to  go  further  and  to  present  convincing 
evidence  to  show  that  the  casual  relationship  actually  exists  and 
that  some  other  fact  may  not  be  the  cause  of  the  particular  fact 
whose  cause  you  are  trying  to  ascertain. 

In  this  particular  instance  we  claim  that  the  railroads  have  made 
an  entirely  wrong  analysis  of  the  situation.  We  claim  that  the  facts 
which  they  say  are  the  cause  for  their  impaired  financial  credit 
are  not  the  cause  at  all,  and  we  claim  further,  and  hope  that  we 
of  their  impaired  financial  credit,  in  so  far  as  it  exists,  is  something 
to  which  they  have  not  called  to  attention  at  all.  When  we  examine 
the  real  causes,  we  shall  do  so  by  reference  to  page  and  volume  of 
the  record,  and  hope  to  satisfy  you  on  that  point. 

The  first  thing  which  the  railroads,  the  boards  of  trade,  the  cham- 
bers of  commerce,  the  bourses,  and  others  who  are  working  with 
the  railroads  say  in  this  matter  in  their  speeches,  addresses,  lectures, 
orations,  newspaper  articles,  magazines,  and  other  sources  of  pub- 
licity is  alw' ays  to  refer  to  the  49  masters. 

Now,  gentlemen,  I  took  this  matter  seriously  when  I  first  heard 
of  it.  I  at  once  examined  the  railroads  in  California  to  find  out  how 
many  of  them  were  subject  to  49  masters.  I  found  that  of  61  steam 
railroads  in  California  56  run  exclusively  in  the  State  of  California, 
so  that  as  to  those  56  there  are  only  two  masters,  one  the  State  of 
California  and  the  other  the  Federal  Government,  instead  of  49 
masters.  Going  further,  I  found  that  of  the  other  five  railroads 
which  run  beyond  the  State  of  California,  three  of  them  run  through 
three  States,  whereas  two  of  them — the  Southern  Pacific  and  the 
Santa  Fe — run  through  10  or  12  States ;  and  I  found,  gentlemen,  that 
the  Southern  Pacific  and  the  Santa  Fe,  which  run  through  the  most 
States  and  which  are  subject  to  the  most  masters,  are  the  most  pros- 
perous. 

I  then  went  further  and  assiduously  examined  all  the  railroad 
maps  which  I  could  find,  both  in  California  and  here  in  Washing- 
ton, trying  to  find  the  railroad  which  has  48  masters.  I  must  say 
to  you  frankly  that,  although  I  have  tried  perseveringly,  I  have  not 
as  yet  found  the  railroad  which  runs  through  48  States.  In  fact, 
the  most  States  through  which  any  railroad  runs,  as  far  as  I  have 
been  able  to  find,  is  15  or  16.  But  after  I  had  gone  thus  far  I  was 
told  after  all  not  to  take  this  matter  too  seriously ;  that  this  language 
about  the  49  masters  is  simply  language  to  tickle  people's  ears ;  that 
everybody  who  uses  the  language  uses  it  in  that  sense;  and  that  it 
is  not  necessary  to  give  any  further  consideration  to  that  matter. 
So,  with  considerable  relief,  I  pass  it  on. 

Judge  Thorn,  in  his  very  able  argument,  presented  to  you  per- 
suasively what  I  believe  to  be,  although  interesting,  a  very  novel 
theorj^  He  termed  the  theory  "A  right  of  the  States."  Concretely, 
that  theory  amounts  to  this:  That  the  State  of  Georgia  has  the 
inherent,  constitutional  right  to  have  the  Federal  Government  come 
along  and  take  away  from  the  State  of  Alabama  all  the  powers 
which  the  State  of  Alabama  has  over  her  own  railroads,  because  the 
State  of  Alabama  might  use  those  powers  so  as  to  hurt  the  State 
of  Georgia.  And,  conversely,  that  the  State  of  Alabama  has  an 
equal   constitutional  right  to  have  the  Federal  Government  come 
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along  and  take  away  from  the  State  of  Georgia  all  the  powers 
which  the  State  of  Georgia  has  over  her  railroads,  because,  forsooth, 
the  State  of  Georgia  might  do  something  to  injure  the  State  of 
Alabama.  Now,  Ave  have  taken  care  of  Alabama  and  Georgia.  We 
have  the  powers  of  both  those  States  in  the  Federal  Government, 
and,  then,  by  extending  over  the  Nation,  the  argument  proceeds  that 
every  State  of  the  Union  has  the  inherent,  cherished,  constitutional 
right  to  have,  the  Federal  Government  come  along  and  take  away 
from  that  State  its  power  over  its  own  railroads.  That,  in  a  nut- 
shell, is  what  this  argument  boils  down  to. 

I  am  somewhat  consoled  by  the  fact  that  noAxhere  in  the  decisions 
of  the  Supreme  Court  of  the  United  States,  from  the  beginning  of 
this  Nation  to  the  present  time,  has  any  member  of  the  Supreme 
Court  ever  held  that  by  reason  of  any  such  argument  the  Federal 
Government  has  the  right  to  stejD  in  and  take  away  from  every  State 
of  this  Union  its  power  to  regulate  its  railroads.  This  cherished 
right,  this  constitutional  right,  slept  like  the  fairy  princess  of  the 
days  of  old,  on  and  on  from  the  foundations  of  the  Government 
until,  on  June  25, 1915,  there  was  delivered  from  the  State  Bar  Asso- 
ciation of  Tennessee,  at  Chattanooga,  a  very  able  and  interesting 
address  by  Alfred  P.  Thom,  the  discoverer  of  this  theory,  and  the 
fairy  princess  was  then  for  the  first  time  revealed  to  an  astonished 
world.  As  I  say,  gentlemen,  my  only  solace  is  in  the  decisions  of  the 
Supreme  Court  of  the  United  States.  That  court  has  never  held, 
and,  in  my  judgment,  never  will  hold,  that  that  theory  is  sound. 

I  have  been  very  much  interested  by  the  position  here  taken  by  the 
carriers  that  their  every  act  is  in  the  public  interest.  They  come 
here  as  the  champions  of  the  public.  I  do  not  quite  understand, 
if  that  is  true,  where  the  representatives  of  the  people  of  the  States, 
who  hold  official  positions  in  the  States  and  who  assumed  they  had 
the  right  to  speak  for  the  people  of  the  States,  stand.  I  never  like 
to  see  a  man's  hopes  raised  higher  and  higher,  and  then  see  them 
suddenly  dashed  to  the  ground.  I  always  have  a  kindly  feeling  for 
a  man  of  that  kind,  and  I  have  a  kindly  feeling  for  the  counsel  of 
the  railroads  here,  and  I  do  not  want  to  see  his  hopes  dashed  to  the 
ground.  I  want  to  say  at  this  time,  publicly,  so  that  all  men  may 
understand,  and  so  that  there  may  be  no  false  hopes  for  the  future, 
that  the  counsel  for  the  railroads  is  not  under  pay  from  the  public; 
that  there  is  no  implied  assumpsit  on  the  quantum  valebat  basis,  or 
any  other  basis,  by  which  hereafter  counsel  for  the  railroads  can 
hope  to  receive  a  retainer  from  the  representatives  of  the  public  for 
what  he  is  doing  before  this  committee  "  in  the  public  interest." 

Just  a  word,  now,  gentlemen,  as  to  certain  general  charges  which 
have  here  been  made  against  the  States.  The  first  charge  is  that 
the  States  cut  railroad  rates  down  to  the  point  of  confiscation,  and 
that  that  is  the  cause  of  impaired  railroad  credit.  It  is  somewhat 
difficult,  when  one  bears  in  mind  that  only  15  per  cent  of  all  the 
railroad  traffic  in  the  country  is  State  traffic,  to  conclude  that  the 
mere  difference  between  the  point  of  confiscation  and  a  reasonable 
rate  would  be  sufficient  to  plunge  these  railroads  into  their  financial 
difficulties.  In  this  respect,  gentlemen,  as  in  all  others,  we  call  for 
a  bill  of  particulars.  We  call  upon  the  railroads  to  show  by  page 
and  volume  of  the  record  where  States  have  cut  rates  down  to  the 
point  of  confiscation.     So  that  the  matter  may  be  perfectly  clear 
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and  that  there  may  be  no  misunderstanding,  and  ilhistrating  what 
I  mean,  wo  ask  the  railroads  to  take  my  own  State — the  State  of 
California — and  to  go  through  every  decision  which  the  Railroad 
Commission  of  California  has  rendered  with  reference  to  railroad 
rates,  and  to  point  out,  not  in  generalities,  but  by  specific  reference 
to  page  and  volume  of  the  record,  where  we  have  ever  reduced  rail- 
road rates  to  the  point  of  confiscation,  and  then  let  them  do  the  same 
for  the  other  States  of  the  Union. 

So  far  as  my  own  State  is  concerned,  although  we  have  reduced 
railroad  rates  there  to  the  amount  of  about  two  and  one-half  million 
dollars  a  3''ear,  those  reductions  have  been  accepted  by  the  carriers 
as  being  just  and  reasonable. 

It  is  here  urged  that  the  States  are  everlastingly  bickering  among 
themselves  and  that  they  have  a  habit  of  reducing  their  own  rates 
so  as  to  discriminate  against  interstate  rates.  Gentlemen,  if  that 
is  true,  it  is  a  condition  that  ought  to  be  remedied.  The  Supreme 
Court  of  the  United  States  has  remedied  that  condition  in  the 
Slireveport  decision.  We  shall  have  more  to  say  later  about  the 
Shreveport  decision,  but  my  only  thought  at  present  is  to  suggest 
to  you  that  that  particular  situation  has  been  taken  care  of  by  the 
Supreme  Court  of  the  land,  and  that  it  is  not  necessary  to  give  fur- 
ther relief  in  that  connection. 

Referring  again  just  for  a  moment  to  my  own  State — we  all  of  us 
apply  these  generalizations  to  the  specific  facts  of  which  we  have 
knowledge  so  as  to  test  them — in  that  State  within  the  last  five  years, 
although  many  changes  have  been  made  by  order  of  the  commission 
in  railroad  rates,  there  has  only  been  one  single  instance  in  which  it 
was  even  suggested  that  an  order  of  our  commission  discriminated 
against  interstate  commerce,  and  in  that  case  those  who  made  tht 
suggestion  did  not  go  into  court,  and  the  rates  are  now  in  effect. 

With  reference  to  security  issues,  certain  cases  have  here  been 
cited — three  of  them,  I  believe — in  which  it  was  alleged  that  the 
States  had  acted  unwisely  or  unfairly  in  connection  with  security 
issues.  I  am  not  familiar  with  the  facts  of  two  of  those  cases,  but 
I  will  say  this  to  you,  gentlemen,  that  if  there  is  anything  wrong  in 
the  regulation  by  the  State  of  security  issues,  we  are  willing  and 
anxious  that  it  be  made  right.  In  fact  you  will  find  the  commis- 
sioners of  the  various  States  of  the  Union  among  the  strongest  advo- 
cates of  action  by  the  Federal  Government  in  this  field  of  security 
regulation.  It  is  true  that  many  of  the  States  have  entered  this 
field,  but  we  have  done  so  because  the  Federal  Government  did 
nothing.  In  the  absence  of  action  by  the  Federal  Government, 
many  of  the  forward-looking  and  progressive  States  of  the  Union 
have  done  what  they  could  in  their  way  to  prevent  further  excessive 
issues  of  securities  and  to  see  to  it  that  the  public  interests  are  pro- 
tected in  consolidations,  mergers,  leases,  and  so  on. 

Whatever  action,  in  the  judgment  of  this  committee  and  of  this 
Congress  is  necessary  in  connection  with  control  of  security  issues  b}^ 
the  Federal  Government,  whether  it  is  concurrently  with  the  States, 
or  whether  it  be  exclusive,  in  my  judgment,  ought  to  be  taken,  and 
when  that  action  is  taken,  no  one  will  applaud  the  action  more 
heartily  than  the  commissioners  of  the  various  States  of  the  Union, 
because  we  think  it  ought  to  be  done. 
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Gentlemen,  in  view  of  the  charges  the  railroads  have  here  made 
against  tlie  various  State  commissions,  in  view  of  the  intimidations 
that  the  State  commissioners  are  not  acting  wisely ;  that  they  are  not 
acting  honestly;  that  in  certain  cases  they  have  been  narrow;  that 
they  have  been  selfish ;  that  they  have  been  bickering ;  that  they  have 
been  unpatriotic,  we  feel  that  frankness  with  this  committee  requires 
that  we  present  to  you  a  few  pictures  of  some  of  the  typical  State 
commissions  of  the  country  actually  at  work,  so  that  jou  can  see 
what  work  they  do  and  how  they  do  it,  and  that  you  then  will  be 
better  able  to  judge  whether  that  kind  of  work  by  that  kind  of  com- 
missions ought  to  be  left  to  the  various  States  of  the  Union. 

As  the  first  bird's-eye  view  which  we  shall  submit,  and  I  shall  do 
it  in  an  unskilled  and  sketchy  way,  I  desire  to  present  to  you,  gentle- 
men, the  picture  of  the  Eailroad  Commission  of  California  in  action. 

The  Eailroad  Commission  of  California  was  created  by  the  con- 
stitution of  1879.  At  that  time  it  had  three  members  who  were 
elected  from  three  separate  subdivisions  of  the  State.  Their  terms 
were  for  four  years.  By  the  constitution  itself  the  commission  had 
power  to  establish  the  rates  of  railroads  and  to  supervise  their  sys- 
tems of  accounts.  Practically  nothing  was  done  between  1879  and 
1911,  for  reasons  which,  I  think,  it  is  not  necessary  to  go  into  at  the 
present  time.  They  are  a  matter  of  public  history.  But  in  1912 
adequate  regulation  and  supervision  of  railroads  and  other  public 
utilities  of  California  commenced.  The  constitution  was  amended 
so  as  to  provide  that  the  commissioners  shall  be  appointed  by  the 
governor  and  that  their  terms  of  office  shall  be  six  years,  one  going 
out  at  the  end  of  two  years,  two  at  the  end  of  four  years,  and  two  at 
the  end  of  six  years,  with  six-year  terms  thereafter,  so  that  there 
shall  be  continuity  in  office. 

The  public-utilities  act  was  passed  under  these  constitutional 
changes.  That  is  the  act  under  which  the  commission  exercises  its 
authority.  The  public-utilities  act  defines  the  classes  of  utilities 
which  shall  be  subject  to  control  by  the  railroad  commission.  These 
classes  include  railroads,  both  steam  and  electric ;  street  railroads ;  ex- 
press companies,  car  companies;  pipe-line  companies;  water,  gas, 
electric,  telephone,  and  telegraph  companies;  water  carriers;  wharf- 
ingers ;  and  warehousemen. 

The  commission  has  no  authority  over  publicly  owned  utilities, 
nor  has  it  complete  authority  in  some  of  the  cities  of  the  State  with, 
reference  to  privately  owned  utilities. 

During  the  year  ended  June  30,  1916,  the  following  utilities  of 
various  classes  filed  reports  with  the  commission.  I  go  into  this 
matter  simply  so  that  you  can  see  the  scope  of  the  commission's  work : 


Steam  railroads,  operative 48 

Steam  railroads,  lessor 13 

Steam   railroads,   under  construc- 
tion   4 

Electric  railroads,  operative 35 

Electric  railroads,  lessor 2 

Express    companies 3 

Car   companies 2 

Water  carriers 18 

Electric    companies 91 

Gas   companies 35 


Gas  and  electric  companies 17 

Telephone    companies 114 

Telegraph    companies 3 

Telephone     and     telegraph    com- 
panies        7 

Water    companies 329 

Warehousemen   183 

Wharfingers 13 

Total 917 
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Over  these  various  classes  of  utilities  the  railroad  commission 
exerts  complete  and  adequate  authority.  It  has  power  to  fix  their 
rates,  their  rules,  and  their  regulations;  to  regulate  the  quality  and 
standards  of  their  service;  to  regulate  their  equipment  and  their 
facilities  and  the  safety  of  their  construction  and  operation;  to 
examine  and  prevent  accidents;  to  regulate  their  systems  of  accounts; 
to  regulate  the  issue  of  stocks  and  bonds  and  other  securities  by  all 
these  classes  of  utilitie,s;  to  regulate  their  sales,  leases,  mortgages, 
consolidations,  and  encumbrances;  and  to  pass  on  applications  for 
certificates  of  public  convenience  and  necessity.  AVith  reference  par- 
ticularly to  the  railroads,  the  commission,  in  addition  to  these  gen- 
eral powers,  has  specific  power  to  establish  joint  rates  and  through 
routes;  to  secure  reasonable  facilities  for  the  prompt  and  efficient 
discharge  bj^  the  railroads  of  their  duty  with  reference  to  the  trans- 
fer of  passengers,  freight,  etc. ;  to  require  the  construction  of  physical 
connections  between  various  steam  railroads  and  between  steam  and 
street  railroads;  to  order  the  construction  of  interlocking  plants; 
and  to  pass  on  all  matters  affecting  the  safety  of  grade  crossings. 

With  reference  to  the  organization  of  the  commission,  the  commis- 
sion consists  of  five  members,  as  I  have  indicated.  For  the  efficient 
discharge  of  its  duties  the  commission  has  provided  various  depart- 
ments. There  is  the  secretary's  office,  which  attends  to  the  general 
office  work;  the  legal  department,  which  handles  all  the  commis- 
sion's cases  in  court ;  the  rate  department,  consisting  of  a  rate  expert 
and  assistant  rate  experts,  who  are  trained  in  the  construction  and 
operation  of  railroads  and  express  companies,  water  companies,  and 
other  common  carriers;  the  engineering  department,  a  very  large 
department,  consisting  of  a  chief  engineer  and  a  number  of  assistant 
engineers,  who  have  control  not  merely  over  all  engineering  matters 
referring  to  the  railroads  but  also  engineering  matters,  rates,  service, 
etc.,  of  gas  companies,  electric  companies,  telephone  and  telegraph 
companies,  and  water  companies.  We  have  an  auditing  depart- 
ment, which  supervises  the  annual  reports  of  the  various  utilities, 
audits  their  books,  and  prescribes  classifications  of  accounts.  Our 
stock  and  bond  department,  one  of  the  most  important  of  all,  has 
control  over  the  issues  of  securities  by  all  the  various  classes  of 
utilities.  Finally,  we  have  a  reporting  department,  consisting  of  a 
chief  reporter  and  four  assistant  reporters. 

Gentlemen,  after  these  preliminary  words,  I  come  now  to  the 
actual  work  done  by  the  commission  and  the  manner  in  which  it  is 
done.  The  proceedings  before  the  conmiission  are  roughly  grouped 
into  informal  proceedings  and  formal  proceedings.  The  informal 
proceedings  are  those  in  which  some  one  complains  of  some  action  of 
a  utility  and  makes  his  complaint  either  verbally  or  by  letter.  They 
are  the  cases  in  which  there  is  no  public  healing.  For  instance,  a 
letter  comes  in  complaining  that  there  are  no  lights  in  a  certain  rail- 
road depot ;  that  the  toilet  facilities  of  some  railroad  depot  are  out  of 
order  and  are  not  being  attended  to ;  that  a  certain  grade  crossing  is 
unsafe  and  that  some  one  was  killed  there,  or  was  in  danger  of  being 
killed  just  a  few  days  ago;  that  certain  trains  do  not  make  proper 
connections ;  that  this  particular  passenger  was  left  out  at  a  meeting 
point,  simply  because  one  train  pulled  out  before  another  came  in — 
hundreds  of  matters  of  that  kind. 
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How  are  these  matters  handled?  They  are  handled,  Avhere  pos- 
sible, personally  by  the  particular  department  affected,  either  per- 
sonally or  by  phone.  If  that  is  not  possible,  they  are  handled  by 
letter.  In  many  cases  we  send  our  experts  on  the  ground  promptly, 
so  as  to  interview  the  parties  and  get  the  matter  disposed  of.  During 
the  year  ended  June  30,  1916.  the  Railroad  Commission  of  California 
disposed  of  3,i^l2  informal  complaints.  Of  those  687  affected  steam 
railroads,  80  electric  railroads,  42  express  companies,  32  water  car- 
riers, 653  electric  companies,  279  gas  companies,  704  telephone  and 
telegraph  companies,  669  w^ater  companies,  33  warehousemen,  and  3 
wharfingers. 

I  shall  refer  simply  to  the  steam-railroad  informal  complaints  and 
indicate  to  you  the  general  character  of  those  complaints.  Two  hun- 
dred and  seventy-three  affected  rates,  218  refunds,  130  service,  26 
railroad  crossings,  2  rules  and  regulations,  3  safety  of  structures,  31 
loss  and  damage,  and  4  violations  of  law. 

Without  going  further  into  these  informal  complaints,  I  pass  on 
hurriedly  to  the  other  class  of  proceedings,  which  are  classified  as 
formal  proceedings.  Those  are  proceedings  in  which  a  formal  com- 
plaint is  filed  against  some  utility  or  in  which  the  utility  makes 
formal  application  for  authority  to  do  some  act,  such  as  to  issue 
securities  or  make  a  railroad  grade  crossing,  or  something  of  that 
kind.  In  these  proceedings  hearings  are  held.  These  hearings  are 
held  generally  before  a  commissioner.  He  goes  on  the  ground.  If 
the  trouble  is  in  San  Diego  County,  in  the  southern  part  of  the 
State,  he  goes  to  San  Diego  County,  and  if  the  trouble  is  in  Hum- 
boldt County,  in  the  northern  part,  he  goes  to  Humboldt  Countj',  so 
in  each  instance  the  people  in  the  community  affected  can  be  present 
and  can  see  what  is  going  on  and  express  their  sentiments.  Further- 
more, these  hearings  are  very  promptly  set.  It  is  one  of  our  chief 
aims,  in  conducting  the  work  of  the  commission,  that  these  matters 
be  promptl}'  heard  and  promptly  disposed  of.  The  findings  of  fact 
of  the  commission  are  conclusive.  There  is  a  direct  review  provided 
to  the  State  supreme  court.  In  a  number  of  instances  reviews  have 
been  taken  to  the  State  supreme  court,  but  as  bearing  on  the  question 
of  whether  or  not  the  action  of  this  State  commission  has  been  fair 
or  unfair,  I  desire  to  draw  attention  to  the  fact  that  over  99^  per 
cent  of  the  decisions  of  the  Railroad  Commission  of  California  in 
formal  cases  have  gone  into  effect  promptly,  without  any  court  action 
whatsoever. 

We  think  that  may  be  fairly  taken  as  indicating  the  point  of 
view  of  the  public  utilities  themselves,  as  to  whether  or  not  they 
are  getting  a  square  deal  from  the  State.  I  venture  the  prediction 
that  if  other  States  will  analyze  their  decisions,  as  I  have  analyzed 
ours,  you  will  find  a  very  similar  condition  existing.  In  fact,  gen- 
tlemen, during  the  last  five  years  there  have  been  appeals  taken 
by  the  railroads  in  only  three  cases  in  California.  In  one  of  those 
cases  the  appeal  was  taken  in  the  Federal  court.  We  went  there 
promptl}'  and  demurred  and  had  the  matter  heard  in  four  days. 
The  court  sustained  the  demurrer  of  the  commission  without  leave 
to  amend,  and  that  ended  the  matter. 

There  are  two  other  railroad  cases  now  pending  in  the  supreme 
court,  not  involving  rates,  however.    I  will  say,  as  far  as  rates  are 
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concerned,  that  no  order  of  the  Railroad  Commission  of  California 
has  been  overturned. 

Have  the  utilities  prospered,  or  have  they  not,  under  public  regu- 
lation in  my  State?  In  connection  with  that  matter  I  desire  to 
draw  your  attention  to  the  investments  which  have  been  made  in 
California  during  the  years  1913  to  1915,  inclusive,  under  public 
regulation.  I  shall  not  read  the  odd  dollars.  I  shall  just  read  the 
millions : 

Steam    railroads $55,000,  000 

Electric  railroads 16,  000,  000 

Electric  coinpunies 50,000,  000 

Gas  companies 10,  000,  000 

Telephone   companies 46,  000,  000 

Water   companies 7,  000,  000 


190,  000,  000 

Including  certain  classes  of  utilities,  not  here  specified,  the  general 
result  is  that  during  those  three  years,  under  adequate  and  efficient 
regulation  by  the  State,  there  has  been  invested  by  the  public  utilities 
the  sum  of  $200,000,000  in  public-utility  properties  in  the  State  of 
California. 

The  Chairman.  What  amount? 

Mr.  Thelen.  $200,000,000,  Senator.  Now,  as  to  railroad  mileage: 
I  have  here  a  table  prepared  by  the  auditor  of  the  California  com- 
mission, at  my  request,  which  shows  that  from  June  30,  1911,  to 
June  30,  1916,  there  were  constructed  in  the  State  of  California, 
under  regulation  by  the  State  railroad  commission,  an  additional 
railroad  mileage  amounting  to  1,289.85  miles.  Furthermore,  that  in 
the  year  ending  June  30,  1916,  there  were  constructed  200  miles  of 
new  railroad.  Our  railroad  friends  tell  us  that  in  the  year  ending 
June  30,  1916,  in  the  entire  United  States,  only  1,000  miles  of  new 
railroad  were  constructed.  If  that  is  true,  California,  under  as  ade- 
quate State  regulation  as  any  State  in  the  Union,  claims  the  honor 
of  one-fifth  that  mileage. 

Furthermore,  gentlemen,  while  w^e  still  hear  ringing  in  our  ears 
the  eloquent  words  of  counsel,  saying  that  railroad  construction  has 
stopped  in  the  United  States  because  of  State  regulation,  railroad 
builders  in  California  are  building  railroads  under  State  regulation. 
I  have  here  a  telegram  from  the  Railroad  Commission  of  California 
referring  to  railroads  which  are  now  under  construction  in  the 
State  of  California,  under  State  regulation,  and  I  quote  from  that 
telegram : 

.  The  following  roads  under  construction  in  California : 

1.  California  Southern,  30  miles,  $600,000.  The  dollars  in  each  instance 
represent  the  estimated  completed  cost  of  the  railroad. 

Next.  Patterson  and  Western,  36  miles,  $720,000. 

Next,  Hetch  Hetchy,  67  miles,  $1,800,000. 

Next,  Fresno  Interurban,  16  miles,  $230,000. 

Next,  Tidewater  Southern,  12  miles,  $190,000. 

Next,  Minkler  Southern.  15  miles,  $1,800,000. 

Next,  Visalia  Electric,  20  miles,  $800,000. 

Next,  Los  Angeles  and  Salt  Lake,  commonly  known  as  the  Salt  Lake,  4  miles, 
$250,000.  That  includes  very  extensive  purchases  of  property  and  overhead 
construction. 

Next,  Indian  Valley,  21  miles,  $325,000. 

Making  a  total  of  221  miles  and  a  total  of  $5,715,000. 
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Now,  then,  gentlemen,  to  my  mind  this  is  proof  conclusive 

The  Chairman.  What  is  the  total  amounts 

Mr.  Thelen.  The  total  amount,  Senator,  of  mileage  was  221  miles 
and  the  total  amount  of  money  involved  $5,715,000. 

Now,  if  it  is  true  that  regulation  by  the  States  stops  railroad 
construction,  why  has  not  railroad  construction  in  the  State  of  Cali- 
fornia stopped  ?  We  see  the  construction  which  is  actually  going  on 
there.  I  think  the  inevitable  conclusion  must  be  that  there  is  some 
other  cause  than  State  regulation  which  is  responsible  for  such  a 
cessation  of  railroad  construction  as  exists  in  various  sections  of  the 
Union. 

Since  I  came  here  I  have  received  newspapers  from  San  Diego 
County,  in  the  southern  part  of  our  State,  referring  to  the  fact  that 
another  railroad  is  about  to  be  completed.  This  railroad  is  known  as 
the  San  Diego  &  Arizona  Railroad.  It  is  to  be  built  from  San  Diego 
eastward,  partly  through  Lower  California,  thence  back  into  the 
State  of  California  to  Arizona.  For  some  time,  due  to  the  war  in 
Europe,  which  shut  off  the  source  of  money  supply,  this  railroad  has 
been  in  a  period  of  cessation  of  construction,  but,  according  to  these 
newspaper  reports,  which  are  substantiated  by  word  from  my  own 
commission,  the  completion  of  this  railroad  has  now  been  financed 
through  the  Southern  Pacific  Co.,  one  of  our  California  lines,  and 
40  miles,  being  the  intervening  gap,  will  now  be  completed  at  an  ex- 
penditure of  $5,000,000  of  additional  money. 

In  the  old  days  of  the  seventies  railroad  men  dreamed  a  dream 
of  the  Texas  Pacific  Railroad,  to  be  constructed  from  Texas  west- 
ward to  tidewater  at  San  Diego  Bay,  in  California.  During  an 
absence  of  regulation  that  dream  remained  a  dream.  But  to-day, 
under  regulation,  that  dream  will  come  true  and  finally  the  last  link 
in  that  railroad  from  Texas  to  San  Diego,  Cal.,  will  be  completed 
under  regulation  by  the  Railroad  Commission  of  the  State  of  Cali- 
fornia. 

It  is  my  desire  now  to  take  the  four  leading  interstate  railroads 
of  California  and  to  point  out  to  you  what  the  specific  effect  has 
been  on  these  railroads  of  regulation  by  the  Railroad  Commission 
of  California. 

Before  passing  on,  however,  to  the  consideration  of  each  of  these 
four  railroads,  I  desire  to  draw  your  attention  to  the  extent  to  which 
railroad  depots  have  been  built  in  California,  again,  under  State 
regulation.  During  the  last  few  years,  subsequent  to  January  1, 
1911,  a  total  of  $2,105,000  has  been  invested  by  the  railroads  in 
California  in  the  construction  of  new  depots.  The  Santa  Fe  has 
built  a  beautiful  new  depot  in  San  Diego  costing  $300,000.  The 
Southern  Pacific  has  built  magnificent  depots  in  San  Francisco  cost- 
ing $1,000,000  and  in  Los  Angeles  costing  $690,000.  Other  smaller 
depots  have  been  built  in  various  sections  of  the  State,  principally 
under  order  of  the  railroad  commission. 

Referring  now  to  these  four  interstate  railroads  and  to  the  effect 
of  regulation  by  the  State  on  their  prosperity : 

First,  the  Southern  Pacific  Co.  That  is  our  largest  railroad.  It 
has  a  mileage  in  California  of  6^302.53,  being  approximately  one-half 
of  the  entire  railroad  mileage  in  the  State. 

Gentlemen,  I  want  to  present  to  you  two  pictures.  I  want  you  to 
contrast  those  pictures  and  'then  to  say  whether  it  is  true  that  State 
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regulation  is  carried  on  in  a  spirit  of  punishment  or  in  a  spirit  of 
vindictiveness.  For  over  30  years  the  Southern  Pacific  Co.  corrupted 
the  political  life  of  the  State  of  California.  It  controlled  the  Re- 
publican Party  and  it  controlled  the  Democratic  Party.  It  elected 
our  governors,  our  legislators,  and  our  judges.  It  held  the  State  in 
abject  political  thraldom.  No  young  man  of  ideals  who  desired  to  go 
into  public  life  in  the  State  of  California  could  do  so  unless  he 
swore  allegiance  to  the  Southern  Pacific  political  machine. 

Finally,  in  1011,  a  number  of  men  of  ideals  in  the  State,  mostly 
young  meri  and  largely  graduates  of  our  State  university,  decided 
that  the  time  had  come  to  put  a  stop  to  that  sort  of  thing.  Led  by 
the  man  who  since  then  has  become  governor  of  the  State,  these  men 
waged  the  hottest  political  fight  that  has  ever  been  waged  in  the 
State  of  California,  and  they  kicked  the  Southern  Pacific  Co.  out  of 
politics.  Since  then  the  railroad  has  been  out  of  politics  and  has 
attended  to  the  business  of  running  its  railroad,  and  has  done  it 
mighty  well. 

That  is  the  first  picture.  Now  I  want  to  give  you  a  second  picture. 
Less  than  three  years  after  that  the  Southern  Pacific  Co.  was  before 
the  Railroad  Commission  of  California  in  a  contest  which  involved 
its  very  life.  The  Union  Pacific  was  trying  to  break  apart  the 
Southern  Pacific  and  the  Central  Pacific  in  such  a  way  as  to  break 
loose  the  tracks,  the  rights  of  way,  the  moles,  and  all  other  property 
of  those  two  companies,  the  Southern  Pacific  and  the  Central  Pacific 
being  owned  by  the  Southern  Pacific.  If  they  had  been  successful  in 
that  plan,  the  Southern  Pacific  would  have  been  left  to  its  southern 
route  and  the  iSouthern  Pacific's  financial  prosperity  would  have  been 
very  seriously  interfered  with  and  the  railroad  would  have  suffered 
the  heaviest  blow  that  it  ever  suffered  in  its  entire  history. 

The  matter  came  before  the  State  Railroad  Commission  of  Cali- 
fornia. It  there  developed  that  if  this  segregation  into  two  distinct 
and  separate  parts  were  brought  about  that  not  merely  would  the 
Southern  Pacific  Co.  have  its  life  destroyed,  or  at  least  seriously 
threatened,  but  that  the  people  of  California  would  have  to  pay 
higher  rates  and  they  would  have  to  endure  poorer  service  because 
of  the  breaking  apart  of  these  railroad  facilities.  Gentlemen,  the 
very  men  who  only  three  years  before  kicked  the  Southern  Pacific 
out  of  politics  in  the  State  of  California  at  that  time  saved  the 
Southern  Pacific  Co.  The  public  ofl&cials  granted  the  application, 
but  with  such  conditions  that  the  proposed  breaking  apart  of  the 
Southern  Pacific  system  was  not  effected.  The  proudest  day  in  the 
life  of  our  State  officials  was  when  a  number  of  officials  of  the  South- 
ern Pacific  later  came  to  the  Railroad  Commission  of  California  and 
thanked  the  commission  for  having  saved  the  railroad's  life. 

Is  that  vindictiveness?  Is  that  done  to  punish?  I  will  leave  it 
for  you  gentlemen  to  judge. 

Now,  just  one  further  illustration.  When  it  came  to  drawing  the 
public-utilities  act  in  1911  I  had  the  very  great  pleasure  of  going  over 
the  United  States  and  visiting  the  leading  railroad  and  public-service 
commissions,  so  as  to  gather  all  the  help  we  could  from  their  experi- 
ence and  from  their  statutes,  so  that  in  the  State  of  California  we 
might  enter  upon  this  work  in  a  constructive  way,  not  to  punish  any 
railroad,  but  to  provide  for  constructive  and  scientific  regulation  of 
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railroads  and  other  public  utilities.  When  that  was  was  drafted, 
what  did  we  do?  We  sent  a  copy  of  it,  before  its  introduction  into 
the  legislature,  to  every  leading  railroad  and  public  utility  in  the 
State,  and  we  said  to  them,  "  Gentlemen,  this  is  the  proposed  statute. 
Now  make  your  suggestions."  We  held  public  hearings,  and  at  those 
public  hearings  the  representatives  of  these  utilities  appeared  before 
us  and  made  their  suggestions  for  changes  in  the  statute.  Many  of 
those  changes  were  made.  The  very  night  before  that  bill  was  finally 
introduced  in  the  legislature,  I  remember  very  well  a  room  at  the 
capitol  where  at  a  long  table  there  were  seated  about  60  representa- 
tives of  railroads  and  public  utilities  and  two  representatives  of  the 
public  at  the  head  of  the  table.  Again  we  went  over  the  entire  stat- 
ute, paragraph  by  paragraph,  and  listened,  to  their  suggestions, 
adopting  those  which  seemed  good.  The  next  day  the  bill  was  intro- 
duced. Is  that  vindictiveness  ?  I  dare  say  you  could  duplicate  that 
experience  in  almost  every  State  in  the  Union. 

No,  gentlemen,  the  States  have  not  been  vindictive.  They  have 
simply  insisted  that  there  should  be  adequate,  efficient,  and  honest 
regulation  of  these  public  agencies  which  are  of  such  tremendous  im- 
portance of  the  people  of  the  States.  There  has  been  no  thought  of 
vindictiveness  except  in  the  minds  of  some  railroad  representatives 
who,  I  fear,  have  not  had  the  close  and  intimate  acquaintance  with 
the  various  railroad  and  public-service  commissions  throughout  the 
United  States  which  I  think  it  would  be  well  in  their  own  interest  if 
they  could  secure. 

I  desire  to  insert  in  the  record  a  few  figures  showing  whether  or 
not  the  Southern  Pacific  Co.  has  prospered  under  regulation  by  these 
many  masters.  I  have  here  a  statement  compiled  from  the  annual 
reports  of  the  Southern  Pacific  Co.  showing  the  operating  revenues 
of  that  railroad,  its  operating  expenses,  and  its  net  operating  rev- 
enue and  its  surplus  for  the  years  ending  June  30,  1912,  to  June  30, 
1916,  inclusive.  Without  reading  all  the  figures  in  detail,  I  will  read 
them  in  round  millions : 

Operating  revenues,  1912,  $90,000,000;  1913.  $95,000,000;  1914, 
$92,000,000— that  was  an  off  year  for  railroads;  1915,  $97,000,000; 
1916,  $115,000,000.  Operating  expenses,  1912,  $52,000,000;  1913, 
$54,000,000;  1914,  $55,000,000;  1915,  $61,000,000;  1916,  $71,000,000. 

Net  operating  revenues,  1912,  $38,000  000;  1913,  $40,000,000;  1914, 
$37,000,000;  1915,  $35,000,000;  1916,  $44,000,000. 

The  surplus  on  June  30,  1911,  was  $63,000,000.  During  the  period 
ending  June  30,  1916,  this  surplus  increased  to  $117,000,000.  During 
this  period,  under  State  regulation  by  a  number  of  those  49  masters, 
the  iSouthem  Pacific  Co.  not  merely  paid  all  its  fixed  charges,  not 
merely  paid  full  dividends  on  its  stock,  but  also,  in  addition  thereto, 
added  to  its  surplus  the  sum  of  $53,507,618.13.  I  do  not  believe  that 
anyone  can  fairly  say  that  under  State  regulation  this  railroad,  with 
these  many  masters,  has  been  injured. 

Now,  as  to  the  Santa  Fe.  The  Santa  Fe  is  subject  to  10  or  12 
masters — I  do  not  know  the  exact  number.  I  believe  it  is  incorpo- 
rated under  the  laws  of  Kansas.  It  does  a  considerable  business  in 
California.  As  to  the  Santa  Fe,  without  going  into  detail,  I  wish 
simply  to  draw  your  attention  to  one  instance  which  I  think  is 
typical  of  the  financial  condition  of  that  railroad.  In  November, 
1915,  the  Santa  Fe  sold  in  New  York  $10,000,000  of  5  per  cent  pre- 
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f erred  stock  at  98|.     There  you  have  one  of  these  railroads,  with 
Its  many  masters,  sellino-,  not  bonds  but  preferred  stock— 5  per  cent 
preferred  stock— at  98*.    That  fact  alone,  I  think,  is  eloquent  of  the 
financial  condition  of  the  Santa  Fe. 
The  Chairman.  What  year  was  that? 
Mr.  TiiELEx.  That  was  "in  1915,  in  November. 
Third,  the  San  Pedro,  Los  Angeles  &  Salt  Lake  Kail  way,  now 
know  as  the  Los  Angeles  &  Salt  Lake.     That  is  what  is  known  as 
the  Clark  Line.    It  Avas  built  by  Senator  Clark  and  runs  from  tide- 
water at  Los  Angeles  through  the  States  of  California,  Nevada,  and 
Utah    to  Salt  Lake  City.     This  railroad  has  had  a  hard  time,  due 
very  largely  to  washouts  in  the  State  of  Nevada  several  years  ago 
I  never  hearcl  Mr.  Chairman,  that  those  washouts  were  caused  by 
the   iNevada   Railroad   Commission.     Notwithstanding  those   wash- 
outs  which  necessitated  a  very  extended  reconstruction  in  the  State 
ot  Nevada    the  railroad  is  gradually  pulling  itself  out.     It  is  now 
building  additional  railroad  mileage  in  the  State  of  California  and 
has  further  mileage  under  consideration.     In  that  connection,  when 
the  reporter  returns  the  telegrams  to  which  I  referred  a  few  minutes 
ago    1  desire  to  refer  to  additional  railroad  mileage  which  is  now 
under  contemplation  in  the  State  of  California,  includintr  certain 
mileage  by  the  Los  Angeles  &  Salt  Lake  Eailroad 

Fourth,  the  Western  Pacific  Eailwav  Co.     There,  gentlemen    is 
a  very  interesting  case  and  a  very  instructive  case  on  the  question 
of  the  real  causes  of  impaired  railroad  credit.    I  am  going  to  refer 
quite  a  little  to  this  railroad,  because  I  know  of  no  railroad  which 
presents  a  more  interesting  story  of  just  why  railroads  have  trouble. 
Ihe  Western  Pacific  was  one  of  the  Gould  Lines.     It  was  con- 
struct^xl  from  Salt  Lake  City,  in  Utah,  westward  to  San  Francisco, 
in  California.    Gould  wanted  to  have  an  outlet  to  the  Pacific  Ocean 
so  he  built  this  line.    As  those  of  you  who  have  traveled  in  the  West 
know,   throughout   almost   its   entire   extent  this   railway   parallels 
the   Southern  Pacific  Co.     In  fact,  all  through  Nevada  a  strong 
man  with  a  good  right  arm  could  take  a  stone  and  throw  it  from  the 
Southern  Pacific  right  of  way  to  the  Western  Pacific  right  of  way 
Ihere  w^s  no  economic  necessity  for  the  construction  of  this  rail- 
road      Ihe    Southern    Pacific    was    handling    the    business.      The 
Western  Pacific  tapped  no  new  territory.     It  had  no  feeders      It 
went  into  none  of  the  productive  valleys 'of  the  State  of  California. 
It  was  simply  a  string  stretched  across  the  intervening  distance  be- 
tweeii  Salt  Lake  and  San  Francisco,  paralleling  the  Southern  Pacific. 
VVhat  was  the  result?    The  inevitable  result.    Of  course  that  rail- 
road could  not  make  good.     The  railroad  cost  $81,869,254.     There 
were  issued  against  it  $75,000,000  of  bonds,  $75,000,000  of  capital 
s  ock,  and  $20,000,000  of  other  indebtedness.    The  raikoad,  of  course 
started  in  earning  deficits  the  first  year,  and  continued  to  do  so  regu- 
larly during  the  succeeding  years.    The  net  corporate  loss  in  the  yiar 
ending  June  30,  1912,  was  $3,281,972.87,  and  that  loss  continued  in 
each  of  the  succeeding  years.    Finally  the  inevitable  crash  came.    The 
-uenver  6c  Km  Grande,  which  had  been  guaranteeing  the  payment  of 
interest  on  the  bonds  of  the  Western  Pacific,  refused  longer  to  be 
burdened  with  that  payment  and  refused  to  pay  the  interest  oblio-a- 
tions  which  were  due  on  March  1,  1915.  " 
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Receivers  were  appointed  and  we  had  the  usual  receivership  pro- 
ceedings. The  road  was  sold  on  July  1,  1916,  to  its  bondholders, 
for  the  sum  of  $18,000,000.  At  that  time  the  railroad  was  earning 
about  $1,000,000,  applicable  for  interest  on  bonds  and  for  dividends 
on  stock,  and  $18,000,000  is  practically  all  that  road  was  worth  as 
a  business  proposition. 

Here,  gentlemen,  you  have  a  receivership.  You  also  have  State 
regulation.  Does  it,  therefore,  follow  that  State  regulation  caused 
the  receivership?  That  argument  is  just  as  logical  as  some  of  the 
other  arguments  which  the  railroads  have  been  presenting.  The 
fact  is,  gentlemen,  as  far  as  I  can  remember,  that  the  Railroad  Com- 
mission of  California  never  reduced  a  rate  of  the  Western  Pacific. 
As  far  as  I  know%  the  State  of  Nevada  did  not  do  so.  The  State  of 
Utah  has  no  commission,  therefore  could  not  have  done  so.  Never- 
theless, the  railroad  was  a  financial  loss.  Here  you  have  a  clear 
case,  gentlemen,  of  one  of  the  causes  of  impaired  railroad  credit.  It 
is  the  case  of  a  railroad  which  is  constructed  where  it  is  not  justified. 
In  cases  of  that  kind  you  have  not  merely  that  particular  railroad 
going  into  the  hands  of  a  receiver,  but  you  have  that  railroad  sub- 
tracting from  the  revenues  which  are  justly  due  the  competing  line, 
and  to  that  extent  you  injure  also  the  competing  line.  In  this  par- 
ticular case,  the  Southern  Pacific  was  strong  enough  to  stand  the 
competition,  but  in  other  cases  the  competing  railroad  has  not  been 
strong  enough. 

Now,  let  me  finish  the  story  of  the  Western  Pacific.  When  it  came 
to  the  reorganization,  the  railroad  applied  to  the  Railroad  Com- 
mission of  California — it  is  a  California  corporation.  The  stocks 
of  the  railroad  are  now  subject  to  regulation  by  the  State,  and  we 
also  exercise  jurisdiction  over  the  bonds  in  so  far  as  they  affect 
Colifornia.  We  insisted  that  the  railroad  reorganize  in  such  a  way 
that  it  would  ha^e  a  chance.  We  insisted  that  its  organziation  should 
be  on  sound  financial  lines,  and  not  on  unsound  financial  lines,  be- 
cause if  we  had  let  the  matter  go  as  it  had  gone  in  the  past  it  would 
only  be  a  number  of  yeixrs  before  we  would  have  another  railroad 
crash.  There  was  issued  in  exchange  for  all  the  outstanding  securi- 
ties of  the  Western  Pacific,  common  and  preferred  capital  stock 
amounting  to  about  $75,000,000.  There  were  no  bonds  authorized 
except  for  new  additions,  extensions,  and  improvements.  We  author- 
ized the  issue  of  $20,000,000  of  new  bonds  for  extensions,  additions, 
and  improvements.  So  we  have  this  railroad  starting  on  its  new 
career  with  only  the  fixed  charges  on  the  bonds  which  were  to  be 
issued  to  pay  for  additions,  extensions,  and  improvements.  If 
dividends  are  earned  on  the  stock,  well  and  good.  If  they  are  not 
earned,  the  railroad,  at  least,  does  not  again  go  into  the  hands  of  a 
receiver.  There  you  have,  gentlemen,  a  clear  case — a  case  of  a  rail- 
road which  went  on  the  rocks,  not  because  it  was  subject  to  State 
regulation,  but  for  entirely  different  reasons.  Finally,  you  have 
public  regulation  coming  along  and  insisting  that  when  that  rail- 
road goes  out  of  the  hands  of  the  receivers,  it  shall  have  a  fair 
start  and  a  chance  to  nmke  good.  T  thinlv  that  is  rather  an  interest- 
ing study  in  contrast  between  what  happened  before  regulation  and 
what  has  happened  after  and  under  regulation. 

I  just  want  to  refer  to  a  few  matters  which  the  Railroad  Com- 
mission of  California,  as  typical  of  other  State  commissions,  has 
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(lone  in  order  to  helji  the  railroads.    The  first  thing  we  did  was  done 
against  their  will.     We  kicked  them  out  of  politics  and  we  saA'ed 
them  hundreds  of  thousands  of  dollars  every  year  by  that  act.    Next 
we  abolished   the  use  of  passes.     I  am  credil)]v  informed  tliat  the 
Southern  Pacific  Co.  alone  saves  $250,000  a  year  by  reason  of  the 
abolition  of   those   passes.     Next  as  to  legislation:  When    bills   are 
introduced  in  the  Legislature  of  California  referring  to  public  utili- 
ties, including  railroads,  those  bills  are  generally  referred  to  the 
railroad  commission,  and  we  are  asked  to  pass  judgment   on    them. 
We  do  so.    If  the  bills  seem  to  be  detrimental  to  the  carriers  and  to 
the  other  utilities  and  to  the  public,  we    recommend  that  they  be  not 
passed,  and  the  legislature  generally  accepts  our  reconmiendations. 
In  that  respect,  unquestionably,  we  have  been  of   assistance  to   the 
carriers,  and  they  deserve  our  assistance,  because  they  are  part  of  the 
public  life  of  the  State  of  California.    With  reference  to  relief  from 
the  operation  of  certain  laws,  we  have  granted  relief  to  the  railroads 
from  the  operation  of  the  long  and  short  haul  clauses  where  water 
competition  made  such  relief  necessary.     We  have  granted  relief  to 
them  in  connection  with  a  statute  known  as  the  telephone  train- 
dispatching  statute,  which  was  aimed  at  telephone  train  dispatching, 
but  Avhich  allowed  the  railroad  commission  to  specify   the  cases   in 
which  the  statute  should  be  applied.    We  were  able  to  work  out  the 
matter  m  such  a  way  that  I  believe  both  the  railroads  and  the  em- 
ployees were  entirely  satisfied.    With  reference  to  car  shortage :  Every 
year  when  car  shortage  comes  we  send  a  notice  to  shippers,  advisino- 
them  to  cooperate  with  the  railroads,  because  they  are  just  as  much 
involved  as  the  railroads  are,  and  in  that  way  I  think  Ave  have  been 
of  assistance  not  only  to  the  railroads  but  also"  to  the  shippincr  public. 
We  have  allowed  rate  increases  Avhere  they  were  justified.  "We  are 
just  as  ready  to  do  that  as  to  insist  on  rate  reductions.    We  have  told 
the  people  of  California  this  many  times,  and  I  think  they  approve 
of  that  policy.     I  think  you  will  find,  gentlemen,  when    the    other 
State  commissions  present  their  story,  that  they  will  tell  you  that 
their  attitude  is  no  different  in  that  respect  from  the  attitude  of  the 
Stat^  Railroad  Commission  of  California. 

Whenever  it  is  proper  we  allowed  railroads  to  take  off  unprofit- 
able trains.  We  allow  them  to  take  off  caretakers  of  depots  when 
the  business  does  not  justify  their  retention.  We  have  allowed  them 
in  certain  cases  to  abandon  operations  entirely. 

We  have  worked  with  the  railroads  these  "last  five  years  to  have 
more  consistent  rate  structures  established  in  the  State.  I  believfe 
that  any  California  railroad  man  will  tell  you  that  the  public  author- 
ities of  the  State  have  been  of  very  substantial  assistance  to  them  in 
that  connection. 

We  are  doing  all  we  can  to  help  the  railroads  in  their  campaign 
for  larger  minimum  carload  weights.  That  goes  to  greater  efficiency 
of  railroad  operation,  and  in  the  long  run,  of  course,  reacts  to  the 
benefit  of  the  public  as  well  as  the  carriers. 

NoAv,  just  one  illustration.  This  is  typical.  Last  spring  we  had 
very  severe  floods  in  San  Diego  County.  The  floods  washed  out 
not  merely  one  of  the  existing  dams  but  also,  to  a  considerable  ex- 
tent, the  railroad  mileage  in  that  county,  including,  among  others, 
a  considerable  part  of  the  railroad  mileage  of  a  railroad  known  as  the 
San  Diego  &  Southeastern  Railway — an  electric  interurban  line — 
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having  one  line  out  into  the  country  east  of  San  Diego  and  another 
line  south  of  San  Diego.  That  railroad  had  had  a  hard  time  even 
before  the  flood.  The  competition  of  the  autobiisses  had  severely 
affected  the  railroad  revenues.  They  came  to  us  after  the  flood  and 
threw  up  their  hands  and  said,  "  We  do  not  know  what  to  do ;  we 
do  not  believe  there  is  any  waj'  we  can  reconstruct  our  lines  and 
make  them  pay;  we  have  had  losses  before  the  flood;  we  will  have 
greater  losses  after."  They  asked  us  for  our  help  as  to  what  they 
should  do,  and  the  public  authorities  of  the  State  sent  down  to  that 
county  tAvo  of  the  very  best  experts  of  the  railroad  commission,  one 
of  them  our  service  expert,  the  other  an  engineer.  They  spent  a 
month  down  there  on  the  job,  going  over  in  every  detail  the  con- 
struction and  operation  of  that  railroad,  and  then  rendered  their 
report  to  the  commission  as  to  what  should  be  done.  We  were  able 
to  eliminate  considerable  railroad  mileage  whose  operation  was  not 
necessary,  and  whose  operation  had  proven  expensive.  We  were 
able  to  show  the  railroad  that  by  running  the  street  cars  from  San 
Diego  over  this  system,  over  the  southern  portion  of  it,  they  would 
save  very  considerably  over  what  their  expenses  had  been  in  connec- 
tion with  the  operation  of  the  heavy  interurban  cars.  As  to  the  other 
section  of  the  road,  the  eastern  section,  we  were  able  to  show  them 
that  by  putting  on  gasoline  motor  cars  they  would  be  able  to  operate 
far  more  economically  than  they  had  in  the  past  operated  by  steam. 
The  railroad  took  our  advice.  They  did  what  we  suggested  to  them, 
and  to-day  they  are  in  a  more  prosperous  financial  condition  than  at 
any  time  in  the  last  few  years. 

Other  States,  typical  States,  will  present  to  you  similar  testimony 
hereafter,  so  that  you  can  see  what  they  are  doing  and  how  they  are 
doing  it,  whether  the  work  is  being  well  done,  whether  it  is  neces- 
sary^, and  whether  it  should  continue. 

Our  friends,  the  railroads,  propose  now  to  practically  kill  each  of 
these  State  commissions,  to  take  away  from  them  all  of  their  effective 
powers  over  the  railroads,  and  to  throw  all  of  those  powers  into  the 
lap  of  the  Federal  Government.  It  is  my  judgment,  gentlemen,  that 
the  people  of  the  United  States  will  never  stand  for  having  the  local 
administration  of  their  local  affairs  taken  away  from  their  local 
representatives  and  transferred  to  the  General  Government  at  Wash- 
ington. The  carriers,  I  think,  realize  that  attitude,  and  so  they 
have  tried  to  meet  it  in  some  way.  How  do  they  propose  to  meet  it? 
They  propose  to  create  regional  commissions.  The  first  proposition 
was  to  create  five  regional  commissions.  The  number  has  nov:  gone 
up  to  15. 

When  I  speak  of  regional  commissions,  gentlemen,  I  hope  that 
you  will  bear  in  mind  the  distinction  which  I  make  in  my  own  mind 
between  two  classes  of  regional  commissions.  There  is  one  plan  to 
establish  regional  commissions,  to  enable  the  Interstate  Commerce 
Commission  to  do  more  effectively  the  Avork  with  which  it  is  now 
charged,  and  the  additional  w^ork,  such  as  stock  and  bond  issues, 
which  may  later  come  to  it.  That  is  one  kind  of  regional  commis- 
sion. I  am  not  now  addressing  myself  to  that  kind  of  regional  com- 
missions. The  other  kind  of  regional  commission — and  this  is  the 
kind  which  the  carriers  here  advocate — is  a  regional  commission 
the  purpose  of  which  shall  be,  after  they  have  rooted  out  the  State 
commissions,  to  take  the  place  of  that  commission,  to  be  superim- 
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posed  from  above  for  the  purpose  of  doing  the  work  which  the  local 
commission  is  now  doing.  It  is  to  that  kincl  of  regional  commissions 
to  which  I  shall  now  address  myself.  How  many  shall  there  be? 
We  have  had  the  number  go  up  from  5  to  15.  The  carriers,  I  believe, 
are  not  quite  satisfied  in  their  own  mind  as  to  whether  15  will  be' 
sufficient.  Now,  take  my  own  State.  I  think,  gentlemen,  you  will 
be  convinced  from  what  I  have  said  that  if  the  tremendous  amount 
of  work  which  the  Eailroad  Commission  of  California  to-day  does 
in  connection  with  railroads  is  to  be  transferred  to  the  Federa'l  Ciox- 
ernment  it  will  be  necessary  to  have  one  regional  commission  in  the 
State  of  California.  In  other  words,  first  tear  up  the  existing  com- 
mission and  then  superimpose  on  the  State  a  new  regional  com- 
mission. 

As  to  how  many  regional  commissions  there  will  have  to  be 
throughout  the  country  I  am  not  informed.  Personally,  I  doubt 
whether  15  would  be  enough.  Then  they  provide  that  the  regional 
commissioners  shall  reside  in  the  States. '  We  are  very  thankful  for 
that  concession,  but  I  think  the  people  of  California  would  rather 
run  their  own  affairs,  through  their  own  commissioners,  who  do  not 
merely  reside  here,  but  who  have  been  raised  with  the  people,  than 
to  have  some  commissioner  superimposed  upon  our  people  from 
Washington,  although  he  may  reside  in  California.  Frankly,  I  do 
not  know  just  what  is  going  to  happen  in  some  of  the  States  of  the 
Union,  where  the  most  of  the  brains  and  ability  is  in  one  of  the 
political  parties,  if  the  other  political  party  should  be  in  the  as- 
cendancy at  Washington.  I  fear  it  will  be  very  difficult  in  some 
cases  to  find  in  some  States  representatives  of  one  of  the  political 
parties  in  whom  the  public  will  have  entire  confidence  and  who  will 
represent  the  best  part  of  that  community.  If  it  is  impossible  to  do 
that,  it  will  be  necessary  for  the  Chief  Executive  to  go  to  other 
States  and  find  commissioners  and  ship  them  down  to  those  particu- 
lar States.  I  am  very  hopeful  that  if  that  is  ever  done  we  shall  not 
have  a  repetition  of  our  "  carpetbagger  "  days. 

Furthermore,  gentlemen,  it  is  not  enough  to  have  just  three  com- 
missioners on  this  regional  commission ;  it  will  be  necessary  for  them 
to  have  their  rate  experts,  their  engineers,  their  auditors,  their  other 
experts.  I  think  it  is  very  clear,  from  the  illustration  which  I  have 
given  of  the  work  in  California,  that  the  commissioners  alone  do 
not  do  the  work;  it  is  necessary  to  have  a  large  force  of  experts — 
men  who  can  be  sent  out  into  the  State  at  a  moment's  notice  to  solve 
these  various  situations.  Hence,  if  this  plan  should  be  accom- 
plished, it  will  not  only  be  necessary  to  have  regional  commissioners 
for  each  commission,  but,  in  addition  thereto,  a  whole  army  of  em- 
ployees, all  centered  in  the  Federal  Government  at  Washington. 
Suppose  all  these  objections  are  overcome.  There  are  still  certain 
objections  to  this  plan  which  are  inherent  in  it  and  which  can  not  in 
any  way  be  overcome.  The  first  objection  inherent  in  the  plan  is 
that  it  is  a  government  superimposed  from  above  instead  of  being 
a  government  growing  up  naturally  from  beneath.  There  is  no  way 
that  that  objection  can  be  met.  The  second  objection  is  that  this 
plan  will  be  very  detrimental  to  the  poor  man  in  the  prosecution  of 
his  cases.  At  the  present  time,  if  there  is  complaint  in  any  part  of 
the_ State,  we  send  a  commissioner  there;  he  hears  the  case;  the  com- 
plainant does  not  have  to  be  represented  by  an  attorney ;  if  he  has 
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not  any  attorney,  we  take  care  of  him.  If  the  railroad  is  not  satis- 
fied with  the  decision  of  the  commission,  it  goes  to  the  supreme  court 
in  San  Francisco.  It  is  rehitively  easy  for  people  to  come  to  San 
Francisco  from  various  sections  of  the  State. 

If  this  plan  of  regional  commissions  is  carried  through,  then  there 
will  be  an  appeal,  not  to  San  Francisco  but  to  Washington,  because 
it  is  to  be  provided  under  this  plan  that  there  will  be  appeals  taken 
from  the  decisions  of  the  regional  commissions  to  a  central  body  in 
Washington.  It  is  very  easy  for  the  railroads  to  send  their  men  to 
Washington,  but  it  is  mighty  hard  for  a  poor  man  who  is  on  the 
other  side  to  come  to  Washington  or  to  send  a  man  here.  So  that 
here,  further,  is  an  inherent  difficulty  which  you  can  not  get  away 
from  if  you  adopt  this  plan  of  regional  commissions. 

Gentlemen,  in  view  of  that  situation,  what  is  the  use?  If  you  be- 
come convinced  before  these  hearings  are  over  that  the  States  are 
generally  doing  their  work  well,  that  they  are  generally  trying  to 
be  honest  about  it,  that  they  are  generally  animated  by  a  desire  to 
be  wise  in  their  actions  and  to  be  patriotic,  what  is  the  use?  Wliy 
take  away  from  them  the  work  which  they  are  now  efficiently  doing 
and  throw  it  into  the  lap  of  a  Federal  bureaucracy?  I  will  say  to 
you  also,  gentlemen,  that  if  the  railroads  had  the  intention  of  mak- 
ing all  public  regulation  ineffective,  they  could  not  do  it  in  any  way 
better  than  that  which  they  now  suggest— first,  to  take  away  the 
powers  from  the  States  which  are  on  the  job;  and,  secondly,  to 
overload  the  Federal  Government  in  such  a  way  that  the  Federal 
Government's  regulation  will  break  down.  I  hope  that  this  is  not 
their  plan;  but  if  it  were  their  plan,  the  method  suggested  by  them 
would  be  very  effective  to  accomplish  the  purpose. 

That  completes  what  I  desire  to  say  at  the  present  time  with  refer- 
ence to  this  generaj  question — whether  or  not  regulation  by  the 
States  has  impaired  railroad  credit.  I  hesitate  to  put  my  judgment 
against  that  of  men  of  the  very  considerable  ability,  well-paid  men, 
whom  the  railroads  employ,  but  I  am  absolutely  satisfied  that  the 
railroads  have  made  an  entirely  wrong  analysis  of  the  situation. 
Their  impaired  financial  credit:  is  not  due  to  regulation  by  the 
States:  it  is  not  due  to  regulation  by  the  Federal  Government;  but 
it  is  due  to  an  entirely  different  cause  or  set  of  causes. 

I  propose  now,  as  the  third  part  of  my  argument  or  mj''  presenta- 
tion, to  submit  to  you,  by  reference  to  official  publications,  the  real 
causes  of  impaired  railroad  credit.  I  may  say,  by  way  of  prelimi- 
nary, so  that  you  may  see  exactly  what  I  am  driving  at,  that  it  is 
my  judgment  that  the  real  causes  of  impaired  railroad  credit,  in  so 
far  as  such  credit  has  been  impaired,  are  to  be  found  in  unwise  rail- 
road construction,  in  unwise  railroad  administration,  not  to  say 
criminal  railroad  administration;  and,  furthermore,  in  excessive 
issues  of  securities;  and,  very  particularly,  in  unsound  financial 
structures  which,  in  the  very  nature  of  things,  can  not  produce  in 
the  long  run  constructive  results. 

Now,  first,  unwise  railroad  construction.  I  have  already  drawn 
your  attention  to  the  case  of  the  Western  Pacific  Railway  Co.  That 
case  is  typical  of  other  cases  in  which  railroads  are  built  where  they 
should  not  be  built.  In  those  cases  we  have,  ultimately,  not  merely 
a  collapse  of  that  railroad  itself,  but  you  have  often  very  serious  im- 
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painupnt  of  the  revoiiucs  unci,  consequently,  of  tlie  credit  of  the 
competing  mil  roads. 

AA^itli  reference  to  other  situations,  I  said  to  you  that  I  desired  to 
•  luote  from  pa^jc  and  volume  of  official  records,  I  believe  that  is  a 
better  way  of  presentino-  a  matter  than  by  mere  generalizations.  I 
shall  try  not  to  take  longer  than  necessary,  but  there  are  certain 
l)aragraphs  from  reports  of  the  Interstate  Commerce  Commission 
and  other  official  records  which  I  believe  should  be  drawn  to  your 
attention. 

I  refer,  first,  to  what  is  known  as  the  "  Harrinum  Investigation," 
which  was  conducted  by  the  Interstate  Commerce  Commission  under 
Connnissioner  Franklin  K.  Lane.  This  report  will  be  found  in  the 
Twelfth  Interstate  Connnerce  Connnission  Reports,  at  page  319.  T 
refer  particularly  to  that  part  of  the  report  which  deals  with  the 
Chicago  &  Alton,  and  I  read  now,  first,  from  page  337  of  the  report. 

The  Chairman,  What  volume  is  that? 

Mr.  Thelen.  It  is  volume  12,  Mr.  Chairman,  at  page  319.  I  hope, 
gentlemen,  that  you  will  understand  my  purpose  in  doing  this.  My 
sole  purpose  is  to  let  you  see  what  the  truth  is.  If  it  hurts,  it  is  too 
bad :  but,  in  any  event,  you  are  entitled  to  know  the  truth. 

It  would  seem  rather  absurd  if  a  man  who  apparently  had  a  dis- 
ease should  come  to  you  as  surgeons  and  ask  for  relief,  and  if  you 
should  proceed  to  cut  off  his  good  right  arm  when,  as  a  matter  of 
fact,  the  trouble  was  with  his  liver  or  with  his  appendix.  In  this 
case,  gentlemen,  the  railroads  propose  to  cut  off  the  good  right  arm 
of  State  railroad  regul^ition  on  the  plea  that  State  railroad  regula- 
tion has  injured  their  credit,  when  the  real  trouble  with  them  is 
acute  gastritis  resulting  from  an  overdose  of  securities  which  they 
have  not  been  able  to  digest. 

Now,  as  to  the  Chicago  &  Alton,  I  read  from  page  337 : 

It  developed  during  the  inquii'y  that  the  Union  Pacific  Railroad  Co.  in  the 
year  T.)08  became  the  owner  of  103.4.31  shares  of  the  pi-eferred  stock  of  the 
Phicatro  &  Alton  K'aihvay  Co.,  and  the  commission  therefore  deemed  it  im- 
portant to  inquire  into  the  reorganization  and  capitalization  of  this  company. 

Prior  to  1898  the  Alton  road  had  been  for  many  years  under  the  control  of 
]\Ir.  T.  B.  Blaekstone,  as  president,  and  had  paid  an  average  dividend  exceeding 
8  per  cent  per  annum  and  in  addition  had  expended  large  sums  out  of  earnings 
in  the  Improvement  of  its  property. 

I  refer  to  this  as  showing  the  condition  of  the  railroad  before  the 
financiers  and  executives  got  busy  on  it.  Now,  on  page  338,  refer- 
ring to  the  year  1898,  it  proceeds : 

About  this  time  Mr.  Edward  H.  Harj-iman,  IVIr.  Mortimer  L.  Schiif  (repre- 
senting Mr.  .Tacob  H.  Schiif),  Mr.  George  .T.  Gould,  and  Mr.  .Tames  Stillman 
formed  a  syndicate  to  buy  this  stock  and  bought  it  for  $200  a  share  for  the 
preferred  and  .$175  a  share  for  the  common,  making  the  total  cost  of  the  shares 
Iturchased  $39,042,200. 

In  about  seven  years,  to  .Tune  30,  1900.  the  outstanding  capital  indebtedness 
of  this  company  was  expanded  from  $33.9.51,407  to  $114,610,937,  or  an  increase 
of  about  $80.GG0,000.  and  there  was  expended  in  actual  improvements  and  addi- 
tions to  the  property  out  of  this  capitalization  only  about  $18,000,000,  leaving 
an  increase  of  its  stock  and  lialiilities,  without  one  dollar  of  consideration,  of 
about  $62,660,000,  or  $66,190  per  mile  on  the  946.66  miles  of  road  owned  by 
the  company  on  .Tune  30.  1906. 

Then  follows  a  heading,  "  How  this  was  accomplished," 

For  the  purpose  of  taking  up  the  first-mortgage  bonds  on  the  road,  amount- 
ing to  about  $8,500,000.  the  making  of  improvements  and  additions,  and  for 
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other  corporate  purposes  this  syndicate  placed  a  $40,000,000  3  per  ceut  mort- 
gage on  the  property,  wliich  by  its  terms  could  be  extended  and  bonds  issued 
in  addition  to  the  forty  millions. 

I  invite  your  attention,  please,  to  the  price  at  which  these  bonds 
were  sold  to  these  same  men.  They  sold  these  bonds  to  the  stock- 
holders— and  they  were  the  principal  owners  of  the  stock — for  65 
cents  on  the  dollar,  and  as  they  had  acquired  substantially  all  of  the 
stock  they  obtained  nearly  all  of  the  bonds.  Then  there  is  a  show- 
ing as  to  the  amount  of  stock  which  they  owned,  and  the  commission 
then  continues: 

The  first  $10,000,000  thereof  were  issued  about  October  10,  1899,  and  through 
the  syndicate  managers  (Kuhu,  Loeb  &  Co.)  were  sold  to  Goldman,  Sachs  & 
Co.,  who  sold  them  to  the  New  York  Life  Insurance  Co.  for  96  cents  on  the 
dollar.     Only  $32,000,000  out  of  the  $40,000,000  were  sold— 

Mr.  Hamilton.  How  soon  after  that  purchase  were  those  bonds 
sold? 

Mr.  Thelen.  These  bonds  were  authorized,  Mr.  Hamilton,  on 
September  7,  1899,  and  were  sold  to  the  stockholders  on  October  10, 
1899 ;  in  other  words,  one  month  and  three  days  later. 

Mr.  Hamilton.  At  an  advance  of  how  much? 

Mr.  TuELEN.  At  an  advance  of  from  65  cents  to  96  cents  on  the 
dollar. 

Only  $32,000,000  out  of  the  $40,000,000  were  sold,  and  the  prices  the  syndi- 
cate received  for  the  balance  does  not  appear;  but  it  does  appear  that  Kuhn, 
I.oeb  &  Co.  sold  $1,000,000  thereof  to  the  Equitable  Life  Insurance  Co.  in  1900 
at  92  and  $550,000  thereof  latei-  at  88  in  1901;  and  the  market  value  of  the 
bonds  during  the  years  1900,  1901.  and  1902  varied  from  82^  to  94,  and  has 
from  that  time  to  the  present  time  varied  from  781  to  865.  So  that  the  syndi- 
cate must  have  reaped  a  profit  on  these  bonds  of  about  $8,000,000,  which  could 
have  been  and  should  have  been  reaped  by  the  railroad  company. 

It  is  a  case  of  where  the  financiers  bled  the  railroad  company. 
Some  of  those  very  financiers,  gentlemen,  are  among  those  who  are 
now  most  vociferous  in  their  claims  that  the  State  railroad  commis- 
sions have  impaired  railroad  credit.    On  page  339 : 

Out  of  the  65  cents  on  the  dollar  thus  realized  by  the  railroad  company  the 
principal  stockholders  voted  themselves  a  dividend  of  30  per  cent  on  the  com- 
mon and  preferred  stocks. 

Voting  a  dividend  from  the  sale  of  bonds !  Of  course,  every  man 
who  has  had  experience  in  railroad  finance  knows  that  that  is  abso- 
lutely against  every  canon  of  proper  finance.  You  can  not  vote 
yourself  dividends  out  of  the  sale  of  securities.  The  only  source 
from  which  dividends  should  be  paid  is  from  income. 

The  total  dividend  amounted  to  $6,669,180,  and  as  it  appears  they  owned 
more  than  98  per  cent  of  the  stock  they  received  nearly  all  of  it.  This  dividend 
was  not  reported  to  the  Interstate'  Commerce  Commission.  There  was  no 
other  money  in  the  treasury,  outside  of  the  proceeds  of  these  bonds,  with  which 
to  pay  a  dividend. 

Then,  on  page  340,  the  following: 

Furthermore,  instead  of  paying  all  of  the  coupons  outstanding  on  the  prior 
mortgage  bonds  and  canceling  them,  as  was  contemplated  when  the  $40,000,000 
mortgage  was  made,  $973,477  of  these  coupons  were,  from  1901  to  1905.  carried 
as  an  asset  in  the  treasury  of  the  Alton  Co.,  under  the  head  of  "  Funded  inter- 
est account,"  and  on  June  30,  1905,  credited  to  assets  and  charged  to  capital 
account  of  the  Chicago  <&  Alton  Railway  Co. 

In  other  words,  Ave  have  here  coupon  bonds,  which  represent  obli- 
gations to  pay  interest  on.  bonds,  added  to  capital  account,  thereby 
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swellinjif  the  capital  account  and  apparently  the  assets  of  this  par- 
ticular railroad  company. 

The  assets  and  the  profit-and-loss  account  of  the  company  were  swollen  by 
this  transaction  to  the  extent  of  $973,477 ;  thus,  in  fact,  turning  a  debt  or  obliga- 
tion of  the  company,  which  should  have  been  paid  and  canceled,  into  an  asset, 
and  capitalizing  the  same. 

Then  just  one  or  two  more  references  to  this  railroad  on  page  341. 
Referring  to  the  mortgage  made  by  the  Chicago  &  Alton  Railway 
Co.,  the  commission  says : 

This  mortgage,  made  by  the  Chicago  &  Alton  Railway  Co.,  covering  the  stocks 
of  the  railroad  company,  also  covered  about  34  miles  of  prospective  railroad 
which  the  company  contemplated  constructing  and  which  it  was  authorized  to 
construct  under  its  charter  and  organization.  But  all  the  bonds  were  sold,  and 
no  bonds  were  left  to  raise  money  with  which  to  construct  the  line  thus  contem- 
plated. 

Here,  then,  you  have  a  case  of  apparently  necessary  railroad  con- 
struction, which  would  no  doubt  be  urged  by  the  carriers  in  amplifi- 
cation of  their  claim  that  it  is  necessary  to  secure  more  funds  for  ad- 
ditional railroad  construction,  and  through  this  financial  hocus- 
pocus  the  bonds  which  were  to  be  used  for  this  purpose  were  used 
for  other  purposes,  and  those  34  miles  were  not  constructed.  I  am 
not  sure  whether  they  are  constructed  at  this  clay  or  not ;  I  can  not 
say  positivelj'^  on  that  point ;  but  at  this  time  the  funds  which  should 
have  been  used  to  construct  that  34  miles  of  additional  railroad  were 
diverted  to  entirely  different  purposes. 

So  that  when  the  new  management  took  hold  of  the  Alton  on  the  1st  of 
October,  1906,  it  found  that  this  line,  in  process  of  construction,  had  already 
been  mortgaged,  the  bonds  sold,  and  no  funds  reserved  with  which  to  complete 
the  construction. 

On  page  343,  under  the  heading  of  "  Indefensible  financing,"  is 
the  following : 

From  this  brief  synopsis  of  the  exploitation  of  the  Chicago  &  Alton  it  is 
evident  that  its  hlstoiy  is  rich  in  illustrations  of  various  methods  of  inde- 
fensible financing.  First  came  the  profit  to  the  stockholders,  arising  out  of  the 
sale  to  themselves  of  .$32,000,000  of  bonds  at  65,  which  sold  for  several  suc- 
ceeding years  for  82^  to  94.  Second  came  the  30  per  cent  dividend,  based  on 
amounts  expended  from  income  for  improvements,  much  of  it  nearly  30  years 
before  and  recently  capitalized.  Third  came  the  psuedo  transfer  to  Stanton, 
and  his  contract  under  which  the  new  company  paid  $10,000,000  in  cash 
for  preferred  stock  which  had  cost  less  than  $7,000,000.  Fourth  came  the 
conversion  of  183,224  shares  of  common  stock  in  the  railroad  company  into 
195,428  shares  of  common  stock  plus  194,890  shares  of  the  preferred  stock  in 
the  railway  company,  part  of  which  was  sold  to  the  Union  Pacific  at  86 J  a 
share.  Fifth  came  the  sale  of  the  St.  Louis,  Peoria  &  Northern  for  $3,000,000 
cash.  Sixth  came  whatever  interest  the  syndicate  may  have  had  in  the  sale  to 
Kuhn,  Loeb  &  Co.  of  $22,000,000  of  bonds  at  60  cents  on  the  dollar.  Seventh 
came  the  fee  of  $100,000  to  Mr.  Harriman  for  financing  the  enterprise.  This 
analysis  is  no  doubt  incomplete,  but  it  is  suggestive. 

To  continue,  the  Interstate  Commerce  Commission  says : 

We  are  told  that  the  methods  of  the  financing  of  railroads  which  has  pre- 
vailed in  the  year  1900  are  now  obsolete,  owing  to  a  higher  degree  of  con- 
scientiousness among  financiers,  and,  moreover,  that  the  Chicago  &  Alton 
should  not  be  regarded  as  an  isolated  instance,  inasmuch  as  it  was  dealt  with 
much  as  many  other  roads  were  at  that  period. 

The  first  of  these  statements  is,  we  trust,  true ;  the  latter  statement  is  not 
calculated  to  uphold  the  value  of  American  railroad  securities. 
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So  there  the  Interstate  Commerce  Commission  intimates  very 
clearly  that  transactions  of  this  kind,  being  not  calculated  to  uphold 
the  value  of  railroad  securities,  must  be  regarded  as  among  the  mov- 
ing causes  of  impaired  railroad  credit. 

I  have  just  two  further  paragraphs,  gentlemen,  which  I  wish  to 
read.  I  believe  I  should  draw  your  attention  to  the  recommendations 
which  the  Interstate  Commerce  Commission  made  as  a  consequence 
of  the  exposures  in  this  investigation.  The  third  recommendation 
reads  as  follows : 

The  time  h.ns  come  wheu  some  reasonable  regulation  should  be  imposed 
upon  the  issuance  of  securities  by  railways  engaged  in  interstate  commerce. 
We  are  aware  that  in  the  construction  of  new  lines  of  railway,  developing  new 
territory,  it  has  been  necessary  in  many  instances  to  sell  railway  securities  at 
large  discount  and  to  sell  bonds  wiHi  stock  bonuses,  and  even  in  sixch  cases  it 
has  many  times  been  difficult  to  raise  the  necessary  capital.  Men  will  not 
invest  their  money  and  take  the  risk  for  small  rates  of  interest. 

But  this  principle  does  not  apply  to  old  established  railway  systems  having 
good  credit.  Such  railways  should  be  prevented  from  inflating  their  securities 
for  merely  speculative  purposes.  Railroads  should  be  encouraged  to  extend 
their  systems  and  develop  the  country.  It  is  of  the  utmost  importance,  also, 
that  railway  securities  should  be  safe  and  conservative  investments  for  the  pub- 
lic and  should  yield  good  and  ample  return  for  the  money  invested. 

Then  comes  their  final  suggestion: 

Reasonable  regiilation  will  tend  to  make  them  safer  and  more  secure  invest- 
ments, and  thereby  benefit  not  only  the  railway  companies  but  the  public. 

It  was  suggested  in  the  opening  statement  of  counsel  here  that 
there  will  be  bankers  here  from  the  Middle  West  to  testify  that  the 
demand  for  railway  securities  in  the  Middle  West  is  not  as  brisk  as 
they  would  like  to  see  it.  Here,  gentlemen,  is  one  of  the  causes  for 
that  condition  in  the  Middle  West. 

Next,  I  desire  to  refer  to  a  report  by  the  Interstate  Commerce  Com- 
mission headed :  "  In  the  matter  of  the  receiverships  of  the  St.  Louis 
&  San  Francisco  Eailroad  Co.  and  the  Chicago  &  Eastern  Illinois 
Eailroad  Co.,"  decision  No.  5933,  rendered  on  January  20,  1914,  and 
to  be  found  in  Twenty-ninth  Interstate  Commerce  Commission  Ee- 
port,  page  139. 

Some  of  the  members  of  the  committee  are  no  doubt  entirely  fa- 
miliar with  this  case.  Nevertheless,  in  view  of  the  fact  that  we  have 
presented  here  an  alleged  cause  of  impaired  railroad  credit  which  we 
say  is  entirely  erroneous,  and  in  view  of  the  fact  that  you  have  not 
had  drawn  to  your  attention  the  real  causes,  I  think  the  record  should 
show,  a  reference  to  a  few  of  these  cases. 

Senator  Eobikson.  Wliat  is  that  case? 

Mr.  Thelen.  The  Frisco  reorganization  was  decided  on  January 
20,  1914,  in  response  to  a  resolution  of  the  Senate  asking  the  Inter- 
state Commerce  Commission  to  make  this  investigation.  On  page 
140, 1  read  as  follows: 

Notwithstanding  this  apparent  exhausted  financial  condition  and  inability  to 
meet  obligations  without  recourse  to  further  borrowing,  the  Frisco  sold  to 
Speyer  &  Co..  of  New  York,  shortly  before  the  receivers  were  appointed.  .$3,- 
000,000  of  its  general  lien  5  per  cent  bonds,  French  series,  at  a  price  of  78.  The 
dates  of  such  sales  were  : 

Apr.  24,  191.3 ?1,  000,  000 

Mav  2,  1913 1,000,000 

May  10,  1913 .500,000 

May  14,  1913 .500.000 

3,  000,  000 
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This  was  just  prior  to  the  ai)pointmeiit  of  tlio  I'eceivers. 

The  sjil(>  (if  securities  to  the  iiivestius  i)ulilic  tlirouirli  the  bankers  at  a  time 
wneii  every  api)ear:iii('e  indicated  the  insolvency  of  tlie  issninp;  company  invites 
and  warrants  condenniation  of  all  those  who  assisted  or  particii)ated  in  such 
sale.  Speyer  »fc  Co.  should  have  l)een  awar(>  of  the  poverty  of  the  Frisco  and 
of  its  difficulties  in  ol)tainin.u-  funds,  as  th(\v  advanced  that  company  on  April  24 
$72r).(»O0  on  its  demand  note  Mud  .i'lO.OOO  "on  its  demand  nole  dated  April  29, 
and  applied  the  proceeds  of  tiie  sale  of  .$1,000,000  of  these  bonds  on  May  2  to 
the  liquidation  of  these  notes. 

Tlit^re,  oontlenieii.  you  have  another  case  of  impaired  railroad 
credit.  Tlie  sale  by  the  railroad  company,  through  its  bankers,  of 
additional  securities  to  the  public  at  a  time  when  everybody  should 
have  known  that  the  road  was  on  the  point  of  going  into  the  hands 
of  a  recei\'er.  We  can  well  imagine  that  the  people  who  bought 
these  securities  will  be  very  slow  to  invest  in  other  railroad  securities. 
To  that  extent  these  railroad  executives  and  these  bankers  have  them- 
selves created  the  impairment  of  railroad  credit. 

On  page  142  the  commission  states  its  conclusions  with  reference 
to  the  insolven^-y  of  the  Frisco  in  the  following  language: 

The  insolvency  of  the  Frisco  may  be  attrilnited  to  various  causes. 
First.  Disproportionate  capitalization. 

May  I  pause  just  a  moment  on  that,  gentlemen?  That  is,  to  my 
mind,  one  of  the  most  potent  causes  of  the  financial  difficulties  of 
these  railroads.  You  have,  frequently,  the  capital  which  goes  into  a 
railroad  secured  exclusively  from  the  sale  of  bonds  at  a  discount. 

If  a  man  has  a  horse  that  is  worth  $100,  and  if  he  should  attempt 
to  borrow  $120  on  that  horse,  everyone  would  say  that  he  was 
erratic,  to  say  the  least.  You  can  not  borrow^  more  in  ordinary  busi- 
ness on  a  piece  of  property  than  the  property  is  worth.  But  here 
we  have  railroad  after  railroad  securing  its  entire  funds  for  the 
construction  of  its  property  from  bonds  sold  at  a  discount,  so  that  at 
the  very  beginning  of  that  railroad's  history  you  have  more  face 
bonds  of  outstanding  than  you  have  value  of  property.  Instead  of 
having  these  financiers  and  railroad  executives  put  in  part  of  their 
own  money  by  buying  capital  stock,  it  has  been  only  too  often  the 
practice  to  secure  the  entire  funds  by  the  sale  of  fixed  obligations 
to  the  public.  In  addition  to  that,  large  amounts  of  capital  stock 
have  been  issued  in  cases  such  as  those  to  which  I  have  referred 
without  any  consideration  whatever. 

How  does  the  railroad  start,  then,  in  its  financial  history?  It 
starts,  first,  with  bonds  outstanding  of  a  face  value  in  excess  of  the 
value  of  the  property,  and  with  a  large  amount  of  additional  stock 
issued  without  consideration.  Later  on,  that  railroad  needs  addi- 
tional mone3\  How  is  it  going  to  get  it?  It  can  not  sell  stock,  be- 
cause the  outstanding  stock  represents  no  value,  and  no  person  who 
knows  the  facts  is  going  to  be  so  foolish  as  to  buy  further  stock, 
which  Avill  be  diluted  over  the  very  little,  if  any,  equity  which  exists 
at  the  time. 

Secondly,  they  will  have  difficulty  in  selling  bonds,  because  the 
bonds  outstanding  have  a  face  value  already  in  excess  of  the  value  of 
the  property.  How  are  they  going  to  get  the  money  for  these 
additional  cars,  this  additional  equipment,  and  these  additional 
extensions?  They  are  going  to  have  very  great  difficulty  in  getting 
it,  and  that  particular  railroad,  unless  it  has  very  good  earnings,  is 
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going  to  have  trouble.  When  the  trouble  comes,  gentlemen,  it  will 
not  be  due  to  public  regulation.  It  will  be  due,  generally,  in  part 
to  the  absence  of  public  regulation,  which  would  have  insisted  on 
sound  hnancing  for  that  particular  railroad  at  the  very  outset 

\  arious  State  commissions,  which  have  jumped  into  tlie  breach,  as 
It  were,  while  the  Federal  Government  has  been  inactive  in  these 
respects,  have  insisted  and  do  insist  on  efficient  financino-  of  all 
public  utilities  including  the  railroads,  and  that  the  financial  struc- 
ture from  the  beginning  shall  be  sound,  so  as  to  avoid  the  otherwise 
inevitable  crash.  It  is  under  regulation  of  that  kind  that  quite  a 
number  of  absolutely  new  railroads  in  the  State  of  California  have 
started  their  operations. 

Mr.  Chairman,  I  have  diverted  a  little  from  the  text,  but  I 
thought  it  a  proper  place  to  draw  your  attention  to  the  tremen- 
dously important  influence  which  the  form  or  character  of  the 
financial  structure  of  these  railroads  bears  on  the  financial  history 
of  these  railroads,  and  on  their  credit  when  they  need  to  borrow 
additional  funds. 

Senator  Robinson.  Mr.  Chairman,  is  it  the  purpose  of  the  com- 
mittee to  suspend  at  this  point  (at  the  hour  of  12  o'clock  and  5 
minutes,  p.  m.)  ? 

The  Chairman.  N"o;  Mr.  Adamson  stated  that  he  could  not  re- 
main, but  suggested  that  we  go  on  until  quarter  to  1.  Will  you  be 
able  to  conclude  your  remarks  at  quarter  to  1,  Mr.  Thelen? 

Mr.  Thelen.  iilmost.  I  have  some  material  which  I  did  not  bring 
and  which  I  would  like  to  refer  to. 

The  Chairman.  We  do  not  wish  to  hurry  you. 

Senator  Underwood.  Mr.  Chairman,  I  understood— I  was  not 
here  at  the  beginning  of  to-day's  session— that  the  committee  had 
come  to  the  conclusion  that  after  to-day  they  would  suspend  these 
proceedings. 

The  Chairman.  Yes. 

Senator  Underwood.  And  the  present  witness  and  other  witnesses 
would  be  called  back  to  the  committee. 

The  Chairman.  Yes:  for  cross-examination. 

Senator  Underwood.  I  would  like  to  ask  the  witness  some  questions 
before  he  concludes ;  and  that  being  the  case,  why  should  we  pro- 
ceed now  if  we  are  coming  back  anyhow? 

The  Chairman.  We  will  not  proceed.  The  purpose  was  to  close 
\yith  these  opening  statements  and  that  we  postpone  our  examina- 
tion of  the  witnesses  until  later  on.  That  was  the  sense  of  the  com- 
mittee. It  is  proposed  to  hear  to-day,  if  possible,  Mr.  Thelen  and 
Mr.  Brookhart  on  behalf  of  Government  ownership.  Our  desire  is 
to  conclude  the  hearings  for  the  present  to-day,  so  we  arranged  to 
have  a  session  at  half  past  3  o'clock  this  afternoon. 

Senator  Robinson.  What  is  the  object  of  postponing  the  session 
this  afternoon  to  that  unusual  hour? 

Mr.  Sims.  The  House  Avill  adjourn  at  that  time.  I 

The  Chairman.  If  it  is  the  sense  of  the  committee  that  we  should 
take  a  recess  now  until  half  past  3  o'clock,  that  order  will  be  made. 

Senator  Underwood.  I  would  like  to  ask  the  witness,  whose  state- 
ment I  have  been  very  much  interested  in,  either  now  or  when  he 
comes  back — as  representing  the  State  commission  and  being  thor- 
oughly informed  on  this  question — that  he  make  a  statement  to  the 
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coniniittee  as  to  his  views  as  to  whether  the  commission  should  have 
the  power  to  initiate  rates  or  whether  they  should  continue  to  pass 
on  rates  that  are  initiated  by  tlie  railroads  ? 

Mr.  Thelen.  I  shall  give  some  thought  to  that  question  and  be 
glad  to  give  you  my  views  when  I  am  recalled  for  cross-examination. 

Senator  Undekavood.  I  would  like  to  have  you  do  so. 

Mr.  Hamilton.  I  understood  Mr.  Thelen  to  say  that  he  would  not 
be  able  to  finish  without  getting  some  notes  that  he  had  not  brought 
with  him. 

Mr.  Thelen.  I  have  almost  everything  here  and  am  ready  to 
proceed  now  or  at  half  past  3,  just  as  it  suits  the  pleasure  of  the 
committee. 

The  Chaikman.  Can  you  form  any  idea  how  much  longer  it  will 
take  you  ? 

Mr.  Thelen.  Not  over  an  hour,  I  think. 

The  Chairman.  Then,  Mr.  Brookhart  will  come  on  at  about  half 
past  4.  Mr.  Brookhart,  can  you  tell  us  how  long  you  desire  to  oc- 
cupy? 

Mr.  Brookhart.  I  should  think,  Mr.  Chairman,  tAvo  hours.  I  will 
read  most  of  my  statement  in  order  to  curtail  it. 

The  Chaik3ian.  Then,  I  think  we  can  probably  close  this  proceed- 
ing this  afternoon. 

The  committee  will  now  take  a  recess  until  half  past  3  o'clock 

(Accordingly,  at  12  o'clock  and  10  minutes  p.  m.,  the  committee 
took  a  recess  until  3  o'clock  and  30  minutes  p.  m.  of  the  same  day.) 

AFTER  RECESS. 

The  joint  committee  reassembled  at  the  expiration  of  the  recess, 
Senator  Newlands  presiding.  ' 

The  Chairman.  Mr.  Thelen,  will  you  proceed? 

STATEMENT  OF  MR.  MAX  THELEN— Resumed. 

Mr.  Thelen.  Mr.  Chairman  and  gentlemen,  this  morning  I  re- 
ferred to  the  railroads  which  are  being  constructed  in  the  State  of 
Cahtornia  at  the  present  time  under  State  regulation.  I  think  it 
appropriate  to  complete  that  record  by  referring  to  those  railroads 
which  are  now  contemplated,  although  actual  construction  work  has 
not  yet  commenced. 

Beading  from  the  same  telegram  to  which  I  referred  this  morn- 
ing I  find  that  the  following  railroads  are  projected  and  will  prob- 
ably be  built  : 

Panoche  Valley  Uailn.jul,  .52  miles,  .$1,100,000. 

Martinez  &  Concord,  12  miles,  $376,000. 

Tidewater  Southern.  8  miles,  .$110,000— an  extension  of  an  existing  railroad 

«-i  r^ '^!f  ^'^^  '"^'  ^'*'*  Lak^another  extension  of  an  existing  railroad— 20  miles, 
<pl, 000,000. 

<,«]fl^^l"^  Interiirban— an  extension  of  an  electric  interurban  railroad— 5  miles 
$60,000.  ' 

A  total  of  97  miles,  at  an  expenditure  of  $3,146,000. 

I  refer  to  this  railroad  construction  as  illustrating  my  point,  that 
it  can  not  fairly  be  said  that  State  regulation  stops  railroad  con- 
struction, m  view  of  the  historv  of  what  is  actuallv  going  on  in  tlie 
State  of  California. 
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It  is  just  possible  that  there  may  be  some  misapprehension  wiiii 
reference  to  the  original  issue  of  stocks  and  bonds  by  the  Western 
Pacific  Railway  Co.  That  corporation  was  a  California  corpora- 
tion, but  the  railroad  was  entirely  constructed  and  all  its  stocks  and 
bonds  were  issued  before  the  State  provided  for  control  by  the  State 
railroad  commission  over  railroad  construction  and  the  issue  of 
securities.  However,  later,  when  it  came  to  the  reorganization,  an 
application  was  macle  to  the  California  commission,  and  the  Cali- 
fornia commission  insisted  on  the  type  of  financial  structure  to  which 
I  referred  this  morning. 

It  might  be  well  at  this  point,  before  proceeding  with  the  Frisco 
investigation,  to  say  just  a  word  with  reference  to  the  advantages 
of  public  regulation,  as  I  see  them,  both  to  the  public  and  to  the 
railroads.  As  far  as  the  public  is  concerned  it  is,  of  course,  obvious 
that  State  regulation  of  railroads  and  other  utilities  means  that  they 
have  a  tribunal  to  which  they  may  come  for  the  settlement  of  their 
troubles  as  to  rates,  to  secure  more  adequate  service  and  facilities, 
and  to  secure  greater  safety  both  for  the  traveling  public  and  for  the 
employees  of  the  railroads.  No  one,  I  think,  doubts  the  advantages 
of  public  utility  regulation  to  the  members  of  the  public. 

As  far  as  the  railroads  and  public  utilities  are  concerned,  I  am 
satisfied  that  there  are  advantages  to  them  as  great  as  the  advantages 
wdiich  accrue  to  the  public.  In  the  first  instance,  the  Government 
either  has  or  can  provide  for  sound  financial  structures.  When 
sound  financial  structures  are  provided  it  means  that  there  will  be 
stability  to  the  securities  of  that  particular  utility.  In  California 
the  securities  which  iare  authorized  by  the  Railroad  Commission  of 
California  find  a  readj^  market.  Some  of  the  leading  public  utility 
corporations  of  California,  such  as  the  San  Joaquin  Light  &  Power 
Corporation,  the  Mount  Whitney  Power  &  Electric  Co.,  and  other 
companies  of  like  character,  have  recently  sold  their  bonds,  under  the 
authority  of  the  Railroad  Commission  of  California,  at  prices  higher 
than  those  at  which  they  Avere  ever  sold  before.  We  are  told  by 
public  utility  men  that  there  is  no  question  that  the  control  by  the 
public  of  the  security  issues  of  these  utilities  is  very  good  for  the 
utilities  themselves. 

Furthermore,  Government  control,  when  scientifically  exercised, 
will  prevent  the  construction  of  needless  duplicated  property,  a 
matter  of  very  considerable  iuiportance.  Whenever  a  railroad  is 
constructed  where  is  is  not  necessary  or  whenever  a  gas  or  electric 
company  is  constructed  Avhen  not  necessary,  for  the  sole  purpose  of 
competing  with  an  existing  utility  of  the  same  character,  ultimately 
the  public  nmst  pay  the  bill,  and  in  the  meantime  the  existing  utili- 
ties uuist  suffer.  Scientific  regulation  would  eliminate  that  sort  of 
thing. 

Furthermore,  it  has  been  our  experience  in  California  that  as  the 
result  of  regulation  of  the  public  utilities,  there  is  an  entirely  dif- 
ferent attitude  on  the  part  of  the  public  toward  these  utilities.  The 
people  now  have  a  tribunal  to  which  they  can  come  to  straighten 
out  their  differences  with  the  public  utilities,  and  the  result  is  that 
although  a  number  of  years  ago  there  was  an  attitude  of  hostility 
on  the  part  of  the  public  toward  certain  utilities,  now  the  public 
is  satisfied  to  let  the  couuuission  settle  all  differences.  Instead  of 
being  hostile  to  the  utilities,  the  people  attend  to  other  matters,  and 
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tliere  is  alto^'ether  an  entirely  differetn  feeling  on  the  part  of  the 
public. 

I  thoiioht  that  it  might  be  well  at  this  point  to  draw  attention  to 
some  obvious  advantages  of  public  ivgulation,  botli  from  the  stand- 
point of  the  public  and  the  utilities  themselves.  I  think  I  can  say 
fairly  that  there  is  not  a  single  broad-gauge  utility  in  the  State  of 
California  which  would  go  back  to  the  days  prior  to  State  regulation. 
We  have  been  told  so  again  and  again  by  the  public-utilities  men. 
I  am  satisfied  that  this  is  also  the  feeling  of  broad-gauge  public- 
utility  men  in  all  States  of  the  Union. 

At  the  time  of  adjournment  I  Avas  reading  from  the  decision  of  the 
Interstate  Connnerce  Commission  rendered  on  January  20,  lOlrt,  in 
the  matter  of  the  Frisco  reorganization  and  was  referring  to  the 
causes  of  the  financial  difficulties  of  the  Frisco  as  set  forth  by  the 
Interstate  Commerce  Commission.  These  causes  are  as  folloAvs,  as 
appears  from  page  142  of  the  record : 

First.  Disprtjpoi-tionate  capitalization. 

Second.  The  acquisition  of  new  lines. 

Third.  The  tinaneing  liy  tlie  Frisco  of  tlie  New  Orleans,  Texas  tS:  Mexico  and 
other  south  Texas  lines. 

Fourth.  The  desire  for  an  entrance  into  Chicago,  111.,  resulting  in  the  assump- 
tion of  heavy  fixed  charges  in  the  acquisition  of  the  stock  of  the  Chicago  & 
Eastern  Illinois  Railway. 

Fifth.  The  sale  of  its  securities  at  i»rices  so  low  as  to  indicate  a  deplorahly 
weakened  credit  or  an  extravagant  arrangement  with  hankers  to  whom  large 
]ii-ofits  accrued  in  the  purchase  of  the  honds  and  the  siibsequent  sale  of  same  to 
the  public. 

Sixth.  Miscellaneous  causes,  among  which  are  the  payment  of  dividends  upon 
its  preferred  stock  in  spite  of  its  weakened  credit  and  need  of  money,  poor  in- 
vestments and  expensive  rentals,  among  which  are  the  investment  in  the  New 
Orleans  Terminal  Co.,  stock  in  the  Kirby  Lumber  Co.,  and  rentals  paid  the 
Crawford  Mining  Co. 

You  will  observe,  gentlemen,  that  in  this  careful  analysis  of  the 
causes  of  the  financial  condition  of  the  Frisco  there  is  not  a  single 
reference  to  public  regiiiation,  either  State  or  Federal.  In  none  of 
these  reports  does  the  Interstate  Commerce  Commission  even  suggest 
that  in  a  single  case  was  State  regulation  responsible  for  the  financial 
difficulties  in  which  these  railroads  found  themselves.  In  practically 
every  case  it  was  their  own  fault,  the  fault  of  the  railroad  financiers 
and  executives.  I  could  refer  further  to  this  report,  but  I  am  anxious 
to  keep  my  promise  to  finish  in  an  hour. 

The  next  report  which  I  have  before  me  is  the  report  of  the  Inter- 
state Commerce  Conmiission  entitled  "  The  New  England  Investiga- 
tion."' This  report  will  be  found  in  volume  27  of  the  Interstate  Com- 
merce Conmiission  Reports,  at  page  560.  The  report  was  written  by 
Commissioner  Prouty.  It  was  an  investigation  conducted,  on  the 
commission's  own  initiative,  into  the  financial  affairs,  rates,  classifica- 
tions, regidations,  and  practices  of  the  New  York,  New  Haven  & 
Hartford  and  the  Boston  &  Maine.  I  had  marked  certain  passages, 
but  I  shall  eliminate  them  and  read  only  a  part  of  the  conclusion  of 
the  commission  at  page  616 : 

In  conclusion  this  connnission  desires  to  call  attention  to  one  lesson  from 
this  investigation  of  national  application. 

I  think,  gentlemen,  you  will  realize  by  this  time  that  it  is  my  sole 
desire  in  referring  to  these  matters  to  help  you  ascertain  such  facts, 
wdth  reference  to  impaired  railroad  credit,  as  the  experience  of  the 


558  INTERSTATE   AND   FORETGN   TRANSPORT ATIOIST. 

past  has  shown  us,  so  that  we  may  act  intelligently  in  adopting 
measures  to  cure  existing  ills. 
The  commission  said : 

No  student  of  the  railroad  problem  can  doubt  that  a  most  prolific  source  of 
financial  disaster  and  complication  to  railroads  in  the  past  has  been  the  desire 
and  ability  of  railroad  managers  to  engage  in  enterprises  outside  the  legitimate 
operation  of  their  railroads — 

There  we  have  another  cause  of  impaired  financial  credit — 

especially  by  the  acquisition  of  other  railroads  and  their  securities.  The  evil 
which  results,  first,  to  the  investing  public  and  finally  to  the  general  public 
can  not  be  corrected  after  the  transaction  has  taken  place ;  it  can  be  easily 
and  effectively  prohibited.  In  our  opinion  the  following  propositions  lie  at 
the  foundation  of  all  adequate  regulation  of  interstate  railroads : 

1.  Every  interstate  railroad  should  be  prohibited  from  expending  money  or 
incurring  liability  or  acquiring  property  not  in  the  operation  of  its  railroad 
or  in  the  legitimate  improvement,  extension,  or  development  of  that  railroad. 

2.  No  interstate  railroad  should  be  permitted  to  lease  or  purchase  any  other 
railroad,  nor  to  acquire  the  stocks  or  securities  of  any  other  railroad,  nor 
to  guarantee  the  same,  directly  or  indirectly,  without  the  approval  of  the 
Federal  Government. 

3.  No  stocks  or  bonds  should  be  issued  by  an  Interstate  railroad  except  for 
the  purposes  sanctioned  in  the  two  preceding  paragraphs,  and  none  should 
be  issued  without  the  approval  of  the  Federal  Government. 

I  desire  to  refer  now  to  an  investigation  conducted  by  the  Inter- 
state Commission  under  direction  of  the  Senate  into  the  financial 
transactions  of  the  New  York,  New  Haven  &  Hartford  Railroad  Co. 
This  report  is  dated  July  11,  1914.  It  will  be  found  in  volume  31 
of  the  Interstate  Commerce  Commission's  reports  at  page  32. 

I  read  from  page  32 : 

The  New  Haven  system  has  more  than  300  subsidiary  corporations  in  a 
web  of  entangling  alliances  with  each  other,  many  of  which  were  seemingly 
planned,  created,  and  manipulated  by  lawyers  expressly  retained  for  the 
purpose  of  concealment  or  deception. 

That  is  an  indictment  against  the  members  of  my  own  profession, 
but  we  must  have  the  truth,  whichever  way  it  cuts. 

Ordinarily  in  investigations  of  this  character  evidence  is  easily  adduced  by 
placing  the  witnesses  upon  the  stand,  but  in  this  investigation  the  witnesses, 
other  than  the  accountants  for  the  commission  were  in  the  main  hostile,  and 
with  few  exceptions  their  testimony  was  unwillingly  given. 

The  result  of  our  research  into  the  financial  workings  of  the  former  manage- 
ment of  the  New  Haven  system  has  been  to  disclose  one  of  the  most  glaring 
instances  of  maladministration  revealed  in  all  the  history  of  American  rail- 
roading. 

I  desire  to  draw  your  attention  particularly  to  what  follows : 

The  difficulties  under  which  this  railroad  system  has  labored  in  the  past  are 
internal  and  wholly  due  to  its  own  mismanagement. 

We  have  here  a  letter  of  good  conduct,  in  so  far  as  the  States  of 
New  York,  Connecticut,  Rhode  Island,  and  Massachusetts  are  con- 
cerned. Apparently,  in  this  case,  the  State  commissions  were  not 
at  fault. 

I  read  further,  as  follows: 

Its  troubles  Imve  not  arisen  because  of  regulation  by  governmental  authority. 
Its  greatest  losses  and  most  costly  blunders  were  made  in  attempting  to  cir- 
cumvent governmental  regulation  and  to  extend  its  domination  beyond  the 
limits  fixed  by  law. 

Referring  to  an  attempt  on  tlie  part  of  the  New  York.  New  Haven 
&  Hartford  Railroad  Co.,  contrarv  to  the  laws  of  the  State  of  Massa- 
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chusetts,  to  iicquire  control  over  the  Boston  &  Maine  Eailroad  and 
otlier  roads,  it  is  said : 

The  sub.itvt  matter  of  tliis  inquiry  relates  to  tlie  finaiicial  operation  of  a 
railroad  system  wliicli,  on  June  MO,  1908,  had  a  total  capitilization  of  ani^rox- 
imately  $93,000,000,  of  which  $79,000,000  was  stock  and  $14,000,000  bonds  In 
th(>  10  years  from  .June  80,  ]908.  this  capitalization  was  increased  from  $93- 
000,000  to  $417,000,(K)0,  exclusive  of  stock  premiums,  or  an  increase  of 
$324,000,000—  ne.i.  e    or 

That  was  in  10  years — ' 

Of  this  increase  approximately  $120,000,000  was  devoted  to  its  railroad  prop- 
erty, and  was  expended  for  betterments  and  equipment.  This  leaves  the  sum 
of  $204,000,000,  which  was  expended  for  operations  outside  of  its  railroad 
sphere.  Throush  Mie  expenditure  of  this  sum  this  railroad  system  has  prac- 
tically monopolized  the  freight  and  passenger  business  in  five  of  the  States 
of  the  Union.  It  has  acquired  a  monoply  of  competing  steamship  lines  and 
trolley  systems  in  the  section  which  it  serves.  The  financial  operations  neces- 
^f  M,/?"  ^^^^^^  acquisitions,  and  the  losses  which  they  have  entailed,  have  been 
skillfully  concealed  by  the  juggling  of  money  and  securities  from  one  subsidiary 
<-ori)oration  to  another. 

I  shall  now  take  one  case  as  illustrative  of  what  Avas  done.  The 
commission  says,  on  page  85 : 

The  Westchester  is  a  story  of  the  profligate  waste  of  corporate  funds  The 
road  was  not  necessary  as  a  part  of  the  New  Haven  system.  It  parallels  other 
lines  already  owned  by  the  New  Haven,  and  traverses  territory  which  the  New 
Haven  already  served.  That  it  was  recognized  as  unnecessary  by  the  New 
Haven  itself  at  its  inception  is  evidenced  by  the  fact  that  the  New  Haven 
sought  an  injunction  to  restrain  the  construction  of  this  road  on  the  specific 
gronnd  that  it  was  not  in  answer  to  any  public  necessity  and  paralleled  its 
already  existing  line. 

The  enormous  sum  of  $36,434,173.25  was  expended  for  a  road  only  18  03 
mile_s^in  extent,  which  is  being  operated  at  an  annual  loss  of  approximately 
$l,2o0,000,  and  which  will  have  to  increase  its  earnings  four  and  one-half  fold  • 
before  it  can  pay  its  operating  expenses  and  fixed  charges.  It  is  inconceivable 
that  this  enterprise  could  have  been  entered  into  by  the  New  Haven  as  a  result 
of  the  mandates  of  good  judgment  and  proper  railroading. 

The  commission  refers  further  to  this  particular  transaction,  and 
then  refers  to  the  Rhode  Island  trolleys,  to  the  steamships,  to  the 
steamers  Yale  and  Harvard,  and  then  to  the  Boston  &  Maine.  The 
reference  to  that  railroad  begins  on  page  47  of  the  report.  There 
the  commission  says : 

Before  the  New  Haven  secured  control  of  the  Boston  &  Maine  the  stockhold- 
ers of  the  latter  had  realized  substantial  dividends  for  a  period  of  more  than  50 
years.  Its  credit  was  high  and  its  stock  was,  in  the  year  1900,  officially  valued 
by  the  Railroad  Commission  of  Massachusetts  at  $190  per  share. 

The  Boston  &  Maine,  before  the  New  Haven  secured  control,  was  conserva- 
tively managed,  had  a  low  capitalization,  and  only  a  moderate  debt.  Its  capi- 
SnnnnAA'''^^   $28,000,000   coinmon,    $3,000,000   preferred,    and    its   debt   was 

There  is  reason  for  the  belief  that  this  railroad  in  the  hands  of  its  former 
management  would  have  continued  to  pay  dividends  and  serve  its  constituency 
of  passengers  and  shippers  with  reasonable  rates  and  adequate  facilities. 

That  is  the  picture  before  the  transactions  to  which  I  shall  refer. 
Then  the  Boston  &  Maine  ran  into  stormy  days.  Through  the  inter- 
mediation of  a  member  of  the  banking  firm  of  Lee,  Higginson  &  Co., 
of  Boston,  arrangements  were  made  by  which  the  New  Haven  ac- 
quired control  of  the  Boston  &  Maine,'  contrary  to  the  laws  of  the 
State  of  Massachusetts.  This  caused  all  kinds  of  difficulties.  Finally, 
on  page  49,  the  result  of  the  new  management  of  the  Boston  &  Maine 
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under  the  direction  of  the  New  Haven  &  Hartford  is  reported  as 
follows : 

The  financial  strength  of  the  Boston  &  Maine,  which  had  been  made  manifest 
for  more  than  half  a  century,  was  converted  into  financial  weakness  in  half  a 
decade  after  passing  into  the  control  of  men  who  had  the  reputation  of  being 
eminent  financiers.    These  great  names  proved  to  be  of  no  reliance  to  investors. 

The  management  of  the  Boston  &  Maine  by  the  New  Haven  was  unwise.  It 
began  in  illegality  and  in  a  lust  for  extended  monoply  and  has  resulted  in 
great  depreciation  and  serious  impairment  of  credit. 

We  are  told,  gentlemen,  that  the  carriers  will  hereafter  present  to 
you  bankers  from  Boston  and  other  places  in  New  England  who  will 
testify  that  the  people  of  New  England  are  slow  about  investing 
in  railroad  securities  at  the  present  time.  The  answer  is  very  simple. 
It  is  New  York,  New  Haven  &  Hartford. 

I  desire  in  this  connection  simply  to  read  the  last  paragraph  of  the 
decision.  I  read  now  from  page  70,  under  the  heading  "  Remedy  in 
public  conscience  and  laws,"  as  follows : 

The  insuring  of  honesty  throughout  the  management  of  the  great  rai'i\jr.d;> 
of  the  country  is  a  most  important  question  before  the  people  to-day,  and  only 
when  through  exposure  of  wrongdoing  and  an  awakened  public  conscience, 
coupled  with  effective  laws,  this  result  is  produced  may  railroading  be  placed 
upon  the  high  level  that  it  should  occupy.  The  revelations  in  this  record  make 
it  essential  for  the  welfare  of  the  Nation  that  the  reckless  and  profligate  finan- 
ciering which  has  blighted  this  railroad  system  be  ended,  and  until  this  is  fully 
done  there  will  be  no  assurance  that  the  story  of  the  New  Haven  will  not  be 
told  again  with  the  stockholders  of  some  other  railroad  system  as  the  victims. 

Until  this  is  done,  gentlemen,  we  can  have  no  permanent  strength- 
ening of  railroad  credit. 

I  should  like  to  refer  for  a  moment  to  a  decision  of  the  Interstate 
Commerce  Commission,  headed  "  No.  933,  St.  Paul  &  Puget  Sound 
accounts ;  in  the  Matter  of  Rates,  Practices,  Accounts,  and  Revenues 
of  Carriers  subject  to  the  act  to  regulate  commerce."  This  decision 
was  rendered  on  Februarj^  9,  1914,  and  you  will  find  it  in  Twenty- 
ninth  Interstate  Commerce  Commission  Report,  page  508.  In  that 
case  the  Interstate  Commerce  Commission,  acting  through  Commis- 
sioner Harlan,  made  an  investigation  into  the  systems  of  accounts 
of  the  St.  Paul  Railroad  and  of  the  Puget  Sound  Railroad.  I  read 
from  page  509,  as  follows : 

All  students  of  railroad  economics  are  well  aware  of  the  fact  that  prior  to 
1907,  when  the  commission  was  given  real  power  to  control  such  matters,  the 
accounts  of  carriers  in  many  cases  were  influenced  more  by  other  considerations 
than  by  a  desire  to  reflect  the  actual  facts.  A  financially  strong  road,  making 
large  net  earnings,  would  not  hesitate  to  conceal  the  facts  by  adding  to  its 
operating-expense  accounts  sums  disbursed  in  improving  its  property ;  on  the 
other  hand,  a  financially  weak  road,  seeking  to  enhance  its  credit  by  a  good 
showing  of  operating  results,  would  include  in  its  property  accounts  sums 
expended  in  operation. 

In  other  words,  they  would  take  sums  which  ought  to  go  into  the 
operating  account,  remove  them  to  capital  account,  and  by  that 
method  decrease  the  operating  expenses  and  increase  the  apparent 
net  income.    The  report  continues  as  follows : 

The  result  was  tliat  a  carrier's  annual  and  monthly  statements  of  net  I'evenue 
often  reflected  nothing  more  than  the  particular  showing  desired  by  its  execu- 
tive. These  reports  were  often  used  for  speculative  purposes,  and  the  stock- 
holder and  tiie  general  public  were  left  without  any  assurance  as  to  whether 
the  dividends  declared  were  paid  from  income  or  surplus  or  out  of  capital. 
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Then  comes  this  observation : 

A  correct  statement  of  the  property  account  of  a  carrier  is  of  scarcely  less 
importance  than  a  correct  statement  of  its  expenditures  for  operation.  It  is 
our  understanding  that  prior  to  1907,  when  the  commission  had  no  efficient 
control  over  sucli  matters,  the  accounts  representing  the  cost  of  road  of  many 
steam  railway  companies  had  substantially  no  real  significance,  except  as  they 
demonstrated  the  utter  disregard  of  all  accounting  principles.  As  a  rule,  they 
represented  neither  investments  nor  assets.  Although  described  as  "cost  of 
road  and  equipment,"  they  frequently  bore  no  relation  whatever  to  cost.  They 
often  included,  at  par  value,  large  amounts  of  stock  issued  as  preiuiums  to 
promoters  and  investors  in  bonds  or  held  in  the  treasury  of  the  issuing  com- 
pany, in  the  hope  that  the  future  growth  of  the  company's  traffic  or  the  exi- 
gencies of  corporate  control  might  give  them  some  value. 

Referring  now  specifically  to  the  St.  Paul  Eailroad,  the  Interstate 
Commerce  Commission  finds  that  about  $5,000,000,  which  should  have 
appeared  under  the  head  of  operating  expenses,  was  put  into  capital 
account,  thereby  increasing  the  apparent  net  income  of  the  railroad 
during  the  first  year  of  its  operation  $5,000,000  more  than  was  the 
fact.  In  connection  with  that  matter  the  commission,  at  page  511, 
says: 

By  means  of  these  entries  the  income  of  the  Chicago,  Milwaukee  &  St.  Paul 
Railroad  Co.  for  the  year  1910  was  overstated  by  more  than  $5,000,000. 

As  the  result  of  this  ovei'.statement  of  income  for  tlie  fiscal  year  ending  June 
30,  1910,  the  report  of  the  St.  Paul  Co.  for  the  succeeding  year  showed  an  ap- 
parent falling  oft'  in  revenue  and  income,  as  compared  with  the  previous  year, 
of  over  $2,000,000. 

This,  of  course,  called  for  some  sort  of  explanation.  The  com- 
mission continues  as  follows : 

In  its  report  to  its  stockholders  for  the  latter  year  the  explanation  offered 
by  the  officers  of  the  company  was  that — 

I  draw  your  particular  attention  to, this  explanation  because  it 
has  a  familiar  ring.    It  is  as  follows : 

The  large  decrease  in  the  net  operating  revenue  is  accounted  for  by  the 
inability  to  obtain  increased  rates  and  the  great  increase  in  the  cost  of  labor. 

That  is  what  the  railroad  told  their  stockholders  was  the  cause 
of  the  apparent  falling  off  in  net  operating  income  in  1911  as  com- 
pared with  1910,  but  here  is  what  the  Interstate  Commerce  Commis- 
sion says  about  it : 

This  statement  was  not  in  accordance  with  the  facts  in  the  case.  Had  the 
income  for  the  year  1910  been  properly  reported,  the  net  income  for  the  follow- 
ing year,  instead  of  showing  a  decrease,  would  have  shown  an  increase  of  about 
$2,800,000  over  the  net  income  for  the  fiscal  year  ending  June  30,  1910.  The 
reference  to  "  the  great  increase  in  the  cost  of  labor  "  was  no  less  at  variance 
with  the  real  facts. 

The  commission  goes  on  to  show  that  the  actual  amounts  paid  for 
labor  were  less  in  1911  than  in  the  year  1910.  The  commission  then 
says: 

These  departures  from  what  were  the  actual  facts  are  sufficiently  serious  to 
merit  the  strongest  condemnation. 

What  happened  here,  gentlemen,  was  that  in  order  to  sell  its  securi- 
ties the  railroad  misrepresented  to  the  extent  of  $5,000,000.  making  it 
appear  that  its  net  operating  income  for  the  year  1910  was  $5,000,000 
more  than  it  actually  was.  Thus  they  induced  people  to  buy  securi- 
ties on  the  strength  of  that  misrepresentation. 
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Is  there  any  wonder  that  those  people  should  hesitate  to  buy  addi- 
tional railroad  securities  when  they  had  been  deceived  in  that  way? 
Is  this  not  another  of  the  causes  of  impaired  railroad  credit — failure 
to  be  honest  as  between  the  corporation  and  its  own  stockholders  and 
its  own  investors?  Furthermore,  when  the  truth  finally  comes  out 
we  find  the  same  old  excuse,  that  it  is  due  to  the  failure  to  secure 
increased  rates  and  to  the  great  increase  in  the  cost  of  labor,  while, 
as  a  matter  of  fact,  the  difficultj^  was  caused  by  the  juggling  of  its 
own  books  by  the  corporation  itself. 

I  say  these  words  not  in  an}^  spirit  of  hostility.  I  am  a  public 
servant.  I  am  as  much  a  representative  of  the  railroads  as  I  am  of 
the  shippers  and  of  the  people  who  travel  on  the  railroads,  but  I  feel 
stronglj'  that  we  must  find  out  what  the  truth  is,  and  unless  we  do 
find  out  what  the  truth  is  Ave  are  going  to  flounder  around  hopelessly 
in  legislation,  both  State  and  Federal. 

I  shall  refer  to  one  additional  report.  This  is  the  report  of  the 
Interstate  Commerce  Commission,  decided  on  July  31,  1915,  in  the 
matter  of  the  financial  transactions,  history,  and  operation  of  the 
Chicago,  Rock  Island  &  Pacific  Railway  Co.  This  will  be  found 
in  Thirty-sixth  Interstate  Commerce  Reports,  at  page  43.  This  is 
another  of  the  railroads  in  the  hands  of  receivers.  We  are  gradually 
accounting  for  most  of  the  railways  which  are  in  the  hands  of  receiv- 
ers and  finding  out  that  the  reason  for  the  receivership  is  not  State 
regulation,  but  some  entirely  different  cause.  This  is  the  Rock 
Island,  then.    The  commission  says,  at  page  43 : 

111  1902  tlie  main  line  of  the  Chicago.  Roclv  Island  &  Pacific  Railway  Co. 
extended  from  Chicago  to  Denver,  with  branch  lines  to  St.  Paul.  Minneapolis, 
and  Kansas  City.  The  territory  served  is  one  of  the  richest  and  most  pros- 
perous in  the  country  and  the  system's  ramifications  of  branch  lines  insures  to 
it  a  large  volume  of  tonnage.  It  was  then  striving  and  its  prospects  were 
promising,  its  stock  selling  in  the  markets  of  the  world  at  more  than  $200  a 
share.  In  1914  the  shares  had  fallen  to  $20,  and  the  road  is  now  in;  receivers' 
hands.  The  evidence  shows  that  the  earnings  of  the  railway  company  have 
steadily  increased  and  that  in  1914  they  were  the  largest  in  its  history. 

But,  nevertheless,  the  road  went  into  the  hands  of  receivers. 

The  commission,  at  pages  47  and  succeeding  pages,  draws  attention 
to  the  fact  that  not  merely  were  relatively  large  salaries  paid  to 
large  numbers  of  officers  of  this  railroad,  but  in  addition  thereto 
large  additional  contributions  were  made,  just  out  of  good  fellow- 
ship or  something  or  other,  with  the  result  that  the  contributions 
to  the  officials  of  the  railway  in  excess  of  their  salaries  aggregated 
abovit  a  million  dollars.  That  was  not  all.  They  engaged  in  certain 
financial  transactions  with  some  other  railroads,  resulting  in  very 
heavy  losses,  trying  to  buy  out  other  railroads  which  did  not  have 
the  business  to  warrant  it.  On  page  55  appears  an  itemized  statement 
of  the  losses  suffered  b}'  the  railroads  as  a  result  of  these  financial 
transactions,  amounting  to  a  total  of  $20,000,000. 

Then,  under  the  head  of  "  Reports  to  Stockholders,"  I  would  like 
to  read  one  paragraph : 

Misrepresentation  of  assets  in  reports  of  stockholders  appears  to  have  been 
a  practice  of  the  directors  of  the  railway  company.  On  .Tune  30,  1904,  a  book 
surplus  was  claimed  for  the  railway  company  of  $22,343,955.26.  By  June  30, 
1914.  the  company  conceded  a  reduction  <if  this  surplus  to  $6,199,841.08,  and 
even  this  amount  was  fictitious. 
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So  the  reports  to  the  stockholders,  on  the  strength  of  which  it 
was  do  doubt  intencU'd  to  sell  additional  stock,  were  entirely  mis- 
leading. 

On  page  57  the  commission  continues  its  report : 

In  view  of  i!u'  fact  tlutt  llio  ivported  value  of  the  "securities"  listed  for 
the  year  1914  was  nearly  $18,(XX),(M)0  in  excess  of  their  actual  value,  instead 
(»f  a  surplus  of  inoi'e  tlian  .$G,(K)0,00(),  claimed  by  the  railway  company,  there 
should  liave  been  shown  a  deficit  of  over  .$11,600,000.  Another  misleading  and 
objectionable  practice  of  the  railway  company  officials  was  the  failure  to  state 
on  the  pay  rolls  the  true  amounts  paid  to  its  officers. 

Then  I  direct  your  attention  to  this  statement  of  the  commission : 

The  publication  of  misleading  reports  to  stockholders  can  not  be  too  severely 
condemned,  and  the  individuals  guilty  of  such  acts  should  be  subject  to  ade- 
quate penalties. 

Of  course  it  is  entirely  obvious  that  if  people  buy  stock  or  bonds 
on  the  faith  of  the  financial  statements  of  the  raih'oads  and  later 
find  that  the  financial  statements  are  erroneovis  and  misleading  and 
that,  in  the  language  of  the  street,  "  they  have  been  stung,"  they  are 
going  to  be  very  slow^  about  purchasing  additional  railroad  securities. 
Finally  this  report,  on  page  61,  says : 

The  Clayton  Antitrust  Act,  which  becomes  effective  October  15,  1916,  will 
make  it  unlawful  for  any  person  at  the  same  time  to  be  a  director  in  two  or 
more  competing  corporations,  any  one  of  which  has  a  capital,  surplus,  or  un- 
divided profits  aggregating  more  than  ,$1,000,000,  but  common  carriers  are 
expressly  exempted  from  its  application.  It  should  be  just  as  grave  an  offense 
for  an  official  of  a  railway  to  be  faithless  to  his  trust  for  financial  gain  as  it  is 
for  an  elected  official  of  the  Government  to  betray  his  trust  for  money  reward. 
By  this  case  the  need  of  some  limitations  on  the  issuance  of  stocks  and  bonds 
by  common  carriers,  whether  directly  or  through  holding-company  devices  or 
otherwise,  is  again  demonstrated. 

This  record,  as  you  will  notice,  is  dated  1915.  We  have  here  a 
series  of  these  reports,  running  from  the  Chicago  &  Alton  case, 
which,  I  think,  was  in  1907,  through  the  intervening  years  up  to 
1915,  and  still  they  are  coming. 

Senator  Cummins."  Mr.  Chairman,  I  would  like  to  ask  just  one 
question — not  a  question — concerning  the  report  he  has  just  read. 
Does  that  report  show  how  the  Rock  Island  road  took  its  $75,000,000 
of  capital  stock  in  1902,  and  more  than  doubled  it  in  amount,  with- 
out adding  anything  to  the  value  of  the  property  ? 

Mr.  Thelen.  I  think  it  does,  Senator. 

Senator  Cummins.  I  w^ould  like  the  entire  report  to  go  in. 

The  Chairman.  That  order  will  be  made. 

(The  report  in  full  is  printed  as  follows:) 

[Interstate  Commerce  Commission.  No.  6834.  In  re  financial  transactions,  history,  and 
operation  of  tlie  Ciiica.ao,  Kock  Island  &  Pacific  Railway  Co.  Submitted  June  5,  1915. 
Decided  July  31,  1915.] 

M.  L.  Bell  and  White  &  Case  for  Chicago,  Rock  Island  &  Pacific  Railway  Co. 

Roberts  Walker  for  the  Rock  Island  Co.  of  New  Jersey,  and  Chicago,  Rock 
Island  &  Pacific  Railroad  Co.  of  Iowa. 

Walker  D.  Hiues  for  L.  F.  Loree. 

Samuel  Untermyer  for  protective  committee  of  stockholders  of  the  Chicago, 
Rock  Island  &  Pacific  Railway  Co. 

Silas  H.  Strawn  for  Robert  B.  McLaiu,  George  E.  Scott,  and  S.  M.  Felton. 
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REPORT  OF  THE  COMMISSION. 

By  the  Commission : 

Pursuant  to  an  order  entered  on  April  24,  1914,  the  commission  has  investi- 
gated the  financial  transactions,  history,  and  operation  of  the  Chicago,  Rock 
Island  &  Pacific  Railway  Co.,  and  make  the  following  report  in  respect  thereto : 

The  initial  hearing  was  held  on  October  16  and  17,  1914.  Thereupon  the  hear- 
ing was  adjourned  until  February  25,  1915,  to  enable  the  accountants  of  the 
commission  to  complete  certain  investigations  suggested  by  the  facts  disclosed. 
On  that  date  the  hearing  was  resumed  and  continued  through  the  25th,  26th, 
and  27th  of  February.  On  May  22,  1915,  the  commission  ordered  the  hearing 
reopened  for  the  purpose  of  further  inquiry.  Additional  hearings  were  held 
on  June  4  and  5,  1915. 

In  1902  the  main  line  of  the  Chicago,  Eock  Island  &  Pacific  Rail- 
way Co.  extended  from  Chicago  to  Denver,  with  branch  lines  to  St. 
Paul,  Minneapolis,  and  Kansas  City.  The  territory  served  is  one  of 
the  richest  and  most  prosperous  in  the  country  and  the  system's  rami- 
fication of  branch  lines  insures  to  it  a  large  volume  of  tonnage.  It 
was  then  thriving  and  its  prospects  were  promising,  its  stock  selling 
in  the  markets  of  the  world  at  more  than  $200  a  share.  In  1914  the 
shares  had  fallen  to  $20  and  the  road  is  now  in  receiver's  hands.  The 
evidence  shows  that  the  earnings  of  the  railway  company  have  stead- 
ily increased,  and  that  in  1914  they  were  the  largest  in  its  history. 
The  results  of  the  management,  which  is  the  subject  of  this  in- 
vestigation, may  be  seen  from  the  statement  above,  made  as  to  the 
market  value  of  the  stock,  and  from  the  table  below,  showing  the 
capitalization,  indebtedness,  and  operating  accounts  for  the  years 
1901  and  1914: 


Capital  stock 

Funded  debt 

Loans  payable 

Operating  revenue 

Operating  expenses 

Interest  on  funded  debt 

Rentals 

Net  income ,. 

Surplus 

Mileage  owned 

Mileage  operated 


1901 


$49, 921, 400. 00 

63, 538, 000. 00 

None. 

26,075,574.00 

17,096,066.00 

2,931,980.00 

473, 962. 00 

5, 306, 519. 00 

10,263,184.55 


3,128 
3,772 


1914 


$74,995,122.50 

235, 246, 300. 00 

3, 500, 000. 00 

65, 848, 258. 00 

49,517,948.00 

9,9.34,169.00 

1,881,651.00 

395,915.00 

6, 264, 208. 84 


5,367 
7,729 


SYNDICATE  CONTROL. 


In  1901  Daniel  G.  Eeid,  W.  H.  Moore,  J.  H.  Moore,  and  W.  B. 
Leeds  purchased  about  $20,000,000  of  stock  of  the  company,  and  by 
the  use  of  proxies  they  soon  became  members  of  the  board  of  di- 
rectors, W.  B.  Leeds  being  made  president  and  D.  G.  Eeid  chair- 
man of  the  executive  committee.  This  syndicate  procured  the  selec- 
tion of  other  members  of  the  board  of  directors,  notably,  F.  L.  Hine, 
George  McMurtry,  and  George  T.  Boggs,  each  of  whom  appears  to 
have  acted  and  voted  in  accordance  with  the  wishes  of  the  members 
of  the  syndicate.  One  other  director  stated  that  he  knew  but  little 
of  what  was  being  transacted  in  the  affairs  of  the  railway  company 
and  that  he  was  a  member  of  so  many  other  boards  of  directors  that 
he  had  no  opportunity  to  examine  into  things  for  himself,  but  had 
to  take  the  word  of  those  in  authority.     Thus  the  syndicate  con- 
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trolled  the  board  through  the  directorships  held  by  themselves  and 
by  those  subject  to  their  wishes. 

At  a  stockholders'  meeting  held  June  5,  1901,  at  which  an  increase 
of  the  capitalization  of  from  aboiil  $50,000,000  to  approximately 
$60,000,000  was  authorized,  W.  H.  :jpoore  was  elected  a  director  of 
the  company,  and  at  a  directors'  meeting  held  on  the  same  date 
Daniel  (t.  Reid  was  also  elected  a  director.  At  the  forniM-  meeting 
a  10  per  cent  stock  dividend  was  declared.  On  July  31,  "\V.  B.  Leeds 
w^as  elected  by  the  board  a  director  to  succeed  W.  A.  Nash,  resigned. 

On  October  24  the  articles  of  incorporation  of  the  railway  com- 
pany were  amended  to  provide  for  an  executive  committee  to  con- 
sist of  the  president  and  six  directors,  to  be  designated  by  the  board, 
and  to  be  invested  with  all  of  the  powers  of  the  board  when  it  was 
not  in  session.  W.  H.  Moore  and  W.  B.  Leeds  were  appointed  on 
this  committee  on  the  day  it  was  created,  and  on  December  12  fol- 
lowing W.  B.  Leeds  succeeeded  W.  G.  Purdy  as  president  of  the  rail- 
way company.  Then  D.  G.  Reid  became  a  member  of  the  executive 
committee  and  J.  H.  Moore  a  member  of  the  board.  On  January 
30.  1902,  J.  H.  Moore  was  elected  by  the  board  to  the  executive  com- 
mittee in  place  of  H.  R.  Bishop,  resigned.  The  other  members  of 
the  executive  committee  at  this  time  were  R.  R.  Cable,  Marshall 
Field,  and  A.  R.  Flower. 

On  June  4,  1902,  the  capital  stock  of  the  railway  company  was  in- 
creased to  $75,000,000  and  the  board  authorized  President  Leeds  to 
sell  to  certain  individuals  portions  of  this  increased  stock  at  par, 
although  at  the  time  the  stock  was  quoted  on  the  market  above  175. 

ORGANIZATION  AND  USE  OF  HOLDING  COMPANIES. 

In  July,  1902,  the  syndicate  organized  two  holding  companies,  the 
Chicago,  Rock  Island  &  Pacific  Railroad  Co.  of  Iowa  and  the  Rock 
Island  Co.  of  New  Jersey.  The  railway  or  operating  company  will 
be  referred  to  hereinafter  as  the  railway  company,  and  the  holding 
companies  as  the  Iowa  company  and  the  New  Jersey  company, 
respectively.  The  St.  Louis  &  San  Francisco  Railroad  Co.  will  be 
referred  to  as  the  Frisco. 

The  authorized  capitalization  of  the  Iowa  company  was  $125,000,- 
000  in  stock  and  $75,000,000  in  4  per  cent  collateral  bonds.  That  of 
the  New  Jersey  company  was  $150,000,000  in  stock,  of  which  $54,000,- 
000  was  preferred  and  $96,000,000  common.  In  the  latter  com- 
pany the  preferred  stock  only  had  voting  power  to  elect  directors 
of  the  first  class,  which  directors  under  the  by-laws  constituted  a 
majority  of  the  board.  The  directors  of  these  two  corporations  first 
elected  were  merely  figureheads,  but  later  members  of  the  syndicate 
became  directors  of  both  companies  and  controlled  them.  The  New 
Jersey  company  and  the  Iowa  company  each  issued  their  stock  as 
fully  paid,  whereas  no  payment  was  made  on  either.  Then,  upon 
motion  of  D.  G.  Reid,  the  Central  Trust  Co.  of  New  York,  of  which 
J.  N.  Wallace  was  and  is  president,  was  selected  as  trustee,  and  an 
arrangement  was  made  with  that  company  whereby  the  entire  bond 
issue  of  the  Iowa  company  and  stock  issue  of  the  New  Jersey  com- 
pany were  placed  with  it,  under  an  agreement  that  they  were  to  be 
exchanged  for  stock  of  the  railway  company  in  the  proportion  of 
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$100  in  loAva  company  bonds  and  $70  in  preferred  and  $100  in  com- 
mon stock  of  the  New  Jersey  company  for  each  $100  in  stock  of  the 
railway  compan3%  or  $270  face  value  of  the  holding  company  secu- 
rities for  each  $100  par  value  of  the  railway  company  stock.  Under 
this  agreement  the  members  of  the  syndicate  deposited  railway  stock 
as  follows :  D.  G.  Reid  $5,915,437.50,  W.  H.  Moore  $6,118,975,  J.  H. 
Moore  $3,059,262.50,  W.  B.  Leeds  $5,597,100,  making  a  total  of 
$20,690,775.  for  which  they  received  $20,690,775  in  the  Iowa  com- 
pany's bonds  and  the  same  amount  in  the  common  and  $14,483,542 
in  the  preferred  stock  of  the  New  Jersey  company,  a  total  of  $55,- 
865,092. 

The  10  per  cent  stock  dividend  declared  by  the  railway  company 
on  June  5,  1901,  had  the  apparently  intended  effect  of  creating  a 
demand  for  the  stock  of  the  holding  companies,  the  only  revenue  of 
which  was  from  dividends  on  the  stock  of  the  railway  company,  and 
practically  all  of  the  stockholders  of  the  railway  company  exchanged 
their  stock,  the  total  amount  deposited  being  approximately  $71,- 
000,000,  or  all  but  about  $4,000,000  of  the  total  railway  stock.  The 
par  value  of  the  holding  companies'  securities  issued  in  exchange 
amounted  to  about  $191,000,000. 

Under  the  terms  of  the  trust  agreement  the  railway  stock  depos- 
ited was  to  be  held  by  the  trust  company  as  collateral  to  secure  the 
Iowa  company's  bonds,  and  the  trust  company  was  authorized  to  sell 
the  railway  stock  upon  default  of  payment  of  interest  on  any  of  the 
bonds. 

Thus  by  the  organization  of  the  two  holding  companies,  the  syn- 
dicate— the  members  of  which  held  but  little  more  than  one-fourth 
of  the  railway  stock — secured  control  of  and  dominated  the  affairs 
of  this  transportation  system. 

A  significant  transaction  at  this  time  is  that  growing  out  of  the 
action  of  C.  H.  Venner,  a  stockholder  of  the  railway  company.  He 
made  demands  upon  the  officers  of  the  railway  company  in  December, 
1902,  and  in  January,  1903,  for  a  list  of  its  shareholders.  Being 
ignored,  he  instituted  on  January  31,  1903,  a  proceeding  in  a  State 
court  of  Illinois  to  enjoin  the  organization  of  the  holding  companies 
and  the  exchange  of  railway  company  stock  for  their  securities.  In 
February  and  March,  1904.  the  railway  company  paid  Venner 
$291,000,  ostensibly  in  consideration  of  his  delivery  to  it  of  securities 
of  the  New  Jerse,y  company  and  of  the  railway  company  valued  at 
$91,000  and  stock  of  the  Nebraska  Central  Eailway  and  of  the 
Nebraska  Construction  Co.  of  a  nominal  value  of  $200,000.  There- 
upon the  suit  to  restrain  the  holding  companies'  plan  was  dismissed. 
Neither  the  Nebraska  Central  Railway  Co.  nor  the  Nebraska  Con- 
struction Co.  had  any  road  or  other  tangible  assets,  and  their  stock  is 
therefore  considered  to  be  without  value.  The  conclusion  is  obvious 
that  the  payments  to  Venner  were  in  consideration  of  his  refraining 
from  further  prosecuting  in  the  courts  his  opposition  to  the  syndicate 
plans.  The  railway  company  incurred  in  this  litigation  expenses 
amounting  to  about  $17,000. 

The  expense  of  incorporating  the  holding  companies,  $218,000  for 
the  Iowa  company  and  $120,000  for  the  New  Jersey  company,  was 
paid  by  the  railway  company,  but  these  amounts  were  returned  to  it 
three  years  later  without  interest,  the  necessary  fimds  having  been 
se<?ured  by  the  holding  companies  from  dividends  on  the  stock  of  the 
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railway  company.  Practically  the  entire  expense  of  renting,  fitting 
up,  and  furnishing  the  quarters  occupied  by  the  holding  companies 
for  the  first  four  years  of  their  existence  was  sustained  b}^  the  railway 
eompany.  During  the  next  four  years,  or  until  1910,  the  proportion 
of  this  expense  borne  by  the  holding  companies  was  slightlj^  increased, 
the  balance  being  distributed  between  the  railway  companj',  the 
Frisco,  the  Chicago  &  Eastern  Illinois  Railroad,  the  Evansville  & 
Terre  Haute  Railroad,  and  the  Chicago  &  Alton  Railroad.  From 
1910  to  191-4  the  expenses  of  the  offices  were  prorated  on  the  basis  of 
50  per  cent  to  the  railway  company,  37^  per  cent  to  the  New  Jerse}^ 
company,  and  124  per  cent  to  the  Iowa  company.  On  the  basis  of 
apportionment  adopted  in  1910,  the  overcharge  paid  by  the  railway 
company  prior  to  that  year  would  amount  to  approximately  $290,000. 
That  amount  was  improperly  diverted  from  the  treasury  of  the  rail- 
way company. 

SALARIES  OF  AND  CONTRIBUTIONS  TO  OFFICERS  AND  DIRECTORS. 

The  salaries  paid  to  some  of  the  principal  officers  at  various  periods 
were  as  follows: 

Per  annum. 

H.   U.  Mud^'e,  president .$60,000 

L.  F.  Loree,  chairman  executive  committee  (one-lialf  to  be  paid  by  the 

Frisco) 75,  000 

K.  A.  Jackson,  vice  president  and  general  solicitor 50,  000 

U.  K.  Cable,  member  of  board  of  directors 32,  000 

W.  B.  Leeds,  president 32,000 

B.  L.  Wincliell.  president : 40,000 

B.  F.  Yoalvum,  chairman  executive  committee 30,  000 

Daniel  G.  Reid.  chairman  board  of  directors 32,  000 

C.  H.  Warren,  first  vice  president 35,  000 

W.  G.  Purdy,  upon  his  retirement  from  the  presidencj^,  was  given 
two  years'  salary  at  $22,500  per  annum. 

Mr.  Mudge.  president  of  the  railway  company,  and  now  one  of 
the  receivers,  asserted  that  the  troubles  of  the  railway  were  in  a 
measure  due  to  increase  of  wages  and  governmental  regulations. 
When  asked  Avhat  wages  he  referred  to  as  being  increased,  he  pointed 
out  the  wages  of  clerks,  telegraph  operators,  conductors,  and  brake- 
men.  While  he  regarded  the  wages  of  these  minor  employees  as  hav- 
ing partially  sapped  the  financial  strength  of  the  railway,  he  declared 
that  the  salaries  paid  to  the  higher  officers  of  the  company  had  no 
appreciable  effect  on  its  expenses. 

D.  G.  Reid,  upon  the  witness  stand,  was  interrogated  and  answered 
as  follows : 

Question.  Mr.  Reid,  do  you  tliiuk  these  men  eui'ned  these  liigli  sahu-ies? 

Answer.  I  do  not  think  there  is  a  man  who  did  not  earn  more  than  he  was 
getting. 

Question.  In  other  words,  you  defend  paying  tliese  high  salaries? 

Answer.  I  defend  nothing.  Here  is  8,000  miles  of  railway;  a  man  who  can 
run  8,000  miles  of  railroad  is  worth  all  he  can  get. 

Many  large  contributions  were  made  to  officers  and  directors  of 
the  railwa}'  company.  George  T.  Boggs,  a  director  and  secretary  to 
the  board  of  directors  of  the  railway  company,  and  also  a  director  in 
the  two  holding  companies,  admitted  that  he  served  in  these  capaci- 
ties mereh'  as  a  dummj'  for  the  syndicate.     On  the  question  of  the 
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rights  of  the  public  to  have  corporate  funds  of  common  carriers  prop- 
erly applied,  he  testified  as  follows : 

Question.  Do  you  consider  tliat  tlie  directors  of  a  railway  company,  a  public- 
service  corporation,  have  the  right  to  do  whatever  they  please  with  the  money 
of  the  railway  company. 

Answer.  As  in  their  judgment  seemed  right ;  yes. 

Question.  Did  it  ever  occur  to  you  that  the  money  in  the  treasui-y  of  the 
railway  company  was  the  result  of  taxation  of  the  public  in  passenger  and 
freight  tariffs,  and  that  the  public  had  an  interest  in  the  funds  in  the  treasury? 

Answer.  I  don't  know  that  I  ever  thought  of  it  particularly. 

Question.  And  that  the  public  had  a  concern  in  the  funds  of  the  railway  com- 
pany not  being  dissipated  in  order  that  they  might  be  applied  to  improvements 
and  betterments  and  to  proper  purposes? 

Answer.  I  never  considered  that  they  were  dissipated. 

Question.  And  did  it  ever  occur  to  you  that  in  taking  money  from  the  treasury 
of  the  railway  company,  a  public-service  corporation,  an  additional  burden  was 
placed  upon  the  passenger  and  freight  traffic  in  order  to  make  good  the  loss? 

Answer.  No ;  I  never  thought  of  it  in  that  light. 

Question.  You  don't  believe  it  now,  do  you? 

Answer.  No. 

This  opinion  was  also  expressed  in  effect  by  other  officers  and  direc- 
tors. It  appeared  to  be  the  idea  of  those  in  control  of  the  railway 
that  it  was  no  concern  of  the  public  what  became  of  the  corporate 
funds  so  long  as  rates  were  reasonable.  Those  stating  this  opinion 
apparently  did  not  take  into  consideration  the  fact  that  if  the  funds 
derived  from  transportation  services  are  expended  wastefuUy  or 
corruptly  the  inevitable  result  must  be  either  increased  charges  in 
order  to  enable  the  railway  company  to  obtain  money  to  pay  operat- 
ing expenses,  or  bankruptcy. 

Following  are  specific  instances  shown  of  record  of  the  contribu- 
tions referred  to : 

J.  E.  Gorman,  first  vice  president  in  charge  of  freight  and  pas- 
senger traffic,  was  secretly  paid  $18,750  per  annum,  making  his  total 
compensation  $43,750,  whereas  the  pay  roll  showed  $25,000. 

C.  A.  Morse,  chief  engineer,  received  a  salarj^  of  $15,000  per  annum 
and  a  secret  bonus  of  $3,000  on  the  first  of  each  year. 

Upon  the  retirement  of  E.  A.  Jackson  as  general  solicitor  he  was 
given  $100,000  in  cash. 

As  an  inducement  to  L.  F.  Loree,  chairman  of  the  executive  com- 
mittee, to  relinquish,  after  10  months'  service,  a  joint  contract  with 
the  railway  company  and  the  Frisco  under  which  he  was  to  receive 
a  salary  of  $75,000  per  annum  for  a  period  of  5  years,  and  in  addition 
was  to  be  paid  a  bonus  of  $500,000  at  the  expiration  of  the  contract, 
he  was  given  bonds  of  the  railway  company  of  a  par  value  of 
$450,000.  This  was  borne  equally  by  the  two  companies,  and  the  pro- 
portion of  the  railway  company  was  charged  to  profit  and  loss.  The 
total  amount  borne  by  the  railway  company  in  this  transaction  ex- 
ceeded $250,000. 

C.  H.  Warren,  vice  president,  was  given  by  the  railway  company 
$150,000  in  par  value  of  the  common,  and  $105,000  in  par  value  of  the 
preferred  stock  of  the  New  Jersey  company,  and  $50,000  in  cash. 
There  was  no  board  authorization  for  the  latter  expenditure,  the  item 
being  represented  in  the  records  of  the  railway  company  merely  by  a 
voucher  signed  by  D.  G.  Reid. 
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R.  R.  Cable,  a  member  of  the  executive  committee,  received  from 
the  railway  company  $30,000  in  bonds  of  the  Iowa  company,  then 
worth  $24,500,  for  his  services  in  the  acquisition  of  the  Burlington, 
Cedar  Rapids  &  Northern  Railway  Co.,  and  he  was  paid  by  the  latter 
company  $85,000  in  the  same  transaction.  Mr.  Cable  also  received 
another  contribution,  which  will  be  referred  to  later. 

Robert  Mather,  vice  president,  was  given  $25,000  in  cash. 

George  T.  Boggs,  director  and  secretary  of  the  board  of  directors 
of  the  railway  company,  was  given  $15,000  in  cash  when  he  retired 
from  the  secretaryship  of  the  railway  company. 

As  hereinbefore  indicated,  when  the  capital  stock  of  the  railway 
company  was  increased  to  $75,000,000,  shares  of  the  par  value  of 
$880,500  were  placed  in  the  name  of  the  president,  to  be  thereafter 
distributed  in  accordance  with  the  following  resolution  of  the  execu- 
tive committee,  passed  at  a  meeting  held  in  New  York  July  1,  1902 : 

Resolved,  That  such  portion  as  the  president  may  determine  of  the  sliares  of 
the  increased  capital  stock  of  the  company  not  required  for  the  purpose  of  the 
foregoing  resolutions  shall  be  disposed  of  at  par  by  the  president  for  the  benefit 
of  such  officers  of  the  company  as  the  president  shall  elect  and  determine. 

This  stock  was  later  exchanged  for  securities  of  the  Iowa  and  New 
Jersey  companies  in  the  same  manner  as  was  stock  of  the  stockhold- 
ers of  the  railway  company. 

Following  this  exchange  R.  R.  Cable  received  securities  of  a  mar- 
ket value  of  $368,300,  for  which  he  paid  $200,000. 

H.  A.  Parker,  first  vice  president,  received  securities  then  worth 
$27,900,  for  which  he  paid  but  $15,000. 

Robert  Mather  received  securities  of  a  market  value  of  $145,912 
above  his  payments  therefor. 

The  contributions  to  officials  of  the  railway  company  in  excess  of 
their  salaries  aggregated  about  a  million  dollars. 

IRREGUIiAR  VOUCHER  PAYMENTS. 

Unexplained  vouchers  for  amounts  aggregating  $72,523.45  were 
disbursed  to  the  officers  of  the  railway  company  for  purposes  not 
clearly  defined.  One  such  voucher,  for  $6,823.12,  was  drawn  appar- 
ently to  reimburse  W.  H.  Moore  for  losses  sustained  by  him  in  "  sup- 
porting the  market  while  bonds  of  the  railway  company  were  being 
sold."  The  voucher  was  certified  by  D.  G.  Reid,  "  for  the  benefit  of 
the  railway  company."  No  papers  were  attached  to  the  voucher  and 
no  other  information  was  available  with  respect  to  the  disbursement. 

Another  voucher,  in  favor  of  the  Liberty  National  Bank,  of  New 
York  City,  in  exchange  for  a  cashier's  check  issued  to  Robert  Mather 
for  $25,000,  is  charged  to  "  general  expenses  "  under  "  operating  ex- 
penses." This  voucher  refers  to  a  miscellaneous  file,  shown  by  the 
index  thereto  to  have  comprehended  "  contributions  to  campaign 
committee."  The  file,  however,  was  not  produced,  and  a  diligent 
effort  on  the  part  of  the  accountants  to  secure  it  was  unavailing. 
Without  this  file  it  is  impossible  to  state  the  purpose  for  which  the 
money  was  expended,  but  the  generalization  "  contributions  to  cam- 
paign committee,"  in  the  light  of  the  practices  indulged  in  bj'^  the 
syndicate  in  question,  is  clearly  suggestive. 

The  books  of  the  railway  company  reveal  payments  aggregating 
$44,066.05  to  the  Denver  Post.     The  vouchers  attached  read,  "for 
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advertising  in  editorial  and  news  columns."  Other  entries  show  that 
three  of  these  vouchers,  aggregating  $20,000,  cover  a  refund  that  this 
newspaper  received  at  the  rate  of  25  cents  per  hundred  on  its  freight 
carried  over  the  lines  of  the  railway  company  from  points  in  Wis- 
consin. 

Another  voucher  is  for  $50,000  to  S.  M.  Felton,  for  the  railway's 
proportion  of  amount  "  paid  by  E.  H.  Harriman  and  his  associates  for 
money  expended  by  them  to  secure  the  discontinuance  of  a  line  of  road 
being  constructed  in  1900  between  Peoria,  111.,  and  Clinton,  Iowa,  as 
per  agreement  between  R.  R.  Cable,  chairman  of  the  board,  and  E.  H. 
Harriman." 

THE  ST.  LOUIS  &  SAN   FRANCISCO  RAILROAD   CO. 

On  May  6, 1903,  an  agreement  was  executed  between  the  Iowa  com- 
pany, the  New  Jersey  company,  and  J.  P.  Morgan  &  Co.,  wherein  it 
was  agreed  that  the  common  stock  of  the  Frisco  would  be  exchanged 
for  securities  of  the  Iowa  and  New  Jersey  companies. 

The  terms  of  the  agreement  provided  that  for  each  share  of  the 
common  stock  of  the  Frisco  there  would  be  exchanged  $60  par  value 
in  5  per  cent  bonds  of  the  Iowa  company  and  $60  par  value  of  the 
common  stock  of  the  New  Jersey  company.  Pursuant  to  this  agree- 
ment Frisco  common  stock  in  par  value  of  $28,940,300  was  exchanged 
for  securities  of  the  Iowa  and  New  Jersey  companies  in  par  value  of 
$34,728,360,  equally  divided  between  stock  and  bonds. 

The  Frisco  stock  thus  exchanged  was  deposited  as  collateral  for  the 
bonds  of  the  Iowa  company,  and  in  December,  1909,  was  resold  to 
B.  F.  Yoakum  for  $37.50  a  share,  or  $10,852,000.  This  amount  was 
insufficient  to  redeem  the  Iowa  company  bonds,  which  was  necessarj'^ 
in  order  to  make  delivery  of  the  Frisco  stock,  and  the  Iowa  company, 
having  no  resources,  issued  to  the  railway  company  its  bonds,  which 
now  appear  to  be  worthless,  to  an  amount  in  par  value  of  $7,500,000 
and  received  therefor  $7,300,000  in  cash,  the  net  proceeds  from  a  loan 
of  $7,500,000  made  to  the  railway  company  by  the  First  National 
Bank  of  New  York.  Of  these  bonds,  $1,388,000  were  subsequently 
retired,  leaving  in  the  possession  of  the  railway  company  $6,112,000, 
which  the  Iowa  company  has  no  assets  to  retire.  The  latter  amount 
was  thus  taken  from  the  treasury  of  the  railway  company  to  meet 
an  obligation  of  the  Iowa  company,  for  which  the  railway  company 
was  in  no  way  responsible  and  from  which  it  derived  no  apparent 
benefit. 

The  final  result  of  this  transaction  is  that  the  railway  company 
has  sustained  a  loss  estimated  to  be  about  $6,500,000. 

CHICAGO   &  ALTON  RAILROAD   CO. 

In  November,  1903,  an  account  styled  "  B.  F.  Yoakum  advances  " 
was  opened  on  the  general  ledger  of  the  railway  company  to  cover 
amounts  advanced  by  it  for  the  purchase  of  stock  of  the  Chicago  & 
Alton  Railroad  Co.,  hereinafter  referred  to  as  the  Alton  company. 

As  the  result  of  transactions  in  the  Alton  stock  the  railway  com- 
pany acquired  48,800  shares  of  preferred  and  144,200  shares  of  com- 
mon at  a  total  cost  of  $9,709,876.49.  These  shares  were  bought 
principally  in  1903,  but  sundry  purchases  were  made  after  that  time 
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until  June  30,  1907,  when  the  above  total  amount  had  been  accumu- 
lated. 

In  October,  1007,  the  railway  company  delivered  to  the  Toledo, 
St.  Louis  &  Western  Railroad  Co.  41,100  shares  of  the  preferred 
and  144,200  shares  of  the  connnon  stock  of  the  Alton  company, 
receiving  in  exchange  for  the  former  4,110  series  "A"  $1,000  bonds 
and  for  the  latter  5'^047  series  "B"  $1,000  bonds  of  the  Toledo,  St. 
Louis  &  Western. 

On  November  28.  1908,  the  executive  committee  of  the  railway 
company  authorized  the  sale  of  the  remaining  shares  of  the  pre- 
ferred stock  of  the  Alton  company  held  by  the  railway  company, 
together  with  sundry  bonds,  series  "A,"  of  the  Toledo,  St.  Louis  & 
Western  Railroad  Co.  Pursuant  thereto  3,200  shares  of  the  Alton 
preferred  were  sold  at  a  loss  of  $45,527.69,  and  the  sale  of  3,710  of 
the  series  "A*'  bonds  of  the  Toledo,  St.  Louis  &  Western  resulted 
in  a  loss  of  $393,572.44. 

On  June  30,  1914,  the  railway  company  owned  400  series  "A"  and 
5,047  series  "  B  "  bonds  of  the  Toledo,  St.  Louis  &  Western  and 
4,500  shares  of  Alton  preferred,  which  in  the  aggregate  had  cost  it 
$6,193,240.36,  whereas  on  the  date  named  their  market  value  was 
$1,582,400,  a  difference  of  $4,610,840.36.  In  addition,  the  money 
with  which  the  Alton  stock  was  originally  purchased  was  secured 
from  the  sale  of  bonds,  the  interest  on  which  to  June  30,  1914,  less 
dividends  on  the  stock  and  interest  on  the  bonds  secured,  amounted 
to  $1,320,644.76. 

From  the  foregoing  it  will  be  noted  that  the  total  loss  sustained 
by  the  railwav  company  as  a  result  of  the  disastrous  Alton  deal  was 
approximately  $6,370,000. 

TRINITY  <fe  BRAZOS  VALLEY  RAILWAY  CO. 

A  contract  was  entered  into  under  date  of  March  31,  1906,  between 
the  railway  company,  the  New  Jersey  company,  the  Colorado  & 
Southern  Railway  Co..  and  the  Frisco.  The  last-named  carrier's 
participation  was  only  to  the  extent  of  through-traffic  arrangements. 

The  cost  of  construction  of  the  Brazos  line,  which  is  practically 
the  entire  line  of  the  Trinity  &  Brazos  Valley  Railway,  was  borne 
by  the  Colorado  &  Southern  Railway,  and  under  the  terms  of  the 
contract  the  latter  company  and  the  railway  company  were  to  share 
equally  the  profits  or  losses  of  the  Trinity  &  Brazos  Valley,  and  on 
May  1,  1935,  the  railway  company  was  to  pay  to  the  Colorado  & 
Southern  one-half  of  the  entire  cost  of  the  Brazos  line,  receiving  in 
return  one-half  of  the  bonds  of  the  Trinity  &  Brazos  Valley  and 
one-half  of  other  evidence  of  debt  included  in  the  total  cost  of  the 
Brazos  line.  The  contract  further  provided  for  the  delivery  to  the 
New  Jersey  company  of  one-half  of  the  stock  of  the  Trinity  & 
Brazos  Valley,  the  former  to  make  payment  only  of  such  amounts 
as  are  defaulted  by  the  railway  company. 

A  supplemental  contract  was  entered  into  on  June  1,  1914,  wherein 
the  railway  company  and  the  Colorado  &  Southern  release  each  other 
from  the  obligation  to  make  any  further  payments  to  or  for  account 
of  the  Trinity  &  Brazos  Valley,  and  the  railway  company  agrees  to 
pay  to  the  Colorado  &  Southern  one-half  of  the  interest  at  the  rate 
of  4^  per  cent  per  annum  on  the  total  cost  of  the  Brazos  line  to 
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May  1,  1935.     The  total  cost  of  the  Brazos  line  approximated  on 
June  30,  1914,  $11,000,000. 

In  accordance  with  these  agreements,  the  railway  company  ad- 
vanced to  June  30.  1914,  to  and  for  the  account  of  the  Brazos  line 
$3,729,863.87.  For  all  but  $35,000  of  this  the  railway  company  holds 
certificates  of  indebtedness  of  the  Trinity  &  Brazos  Valley,  on  which 
there  has  accrued  unpaid  interest  charges  of  $774,918.20.  The  total 
investment  of  the  railway  company,  therefore,  is  $4,504,782.07,  and 
in  view  of  the  fact  that  the  Trinity  &  Brazos  Valley  is  now  in  the 
hands  of  a  receiver  and  the  operation  of  its  property  has  for  some 
time  resulted  in  a  deficit,  it  appears  that  this  investment  is  of  very 
doubtful  value. 

CONSOLIDATED  INDIANA  COAL  CO. 

The  Consolidated  Indiana  Coal  Co.  was  incorporated  under  the 
laws  of  Maine  April  29,  1905,  by  interests  affiliated  with  the  railroad 
company.  Although  E.  A.  Jackson,  vice  president  and  general 
counsel  of  the  railroad  company,  was  receiving  a  salary  of  $50,000  a 
year,  he  was  paid  $10,000  by  the  railwaj^  company  to  draw  up  the 
incorporation  papers.  The  coal  company  sold  to  certain  New  York 
bankers  bonds  of  a  par  value  of  $2,500,000  and  capital  stock  of  a  par 
value  of  $1,000,000  for  $2,375,000.  The  remainder  of  the  capital 
stock,  of  a  par  value  of  $2,400,000,  was  then  delivered  to  the  railway 
company  in  consideration  of  its  guaranty  indorsed  upon  the  face  of 
the  coal  company's  bonds  of  payment  of  interest  accruing  thereon. 
The  price  paid  for  the  coal  property  owned  by  the  consolidated  com- 
pany was  estimated  to  be  substantially  more  than  it  was  actually 
worth,  and  ever  since  its  incorporation  it  has  been  operated  at  a  loss. 

Prior  to  June  30,  1914,  the  railway  company  had  made  advances  to 
the  coal  company  aggregating  $2,354,453.19.  The  railway  company 
received  interest  on  these  loans  at  the  rate  of  4  per  cent  per  annum, 
computed  monthly  up  to  June  30,  1910,  when  all  such  interest  pay- 
ments were  discontinued.  The  loss  on  the  part  of  the  railway  com- 
pany attributable  to  this  venture  can  not  be  computed  exactly,  but  the 
loss  in  interest  charges  alone  since  1910  has  amounted  to  more  than 
$400,000.  As  the  operation  of  the  coal  company  has  for  some  time 
been  conducted  at  a  loss,  there  is  little  prospect  of  the  railway  com- 
pany being  reimbursed  for  the  advances  made  by  it. 

DERING    COAL    CO. 

The  incorporators  of  the  above-entitled  company,  which  was  incor- 
porated in  1905  under  the  laws  of  Delaware,  were  parties  affiliated 
with  the  Chicago  &  Eastern  Illinois  Railway  Co.,  and  their  original 
plan  was  that  it  should  be  owned  jointly  by  the  railway  company  and 
the  United  States  Steel  Corporation  for  the  purpose,  primarily,  of 
furnishing  fuel  to  those  companies  and  their  associated  interests. 
The  coal  company  went  into  the  hands  of  a  receiver  on  March  1,  1909, 
principally  on  account  of  an  unremunerative  contract  with  the  Steel 
Corporation  whereby  the  purchase  price  of  coal  by  the  latter  was 
fixed  at  a  maximum  which  necessarily  entailed  a  loss  in  operation. 
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The  raihvay  company,  upon  the  organization  of  the  coal  company, 
acquired  bonds  to  the  extent  of  $450,000  and  stock  of  par  value  of 
$1,700,000  at  a  net  cost  of  $981,000.  It  received  no  interest  on  the 
bonds  subsequent  to  September,  1908,  and  in  1912  it  sold  to  J.  K. 
Bering  for  $225,000  all  of  its  stock  and  bonds  of  the  coal  company. 
Its  net  loss  from  this  transaction,  including  interest,  was  $906,420, 
and  this,  added  to  its  loss  in  connection  with  the  other  coal  company 
above  referred  to,  makes  a  total  loss  of  more  than  $1,300,000  as  a 
result  of  its  coal  deals.  If  the  advances  to  the  coal  companies  can 
not  be  collected,  it  will  result  in  an  additional  loss  of  nearly  $2,500,000. 

CHOCTAW,   OKLAHOMA    &    GULF   RAILROAD    CO. 

On  April  11,  1902,  the  executive  committee  of  the  railway  com- 
pany authorized  the  president  and  the  secretary  of  that  company 
to  engage  with  Speyer  &  Co.,  New  York  bankers,  to  assume  a  con- 
tract previously  entered  into  between  that  firm  and  the  Choctaw, 
Oklahoma  &  Gulf  Railroad  Co.  covering  the  purchase  of  the  stock 
of  the  latter  company.  Under  this  contract  Speyer  &  Co.  pur- 
chased for  the  railway  company  192,958  shares  of  common  and 
118,871  of  preferred  stock  of  the"  Choctaw,  Oklahoma  &  Gulf  Rail- 
road Co.  Each  of  these  shares  was  of  $50  par  value.  Speyer  & 
Co.  received  from  the  railways  company  $80  per  share  for  the  com- 
mon and  $60  per  share  for  the  preferred,  or  $22,568,900.  Addi- 
tional shares,  3,592  common  and  1,129  preferred,  were  purchased  by 
the  railway  company  from  various  persons  at  a  total  cost  of  $430,415. 
In  order  to  provide  funds  for  this  deal,  4  per  cent  bonds  were  author- 
ized by  the  railway  company  to  the  extent  of  $24,000,000.  These 
bonds  'were  secured  hj  the  capital  stock  of  the  Choctaw,  Oklahoma 
&  Gulf  Railroad  Co.,  and  $23,520,000  in  par  value  of  these  bonds 
were  sold  to  Speyer  &  Co.  at  96^  and  accrued  interest.  In  the  con- 
summation of  this  transaction  the  railway  company  paid  a  commis- 
sion of  more  than  $113,000,  a  discount  on  the  sale  of  bonds  of 
$824,325,  and  incidental  expenses,  including  attorney's  fees  and 
brokerage,  of  about  $27,000,  making  a  total  expenditure  of  approxi- 
mately $24,000,000  for  stock  of  the-  Choctaw,  Oklahoma  &  Gulf  Rail- 
road Co.  of  a  par  value  of  $15,827,000. 

On  March  24,  1904,  the  lines  of  the  Choctaw,  Oklahoma  &  Gulf 
Railroad  Co.  were  leased  to  the  railway  company  for  a  term  of  999 
years.  Since  that  date  the  railway  has  advanced  to  the  Oklahoma 
company  a  net  aggregate  of  $1,293,229.58  as  of  June  30,  1914.  No 
interest  has  been  paid  to  the  railway  company  on  account  of  these 
advances,  and  the  corporate  records  do  not  disclose  any  liability  on 
the  part  of  the  Oklahoma  company  therefor. 

Whether  or  not  a  loss  has  been  sustained  by  the  railway  company 
as  a  result  of  this  transaction  is  not  demonstrable  for  the  reason  that 
the  accounts  of  the  carrier  are  not  kept  in  such  a  manner  as  to  permit 
the  segregation  of  items  by  corporate  lines.  There  is  abundant 
reason  to  believe,  however,  that  the  disbursements  made  by  the  rail- 
way company  in  acquiring  the  Oklahoma  company  are  far  in  excess 
of  the  actual  value  of  the  property  and  disproportionate  to  the  re- 
turns accruing  from  the  investment  therein. 
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ROCK    ISLAND    IMPROVEMENT    CO. 

The  Rock  Island  Improvement  Co.,  incorporated  under  the  laws 
of  the  State  of  New  Jersey,  is  primarilj^  a  creature  of  the  holding 
companies,  designed  to  acquire  on  behalf  of  the  railway  company 
transportation  equipment  and  facilities.  Prior  to  June  30,  1914,  the 
railway  company  had  invested  in  the  improvement  company  nearly 
$12,000,000.  The  purchase  of  equipment  by  the  improvement  com- 
pany is  covered  by  equipment  notes  which  were  guaranteed  as  to 
principal  and  interest  by  the  raihvay  company,  the  equipment  pur- 
chased with  the  funds  so  secured  being  thereupon  leased  to  the  rail- 
way company.  The  equipment  is  held  in  the  name  of  the  improve- 
ment company  until  the  notes  are  paid,  when  the  title  vests  in  the 
railwaj^  company. 

As  an  incident  to  these  transactions,  the  railway  company  in  one 
instance  at  least  sold  bonds  of  the  improvement  company  at  less  than 
par  and  six  months  later  bought  them  back  at  more  than  par,  not- 
withstanding the  general  tendency  of  bonds  to  approximate  par  as 
they  approach  maturity. 

The  only  justification  offered  by  its  sponsors  for  the  existence  of 
the  improvement  company  is  that  by  means  of  its  operations  the 
equipment  of  the  railway  company  is  exempted  from  the  lien  of  a 
bond  issue  of  1898  covering  all  property  then  held  by  the  railway 
company  or  subsequently  acquired  by  it  or  its  successors. 

In  the  absence  of  specific  figures  it  is  impossible  to  determine  the 
difference  between  the  ultimate  cost  of  equipment  furnished  the 
railway  by  the  improvement  company  and  what  such  cost  would 
have  been  had  such  equipment  been  purchased  directly  by  the  rail- 
way company,  but  it  is  plain  that  the  procedure  entailed  an  added 
cost,  and  that  to  that  extent  the  railway  company  sustained  a  loss 
by  reason  of  its  affiliation  with  the  improvement  company. 

AGGREGATE   OF  LOSSES. 

The  aggregate  losses  sustained  by  the  railway  company  in  con- 
nection with  the  foregoing  transactions  may  be  summarized  as 
follows : 

Expenses  nf  maintaining  and   housin^jj  holding  companies,   more 

than ^ .^290.  000.  00 

Frisco  deal,   approximately 6,500,000.00 

Alton  deal,  approximately 6^  370,  000.  00 

Trinity  &  Brazos  Valley  Raihvay  deal,  more  than 4,' 50o!  OOo!  00 

Consolidated  Indiana  and  Derlng  coal  companies,  at  least 1,300,000.00 

Contribntions  or  gratuities  to  officers  and  directors,  about 1,  000.  000.  00 

Venner   transaction 217,000.00 

Miscellaneous  and  unexplained  expenditures 72,523.45 

These  items  show  an  aggregate  loss  to  the  railwav  company  of 
more  than  $20,000,000.  In  addition  thereto  it  is  to  be  noted  "that 
prior  to  June  30,  1914,  the  railway  company  paid  to  financial  insti- 
tutions, in  connection  Avith  the  issuance  of  bonds,  commissions  aggre- 
gating more  than  $1,600,000,  and  suffered  discounts  of  more  than 
$17,000,000. 
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INDIMDUAI,    I'ROl'ITS    OF    PROMOTERS,    OFFICERS,    AJID    DIRECTORS    OF    THE 

HOLDING  COMPANIES. 

The  amount  of  gains  accruing  to  W.  B.  Leeds,  D.  G.  Eeicl,  W.  H. 
Moore,  and  J.  H.  Moore,  through  their  control  and  numipulation 
of  tlie  railway  company,  are  probably  not  ascertainable.  Reid,  when 
interrogated  with  a  view  to  ascertaining  his  profits  from  the  various 
transactions,  explained  that  he  always  burned  his  books  at  the  end 
of  each  month. 

The  quotations  placed  in  the  record  from  the  stock  market  of  the 
Xew  Jersey  company  stock  and  the  railway  company  stock  showed 
wide  fluctuations.  Whatever  have  been  the  gains  realized  by  these 
persons,  it  is  certain  that  the  present  holders  of  the  stocks  ancl  bonds 
of  tlie  holding  companies  have  that  which  is  of  little  or  no  value. 

REPORTS    OF    STOCKHOLDERS. 

Misi-epresentation  of  assets  in  reports  to  stockholders  appears  to 
have  been  a  practice  of  the  directors  of  the  railway  company.  On 
June  30,  1904,  a  book  surplus  was  claimed  for  the  railway  company 
•of  $22,3-1:3,955.26.  By  June  30,  1914,  the  company  conceded  a  reduc- 
tion of  this  surplus  to  $6,199,841.08,  and  even  this  amount  was 
fictitious. 

Thus  the  railway  company  included  among  its  assets  certificates  of 
indebtedness  of  the  Trinity  &  Brazos  Valley  Railway  Co.,  carried 
at  a  book  value  of  $3,694,863.87.  The  Trinity  &  Brazos  Valley  Eail- 
w^ay  was  then  in  the  hands  of  a  receiver  and  was  already  facing  a 
deficit  of  $8,000,000,  with  a  practical  certainty  that  this  amount 
Avould  increase  from  year  to  year.  It  is  apparent,  therefore,  that 
this  item  of  more  than  $3,500,000  was  based  upon  securities  which 
Avere  known  to  be  practically  worthless. 

The  railway  companv  carried  as  assets  bonds  of  the  Toledo,  St. 
Louis  &  Western  Eailroad  Co.  at  a  book  valuation  of  $6,000,000 
secured  only  by  stock  of  the  Chicago  &  Alton  Railroad  Co.,  which 
had  a  nuirket  value  on  June  30,  1915,  not  in  excess  of  $1,600,000. 

The  railway  company  also  carried  as  an  asset  of  $200,000  the  stock 
of  the  Nebraska  Central  Railway  Co.  and  the  Nebraska  Central 
Construction  Co.,  acquired  as  an  incident  to  the  compromise  wdth 
C.  H.  Venner.  These  so-called  securities  were  reported  to  the  stock- 
holders as  liaving  a  par  value  of  nearly  $370,000;  that  they  were, 
in  fact,  worthless  is  indicated  by  an  official  suggestion  on  behalf  of 
the  Nebraska  Central  Raihvay  Co.  that  the  commission  be  advised 
that  that  carrier  had  "  no  existence  except  on  paper,  having  no  rail- 
road in  operation  or  other  tangible  property." 

The  directors  also  reported  as  assets  the  5  per  cent  debenture  bonds 
of  the  Iowa  company,  which  were,  in  fact,  worthless,  but  which  were 
reported  as  worth  nearly  $6,000,000. 

In  view  of  -the  fact  that  the  reported  value  of  the  "  securities  " 
listed  for  the  year  1914  was  nearly  $18,000,000  in  excess  of  their 
actual  value  instead  of  a  surplus  of  more  than  $6,000,000  claimed  by 
the  railwav  companv,  there  should  have  been  shown  a  deficit  of  over 
$11,600,000. 
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Another  misleading  and  objectionable  practice  of  the  railway  com- 
pany officials  was  the  failure  to  state  on  the  pay  roll  the  true  amounts 
paid  to  its  officers. 

The  publication  of  misleading  reports  to  stockholders  can  not  be 
too  severely  condemned,  and  the  individuals  guilty  of  such  acts 
should  be  subject  to  adequate  penalties. 

PRESENT  STATUS  OF  THE  RAILWAY. 

The  original  articles  of  consolidation  provided  that  the  maximum 
of  indebtedness  to  which  the  companj"  might  subject  itself  should 
not  exceed  two-thirds  of  its  outstanding  capital  stock.  This  maxi- 
mum has  been  increased  from  time  to  time  until  the  funded  debt 
of  the  railway  on  June  30,  1914,  was  $238,746,000,  an  increase  of 
nearly  $175,208,000  over  the  amount  outstanding  on  June  30,  1901. 
On  June  30,  1914,  the  total  capitalization  of  the  railway  company 
was  $313,741,000.  Of  this  amount  only  $75,000,000,  or  28.73  per  cent, 
was  capital  stock  on  which  dividends  might  or  might  not  be  paid, 
according  as  the  net  earnings  of  the  company  might  or  might  not 
warrant.  The  remaining  71.27  per  cent  of  the  total  capitalization 
consisted  of  interest-bearing  debt,  including  $3,500,000  of  short- 
tenn  loans,  on  which  interest  was  required  to  be  paid  regardless  of 
earnings. 

The  Iowa  company  being  wholly  dei)endent  for  earnings  upon  the 
dividends  paid  by  the  railway  company,  the  passing  of  the  railway 
company  dividends  in  May,  1914,  resulted  in  a  default  of  interest  on 
the  bonds  of  the  Iowa  company.  Pursuant  to  foreclosure  proceed- 
ings instituted  on  behalf  of  the  bondholders,  the  United  States  Dis- 
trict Court  for  the  Southern  District  of  New  York  ordered  the  sale 
in  one  block  of  $71,353,500  par  value  of  the  railway  company  stock 
deposited  with  the  Central  Trust  Co.  of  New  York  as  collateral  for 
the  bonds  of  the  Iowa  Company. 

Some  time  previous  thereto  J.  N.  Wallace,  president  of  the  Central 
Trust  Co.  of  New  York,  which  it  will  be  remembered,  was  trustee 
by  virtue  of  the  agreement  between  the  holding  companies  and  the 
railway  company,  having  been  selected  upon  the  suggestion  of  Daniel 
G.  Reid,  a  member  of  the  syndicate,  organized  a  self-appointed 
bondholders'  protective  conmiittee,  the  members  consisting  of  him- 
self and  five  other  men  of  his  selection.  This  committee  advertised 
extensively  for  Iowa  company  bonds  to  be  deposited  in  trust  with  it 
for  the  benefit  of  the  bondholders,  but  after  five  months  succeeded  in 
getting  only  about  $23,000,000  out  of  $75,000,000.  Under  the  terms 
of  the  order  of  the  district  court  the  purchaser  of  the  railway  stock 
at  foreclosure  was  to  deposit  $1,000,000  in  cash  or  $10,000,000  in  Iowa 
company  bonds.  In  November,  1914,  the  circuit  court  of  appeals 
permitted  N.  L.  Amster,  of  Boston,  a  minority  stockholder  in  the 
railway  company,  to  intervene  in  the  foreclosure  proceedings,  thereby 
postponing  the  sale  as  scheduled.  Following  the  decision  of  the 
circuit  court  of  appeals  an  adjustment  was  reached  with  the  Wallace 
committee  in  the  interest  of  all  undeposited  bonds,  and  an  order  was 
entered  by  the  court  on  December  31,  1914,  pursuant  to  which  the 
stock  was  sold  to  Mr.  Wallace,  who  was  the  only  bidder,  for  $7,135,350. 
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RECEIVERSHIP. 

The  syndicate  decided  to  put  the  railway  into  a  receivership.  The 
general  counsel  of  the  railway  company,  at  the  suggestion  of  W.  H. 
Moore,  a  member  of  the  syndicate,  drew  the  bill  asking  for  a  receiver- 
ship and  engaged  an  attorney  ostensibly  to  represent  the  other  side. 
The  bill  Wcis  placed  in  the  hands  of  this  attorney  with  the  name  of 
the  complainant  omitted  and  he  was  instructed  b3^'^the  general  counsel 
to  locate  some  creditor  of  the  railway  company  willing  to  act  as  com- 
plainant. There  was  an  agreement  ^between  the  general  counsel  and 
this  attorney  as  to  the  parties  the  latter  would  recommend  to  th& 
court  as  receivers,  the  general  counsel  agreeing  to  instruct  the  at- 
torney appearing  for  the  railway  company  to  acquiesce  in  the  recom- 
mendations so  made. 

The  board  of  directors  of  the  railway  company  was  not  informed 
of  the  intention  to  file  a  bill  for  receivership  and  at  no  meeting  of  the 
board  Avas  any  authority  ever  given  for  such  action.  Members  of  the 
board  of  directors  not  in  the  confidence  of  the  syndicate  were  kept  in 
ignorance  of  the  fact  that  such  a  bill  had  been  prepared.  The  stock- 
holders had  no  information  of  the  purpose  to  put  the  railway  com- 
pany into  a  receivership,  although  a  stockholders'  meeting  was  held 
after  the  date  upon  which  the  receivership  bill  was  completed  by  the 
general  counsel,  and  this  general  counsel  attended  the  meeting.  Ac- 
cording to  the  testimony,  the  bill  was  completed  by  the  general  coun- 
sel March  29,  1915,  and  the  fact  that  it  was  to  be  filed  whenever  de- 
sired by  those  in  authority  was  knoAvn  only  to  certain  insiders.  The 
testimony  clearly  establishes  the  fact  that  the  railw^ay  company  could 
easily  have  paid  the  debt  of  $16,000  upon  which  the  receivership  ap- 
plication was  based,  and  that  arrangements  probably  could  have  been 
made  to  meet  all  pressing  obligations  of  the  railway  company. 

The  creditor  at  whose  instance  the  receivership  application  was 
filed  appeared  as  complainant  by  request.  R.  P.  Lamont.  the  presi- 
dent of  the  American  Steel  Foundries,  the  complainant,  testified 
that  he  would  not  have  thought  of  bringing  such  a  proceeding 
against  the  railway  company  unless  he  had  understood  that  it  would 
be  regarded  as  not  unfriendly,  but  as  a  friendly  act  to  oblige  the 
railway  company.  He  only  consented  that  his  company  should 
appear  as  complainant  when  he  w^as  assured  that  this  course  was  in 
accordance  with  the  wishes  of  the  railway  company  and  that  his 
company  was  not  to  have  any  care  or  expense  in  the  preparation  of 
papers  or  payment  of  counsel  fees.  The  suit  was  not  a  bona  fide 
proceeding  to  collect  a  debt,  but  was  instituted  to  carry  out  the  pur- 
poses and  schemes  of  the  syndicate  controlling  the  railway. 

N.  L.  Amster,  who  was  elected  to  the  board  of  directors  of  the 
railway  company  by  the  minority  stockholders  at  the  stockholders' 
meeting  held  in  Chicago  April  12,  1915,  believing,  according  to 
his  testimony,  that  no  sincere  effort  w^as  being  made  by  other  mem- 
bers of  the  board  to  finance  the  obligations  of  the  railway,  under- 
took to  assist  in  raising  about  $6,000^000  needed  by  the  railway  to 
meet  obligations  soon  thereafter  to  mature.  On  April  16,  1915,  he 
met  and  conferred  with  Messrs.  James,  McLean,  and  Schumacher, 
all  directors  of  the  railway  and  members  of  the  executive  committee, 
and  discussed  the  company's  finances.     These  three  expressed  ap- 
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proval  of  his  purpose  to  negotiate  for  the  money.  Amster  testified 
that  he  had  secured  assurances  for  the  furnishing  of  the  money 
from  responsible  Boston  bankers  on  securities  which  the  railway 
company  had.  When  he  arrived  in  New  York  on  the  morning  of 
April  20  to  report  this  fact  he  went  to  the  office  of  the  railway 
company  and,  quoting  his  testimony,  "  could  not  find  anybody  there 
that  would  say  anything,  except  a  lot  of  people  moving  back  and 
forth.  I  left  the  office"  and  found  on  the  ticker  that  the  Rock 
Island  had  been  put  in  the  hands  of  a  receiver."  This.  Amster 
testified,  was  the  first  information  he  had  of  the  receivership  or  that 
such  a  step  was  in  preparation,  yet  he  was  a  director  of  the  road, 
and  after  the  stockholders'  meeting  in  Chicago  April  12  traveled 
from  Chicago  to  New  York  with  Roberts  Walker,  the  general  coun- 
sel for  the  railway  company. 

It  will  be  remembered  that  the  bill  was  completed  by  the  general 
counsel  on  March  29.  this  fact  being  known  only  to  a  special  few. 

The  bill  was  filed  April  20.  The  records  of  the  New  York  stock 
market  reveal  that  the  railway  stock  was  inactive  until  the  day  this 
bill  was  completed — March  29.  Then  the  stock  began  to  be  largely 
dealt  in  and  the  price  increased  from  $20  to  $39  a  share.  When 
the  bill  was  filed  and  receivers  were  appointed  the  stock  dropped 
from  $39  to  $20  a  share. 

The  daily  sales  and  the  selling  prices  of  the  market  stock  from 
March  22,  1915,  to  April  20,  1915,  are  shown  below : 

Daily  sales  and  selling  prices  of  the  Chicago,  Rock  Island  d-  Pacific  Railiraif 
Co.  stock  as  reported  by  the  Wali  Street  Journal. 


Date  of  sale. 


Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 


22 

23 

24 

25 

26 

27 

29 

30 

31 

1 

2  (holiday). 
3 


Number 

of  shares 

sold. 


400 

2,700 

2,850 

900 

7,500 

5,400 

28, 360 

73, 576 

106, 800 

62, 642 

18, 700 
15, 000 
6,200 
41, 000 
14, 250 
68, 900 
68, 000 
18, 600 
16, 556 
78, 000 
45, 600 
32, 900 
16, 100 
37, 700 
251, 400 


Selling  price. 


High. 


21} 
21i 
22i 
22} 
2U 
2U 
26' 
311 
36J 
33* 

29} 

30 

29} 

32} 

32| 

35} 

39 

36 

351 

38} 

381 

38} 

38 

33} 

32? 


20i 

20 

21i 

21J 

19} 

19i 

19J 

28 

31f 

28J 

26} 

27i 

27f 

28 

30} 

31 

34i 

34J 

32i 

34S 

35f 

35i 

36f 

33J 

21} 


Total  capitalization,  $75,000,000,  represented  by  750,000  sharers. 

Total  sales  within  30  days  preceding  receivership,  l,019,d84  shares.  rciUvav 

The  sales  aggregated  more  than  one  and  one-third  times  the  total  capitalization  of  the  railw  ay. 
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It  is  a  t'orc'cful  coinnuMitary  on  the  inctliods  by  which  a  <!:i'eat  rail- 
yv'dj  may  be  inani})uhite(l  into  a  receivership  when  it  is  noted  that  the 
general  counsel,  after  drawing  the  bill  for  a  receivership,  sold  his 
stock,  and  the  local  counsel,  who  represented  the  railway  company  in 
the  receivership  proceedings,  owned  no  stock  in  the  railway  com- 
])any,  and  that  none  of  those  directly  participating  in  the  receiver- 
shi])  ])i'oceedinus  had  any  financial  interest  in  the  railway  company. 
The  real  owners  of  the  railway,  the  stockholders,  the  security  holders, 
and  (he  directors,  except  those  composing  the  syndicate  and  in  its 
confidence,  were  in  ignorance  of  the  receivership  application.  Mr. 
Mudge.  former  president  of  the  railway  company,  is  one  of  the 
receivers. 

The*  general  counsel  for  the  railway  company,  who  planned  the 
receivership  in  obedience  to  the  will  of  the  syndicate,  is  now  counsel 
for  the  receivers. 

The  property  of  the  railway  company  will  be  called  upon  for  man}- 
years  to  make  up  the  drain  upon  its  resources  resulting  from  trans- 
actions outside  the  proper  sphere  in  wdiich  stockholders  had  a  right 
to  suppose  their  moneys  were  invested.  This  record  emphasizes  the 
need  of  railway  directors  who  actually  direct.  There  are  too  many 
passive  directors  w  ho  acquiesce  in  Avhat  is  being  done  without  knowl- 
edo^e  and  Avithout  investigation.  A  director  of  a  railroad  is  a  quasi 
public  official  who  occupies  a  position  of  trust.  A  director  who  sub- 
mits blindly  to  the  exploitation  of  his  company  is  a  party  to  its 
undoing  and  he  should  be  held  responsible  to  the  same  extent  as  if  he 
had  been  a  principal  instead  of  an  accessory  before  the  fact.  The 
greater  his  prominence  the  greater  his  responsibility  and  the  greater 
his  dereliction.  Obviously,  a  man  of  large  affairs  could  not  attend 
to  all  the  details  in  intricate  transactions,  but  it  is  inconceivable  that 
a  director  of  ordinary  business  prudence  and  sagacity  would  sanction 
large  expenditures  without  an  inquiry  as  to  the  purposes  of  such 
disbursements.  So  long  as  this  situation  exists,  however,  it  suggests 
the  need  of  a  law  to  charge  such  directors  wdth  individual  respon- 
sibility for  the  dissipation  of  corporate  funds. 

The  Clayton  Antitrust  Act,  which  becomes  effective  October  15, 
1916.  will  make  it  unlawful  for  any  person  at  the  same  time  to  be  a 
director  in  two  or  more  competing  corporations,  any  one  of  which  has 
a  ca])ital,  surplus,  or  undivided  profits  aggregating  more  than 
$1,000,000,  but  common  carriers  are  expressly  exempted  from  its 
application.  It  should  be  just  as  grave  an  offense  for  an  official  of  a 
raihvay  to  be  faithless  to  his  trust  for  financial  gain  as  it  is  for  an 
elected  official  of  the  Government  to  betray  his  trust  for  money 
reward. 

By  this  case  the  need  of  some  limitations  on  the  issuance  of  stocks 
and  bonds  by  common  carriers,  whether  directly  or  through  holding 
company  devices  or  otherwise,  is  again  demonstrated. 

By  the  Commission. 

George  B.  McGixty,  /Secretary/. 

Mr.  Thelen.  Eeferring  now  to  the  M.,  K.  &  T.,  familiarly  known 
as  the  ''  Katy,"  I  have  here  a  clipping  from  the  Xew  York  Times  of 
November  23,  1916,  wdiich  show^s  sucli  a  keen  understanding  of  rail- 
road financial  problems,  and  which  also  shows  so  clearly  the  real 
cause  of  the  troubles  of  that  railroad,  that  I  shall  read  just  a  para- 


580  IXTEESTATE   AXD   FOREIGN   TRANSPOETATIOlSr. 

oTaph  or  two.     The  heading  is  "$26,636,000  needed  to  finance  M., 
K.  &  T." 

Hallgarten  &  Co.  and  .T.  &  W.  Seligmans  &  Co.,  bankers  of  New  York,  who 
undertook  a  year  ago  the  reorganization  of  the  Missouri.  Kansas  &  Texas 
Railway,  have  made  public  their  first  formal  report  covering  the  activities  of 
the  engineers  employed  by  them.  The  existing  receivership  is  charged,  iu 
large  measure,  against  conditions  dating  back  2.5  years,  when  the  road  was 
reorganized  without  foreclosure.  The  plan  followed  then  left  the  property  not 
•only  in  poor  physical  condition  and  without  provision  for  its  rehabilitation,  but 
«lso  rendered  it  diflicult  to  secure  new  funds,  since  the  first  and  second  liens, 
■extending  over  nearly  all  of  the  road,  were  closed  mortgages  ^t  an  average  rate 
■of  ,$43,000  per  mile. 

So  it  was  impossible  to  secure  from  the  sale  of  bonds  any  funds 
for  additions  and  improvements  in  excess  of  the  total  of  $43,000  per 
mile. 

The  report  states  that,  based  upon  good  practice,  the  fixed  charges  left  in 
1891  were  more  than  twice  what  they  should  have  been.  The  closed  mortgages 
made  later  adequate  financing  impossible  and  necessitated  the  issuance  '»f 
■divisional,  extension,  and  terminal  bonds  and  the  construction  of  new  lines 
under  independent  mortgages  by  companies  organized  and  controlled  by  the 
Missouri,  Kansas  &  Texas  Railway.  As  such  resources  became  exhausted — 
you  can  not  continue  selling  bonds  at  a  discount  without  your  resources  becom- 
ing soon  exhausted,  unless  you  bring  in  money  from  some  other  source.  The 
report  continues :  As  such  resources  became  exhausted,  the  physical  propei'ty 
fell  below  the  traflic  requirements  and  led  to  the  accumulation  of  a  floating 
•debt  in  the  form  of  short-term  notes,  the  impending  maturity  of  which  is  the 
immediate  cause  of  the  receivership. 

Here  we  have  an  honest  and  intelligent  statement  as  to  what 
caused  the  troubles  of  this  railroad.  When  it  was  originally  organ- 
ized they  did  not  build  a  sound  financial  structure.  If  you  do  not 
build  a  sound  financial  structure  for  your  utility  you  are  going  to 
have  trouble  later  as  sure  as  fate.  In  my  judgment,  one  of  the  most 
important  functions  which  either  Federal  or  State  Government  can 
exercise  is  to  insist  that  the  financial  structure  of  the  utility  be 
such  that  the  utility  has  a  chance  to  succeed,  and  that  it  will  not 
later  find  itself  in  the  necessity  of  going  through  receivership  or 
reorganization. 

I  have  gone  into  these  matters,  gentlemen,  not  for  the  purpose  of 
adding  to  the  troubles  of  the  railroads.  They  have  troubles  enough. 
If  the  truth  be  told,  I  think  they  are  largely  of  their  own  making; 
but,  nevertheless,  the  fact  is  that  they  have  their  troubles.  But  here 
is  the  situation  with  which  we  are  confronted :  We  have  coming  be- 
fore this  committee  the  question  of  what  are  the  causes  of  impaired 
railroad  credit.  We  find  the  carriers  presenting  their  views.  They 
charge  that  the  State  commissions  are  responsible.  We  think  that  is 
one  of  the  most  ridiculous  charges  ever  made.  We  have  believed, 
however,  that  it  is  not  sufficient  for  us  to  draw  your  attention  to 
wdiat  the  States  have  done,  and  that  they  are  not  responsible.  We 
think  it  is  necessary,  in  addition,  in  a  constructive  way,  to  draw  the 
attention  of  this  committee  to  the  real  causes  of  impaired  railroad 
credit.  These  causes  are  found  in  unsound  financial  structures,  in 
the  construction  of  railroads  wdiere  not  needed,  in  attempts  to  pay 
interest  and  dividends  on  excessive  issues  of  securities,  and  in  finan- 
cial mismanagement  of  these  properties  by  the  financiers  and  execu- 
tives in  responsible  charge  thereof.  There  may  be  other  causes,  but 
those,  I  believe,  from  my  experience,  are  the  most  important  causes. 
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That  being  the  case,  the  next  question  which  presents  itself  is  the 
question  of  constructive  policy.  What  can  be  done  in  a  constructive 
wa.y,  so  as  to  prevent  this  sort  of  thing  from  happening  in  the  future 
and  so  as  to  do  Avluit  government  can  do  to  insure  greater  financial 
stability  for  these  railroads?  To  my  mind,  the  first  constructive 
thing  is  to  provide  for  adequate  supervision  and  regulation  by  the 
Federal  Govermnent  of  not  merely  the  stocks  and  bonds  and  notes 
of  all  these  carriers,  but  also  of  their  consolidations,  their  mergers, 
their  sales,  their  mortgages,  their  encumbrances,  and  their  leases. 
This  might  either  be  done  concurrently  with  the  States  or  exclusively 
by  the  Federal  Government,  just  as  the  Congress  may  deem  to  be 
wise.  If  that  is  done,  the  few  horses  which  are  left  in  the  stable 
will  be  reasonably  safe.  Of  course,  we  can  not  recover  the  horses 
which  have  escaped.  This  brings  me  to  the  next  question,  ^Vliat 
are  we  going  to  do  about  what  has  been  done  in  the  past?  I  believe, 
frankly,  gentlemen,  that  it  will  be  necessary  for  some  of  these  rail- 
roads to  reorganize  from  time  to  time  and  to  put  themselves  on  a 
sound  financial  basis.  They  can  not  expect  the  public  to  bear  those 
burdens  for  them,  because  it  has  been  the  fault  of  their  own  execu- 
tives and  financiers.  With  this  action  looking  to  the  future — that 
is,  the  control  by  the  Government  of  the  issue  of  these  securities — 
and  with  reorganizations  on  the  part  of  the  railroads  themselves, 
undertaken  where  they  find  it  necessary,  some  relief  will  be  given. 

I  believe  also  that  it  is  time  for  the  railroads  to  stop  complaining. 
They  have  the  finest  earnings  that  they  have  ever  had.  It  would  be 
far  better  for  them  if  they  stopped  crying  calamity,  if  they  came 
out  into  the  sunshine,  as  I  suggested  this  morning,  and  if  they  went 
to  work  and  ran  their  railroads.  They  are  having  splendid  pros- 
perity. Why  not  be  optimists  instead  of  pessimists?  They  will  get 
a  good  deal  further  if  they  attack  the  problem  in  that  way.  Finally, 
I  say  frankly  that  it  is  ithe  duty  of  all  public  officials,  both  State 
and  Federal,  to  do  what  they  can  in  a  sympathetic  and  constructive 
way  to  help  these  railroads,  if  they  show  good  faith  on  their  part. 
The  greatest  service  which  the  public  authorities  can  render  these 
railroads  is  to  assist  them  where  necessary,  to  build  financial  struc- 
tures which  shall  be  sound  instead  of  being  unsound. 

I  stated  at  the  beginning,  gentlemen,  that  we  have  come  here  in  a 
spirit  of  helpfulness.  Now  that  I  am  about  to  conclude,  I  hope 
you  will  think  that  we  have  done  exactly  what  we  said  that  we 
would  do. 

Mr.  Adamsox.  Mr.  Thelen,  I  unfortunately  was  out  during  a  por- 
tion of  your  discourse,  and  while  I  can  not  ask  you  any  questions  I 
can  ask  you  if  in  any  part  of  your  discourse  you  have  put  in  the 
record  a  review  of  what  effect  Federal  legislation  has  had,  and 
whether  or  not  it  has  failed  in  its  efforts  to  regulate  the  railroads? 

Mr.  Thelex.  I  will  say.  Judge,  that  before  you  came  in  I  made  a 
general  statement  as  to  the  effects  of  State  regulation  upon  the  car- 
riers and  also  upon  the  public.  As  far  as  the  action  of  the  Federal 
Government  is  concerned,  I  take  it  that  the  officials  of  the  Federal 
Government  will  be  amply  able  to  take  care  of  themselves.  I  have 
not  undertaken 

Mr.  Adamson.  I  allude  to  the  complaint  that  all  regulation  has 
proven  a  failure. 
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Mr.  Thelen.  I  went  into  that  matter  to  some  extent,  Judge,  before 
yon  came  into  the  room. 

Mr.  Adamson.  I  do  not  care  to  have  you  repeat  it,  if  it  was  gone 
over. 

Mr.  Thelen.  In  conckiding,  gentlemen,  I  simply  wish  to  say  what 
I  said  at  the  beginning,  that  if  there  is  any  special  problem  that 
occurs  to  you,  on  which  you  want  an  investigation  made,  or  on  which 
you  want  a  study  made,  the  Railroad  Commission  of  California  is, 
I  think,  well  equipped  to  do  that  work  for  you.  We  have  our  experts 
along  all  the  various  lines  of  public-utility  regulation.  They  are 
men  of  intelligence,  thorough  students  of  public-utility  problems,  and 
if  there  is  anything  that  we  can  do  for  this  committee  along  that 
line,  we  shall  be  only  too  glad  to  do  it.  We  want  to  help  you.  I 
wish  to  express  my  appreciation  to  you  for  allowing  the  national 
association  to  appear  here  and  to  make  this  opening  statement  for 
the  public. 

Mr.  Sims.  I  understand  that  you  expect  to  come  back  at  some  future 
day. 

Mr.  Thelen.  I  can  either  come  back  here  or  invite  you  to  come  out 
to  San  Francisco.  I  am  ready  at  any  time  and  place  that  will  suit 
the  convenience  of  the  committee. 

The  Chairman.  Mr.  Brookhart,  will  you  now  proceed  ? 

STATEMENT  OF  MR.  SMITH  W.  BROOKHART,  OF  WASHINGTON, 

IOWA. 

Mr.  Brookhart.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
am  very  grateful  that  you  have  consented  to  hear  me  at  this  time.  I 
have  been  waiting  for  several  days,  and  I  assure  you  that  a  look  at 
the  frost  on  the  bhie  grass  of  Iowa  would  seem  good  to  me  again  now. 
I  have  had  some  doubts  that  you  would  be  able  to  endure  this  kind  of 
a  session,  and  had  it  not  been  that  I  had  read  of  something  over  in 
the  Senate  that  they  call  a  filibuster,  I  would  hardly  like  to  attempt 
it.  but  if  the  Members  of  the  House  can  stand  it  I  have  no  doubt  the 
Senators  will,  after  the  record  they  have  made  on  that  line  heretofore. 

Mr.  Esch.  AVhom  do  you  represent,  Mr.  Brookhart? 

Mr.  Brookhart.  I  will  state  in  a  moment.  In  1906  I  was  appointed 
bv  the  governor  of  Iowa  to  attend  the  rate  convention  in  the  city  of 
Chicago,  known  as  the  Interstate  Commerce  Law  Convention.  The 
purpose  of  that  convention  was  to  support  national  regulation  of 
railroads,  and  especially  the  law  then  proposed,  giving  the  commis- 
sion power  to  fix  rates.  Up  to  that  time  no  such  power  had  existed, 
as  determined  by  the  Supreme  Court. 

This  convention  was  in  1906.  Shortly  after  that  I  was  associated 
with  Mr.  Thorne  in  starting  the  investigation  against  the  Standard 
Oil  Co.  that  disclosed  the  discriminations  of  rates  in  its  favor,  and 
since  then  I  have  been  associated  with  him  and  the  Iowa  commission 
in  most  of  the  big  rate  cases  in  some  capacity.  I  presume  it  was  on 
this  account  that  T  was  invited  by  the  committee  to  appear  and  present 
this  question  of  Government  ownership  of  the  railroads.  In  the  be- 
ginning I  was  opposed  to  Government  oAvnership  of  railroads,  even 
when  Mr.  Bryan  came  back  from  Europe  and  suggested  that  it  would 
be  the  only  solution  because  of  the  constant  resistance  of  the  railroads 
against  regulation.    Even  then  I  looked  upon  his  suggestions  as  rather 
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a  socialistic  vagary,  but  in  these  rate  cases,  digging  deep  into  facts 
of  the  financing  of  railroads,  their  returns,  of  the  difficulties  of  com- 
petition, and  all  those  other  questions,  hard  facts  have  changed  my 
mind  and  1  have  reached  (he  conclusion  that  Government  ownership 
is  not  only  the  ultimate  soluticm  but  that  it  is  a  desirable  and  present 
solution,  and  1  shall  i)rescut  the  matter  to  you  largely  from  the  fact 
of  digging  out  the  ultimate  economic  facts  as  they  appear  to  me  in 
considering  this  question. 

Now,  gentlemen,  in  order  that  my  remarks  may  be  more  brief  and 
more  concise,  I  am  going  to  read  my  statement  to  you  largely  as  I 
have  prepared  it.  However,  I  will  at  times  depart  from  it  and 
discuss  some  of  the  questions  that  are  presented  here. 

Before  private  parties  can  own,  construct,  or  operate  railroads 
the  Government  must  grant  them  the  power  to  exercise  certain  sov- 
ereign functions.  Such  are  the  rights  of  eminent  domain  and  of 
taxation  as  exercised  in  the  rate-making  power.  For  this  reason 
freight  rates  have  been  properly  termed  a  tax.  (I.  C.  R.,  1903,  p.  14; 
Blake  v.  Rd.  Co.,  19  Minn.,  368 ;  3  Paige  Chancery,  N.  Y.,  74;  4  N.  Y. 
Rep.,  431;  Stickney  ^' The  Ry.  Problem,"  pp.  163-242-6;  Brooks 
Adams  Sen.  Con).,  1905,  p.  2924.)  And  for  the  same  reason  every 
court  in  tjie  land  holds  a  railroad  to  be  a  common  carrier  and  a 
public  highway.  "•  The  right  to  make  roads  and  levy  toll  is  a  pre- 
rogative of  sovereignty  and  in  the  hands  of  a  subject  is  a  franchise, 
a  privilege  or  imnmnity  of  a  public  nature,  which  can  not  be  legally 
exercised  without  legislative  authority.  *  *  *  Xhe  right  to  make 
and  maintain  a  raihvay  and  take  tolls  or  fares  is  such  a  privilege. 
A  railroad  is  but  an  improved  modern  highway."  It  therefore  fol- 
lows that  ownership  and  operation  of  railways  are  not  only  proper 
functions  of  government,  but  are  the  primary  standards  to  which 
all  other  systems  should  be  compared.  Our  Government  has  granted 
to  private  corporations  the  power  to  levy  taxes  for  railway  purposes 
far  greater  in  amount  than  all  of  the  taxes  levied  by  the  Congress 
of  the  United  States.  For  the  most  part  this  vast  taxation  has  been 
without  representation  and  until  recent  years  it  has  been  without 
regulation  or  restraint.  Even  now  the  power  is  lodged  in  the  carriers 
in  the  first  instance  and  the  Interstate  Commerce  Commission  inter- 
venes upon  complaint.  Has  the  surrender  of  this  vast  power  into 
private  hands  been  the  part  of  wisdom?  This  brings  us  to  the 
direct  consideration  of  the  feasibility  of  Government  ownership. 

Under  the  head  of  efficiency  and  economy  I  desire  to  consider 
three  items.  (1)  The  superiority  of  Government  credit.  (2)  The 
saving  of  unearned  increment  in  real  estate  values.  (3)  The  saving^ 
of  the  waste  of  competition. 

There  are  many  other  items  of  economy  under  Government  owner- 
ship, but  these  three  are  greatest. 

We  often  hear  it  said  that  governments  are  proverbially  extrava- 
gant. However  true  or  however  false  this  alleged  proverb  may  be,, 
it  will  be  conceded  that  in  the  matter  of  interest  rates  governments 
are  more  economical  than  private  persons  or  corporations.  When  it 
comes  to  borrowing  money  and  paying  interest  rates  the  Government 
is  our  most  efficient  agency.  Its  credit  is  better  and  it  can  borrow 
the  money  cheaper  than  anybody  else.    This  means  it  could  borrow 
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the  money  to  own  the  railroads  at  a  lower  rate  of  interest  than  the 
companies  are  now  paying,  and  would  make  a  great  saving  upon 
this  item.  In  1913  the  entire  net  capitalization  of  all  our  railroads 
was  little  less  than  15^  billion  dollars.  (Statistics  of  Railways, 
I.  C.  C,  1913,  p.  36.)  This  includes  all  stocks  and  all  bonds,  watered 
and  otherwise,  with  duplications  eliminated.  It  is  generally  stated 
in  the  public  prints  that  our  railroads  are  capitalized  at  20  billion 
dollars.  I  have  even  seen  this  figure  used  by  such  eminent  authority 
as  Sir  George  Paish  and  President  Ripley  in  opposing  Government 
ownership.  But  this  is  error.  It  is  the  gross  capitalization  and 
includes  over  4  billion  dollars  of  direct  duplication.  Subtract  this 
and  the  correct  amount  is  less  than  15^  billion  for  1913.  This 
deducts  nothing  for  water  stocks.  For  the  purpose  of  this  pres- 
entation I  will  assume  the  railroads  were  worth  the  full  capitaliza- 
tion and  that  it  would  cost  the  Government  15^  billion  dollars  to 
take  them  over  in  1913.  There  is  no  way  to  tell  the  exact  rate  of 
interest  the  Government  would  have  to  pay.  In  October,  1912,  Mr. 
B.  F.  Yoakum  estimated  it  as  2^  per  cent.  In  1914  Sir  George  Paish 
estimated  it  at  3^  per  cent.  I  will  split  the  difference  and  use  3  per 
cent.  At  that  rate  the  whole  interest  charge  which  the  Government 
would  have  to  pay  would  have  been  460  million  dollars.  All  of  the 
other  net  earnings  would  have  been  saved  and  the  amount  is  over 
450  million  dollars  after  allowing  for  all  taxes,  upkeep,  and  main- 
tenance expenses  of  all  kinds.  (I.  C.  C.  S.  of  R.,  1913,  p.  48.)  Here 
is  the  summary  for  that  year : 

Interest  on  funded  debt $404,  817,  95.5 

Interest  on  unfunded  debt 31, 191,  623 

Amortization  of  discount  on  funded  debts 2,  579, 103 

Appropriations  for  dividends,  reserves,  betterments,  etc 471,  801,  973 


Total  net  earnings 910,  390,  654 

Interest  cliarge  under  Government  ownership 460,  000,  000 


Saving  because  of  superior  Government  credit 4.50,  390,  654 

The  above  does  not  represent  all  of  the  saving  upon  this  item  of 
Government  credit.  The  same  table  on  the  above  page,  48,  shows  a 
general  balance  of  $1,115,028,899.  This  is  a  general  surplus  accumu- 
lated over  a  series  of  years,  and  if  the  Government  owned  the  rail- 
roads it  would  all  have  been  saved.  It  is  impossible  to  tell  the  exact 
amount  of  this  surplus  that  should  be  assigned  to  1913  or  any  other 
particular  year.  This  table  shows  a  decrease  of  surplus  for  1913, 
but  that  is  due  to  bookkeeping.  A  comparison  with  the  table  for 
1912  (I.  C.  C.  S.  of  R.,  p.  51)  shows  an  increase  and  the  cause  of 
these  discrepancies  is  there  explained.  If  we  assign  onerfifteenth  of 
this  surplus  to  1913,  it  would  amount  to  about  $75,000,000  and  raise 
the  annual  saving  because  of  better  Government  credit  to  over 
$525,000,000. 

There  is  another  special  reason  why  this  should  be  done.  In  1913 
the  railroads  were  asking  increased  rates.  An  increased  expense 
account  would  help  their  showing  of  poverty  and  thus  lielp  get  the 
higher  rates.  It  is,  therefore,  a  remarkable  and  accommodating  coin- 
cidence that  the  expense  of  maintaining  w^ay  and  structure  and  of 
maintaining  equipment  increased  the  enormous  sum  of  $120,779,276. 
(I.  CCS.  of  R.,  1912,  p.  54,  and  1913,  p.  52.)  This  never  happened 
before  except  in  1910,  when  they  were  asking  advanced  rates,  and  it 
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was  continued  in  11)14,  when  they  were  still  asking  advanced  rates.  It 
would  therefore  seem  to  be  a  regular  phenomenon  that  precedes  an 
advance-rate  case.  This  means  either  that  they  neglect  maintenance 
over  a  series  of  years  and  then  catth  up  all  at  once  in* order  to  use 
the  unfavorable  comparison  to  secure  higher  rates,  or  else  they  use 
large  sums  for  betterments  and  charge  them  to  nuiintcnance  for  the 
double  purpose  of  improving  their  properties  at  the  expense  of  the 
public  and  at  the  same  time  securing  higher  rates.  Perhaps  both  are 
true  in  a  large  measure.  As  a  concrete  illustration  of  this  policy, 
in  1913  the  Pennsylvania  system  increased  its  allowance  over  1912 
for  renewals  and  tlepreciation  of  locomotives  an  average  of  110  per 
cent  per  locomotive.  This  single  item  amounted  to  over  $2,000,000. 
Even  if  1913  depleted  the  surplus  on  the  books,  still  it  more  than  sup- 
plied its  share  in  fact  by  taking  care  of  so  great  maintenance  expense. 

The  plea  is  sometimes  made  that  many  of  the  items  of  this  sur- 
plus are  mere  bookkeeping  and  can  not  be  figured  as  a  saving  under 
Government  ownership.  This  plea  can  not  be  entertained.  In  all  of 
the  rate  cases  the  companies  alwaj's  present  the  properties  bought 
from  these  items  as  a  part  of  their  property  investment,  and  they 
demand  a  return  upon  them.  Under  the  system  of  regulation  they 
are  charged  against  the  people  and  therefore  under  the  system  of 
Government  ownership  they  would  be  saved  to  the  people. 

It  must  also  be  remembered  that  I  have  figured  the  Government's 
interest  charges  upon,  the  basis  that  the  roads  would  cost  15^  billion 
dollars.  That  this  is  too  high  there  is  little  doubt.  An  investigation 
of  the  market  value  of  the  stocks  and  bonds  in  October,  1913,  showed 
that  all  of  the  stocks  and  all  of  the  bonds  of  all  of  the  railroads 
could  have  been  bought  on  the  market  at  that  time  for  a  little 
less  than  14  billion  dollars.  This  w^ould  reduce  the  Government 
interest  charge  by  over  $40,000,000.  With  all  of  these  facts  in  view 
it  is  safe  to  conclude  that  Government  credit  would  save  over 
$500,000,000  per  year  even  if  the  Government  were  required  to  pay 
3^  per  cent  for  the  money  to  buy  the  railroads.  With  the  enormous 
earnings  of  1916,  and  as  far  as  we  have  gone  in  1917,  fiscal  year,  this 
saving  would  be  increased  to  over  $600,000,000  per  year. 

It  would  now  be  well  to  notice  the  claims  of  the  opponents  of 
Government  ownership  upon  this  proposition.  They  all  admit  the 
Government  could  borrow  money  at  a  lower  rate  of  interest.  At 
present  the  average  rate  the  railroads  are  paying  is  about  4|  per 
cent,  while  the  average  rate  paid  by  the  Government  is  only  2^  per 
cent.  (Dunn's  book,  p.  58.)  While  they  admit  these  facts  and  also 
admit  that  net  earnings  are  much  greater  than  interest  rates,  they 
still  figure  the  saving  because  of  superior  Government  credit  at 
about  one-fourth  of  my  claims.  In  this  connection  I  desire  to  call 
attention  to  the  book  entitled  "  Government  Ownership  of  Rail- 
ways," published  in  1913  by  Mr.  Samuel  O.  Dunn,  editor  of  the  Rail- 
way Age  Gazette.  This  book  was  distributed  by  the  railroads  free 
of  charge  to  new^spapers  all  over  the  country.  The  identical  copy 
which  I  present  here  was  so  received  by  a  little  paper  which  I  publish 
at  Washington,  Iowa.  The  inscription  on  the  paper  cover  sa,ys, 
"  The  author  is  one  of  the  foremost  authorities  of  America  on  rail- 
road questions,  and  his  treatment  of  the  subject  may  be  regarded  as 
conservative,  judicial,  and  fair."     I  concede  the  eminence  of  this 
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uuthor,  but  I  deny  that  he  is  judicial  and  fair.  He  is,  in  fact,  the- 
officiar  mouthpiece  and  advocate  of  the  railroads,  both  for  private 
ownership  and  higher  rates,  and  I  shall  use  this  book  as  an  example 
of  the  partisan  and  unfair  methods  of  the  railroads  in  trying  to 
develop  public  sentiment  against  Government  ownership^ 

On  page  68  he  estimates  the  cost  of  the  railroads  to  the  Government 
in  1910  at  $16,000,000,000  and  the  rate  of  interest  at  3^  per  cent. 
This  would  make  the  annual  interest  charge  $560,000,000  per  year, 
or  $100,000,000  higher  than  I  figure  it.  This  difference  arises  be- 
cause Mr.  Dunn  takes  the  extreme  view  of  private  ownership;  but  his 
unfairness  appears  at  the  next  step.  When  he  comes  to  compute  the 
saving  he  considers  only  the  net  interest  and  dividends  paid  by  the 
railway  companies,  which  total  only  $680,000,000.  Subtracting  the 
above  interest  charge  would  leave  a  saving  of  only  $120,000,000. 
Mr.  Dunn  took  his  figures  from  page  60,  Statistics  of  Railways,  In- 
terstate Commerce  Commission,  1910.  He  only  found  two  items  of 
interest  and  one  of  dividends  to  consider,  but  on  the  same  page  is 
another  item  of  $222,000,000  which  he  omitted.  The  table  plainly 
shows  that  this  Avas  a  part  of  the  net  revenue  available  for  adjust- 
ments and  improvements.  A  note  shows  that  all  of  this  would  have 
been  saved  to  the  Government  except  about  $91,000,000— $86,000,000 
dividends  from  surplus  and  $5,000,000  deficit  weak  lines— and  this 
would  add  $131,000,000  to  Mr.  Dunn's  $120,000,000  and  make  the 
total  saving  $251,000,000  on  his  own  basis.  If  we  add  to  this  a 
proper  assignment  of  general  surplus  and  consider  the  increased 
maintenance  charges  of  over  $109,000,000  for  this  year — this  was  the 
1910  year — all  of  the  discrepancies  between  my  own  conclusions  and 
those  of  Mr.  Dunn's  book  are  explained. 

•  Mr.  Dunn  also  says,  page  63,  that  capitalization  of  switching  and 
terminal  companies"  is  excluded  from  his  consideration,  because  no 
figures  are  given  by  the  Interstate  Commerce  Conmiission.  On  page 
52,  Statistics  of  Railways,  Interstate  Commerce  Commission,  1910, 
in  the  very  table  from  which  he  took  his  figures,  I  find  included  an 
item  of  $136,634,040  for  "  Securities  of  switching  and  terminal  com- 
panies not  represented  in  figures  first  above  stated."  These  great 
mistakes,  all  on  the  side  of  private  ownership,  show  the  unfairness 
with  which  the  most  eminent  authority  may  sustain  his  cause. 

In  reference  to  this  subject  of  creclit,  gentlemen,  I  now  desire  to 
depart  from  my  written  brief  to  say  that  I  believe  that  before  I  am 
through  you  will  find  me  the  strongest  defender  of  the  credit  of  the 
railroads  of  any  that  has  appeared  before  you.  Perhaps  it  would 
be  to  my  interest  and  to  the  furtherance  of  my  argument  to  admit 
that  they  have  failed,  that  their  credit  is  broken  down,  and  that  it 
is  now  a  corpse,  dead,  and  that  resurrection  would  be  the  only  rem- 
edy, because  the  only  institution  that  could  bring  about  a  resurrec- 
tion would  surely  be  the  Government;  but  I  am  standing  upon  the 
facts  in  this  matter,  and  I  want  to  present  the  question  of  credit  to 
you  as  I  see  it  in  this  connection. 

Mr.  Thom,  for  the  railroads,  has  asked  a  return  of  6  per  cent  and 
3  per  cent  for  surplus,  saying  that  it  would  take  something  of  this 
kind  to  restore  the  credit  of  the  railroads.  I  first  met  this  credit  argu- 
ment in  the  1910  advance  rate  case;  that  was  when  the  big  calamity 
howl  began.  The  western  railroad  attorneys  and  railroad  presidents 
appeared  before  the  commission  and  sang  that  song  with  great  force 
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:nul  vclieimMico  at  (hat  time,  (jeiitlenien,  here  is  a  remarkable  fact, 
and  1  want  to  tell  yon  why  :  As  Mr.  Thorn  has  said,  the  rate  cases  have 
all  been  decided  ii'i  the  more  prosperons  years,  and  here  is  the  reason 
why:  The  railroads  themselves  liave  selected  the  years  in  which  they 
woidd  ask  for  an  advance.  They  selected  lUlO  as  the  first  year,  and 
the  expense  acconnts  seem  to  have  been  properly  and  scientifically 
and  efficiently  arranged,  because  they  increased  $i01),0U0,000  over  the 
]H-eceding  year.  That  seemed  to  have  been  taken  care  of  first  rate, 
but  the  pro[)hets  could  not  see  six  months  into  the  future,  and  before 
the  case  was  over  the  reports  for  11)10  came  in,  showing  the  greatest 
earnings  the  railroads  had  ever  had  in  all  their  history,  and  they  lost 
that  case:  the  calamity  howl  did  not  win  that  year.  Then  they 
stepped  back  and  waited  a  couple  of  years  or  so,  and  in  1913  they 
made  a  new  start  in  the  eastern  advance  rate  case,  and  again  they 
got  into  identically  the  same  trouble.  The  prophets  of  calamity 
failed,  and  1913  came  up  as  another  big  year,  next  to  1910  the  great- 
est, and  before  the  case  was  over  they  had  to  face  that  fact. 

That  case  ran  along  over  into  1914.  The  expenses  increased  for 
1913,  $1:20,000,000  over  the  preceding  year,  and  they  never  go  back, 
gentlemen:  when  thev  make  one  of  those  horizontal  rises,  it  stays 
there.  Then  for  19l4  the  increase  was  $20,000,000  more  over  1913, 
and  the  case  was  decided  just  before  the  war  began  in  1914,  and  they 
lost  that  case,  as  you  will  remember,  on  the  first  decision.  The  east- 
ern railroad  presiclents  were  forced  to  admit,  on  cross-examination, 
that  the  35  roads  in  the  case  had  earned  and  were  earning  at  that 
time  a  net  of  8. 07  per  cent  upon  all  their  stock — water  and  all — and 
that  defeated  their  claim  for  an  advance.  Then  the  war  broke  out 
and  then  this  calamity  howl  reached  its  apex ;  I  think  it  was  the  loud- 
est and  noisest  and  niost  persistent  at  that  time.  The  war  hit  some 
other  lines  of  Inisiness  and  other  people  lost  because  of  its  beginning, 
but  the  railroads  seemed  to  think  they  should  come  in  and  take  care 
of  their  losses  as  well  as  their  own";  so  they  began,  and  they  did 
alarm  the  country  about  the  future  of  the  railroads.  They  even 
called  on  the  President  of  the  United  States,  and  succeeded  in  alarm- 
ing him  and  he  gave  out  a  statement  practically  indorsing  an  increase 
of  the  rates  at  that  time,  and  the  case  was  reopened  and  speedily 
tried  and,  upon  the  hearing,  about  one-half  of  the  5  per  cent  advance 
was  granted  in  the  East,  or  perhaps  about  45  per  cent  of  the  tonnage. 
This  encouraged  the  western  roads,  and  then  the  third  advance  rate 
case  was  begim  immediately:  but  before, it  could  be  reached  for  trial 
in  March  of  1915.  the  war  tide  had  changed  things,  and  instead  of  the 
appreliension  because  of  the  war,  instead  of  all  that  great  talk  of 
calamity,  the  first  witness,  President  Schaff,  appearing  on  the  stand 
said  they  were  not  asking  this  increase  because  of  a  war  calamity. 
The  very  reason  why  the  roads  in  the  East  had  secured  their  advance 
was  now  abandoned,  because  these  prophets  of  dire  calarnity  for  rail- 
road credit  had  again  failed  and  the  earnings  of  the  railroads  were 
mounting  upward  as  thev  never  had  before,  even  beating  the  years 
of  1910  and  1913.     They  also  lost  this  case. 

In  the  course  and  during  all  of  these  calamity  talks  in  these  dif- 
ferent hearings  before  the  commission,  each  time  a  new  set  of  repre- 
sentatives appeared,  and  this  is  the  first  time  I  have  had  the  honor  of 
meeting  Judge  Thom,  who  now  comes  with  the  same  old  story  that  I 
heard  over  and  over  again,  telling  it  to  this  congressional  committee. 
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Every  time  they  want  higher  returns  they  ask  higher  rates ;  that  is, 
the  thing  that  will  restore  their  credit.  It  was  asked  here  what  they 
were  going  to  do  with  that  3  per  cent  surplus,  and  I  have  to  say  that 
after  listening  attentively  and  reading  the  record,  it  leaves  me  in  the 
fog.  I  can  not  tell  what  is  going  to  happen  to  this  3  per  cent  surplus. 
I  heard  Mr.  Bryan's  statement  and  I  understood  distinctly  what  he 
meant  by  "  surplus."  He  proposed  that  they  should  have  a  surplus  of 
25  per  cent  of  their  capital  stock ;  to  let  them  pile  up  a  surplus  that 
high  and  then,  stop  it,  and  that  they  should  use  that  25  per  cent  for 
the  purpose  of  making  up  the  shortages  on  the  lean  years.  Now,  that 
is  clear  and  distinct  and  plain  and  anybody  can  understand  what  is 
going  to  happen  to  that,  and  I  will  say  to  you,  gentlemen,  that  I  do 
not  think  that  is  an  unreasonable  surplus,  if  it  means  25  per  cent  of 
the  capital  stock,  and  I  want  to  call  your  attention  to  this  fact,  that  in 
1913  they  had  a  billion  one  hundred  and  fifteen  million  dollars  of 
surplus  already  piled  up,  which  would  be  about  20  per  cent  on 
all  the  capital  stock  outstanding  at  that  time,  so  on  an  average  they 
are  almost  u]>  to  the  limit  on  the  surplus  right  now ;  perhaps  they  are. 

What  do  the  railroads  propose  to  do  with  this  3  per  cent?  Is  that 
to  go  on  perpetually^  and  eternally,  forever?  If  a  lean  year  comes 
along  and  takes  1  per  cent  out,  is  the  other  2  per  cent  to  be  added  in? 
Is  that  all  they  are  to  lose  out  of  it  ?  If  that  is  the  meaning,  gentle- 
men, they  are  asking  for  a  straight  9  per  cent  return;  that  is  all  it 
means.  If  they  are  going  to  allow  this  to  accumulate  until  it  amounts 
to  25  per  cent  of  the  capital  stock,  and  then  stop  it,  and  use  the  whole 
amount  simply  to  make  up  for  lean  years,  there  would  be  some  reason 
to  that ;  but  they  do  not  i^ropose  that  and  have  not  made  that  clear. 
In  fact,  they  have  said  that  after  the  surplus  is  earned,  it  belongs  to 
the  stockholders.  That  means  that  out  of  this  surplus  they  want  to 
use  it  in  the  future  as  they  have  done  in  the  past — to  build  additions 
and  betterments — and  they  want  to  ask  the  public  to  build  up  their 
roads  and  improve  them,  and  after  we  have  paid  the  money,  they  own 
the  road ;  and  then  they  ask  us  to  pay  diviclends — rates  high  enough 
to  yield  them  dividends  upon  the  very  donations  which  we  have  made 
into  surplus.  That  is  what  it  means ;  and  in  the  valuation  which  is 
going  on  by  the  commission  now  that  point  is  of  very  great  im- 
portance, and  I  understand  that  the  commission  is  not  able  to  or  has 
not  separated  the  building  of  additions  and  betterments  out  of  sur- 
plus from  those  built  out  of  new  capital,  and  that  is  a  thing  that  the 
Congress  of  the  United  States  should  have  its  attention  focused  upon 
and  should  consider  very  seriously,  because  it  means  a  great  burden 
on  our  people  forever  afterwards. 

Mr.  Thom  said  that  their  credit  was  impaired  because  of  the  new 
arrangement  of  capitalization.  The  margin  of  safety,  as  he  said, 
has  been  reduced.  It  is  true  that  the  proportion  of  bond  issues  to 
stock  issues  has  gTeatly  increased,  but  I  desire  to  show  you  a  situa- 
tion here  that  in  spite  of  that — in  spite  of  all  this  calamity  howl 
during  all  these  years,  in  spite  of  all  these  irregidarities  of  financ- 
ing that  Mr.  Thelen  has  shown  you  in  detail,  and  every  statement 
of  which  is  true — in  spite  of  all  those  things,  this  credit  of  the 
railroads  of  the  United  States  is  so  great  that  for  14  years  it  was 
steadier  than  the  credit  of  the  Government  of  the  United  States. 

T  do  not  mean  by  that  thej?^  could  borrow  money  cheaper  than 
the  Government  of  the  United  States,  not  at  all,  but  I  mean  that 
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the  fluctuations  ovor  a  period  of  14  years  of  actually  incorporated 
lines  sho-wed  a  little  less  fluctuation  of  the  railroad  credit  than  of 
the  United  States  combined  with  the  Governments  of  P^ngland,  of 
Germany,  of  France,  and  of  the  20  largest  cities  of  the  United 
States. 

In  the  western  advance  rate  case  we  made  an  exhaustive  investi- 
gation of  this  credit  question,  Mr.  Norton,  who  is  now  an  editor 
on  the  Wall  Street  Journal,  was  the  expert  whom  we  employed  to 
do  that.  He  drew  a  picture  of  the  results  of  his  investigation — a 
chait.  The  lower  line  on  this  chart  represents  the  cerdit  of  the 
four  great  Governments  I  have  named  and  of  the  20  largest  cities 
in  the  United  States.  The  average  credit,  beginning  in  1900  and 
going  up  to  the  end  of  1914,  to  January  1,  1915.  Here  is  the  per 
cent  that  the  average  of  those  governments  and  cities  had  to  pay 
during  that  period,  and  all  the  fluctuations  are  shown.  This  per 
cent  will  be  a  little  higher  than  the  Government  w^ould  have  to 
pay,  because  the  cities — I  do  not  mean  the  utilities ;  I  mean  city  bonds 
themselves;  that  is  what  I  am  talking  about  now^ — they  pay  a  little 
higher  rate  than  the  Government. 

The  next  line  up  here  is  the  group  of  northwestern  railways,  and 
I  will  read  the  names  of  them.  They  are :  The  Chicago,  Burlington 
&  Quincy;  the  Chicago,  Milwaukee  &  St.  Paul:  the  Chicago  & 
North  Western ;  the  Chicago,  St.  Paul,  Minneapolis  &  Omaha ;  the 
Great  Northern ;  the  Minneapolis  &  St,  Louis ;  the  Northern  Pacific ; 
and  the  Union  Pacific.  Those  were  the  ones  that  were  averaged  in 
this  next  line,  and  that  shows  what  their  funded  debt  cost  them 
during  those  same  years  as  examined  and  figured  out  by  the  actual 
market  quotations  during  all  those  times. 

The  third  line  at  the  top  is  the  southwestern  group  of  railroads, 
and  I  will  read  those.  They  are:  The  Atchison,  Topeka  &  Santa 
Fe ;  the  Chicago,  Eock  Island  &  Pacific ;  the  Colorado  &  Southern ; 
the  Kansas  City  &  Southern;  the  Missouri,  Kansas  &  Texas;  the 
Missouri  Pacific;  the  Southern  Pacific;  the  St.  Louis  &  San  Fran- 
cisco ;  and  the  St.  Louis  &  South  Western. 

There  are  the  tw^o  groups,  I  regret  for  the  purpose  of  ray  pre- 
sentation that  this  does  not  show  the  Government  credit  alone  as 
compared  with  the  railroad  credit.  This  shows  it  almost  1  per 
cent  higher  than  the  Government  credit  would  be  alone,  but  never- 
theless it  helps  to  illustrate  the  general  parallel  I  am  making  that 
Government  credit  is  always  lower  than  the  corporation  credit,  and 
there  are  those  three  lines,  I  am  going,  Mr,  Chairman,  to  pass  this 
chart  to  the  committee  and  you  can  pass  it  along.  It  is  easy  to 
see  how  the  parallel  runs.  Here  is  where  the  Government's  credit 
started  and  there  is  where  it  ended.  Here  is  where  the  northwest- 
ern railroads  started  and  there  is  where  they  ended. 

The  rising  interest  rate  was  not  quite  as  much  for  that  group  of 
railroads  as  for  this  combination  of  governments  and  cities,  and 
individually  it  is  true  of  the  governments,  and  the  same  is  true 
generally  of  the  southwestern  group  of  railroads  which  had  so  many 
of  these  bad  financing  propositions, 

Mr.  EscH.  You  might  have  it  printed  as  a  part  of  the  record. 

Mr.  Brookhart.  If  it  could  be  put  in  the  record,  I  would  desire 
to  have  it  appear. 

(The  paper  referred  to  is  here  printed  in  full  as  follows:) 
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Now,  gentlemen,  I  will  say  further  that  was  the  exhibit  that  was 
put  in  the  rate  cases,  and  the  Interstate  Commerce  Commission  found 
the  facts  as  stated  there  to  be  true  in  its  findings  and  it  was  not  seri- 
ously controverted  in  any  way. 

As  to  the  stocks.  That  was  the  other  feature  of  capitalization. 
We  will  see  what  happened  to  them  at  the  same  time.  I  have  an- 
other chart,  prepared  on  the  same  line  by  the  same  expert,  and  the 
100  per  cent  and  the  200  per  cent,  and  so  on,  was  given,  and  this  was 
compared  with  industrials.  What  happened  to  the  railroad  stocks  of 
these  groups  of  railroads  compared  to  some  of  the  best  industrials  in 
the  United  States?  You  will  see  the  heavy  black  line,  the  railroad 
stocks,  started  lowest;  they  passed  industrials,  got  away  up  above 
there.  There  were  more  fluctuations  in  them,  but  they  earned  consid- 
erably above  the  industrials.  So  that  both  the  bonds  and  stocks  of 
railroads  during  that  period  of  14  years — the  bonds  stayed  steadier 
than  our  Government  securities  and  the  best  municipalities,  and 
stocks  steadier  than  our  best  industrials. 

Mr.  Thorn  gave  you  some  figures  upon  the  credit  of  the  earnings 
of  the  railroads  as  one  reason  why  this  credit  was  impaired,  and  he 
claimed — he  took  the  net  earnings  from  the  year  1906  to  the  year 
1910,  inclusive,  then  the  earnings  from  1911  to  1915,  inclusive,  and 
he  found  them  to  be  5.25  per  cent  for  the  first  years  and  4.56  per  cent 
for  the  next  five  years,  ending  June  30,  1915.  That  showed  a  decline 
of  about  three-fourths  of  1  per  cent  in  the  earnings  in  five  years. 
That  tends  to  illustrate  the  claim  that  earnings  were  declining,  do 
you  not  see? 

Gentlemen,  I  will  tell  you  what  I  did.  I  just  moved  the  thing  down 
one  year.  I  took  the  years  from  1905  to  1909.  He  had  the  years  1906 
to  1910.  I  just  moved  it  back  one  year  and  the  average  was  5.04  per 
cent.  Then  I  took  the  years  1910  to  1914,  the  next  five  years,  and  the 
average  was  5.64  per  cent,  so  by  just  sliding  it  forward  one  year  you 
get  an  advance  of  sixty  one-hundredths  of  1  per  cent. 

The  experts  who  select  these  years  are  very  expert  gentlemen,  and 
it  is  one  of  the  difficulties  in  the  rate  cases,  in  which  we  had  to  watch 
them,  to  watch  the  selections  they  made.  If  a  combination  was  in 
favor  of  the  roads,  they  were  so  expert  that  they  never  failed  to 
find  it. 

I  tried  to  bring  that  up  to  1916,  to  see  what  the  result  would  be. 
I  went  to  the  commission  to  get  the  figures,  but  the  capitalization, 
etc.,  is  not  up  to  date,  but  taking  the  great  earnings  of  that  year  you 
will  find  there  was  no  decline  when  you  bring  up  that  five  years. 

Here  is  another  thing.  I  found  in  the  latest  figures  from  the  com- 
mission that  the  total  net  earnings  of  the  railroads  earning  $1,000,000' 
or  more  for  the  two  months  of  July  and  August — that  is,  the  first  twa 
months  of  the  fiscal  year— were  $204,482,000.  In  1915  they  were  only 
$161,522,000.  There  is  an  increase  of  about  $43,000,000  for  two 
months,  and  that  increase  is  on  top  of  another  increase  over  the  pre- 
ceding year  of  perhaps  $25,000,000  more.  In  that  two  months  the 
increase  in  the  revenues  of  these  railroads  was  enough  to  pay  as 
much  as  they  have  estimated  the  entire  expense  of  the  Adamson  law 
would  be  in  putting  the  eight-hour  day  into  effect. 

Here  is  another  proposition :  These  figures  of  earnings  that  were 
given  you  by  Mr.  Thom  were  upon  the  whole  capitalization  of  the 
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railroads.  You  arc  not  particularly  concerned  about  the  return  on 
the  whole  capitalization.  The  return  upon  the  bonded  or  funded 
part  of  this  capitalization  is  fixed  by  contract.  The  people  of  the 
country  are  not  going  to  be  asked  to  pay  a  commission  to  the  rail- 
roads for  getting  that  first-mortgage  loan  on  a  public  utility  of 
this  kind.  The  cost  of  that  was  the  interest  paid  for  that  part  of  the 
capitalization.  The  important  part,  and  the  place  where  they  are  to 
get  the  return,  is  upon  the  stock  capitalization:  so  why  not  in  these 
coinpai-isons,  use  the  net  earnings  upon  the  stock  values? 

For  instance,  I  took  1913,  which  was  the  only  record  I  had  before 
me,  and  in  the  figures  given  by  Mr.  Thorn  the  earnings  on  the  whole 
capitalization  were  only  5.9-1  per  cent,  but  the  earnings  on  all  the 
capital  stock,  water  and  all,  after  paying  all  the  interest  on  all  the 
bonds,  was  8.31  per  cent. 

Gentlemen,  you  can  see  by  that  why  net  earnings  may  be  increasing 
on  the  capital  stock  and  declining  on  the  whole  capitalization,  so  we 
must  watch  out  for  the  comparisons  of  figures.  They  have  deadfalls 
in  them. 

The  next  subject  I  desire  to  consider  is  the  proposition  of  the 
unearned  increment  of  real  estate.  The  railroads  are  constantly 
capitalizing  unearned  increment  "and  claiming  a  return  upon  it. 
This  claim  has  been  resisted,  but  the  Supreme  Court  of  the  United 
States  has  finally  decided  that  the  railroads  ought  to  be  satisfied  to 
receive  a  return  upon  the  increase  in  the  value  of  the  real  estate. 
(Minnesota  Rate  case,  Simpson  v.  Shepard,  230  U.  S.,  377.)  This 
theory  constantly  adds  the  unearned  increment  to  the  value  of  rail- 
road property.  Under  private  ownership  this  added  value  belongs 
to  the  stockholders.  Under  Government  ownershijD  it  would  be  a 
saving  to  the  Government.  It  is  impossible  to  tell  the  exact  amount 
of  this  saving.  The  record  of  the  past  will  not  be  known  until  the 
valuation  of  the  railroads  is  completed.  I  can  onlv  give  a  concrete 
example  and  estimate  the  total.  In  the  Minnesota' Rate  case,  above 
cited,  the  master  determined  the  cost  and  the  present  value  of  the 
real  estate  for  terminals  of  the  Northern  Pacific  in  the  cities  of 
St.  Paul,  Minneapolis,  and  Duluth. 

Up  to  1908  he  found  the  original  cost  to  be  $4,527,228.76.  He 
found  the  present  value  at  that  time  to  be  $17,315,869.45.  This 
finding  was  not  approved  by  the  opinion  of  the  Supreme  Court,  but 
it  did  announce  a  theory  that  allows  about  thirteen  and  one-third 
millions,  or  nearly  200  per  cent,  advance.  If  the  Government  had 
owned  the  Xorthern  Pacific,  every  dollar  of  this  would  have  been 
saved.  Under  private  ownership  the  stockholders  not  only  get  a 
reasonable  return  upon  their  original  investment,  but  in  this  instance 
they  got  a  present  of  over  eight  and  three-quarter  million  dollars, 
and  are  allowed  to  collect  a  return  upon  it  from  the  public  forever. 
The  same  thing  has  happened  with  every  railroad  in  every  city  of 
the. United  States.  In  the  Western  Advance  Rate  case,  1910' (20 
I.  C.  C.  Rep.,  243),  it  was  found  that  the  increase  alone  of  the  land 
values  of  the  Burlington  Railroad  amounted  to  three-fifths  of  the 
total  original  investment  of  the  entire  Burlington  system. 

The  Chairman.  State  that  again,  please. 

Mr.  Brookhart.  I  will  repeat  that.  I  am  glad  to  have  that  noticed, 
because  it  means  much  in  this  proposition. 


594  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

It  was  found  that  the  increase  alone  of  the  land  values  of  the 
Burlington  Eailroad  amounted  to  three-fifths  of  the  total  original 
investment  of  the  entire  Burlington  system.  The  figures  will  come 
later. 

On  page  340  Commissioner  Lane,  now  a  member  of  the  President's 
Cabinet,  in  writing  the  unanimous  opinion  of  the  commission  in 
referring  to  the  claims  of  the  Burlington  Eailroad  that  it  should 
be  permitted  to  continuously  increase  its  rates  because  of  (first) 
betterments  out  of  income,  and  (second)  increase  in  land  values, 
stated : 

If  the  position  of  the  Burliugtou  is  sound  and  is  a  precise  expression  of  what 
our  courts  will  hold  to  be  the  law,  then,  as  we  are  told,  there  is  certainly  the 
danger  that  we  may  never  expect  railroad  rates  to  be  lower  than  they  are  at 
present.  On  the  contrary,  there  is  the  unwelcome  promise  made  in  this  case 
that  they  will  continuously  advance.  In  the  face  of  such  an  economic  phil- 
osophy if  stable  and  equitable  rates  are  to  be  maintained,  the  suggestion  has 
been  made  that  it  would  be  wise  for  the  Government  to  protect  its  people  by 
taking  to  itself  these  properties  at  present  value  rather  than  await  the  day, 
perhaps  30  or  50  years  hence,  when  they  will  have  multiplied  in  value  ten  or 
twenty  fold. 

The  same  thing  has  happened  as  to  all  of  tlie  right  of  way  of  all 
of  the  railroads.  The  amount  of  unearned  increment  already  capi- 
talized is  a  fabulous  sum.  It  will  be  more  in  the  future  than  in  the 
past.  The  growth  and  development  of  our  country  is  only  begun. 
Eminent  authority  has  estimated  the  future  unearned  increment  of 
our  railroad  real" estate  at  an  average  of  at  least  $300,000,000  per 
year.  The  increase  in  land  values  for  one  railroad  has  been  esti- 
mated by  the  Interstate  Commerce  Commission.  This  railroad  was 
accepted  as  typical  of  the  western  territory,  it  being  the  Burlington. 
The  increase  alone  amounted  to  $150,000,000,  that  company  having  a 
capitalization  at  that  time  of  $320,000,000.  Of  course,  the  capitali- 
zation was  higher  than  the  original  investment,  but  $150,000,000  was 
three-fifths  of  the  original  investment. 

It  will  be  impossible  to  find  any  accurate  statement  of  the  total 
land  values  in  the  United  States,  but  considering  the  fact  that  the 
enormous  terminals  are  in  the  East  rather  than  in  the  West,  that  the 
proportion  of  terminals  to  the  railroad  right  of  way  is  very  much 
greater  in  the  East  than  in  the  West,  and  when  you  consider  not 
only  the  increase  in  land  values  but  also  the  original  cost,  it  would 
seem  safe  to  estimate  that  the  total  land  values  in  the  United  States, 
including  the  enormous  terminals,  is  $6,000,000,000.  exclusive  of  im- 
provements. It  is  probably  safe  to  estimate  that  land  values  have 
increased  100  per  cent  in  the  last  15  years.  If  they  increase  100  per 
cent  in  the  next  20  years,  the  annual  increase  by  reason  of  this  un- 
earned increment  will  amount  to  $300,000,000.  I  also  desire  to  call 
your  attention  to  the  fact  that  the  writers  of  books  against  Govern- 
ment ownership  of  railroads  do  not  discuss  this  item.  Although 
this  item  is  so  important  that  it  alone  might  be  sufficient  to  decide 
this  great  question,  still  it  is  not  mentioned  by  the  advocates  of 
private  ownership.  It  deserves  a  thorough  investigation  by  this 
committee.  .  . 

I  think,  gentlemen,  that  the  unearned-increment  proposition, 
even  if  you  do  not  go  to  Government  ownership  but  decide  to  go 
ahead  with  Government  regulation,  is  one  that  deserves  serious  con- 
sideration at  your  hands.    I  believe  it  should  be  ended.    If  we  give 
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tluMii  and  liciiiest  valuation  and  ^ive  them  enough  returns  to  collect 
(*)  per  cent  in  all  years,  that  is  sufficient,  as  they  are  not  entitled  to 
get  a  speculative  value  out  of  property  of  this  kind.  They  arc  noth- 
ing more  than  i)ublie  trustees— trustees  for  the  public— for  perform- 
ing this  service.  We  have  surrendered  this  into  their  hands,  and  it 
is  no  more  right  that  they  should  profit  out  of  that  trust  than  that  a 
guardian  or  administrator  of  an  estate  should  profit  out  of  the  ad- 
\ance  of  real  estate  which  he  controls. 

The  third  great  economic  loss  of  private  ownership  of  our  rail- 
roads is  the  waste  of  competition.  The  details  of  this  subject  are 
myriad.  I  shall  not  attempt  to  present  them.  Those  wdio  favor 
uniting  our  railroads  in  a  single  giant  private  corporation  rely  upon 
the  facts  showing  the  great  Avaste  in  the  present  system  through 
duplication  in  everything.  With  these  facts  I  agree.'  Xor  is  there 
a  vast  difference  in  the  remedy  I  propose.  I,  too,  believe  in  a  single 
giant  system,  but  I  want  all  of  the  people  of  the  United  States  for 
stockholders  and  the  Interstate  Connnerce  Commission  for  the  board 
of  directors.  The  Government  of  the  United  States  is  the  only 
agency  which  our  people  will  trust  with  so  great  power.  But  as  to 
the  waste  of  competition,  I  shall  only  give  the  conclusions  of  the 
most  eminent  authority,  Mr.  C.  P.  Huntington,  president  of  the 
Southern  Pacific  Kailwav,  who  said  that  the  local  waste  in  New  York 
City  alone  amounted  to  $100,000,000  annually.  (U.  S.  Ind.  Com. 
IX.  985.)  In  reference  to  the  waste  of  competition  under  the  Eng- 
lish system,  Clement  Edwards,  page  28  Railway  Nationalization, 
says : 

What  do  the  wastes  of  the  present  system,  with  its  manifold  ownership  and 
divided  management,  amount  to?  Only  an  approximate  figure  can,  of  course, 
I)e  given,  in  the  present  defective  state  of  railway  statistics.  The  secretary  of 
the  London  vV:  Northwestern  Railway  Co. — and  he  would  not  be  likely  to  err  on 
the  side  of  exaggeration— estimated  the  loss  as  20  per  cent  of  working  expense. 
A  similar  estimate  has  been  made  by  Sir  p:dwin  Ghadwiek,  C.  B.,  the  eminent 
engineer.  Another  railway  authority,  Capt.  Laws,  manager  of  the  Lancashire 
&  Yorkshire,  has  placed  the  estimate  at  24  per  cent. 

Mr.  Edward  Dudley  Kenna,  former  vice  president  and  general 
counsel  of  the  Santa  Fe,  in  his  book  on  Railway  Misrule,  page  111, 
says : 

English  experts  estimate  that  the  wastes  from  competition  are  equal  to  20 
per  cent  of  operating  expenses.  They  are  scarcely  less  in  the  United  States. 
As  the  operating  expenses  of  the  railways  for  1912  were  $1,958,963,000,  th^ 
reasonable  inference  is  that  $400,000,000  of  this  was  waste,  all  of  which  the 
people  were  called  upon  to  supply.  This  sum  exceeds  the  total  of  all  dividends 
disbursed  during  the  year  given  by  railway  companies  and  is  also  greater  than 
the  annual  disbursements  for  military,  naval,  and  post-office  expenditures  by 
the  Government. 

Of  course,  Mr.  Kenna's  book  was  written  a  few  years  ago,  before 
the  great  increase  in  military  expenditures. 

This  is  high  authority,  and  it  seems  reliable.  Government  owner- 
ship would  remove  this  waste  and  in  this  third  great  item  would  save 
to  the  people  $400,000,000  per  year.    Summarized,  we  have : 

Annual  saving  because  of  superior  Government  credit $500,000,000 

Annual  saving  of  unearned  increment  of  real  estate 300,  000,  000 

Annual  saving  of  wa.ste  of  competition 400,  000,  000 

Total  annual  saving  of  Government  ownership 1,  200,  000,  000 

This  is  more  than  one-third  of  the  gross  revenues  of  all  the  rail- 
roads.   Until  recently  it  is  more  than'the  entire  appropriations  of  the 
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CoiigTess  of  the  United  States.  And  this  does  not  inchide  all  of  the 
waste  and  extravagance  of  private  ownership.  There  are  many 
smaller  items,  like  legal  expenses,  advertising,  and  soliciting,  which  I 
Avill  not  attempt  to  estimate ;  however,  there  are  two  others  so  large 
that  the}^  ought  not  be  omitted  from  consideration.  The  first  is  the 
Avaste  through  the  alliances  with  subsidiary  supply  companies.  This 
waste  is  nearly  all  concealed.  I  will  only  quote  you  what  a  distin- 
guished United  States  Senator  has  said :  "  Enough  is  known  to  make 
it  reasonably  certain  that  hundreds  of  millions  of  railroad  expendi- 
tures annuall}^  reported  as  necessarily  paid  out  to  maintain  the  rail- 
road and  meet  its  operating  expenses  are  not  honestl}^  expenditures 
for  such  purposes,  but  represent  instead  wrongful  payments  to 
*  insiders '  who  work  a  legalized  form  of  graft,  taking  a  rake-off  on 
everything  that  enters  into  railroad  construction,  from  the  money  to 
finance  it  to  the  oil  that  lubricates  the  engines.  The  directors  of  the 
United  States  Steel  Co.  own  and  control  more  than  one-half  of  the 
railroad  mileage  of  the  United  States.  The}^  sell  steel  rails  to  them- 
-selves  at  '  most  satisfactory  figures.' '' 

I  can  illustrate  this  by  a  personal  experience.  Some  years  ago,  in 
connection  with  the  promotion  of  a  little  interurban  railroad,  I  got 
the  B.  J.  Arnold  Co.  to  estimate  on  the  price  of  furnishing  steel  rail, 
and  the  only  price  they  quoted  was  $28  per  ton  f .  o.  b.  factory.  The 
same  year  I  had  some  business  in  Canada  with  the  Canadian  Pacific 
Eailway  Co.,  which  was  building  an  extension  through  some  land 
that  was  owned  by  a  company  which  I  represented,  and  I  went  up 
there,  and  during  the  course  of  our  business  I  made  inquiries  of  the 
parties  in  charge  of  this  extension  about  their  steel  prices,  and  they 
said  they  were  quoted  to  them  at  $20.  That  is  the  way  the  Steel 
Trust  is  doing  business  to-day. 

In  this  connection,  gentlemen,  I  have  another  exhibit  which  I 
desire  to  present  to  you,  and  I  want  to  show  you  something  about  the 
power  of  this  item  in  the  history  of  the  United  States.  In  this  same 
rate  case,  when  we  were  examining  their  prices,  etc.,  we  made  an 
investigation  of  the  subject  of  steel  rails  as  compared  to  the  several 
items  of  steel.  The  exhibit  which  I  have  here,  the  top  line  running 
highest  through  that  variation  [exhibiting]  is  wire  nails.  There  is 
a  line  in  there — and  I  have  marked  it  with  pencil  so  you  can  find  it 
easily — which  indicates  the  steel  rails. 

Now,  there  are  several  other  items  of  steel  on  that  page,  and  they 
are  going  up  and  down,  year  after  year,  from  1898  to  1914,  in  com- 
pliance with  the  law  of  supply  and  demand,  and  perhaps  there  were 
manipulations,  but  you  see  the  variations  that  happened  all  the  way 
through  on  all  the  other  steel  products.  The  comparison  of  the  per- 
centages will  show  that  if  steel  rails  brought  $28  per  ton,  that  wire 
nails  brought  about  $31  per  ton,  which  is  a  remarkable  thing,  consid- 
ering the  difference  in  manufacture.  Now,  what  happened  to  steel 
rails  in  1901  ?  In  1901  starts  this  black  line  [exhibiting]  representing 
steel  rails,  and  from  1901  it  has  proceeded  as  straight  as  the  point  of 
the  compass.  It  never  varied  up  or  down  until  the  end  of  1914,  and 
that  is  as  far  as  this  exhibit  shows.  Since  the  war  began  I  under- 
stand it  has  varied  up,  but  it  is  proceeding  along  in  the  same  deadly 
parallel.  Who  was  it  that  repealed  the  law  of  supjjly  and  demand? 
It  has  never  been  done  before  in  the  history  of  this  big  round  world. 
Here  is  a  private  corporation  or  an  association  of  private  corpora- 
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tions  that  have  exerted  a  })o\ver  (greater  than  the  Roman  Emperors 
or  the  Czar  of  all  the  Kussias.  The  Congress  of  the  United  States 
can  not  draw  another  black  line  like  that  by  law.  You  never  can  do 
it  unless  vou  take  over  these  railroads  and  own  both  the  railroads  and 
control  the  manufactin-e  of  steel  rails  at  the  other  end,  as  these  men 
did.  Owning  a  majority  of  these  roads  and  selling-  these  rails  at  the 
prices  they  desired,  they  were  able  to  repeal  the  law  of  supply  and 
demand  and  draw  the  blackest  line — the  only  black  line  of  its  kind — 
in  all  human  history. 

By  the  May,  I  want  you  to  see  this  exhibit,  gentlemen.  That  was 
figured  out  by  the  same  expert  in  the  western  advance  rate  case,  and 
it  was  not  controverted,  and  there  is  no  doubt  about  its  very  great 
accuracy. 

(The  exhibit  referred  to  is  published  in  full;  see  p.  598.) 

Then  we  have  the  alliances  with  subsidiary  transportation  com- 
panies. Our  American  railroads  have  failed  to  perform  the  very 
functions  for  which  they  were  created.  They  have  admitted  their 
inefficienc}'  and  incompetence  by  farming  out  the  express  business, 
the  telegraph  business,  the  sleeping-car  business,  the  tank-car  busi- 
ness, and  even  a  large  part  of  the  refrigerator  and  other  freight 
business.  These  companies  are  all  profitable.  The  receiver's  court 
has  no  terrors  for  them.  Even  a  Government  parcels  post  has  but 
slightly  affected  the  express  business.  Under  Government  ownership 
nearly  all  of  the  net  profits  of  these  parasite  companies  would  be 
saved  to  the  people.  The  extravagance  of  Governments  is  proverbial, 
but  the  extravagance  of  private  ownership  of  railroads  has  never  yet 
been  told. 

Having  pointed  out  the  economics  of  Government  ownership,  it  is 
pertinent  to  inquire  if  there  is  anything  on  the  other  side  of  the  ac- 
count to  offset  them.  It  will  be  conceded  that  some  things  do  so  oper- 
ate. According  to  Mr.  Dunn,  Government  ownership  of  railways 
has  been  adopted  in  w-hole  or  in  part  in  53  different  countries,  and 
since  his  book  was  written  the  United  States  has  started  in  Alaska. 
This  gives  a  wide  field  for  observation.  A  review  of  the  change  from 
private  to  public  ownership  in  all  of  these  countries  will  show  that 
labor  has  received  better  treatment  and  better  pay  under  Govern- 
ment ownership.  This  costs  something,  and  would  absorb  a  part  of 
the  savings  I  have  indicated.  Upon  tliis  subject  Mr.  Dunn  says,  on 
page  338 : 

As  to  the  intensity  of  the  lal^or  required  from  and  done  by  employees,  it  is 
lil'cely  to  be  greater  imder  private  than  under  public  management.  As  has  been 
shown  elsewhere,  when  railroads  have  been  transferred  from  private  to  public 
ownership,  there  is  almost  invariably  an  increase  in  the  number  of  employees, 
and  luider  similar  conditions  State  railways  ordinarily  employ  more  men  than 
private  railways.  This  must  mean  that  on  the  average  the  individual  employee 
on  the  latter  Is  required  to  do  more  work  than  on  the  former.  Indeed,  it  is  one 
of  the  common  complaints  against  capitalistic  employers  that  they  work  their 
employees  harder  than  Governments. 

Again,  on  page  441  he  says : 

However,  it  is  significant  that  where  there  are  State  and  private  railways  in 
the  same  country,  it  is  found  that  the  State  railways  pay  a  somewhat  higher 
scale  of  wages,  and  seldom  or  never  is  it  found  that  the  opposite  is  the  case. 

These  conclusions  may  be  treated  as  the  admissions  of  the  best- 
informed  opponents  of  Government  ownership.  They  are  true  ex- 
cept as  to  the  high-salaried  general  officers.    In  Germany  the  minis- 
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ter  of  public  works  has  chai'ge  of  iiioio  i-iiilrouds  tliau  any  otlicr  one 
man  on  earth,  and  he  manages  them  better,  l)ut  his  salary  is  only 
$9,000  per  year  and  house  rent.  Suppose,  theivfore,  we  admit  that 
$300,000,000  of  the  savino-  we  have  pointed  out  would  ji'o  to  increase 
the  numl)er  of  employees  and  to  increase  their  pay.  This  would 
mean  better  labor  conditions,  o:reater  safety,  and  better  service  for 
the  public. 

Who  is  there  would  regret  if  the  $20,000,000  now  paid  to  general 
officers,  largely  as  financial  experts,  legal  experts,  or  political  experts. 
were  transferred  to  the  section  hands  who  do  not  draw  a  decent  wage? 
Three  hundred  million  dollars  would  be  more  than  railroad  labor  has 
ever  asked.  This  would  leave  $900,000,000  still  to  be  used  in  lowering 
rates,  improving  the  service,  or  extending  the  facilities.  We  could 
have  1-cent  passenger  fare  if  we  wanted.it,  or  we  could  save  an  im- 
mense capital  for  new  development.  This  is  the  other  side  of  the 
account,  and  the  balance  remains  large  in  favor  of  public  ownership. 

But  now  you  ask  for  a  concrete  example.  You  say  this  is  all 
theory,  and  you  want  to  see  the  record  of  the  country  that  has  done 
these  things.  For  this  purpose  I  will  make  comparison  to  Germany. 
There  are  several  reasons  for  this.  The  German  roads  are  well  man- 
aged. I  do  not  favor  Government  ownership  in  this  country  unless 
the  management  is  something  like  German  efficiency.  This  does  not 
mean  an  autocratic  management.  Contrary  to  popular  belief,  the 
German  roads  are  under  a  very  democratic  management.  The  at- 
tached note  is  from  Prof.  Frank  Parsons,  and  giv^es  the  workings  in 
detail.    A  similar  system  is  the  most  suitable  for  this  country. 

Now,  gentlemen,  I  want  to  read  to  you  a  note  about  how^  the 
Prussian  railroads  are  managed.  They  are  really  State  roads  in 
Germany.  Prussia  is  the  gi'eatest  State.  Over  and  above  the  Prus- 
sian management  there  is  a  sort  of  supervising  office  that  brushes 
down  any  distrust  among  the  States.  It  does  not  exercise  any- 
thing like  the  authority  of  our  Interstate  Commerce  Commission  as 
to  private  ownership.  The  real  management,  after  all,  is  in  the 
hands  of  the  States  over  there,  and  this  note  that  I  read  you  now 
gives  the  management  of  the  Prussian  railways,  and  I  think  you  will 
find  it  is  both  cooperative  and  democratic,  exceedingly  so,  and  as  com- 
pared with  the  system  which  these  railroads  are  proposing  here  now 
of  abolishing  practically  all  the  State  commissions  and  giving  all  the 
authority  of  all  the  management  into  the  hands  of  the  commission 
appointed  by  the  President  and  Senate  alone,  the  autocracy  of  the 
plan  proposed  here  in  the  United  States  would  be  beyond  expression, 
when  you  compare  it  with  the  so-called  autocratic  management  in 
Germany.    Now,  let  us  see : 

Railways  are  managed  by  the  minister  of  public  works  at  the  top  (with  a 
national  advisory  council),  21  railway  directories,  6  classes  of  local  officers 
(operating,  machine,  traffic,  shop,  telegraph,  and  building).  One  of  the  prin- 
cipal duties  of  the  local  traffic  office  is  to  maintain  a  "  living  union  "  between 
the  railway  administration  and  the  public.  The  chiefs  of  these  offices  are  re- 
quired to  get  into  intimate  relations  with  the  people  of  their  localities.  Each 
local  traffic  chief  "  by  numerous  personal  interviews  and  observations  nnist 
inform  himself  concerning  the  needs  of  the  service  in  his  district,  investigate 
and  remedy  complaints  and  evils  without  delay,  and  take  such  measures  as 
will  secure" tbe  most  efficient  s(>i'vice."  It  is  also  one  of  his  duties  to  inform  the 
public  concerning  the  organization  and  administration  of  the  railways.  The 
management  has  nothing  to  hide  from  the  public,  but,  on  the  contrary,  desires 
the  public  to  know  exactly  what  is  being  done  and  why. 
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The  local  advisory  comirils  are  composed  of  representatives  from  chambers 
of  commerce,  labor  organizations,  farmers'  unions,  dairy  associations,  merchants' 
clubs,  etc. ;  all  sorts  of  industrial  and  social  combinations  are  represented  in 
these  advisory  councils,  and  the  law  requires  the  directories  to  consult  these 
advisory  bodies.  The  people  organized  according  to  their  interests  into  various 
forms  of  industrial  union  (chambers  of  commerce,  labor  unions,  farmers'  asso- 
ciations, etc.)  elect  the  members  of  the  local  advisory  councils,  and  these 
councils  in  turn  elect  30  out  of  the  40  members  of  the  national  advisory  board, 
the  other  10  members  being  appointed,  3  by  the  minister  of  agriculture  and 
forests,  3  by  the  minister  of  trade  and  industry,  2  by  the  minister  of  finance,  and 
2  by  the  minister  of  public  works,  State  officials  being  ineligible.  These  ad- 
visory bodies  do  actually  discuss  with  the  greatest  force,  clearness,  and  effec- 
tiveness all  sorts  of  questions  about  rates  and  classification  and  the  conduct  of 
the  railroads ;  they  make  their  recommendations  and  suggestions,  and  they  are 
almost  always  adopted — always,  in  fact,  except  in  those  rare  cases  where  condi- 
tions beyond  the  control  of  the  railway  management  prevent  adoption  from 
being  reasonably  possible.  So  that  in  Germany  to-day  the  railway  system  is 
practically  in  the  hands  of  the  people  to  manage  and  direct.  The  roads  are 
actually  operated  in  the  interests  of  the  people  on  one  of  the  most  democratic 
and  cooperative  plans  it  would  be  possible  to  imagine. 

Each  railway  directory  must  consult  the  circuit  council  on  all  important 
matters  concerning  the  railways  in  its  circuit.  This  applies  especially  to  time- 
tables and  rate  schedules.  On  tlie  other  hand,  the  council  makes  recommenda- 
tions to  the  directory.  In  case  of  emergency  the  directory  may  act  according 
to  its  own  judment  independently  of  the  council,  but  it  is  required  to  reporl: 
all  such  cases  to  the  standing  committee  of  the  council  and  to  the  council  itself. 
This  provision  supplies  the  elastic  element  which  enables  the  railway  manage- 
ment to  combine  full  efficiency  and  executive  force  with  the  council  system. 
Each  council  has  a  standing  committee  which  receives  petitions,  gathers  and 
sifts  evidence,  and  reports  to  the  council. 

If,  for  any  reason,  the  circuit  council  and  the  local  directory  can  not  agree, 
or*  the  question  in  hand  is  too  large  for  local  settlement,  the  matter  goes  up  to 
the  national  council  and  the  minister.  The  national  council  meets  at  least  twice 
annually  and  deliberates  on  such  matters  as  the  proposed  budget,  normal  freight 
and  passenger  rates,  classification  of  freight,  special  and  differential  rates, 
proposed  changes  in  regulation  governing  the  operations  of  railways,  and  allied 
questions.  The  law  requires  it  to  submit  its  opinion  on  any  question  brought 
before  it  by  the  minister  of  public  works,  and  it  has  the  right  to  make  any 
recommendations  it  sees  fit  in  regard  to  any  matter  relating  to  the  railways. 
Its  proceedings  are  regularly  submitted  to  the  Landtag,  where  they  are  con 
sidered  in  connection  with  the  budget,  thus  establishing  "  an  organic  connec- 
tion "  between  the  national  council  and  the  Parliament.  In  this  way  the  pro- 
ceedings are  made  accessible  to  everyone  and  an  opportunity  is  given  to  approve 
or  disapprove  what  the  council  does  through  parliamentary  representatives. 
The  system  is  one  of  reciprocal  questioning  and  answering  on  the  part  of  the 
minister  of  public  works,  the  national  council,  and  the  Parliament. 

For  the  purpose  of  this  comparison,  I  will  take  my  figures  from 
Mr.  Dunn's  book.  When  they  are  unfair  they  are  also  unfavorable 
to  Government  ownership,  so  I  use  as  my  basis  the  concessions  of 
the  opposition.  The  mileage  of  the  Prussian  Hessian  State  Rail- 
ways in  1910  was  23,325  and  the  cost  per  mile  was  $114,000.  (Dimn, 
p.  180.)  The  net  earnings  were  $170,000,000  (Dunn,  311),  but  from 
this  should  be  deducted  $21,000,000  for  taxes  not  collected.  (Dunn, 
313.)  This  would  leave  $149,000,000  of  profit  to  the  Prussian  Gov- 
ernment in  1910,  after  paying  all  expenses  and  taxes  as  great  as  ours, 
and  this  vast  sum  was  earned  on  23,335  miles  of  line.  The  mileage 
for  the  United  States  was  238,609,  or  more  than  10  times  as  great. 
At  this  ratio  the  American  roads  would  have  earned  more  than  one 
and  a  half  laillion  dollars,  and  deducting  form  this  the  entire  interest 
charge  would  have  left  over  1,135  millions  net.  This  is  a  wide  mar- 
gin over  a  billion  dollars,  and  it  shows  that  Germany  actually  did 
what  I  claim  the  United  States  ought  to  do. 


INTERSTATE  AND   FOREIGN   TRANSPORTATION. 


601 


What  is  the  answer  to  this  fatal  achievement?  In  the  main  we 
hear  two.  First,  it  is  U)iKlly  prochiimed  that  wages  in  the  United 
States  are  double  what  they  are  in  (xermany,  and,  second,  the  Ameri- 
can freight  rates  are  the  lowest  in  the  world.  The  first  is  more  than 
offset  by  the  greater  cost  of  railroads  in  Germany,  and  the  second  I 
challenge  and  will  seek  to  disprove.  In  order  to  make  the  compari- 
son I  submit  the  following  table.  The  (jerman  figures  are  from  Mr. 
Dunn's  book  and  the  American  from  Statistics  of  Railways,  I.  C.  C, 
1910,  which  is  the  same  year  used  by  Mr.  Dunn: 


Mileage  operated 

Capitalization  or  cost  of  construction  per  mile  of  road 

Passpngor  density,  passengers  carried  1  mile  per  mile  of  line. 

Average  journey,  miles 

Average  rate  per  passenger  mile,  cents 

Freight  denisty  ( tons  iiauled  1  mile  per  mile  of  line) 

Average  haul,  miles 

Total  compensation  American  railway  employees,  1910 


Prussian 

Hessian 

State. 


23, 33.5 

.$114,000 
693,921 

14.  4.i 

.88 

l,lo0,490 


United  States, 
private. 


239,609 

$62, 6.57 

138, 169 

33 

1.938 

1,071,086 

249. 68 

$1,143,725,308 


Average  wage  (Dunn,  177),  Prussian  about  one-half  of  American. 

If  the  German  wages  are  only  one-half  the  American  wages  and 
all  other  conditions  were  equal,  then  it  is  certain  American  earnings 
would  be  less.  A  glance  at  the  foregoing  table  shows  other  condi- 
tions are  not  equal.  The  first  great  discrepancy  is  in  the  cost  of  the 
road.  We  fincl  that  the  German  roads  cost  over  $51,000  per  mile 
more  than  the  capitalization  of  the  American  roads.  If,  therefore, 
the  American  roads  cost  as  much  there  would  be  an  additional 
$12,000,000,000  upon  which  to  earn  a  dividend.  If  we  took  half  of 
the  American  wages  shown  in  the  table  for  that  purpose  they  would 
yield  about  $572,000,000,  or  about  4.77  per  cent.  But  on  page  311 
Mr.  Dunn  shows  the  German  roads  earned  6.48  per  cent  upon  their 
entire  cost  of  $114,000  per  mile.  Therefore  the  one  item  of  greater 
cost  of  road  more  than  offsets  the  difference  in  wages.  In  addition 
to  this  the  German  employees  are  so  well  protected  by  State  insur- 
ance against  injury  and  loss  of  employment  with  pensions  that  the 
real  difference  in  wages  is  much  less  than  the  nominal  difference. 

No  claim  is  more  persistently  made  than  that  the  American  freight 
rates  are  the  lowest  in  the  world.  You  see  it  in  newspapers,  in  maga- 
zines, in  pamphlets,  and  in  books.  Mr.  Dunn  excepts  Japan  alone 
(p.  296).  This  claim  has  even  reached  Congress,  and  near  the  close 
of  the  last  session  Senator  Works  said :  "  The  truth  is  that  our  freight 
rates  are  materially  less  than  are  the  freight  rates  of  any  country  in 
the  world,  and  that  passenger  fares,  with  the  exception  of  third  and 
fourth  class  fares  in  European  countries,  are  as  low  as  are  the  rates 
in  other  parts  of  the  world."  Mr.  Dunn  has  used  seven  pages  of  his 
book,  296-302,  to  demonstrate  that  our  passenger  rates  are  almost  as 
low  as  the  German  and  our  freight  rates  much  lower.  I  desire  to 
join  issue  with  those  conclusions  and  assert  that  not  only  are  Ameri- 
can passenger  rates  highest  in  the  world,  but  American  freight  rates 
for  the  same  servie  are'  highest  also.  The  issue  is  sharp  and  is  also 
important.     Xow  for  the  facts. 

W^hen  we  seek  to  compare  freight  rates  in  two  different  countries 
we  first  look  for  the  average  cost  of  hauling  1  ton  of  freight  1  mile. 
In  the  table  given  this  average  cost  in  Germany  is  1.248  cents  and 
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in  the  United  States  0.753.  If  this  Avere  all  to  consider,  the  American 
rate  is  much  lower  than  the  German.  But  this  is  only  the  starting 
point.  Every  rate  is  made  up  of  two  things — one  the  terminal  ex- 
pense, the  other  the  haulage  expense.  All  freight  must  be  loaded 
and  unloaded,  and  facilities  must  be  provided  therefor.  That  is  ter- 
minal expense.  It  must  be  moved.  That  is  haulage.  The  terminal 
expense  is  about  the  same  for  a  short  haul  as  for  a  long  one.  There 
fore  the  length  of  haul  becomes  the  next  great  item  in  a  freight  rate. 
The  above  table  gives  the  average  German  haul  as  68  miles.  That  is 
Mr.  Dunn's  figures.  Other  eminent  authority  gives  it  as  60  miles: 
but  again  I  use  the  conceded  figures.  In  my  table  the  American  haul 
is  given  as  248.88  miles.  In  Mr.  Dunn's  book,  on  page  176,  the 
"  average  haul  miles,'"  ''  railways  of  the  United  States,"  is  given  as 
only  138  miles.  Now.  we  are  coming  to  the  issue.  On  page  296  he 
say's  the  length  of  the  American  haul  is  double  the  German,  and  this 
statement  is  repeated  on  page  299.  He  makes  no  explanation  of  these 
figures,  and  states  them  as  a  positive  fact  and  without  qualification. 
Where  did  he  get  those  figures  ?  Look  on  page  59  of  the  statistics  of 
railways. 

I.  C.  C,  1910,  and  you  will  find  them  under  the  heading,  "  Typi- 
cal haul  of  the  average  railway,"  Does  that  mean  the  average 
haul  of  the  railways  of  the  United  States?  It  does  not.  It  means 
jthe  average  haul  of  one;  that  is,  the  average  railway.  In  the 
next  column  on  the  same  page  we  find  "  The  typical  haul  of  all  the 
railways  regarded  as  a  system,"  and  that  is  249.68  miles  instead  of 
138.  And  there  you  fincl  the  two  figures  side  by  side,  in  the  same 
book,  and  yet  Mr."  Dunn  uses  the  typical  haul  of  the  average  railway 
and  never  says  a  word  about  it,  as  the  average  American  haul.  In 
order  to  maintain  that  claim  that  American  rates  are  lower  at  all,  it 
is  necessary  to  split  that  haul  and  reduce  it  down  to  138  instead  of 
260  miles  as  it  is  to-day.  It  was  250  miles,  in  round  numbers,  at  the 
time  I  made  the  comparison. 

In  our  country  there  are  many  thousand  hauls  over  two  or  three 
or  even  more  roads.  You  can  start  a  trainload  of  freight  at  New 
York  over  the  New  York  Central,  take  it  over  the  Lake  Shore  and 
over  the  Big  Four,  down  to  St.  Louis  without  that  train  being  broken 
up,  every  car  going  at  the  same  time,  under  the  same  motive  power, 
under  the  same  crews.  You  can  do  all  of  that,  and  yet  in  Mr.  Dunn's 
figures  the  typical  haul  of  the  American  railway — that  through  haul 
is  broken  up  and  reported  as  three  hauls,  and  there  would  be  three 
terminal  expenses.  The  unfairness  of  that  proposition  has  enabled 
them  to  publish  continually  and  put  in  statements  and  pamphlets 
and  books  and  everything  the  fact  that  American  freight  rates  are 
the  lowest  in  the  world.  The  cars  are  loaded  at  the  beginning, 
switched  from  one  road  to  another  and  not  unloaded  until  the  jour- 
ney end.  So  far  as  terminal  expenses  is  concerned  this  is  one  haul. 
Under  the  figures  used  by  Mr,  Dunn,  if  a  car  passed  over  three  dif- 
ferent roads  that  trip  is  broken  up  into  three  hauls,  and  he  figures 
it  as  loaded  three  times  and  unloaded  three  times,  when,  in  fact,  it  is 
only  loaded  once  and  unloaded  once.  He  is  -not  only  wrong,  but  is 
grossly  unfair  in  using  these  figures  without  explanation  or  comment. 

If  the  Government  owned  the  railroads,  his  figures  would  disap- 
pear from  the  table.  There  would  be  nothing  from  which  to  make 
them   up.     If   private   ownership   is  charging  a  terminal   expense 
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which  inchules  its  share  for  loudiiio-  and  unloading-  every  time  it 
switches  a  car  from  one  road  to  another,  it  is  taking  an  extortionate 
toll  that  will  he  wiped  out  by  (lovernment  ownership. 

AVhy  is  this  so  impoi-tant^  When  we  find  out  the  amount  of  ter- 
minal expense  we  shall  see.  I  have  made  a  careful  investigation  of 
this  question  and  have  had  it  figured  out  by  an  expert.  Under  the 
Mc(iraham  system  established  many  years  ago  the  railroads  actu- 
ally charge  G  cents  per  100  pounds  for  terminal  expense  on  sixth 
class,  and  they  charge  the  same  for  the  short  haul  as  for  the  long 
one.  Sixth  class,  the  rate  from  New  York  to  Chicago  is  25  cents, 
and  if  you  will  read  Prof.  Ripley's  book,  which  is  favorable  to  the 
railroads,  he  describes  how  that  rate  w'as  established  30  or  more  years 
ago  and  brought  down  to  date — ^paying  it  to-day.  It  is  divided  6 
cents  for  terminal  and  19  cents  for  haulage.  Now,  of  course,  for 
higher  classes,  l)otli  the  haulage  and  the  terminal  are  increased. 
For  some  of  the  commodities  they  are  the  same.  The  same  divi- 
t^ion,  also,  is  made  on  any  commodity  where  the  rate  is  25  cents  per 
hundred.  On  the  commodities  that  are  lower,  both  the  haulage  and 
the  terminal  is  reduced  in  the  charge. 

Now,  gentlemen,  in  order  to  make  this  terminal  average  for  the 
United  States  safe,  I  have  taken  all  of  that  reduction  off  the  ter- 
minal and  have  not  allowed  any  on  the  haulage  at  all.  For  the 
higher  class  rates  they  charge  more  and  for  the  commodities  less. 
The  average  terminal  charge  for  all  freight  in  the  United  States  fig- 
ures to  be  at  least  4.25  cents  per  hundred  pounds.  That  is  what  it 
figures  out,  allowing  all  this  reduction,  if  there  is  any,  on  the  ter- 
minal alone,  taking  nothing  off  of  the  haulage,  leaving  it  as  high  as 
it  is  on  the  sixth  class.  On  some  local  short  hauls  they  charge  less. 
In  the  Minnesota  rate  case  the  State  commission  fixed  the  charge  for 
first  class  at  11.02  cents,  and.  as  above  stated,  the  average  terminal 
charge  for  all  freight  in  the  United  States  figures  out  to  be  at  least 
4.25  cents  per  hundred  pounds.  This  is  the  average  terminal  charge 
in  the  rates  we  now  pay  the  railroads,  and  it  is  not  modified  by  the 
fact  that  shippers  load  and  unload  carload  lots.  Therefore  the  aver- 
age terminal  charge  alone  on  each  ton  of  freight  in  our  country  is  85 
cents.  Now,  gentlemen,  I  would  like  to  have  you  remember  those  fig- 
ures. The  average  terminal  charge  which  we  are  now  paying  the  rail- 
roads in  the  United  States  is  85  cents  for  each  ton.  In  Germany,  for 
terminal  movement  and  all,  it  costs  1.248  cents  to  move  each  ton  1 
mile.  Therefore,  to  move  a  ton  the  average  haul  of  68  miles  would 
cost  only  84.0  cents. 

In  other  words,  the  terminal  expense  alone  in  the  United  States  is 
more  than  the  whole  German  rate.  If  the  length  of  haul  is  68  miles 
in  Germany  and  250  in  the  United  States,  then  the  American  is  3f 
times  the  German  instead  of  double,  as  claimed  by  Mr.  Dunn.  This 
means  we  must  add  2|  terminal  expenses  to  the  American  rate  to 
make  the  comparison.  When  this  is  done  the  American  rate  be- 
comes 1.886  as  against  1.248  for  the  German.  Instead  of  being  the 
lowest  in  the  world,  our  freight  rates  are  more  than  50  per  cent  higher 
than  the  German  and  there  are  no  other  facts  to  change  this  con- 
(dusion.  We  have  already  seen  that  our  highest  wages  are  more  than 
offset  by  the  greater  cost  of  roads  in  Germany.  The  table  shows 
the  freight  densitv  to  be  about  the  same  in  the  two  countries.     This 
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is  a  surprise  to  many,  but  some  years  it  is  even  greater  in  our  country.. 
There  are  many  other  facts  which  tend  to  increase  the  American 
rates  in  the  comparison.  German  rates  include  express,  which  is 
high  and  increases  the  average.  Express  is  not  inchided  in  the 
American  rale.  The  American  rate  is  cut  down  by  large  amounts  of 
freight  carried  for  the  companies  themselves,  but  the  German  rate 
includes  only  freight  actually  paid  for.  The  proportion  of  bulky 
low-rate  freight,  like  coal,  iron,  and  timber,  is  very  much  greater  in 
this  country.  Much  of  this  goes  by  water  in  Germany.  About  one- 
third  of  our  tonnage  is  coal,  and  that  reduces  the  average  rate.  In 
Germany  the  proportion  of  manufactured  goods  is  very  much  greater 
and  they  always  go  at  a  higher  rate  and  increase  the  average.  These 
considerations  are  fatal  to  the  claim  that  the  American  rates  are 
lower.  About  1905  the  German  commissioners,  Hoff  and  Schwabach, 
visited  this  country  for  the  purpose  of  comparing  freight  rates. 
They  reported  that  for  the  same  service  the  American  rate  would  be 
1.44  cents  per  ton-mile  as  compared  to  the  German  rate  of  0.95  of 
1  cent.  They  also  found  the  American  rate  to  be  almost  50  per  cent 
higher.  I  have  searched  in  vain  for  higher  freight  rates  than  the 
Americans'  upon  a  fair  comparison.  England  is  the  nearest  ap- 
proach, and  England  enjoyed  the  blessings  of  private  control  until 
the  war  wiped  it  out. 

In  Germany  the  average  passenger  fare  is  0.88  of  1  cent  per  mile. 
About  3  per  cent  must  be  added  to  this  for  baggage  charges  and  a 
little  niore  for  tickets  through  gate^s  to  parties  seeing  friends  off  on 
trains.  After  all  is  considered,  the'  German  rate  is  less  than  half 
the  American  rate  of  1.938  cents  per  mile.  The  American  accom- 
modations are  better  than  the  German  lower  classes  and  the  German 
density  is  more  than  five  times  the  American.  However,  density 
does  not  count  so  much  on  passenger  as  on  freight  rates.  In  our 
country  the  passenger  rate  in  the  East  is  higher  than  in  the  less 
dense  Middle  West. 

In  the  recent  advances  allowed  by  the  commission  they  allowed 
2^  cents  for  the  eastern  district  here,  but  in  the  western  district  they 
only  allowed  2.4  cents  for  interstate  traffic,  so  the  greater  density  is 
paying  the  higher  rate  here  in  the  United  States,  and  the  railroads 
themselves  figured  it  out  in  the  same  way  prior  to  that. 

The  average  journey  in  Germany  is  less  than  half  the  American^ 
l)ut  neither  is  length  of  journey  so  important  as  length  of  haul  in 
freight.  When  all  is  considei'ed  it  is  found  that  for  the  same  service 
the  American  passenger  rate  is  almost  double  the  German  and  the 
freight  rate  more  than  52  per  cent  higher,  but  still  upon  those  low 
rates  Government  ownership  in  Germany  had  a  net  earning  of 
$170,000,000  in  1910  and  the  mails  and  parcel  post  were  handled 
free. 

A  proper  and  fair  analysis  will  reach  the  same  conclusions  in  all 
the  world.  The  United  States  is  the  best  natural  railroad  proposi- 
tion on  earth.  I  used  to  feel  we  could  not  make  a  comparison.  You 
might  make  n  success  in  a  little  country  like  SAvitzerland,  but  you 
might  fail  in  a  big  country  like  the  United  States,  but  the  investiga- 
tion of  this  subject  proves  conclusively  that  the  larger  the  country 
the  more  sure  you  are  to  make  a  success.  The  railroad  consolidations 
prove  that.     The  attempt  they  are  making  now  to  get  them  united 
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under  a  single  niiinageiuent  iiroves  the  same  thin<2;.  It  is  easier  to 
make  a  success  of  (xovernment  oAvnersliip  in  the  United  States  than 
in  any  country  in  this  world.  Germany  is  next.  Sui)erior  manage- 
ment has  put  the  German  first.  In  other  countries  the  results  are  not 
so  great,  because  the  propositions  are  not  so  good.  The  management 
in  Switzerland  under  the  most  democratic  foi-m  of  govennnent  is  in 
all  respects  as  good  as  the  (jerman.  The  results  are  as  great  in  pro- 
portion to  the  opi^ortunities.  In  Australia  the  same  is  true,  except 
the  ownership  has  been  by  States  instead  of  national.  The  same  is 
true  of  Belgium,  NeAv  Zealand,  Japan,  and  South  Africa. 

Until  very  recently  they  have  had  a  poor  State  management  in 
Australia.  Some  States  had  narrow-gauge  roads  that  went  up  against 
broad-gauge  roads  in  other  States.  They  have  had  an  economic  loss 
on  them,  but  recently  they  have  had  national  management,  which 
W'ill  unite  them  all  together,  with  the  result  that  they  will  be  as  good 
as  in  any  other  country. 

Even  in  Italy,  where  the  proposition  is  so  bad  it  is  a  failure  under 
every  management,  still  it  is  better  under  Government  ownership. 
This  is  the  only  country  that  ever  relapsed  from  Government  owner- 
ship, but  it  soon  came  back.  In  all  other  countries  the  question  is 
settled  where  the  Government  owns  the  railroads,  and  I  believe  there 
is  no  other  settlement  for  it  in  our  country. 

Is  Government  ownership  compatible  with  our  system  of  govern- 
ment ?  The  committee  has  asked  that  question,  and  I  would  reply  to 
this  by  saying  that  private  ownership  has  certainly  proven  incom- 
patible to  our  system  of  government.  If  w^e  go  into  the  history  of  the 
manipulation,  the  looting,  and  the  wa-ecking  of  American  railroads, 
we  find  it  without  parallel  in  the  history  of  the  world.  Legislatures, 
courts,  and  even  Congress  have  been  unable  to  stop  these  evils.  They 
have  continued  right  down  to  date  in  the  Xew  Haven  and  the  Rock 
Island.  Their  participation  in  government  has  been  evil,  sinister,  and 
universal.  Count  up  the  thousand  newspapers  on  the  pay  roll  of 
the  New  Haven,  and  who  can  ascribe  to  it  any  other  motive  than  the 
corruption  of  public  sentiment  and  the  subversion  of  free  govern- 
ment ^  Its  schemes  would  have  failed  if  government  had  not  been 
chloroformed. 

How^  much  better  is  the  recent  campaign  for  higher  rates  through 
new^spaper  advertising.  In  Iowa  more  than  500  papers  published  thi§ 
advertising,  which  was  so  false  and  unreliable  that  the  attorney 
for  the  railroads  was  forced  to  repudiate  it  in  the  trial  of  the  ad- 
vance rate  case.  And  all  of  this  scheme  of  deceiving  themselves  was 
paid  by  the  people  in  railroad  fares.  Why,  at  this  moment,  do  the 
railroads  have  350  political  attorneys  retained  in  the  State  of  Iowa 
and  other  thousands  throughout  the  United  States?  Why  have  the 
railroads  offered  my  newspaper  and  every  newspaper  throughout 
the  country  free  plate  accounts  of  the  hearings  before  this  com- 
mittee? It  is  because  private  oAvnership  is  not  compatible  with  free 
government.  The  railroads  will  never  get  out  of  politics  until  the 
Government  owns  them.  Then  nobody  will  conduct  a  i^olitical  cam- 
paign for  higher  rates.  Xobody  will  corrupt  a  legislature  for  a 
charter  to  w^ater  the  stocks.  The  political  attorneys  will  all  be  dis- 
charged. The  United  States  attorneys  will  protect  the  (Tovernment's 
interests.  Congress  can  investigate  every  subject  of  transportation 
and  no  free  plate  matter  will  be  sent  out  to  edit  or  distort  the  facts. 
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On  June  80,  1915,  the  United  States  (Tovernment  was  running  more 
than  28,000  miles  of  raih-oad — more  than  the  Prussian  Empire.  I 
think  the  number  at  the  present  time — I  have  seen  it  stated,  at  least, 
to  be  42,000.  The  first  was  reported  by  the  Interstate  Commerce  Com- 
mission at  that  time. 

These  great  properties  in  control  of  our  courts  do  not  threaten 
our  Government.  They  would  be  better  still  in  the  hands  of  the 
Interstate  Commerce  Commission,  which  knows  so  much  more  about 
them,  but  the  courts  run  them  better  than  these  private  owners  who 
have  wrecked  them. 

As  to  whether  Government  ownership  will  suit  local  needs,  we 
only  need  to  look  at  the  Post  Office  Department.  Its  establishment 
of  the  rural  free  delivery  is  an  answer  full  and  complete.  Every 
system  of  Government  ownership  does  more  to  suit  local  needs  than 
private  ownership.  It  is  one  of  the  charges  against  Government 
ownership  that  it  does  too  much  and  goes  to  extravagance. 

I  should  favor  the  acquiring  of  the  properties  by  the  Government 
•either  by  purchase  or  condemnation.  The  old  stock  issue  should  be 
retired  and  speculation  forever  cease  in  our  public  highways.' 

In  conclusion,  I  will  point  out  in  my  opinion  why  regulation  is 
doomed  to  failure.  A  very  large  percentage — over  two-thirds — of 
our  railroads  can  live  and  prosper  on  a  given  set  of  rates.  They  are 
•doing  it  now.  It  is  unjust  to  the  public  to  raise  the  whole  rate  struc- 
ture in  order  to  give  the  other  one-third  more  revenue.  It  might  be 
done  in  one  giant  corporation  plan,  but  that  looks  too  much  like  a  pri- 
vate monarchy.  The  American  people  will  not  tolerate  it  very  long. 
The  other  and  only  alternative  is  Government  ownership. 

I  have  here  compiled  a  list  of  railway  companies  that  earned  more 
than  T  per  cent  on  their  common  stock  during  the  year  1913.  This 
earning  is  net  above  all  interest,  all  operating  expenses  and  all  taxes. 
I  have  accepted  their  capital  stock  as  they  themselves  report  it,  water 
and  all.  These  roads  handled  70.09  per  cent  or  more  than  two-thirds 
of  all  the  traffic  handled  by  the  railroads  for  which  the  Interstate 
Commerce  Commission  publishes  ton-mile  figures.  The  commission 
did  not  publish  traffic  statistics  for  Class  III  railroads.  However, 
these  roads  earn  less  than  $100,000  each  annually  and  comprise  less 
than  4  per  cent  of  the  mileage  of  the  United  States. 

Gentlemen,  here  are  the  roads  and  what  they  earn,  and  I  believe 
that  nothing  can  be  better  than  for  us  to  read  these  figures  over  here 
and  see  what  is  happening  to  these  individual  roads.  It  shows  to 
you  that  regulation  can  not  regulate  this  competitive  system.  It  is 
impossible  for  you  gentlemen  to  figure  out  a  plan  to  give  all  of  the 
railroads  of  the  United  States  6  per  cent  and  just  enough  surplus  to 
make  that  absolutely  sure  each  year.  You  can  not  do  it  under  this 
private  ownership  because  of  this  great  discrepancy  and  the  great 
differences  in  the  organization,  the  localities,  and  the  numerous 
systems. 

The  Baltimore  &  Ohio  earned  7.33  on  all  its  common  stock.  The 
Bessemer  &  Lake  Erie  Eailroad  Co.  earned  on  all  its  st(;ck.  preferred 
and  all — I  did  not  get  some  of  these  sej^arated ;  I  had  to  take  it  all-— 
it  earned  18.14  per  cent.  The  Buffalo,  Rochester  &  Pittsburgh  Rail- 
way Co.,  on  all  its  stock,  earned  12.89  per  cent.  The  Central  New 
England  Railway  Co.  earned  8.45  per  cent  on  259,497,608  ton-miles. 
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Tl)e  Central  Railroad  Co.  of  New  Jersey  earned  24.93  per  (ent  on 
2,484.070.485.  The  Dehnvare  &  Hudson  Railroad  System  earned 
14.19  per  cent  on  3.0()0.971,982.  The  Delaware,  Lackawanna  &  AVest- 
ern  Railroad  Co.  earned  22.93  i)er  cent  on  4,277,030,439.  The  Kana- 
wha &  Michio-an  Railway  Co.  earned  11.17  per  t-ent  on  712,246,180. 
The  Lehigh  &  Hudson  River  Railway  Co.  earned  20.01  per  cent  on 
231.727,702.  The  Lehigh  Valley  Railroad  Co.  earned  14.10  per  cent 
on  5.812,384,917.  The  New  York  C\>ntral  lines  earned  11.08  per 
cent  on  34.424.312.942.  The  Norfolk  &  Western  Railway  Co.  earned 
D.02  on  8,856,070.381.  The  Pennsylvania  System  earned  9.64  on 
42.874.515,240,  Avhole  line.  The  Reading  System  earned  13.10  per 
.cut  on  6,134,611.747. 

()n  all  the  stock  of  the  Baltimore  &  Ohio  it  would  be  more  if  the 
dividends  were  paid  on  the  preferred  than  all  applied  to  the  common 
.stock. 

The  Chairman.  What  year  were  those  figures  for? 
Mr.  Brookhart.  This  was  1913.  I  took  them  from  the  Advance 
Rate  case  because  we  have  worked  them  out  in  that  case.  The  figures 
for  1916  would  be  considerably  more.  In  1914  and  1915  they  would  be 
less.  This  probably  would  be  about  an  a  verage  of  the  four  years.  The 
earnings  are  on  common  stock  on  these. 

The  Detroit  &  Mackinac  earned  9.71  per  cent  on  96,239,146  ton- 
miles.  The  Detroit  &  Toledo  Shore  Line  earned  19.20  per  cent  on 
4,346,397.  The  Elgin.  Joliet  &  Eastern  Railway  Co.  earned  25.03  per 
cent  on  1,755.724.208.  The  Lehigh  &  New  England  earned  8.64  per 
cent  on  157,791,718.  The  Alabama  &  Vicksburg  Railway  Co.  earned 
17.50  per  cent  on  127,280,286.  The  Cincinnati,  New  Orleans  &  Texas 
Pacific  Railway  Co.  earned  71.23  on  1,072,034,160. 
You  will  notice  they  had  over  a  billion  ton-miles. 
The  Atlantic  Coast  Line  Railroad  Co.  earned  11.50  per  cent  on 
2,036,643.060  ton-miles.  The  Atlantic  &  West  Point  Railroad  Co. 
earned  10.14  per  cent  on  44,118.559  ton-miles.  The  Louisville  &  Nash- 
ville Railroad  Co.  earned  11.99  per  cent  on  5,513,273,784  ton-miles. 

I  take  it  that  is  the  one  which  bought  up  the  road  you  sought  to 
have  built  through  your  county.  Mr.  Sims.  It  earns  almost  12  per 
cent,  and  it  bought  up  that  road  in  some  manner,  dumped  it  in  the 
wastebasket  to  control  the  situation  better  and  earn  more  perhaps. 


Name  of  road. 


Nashville,  Chattanoosra  &  St.  Louis  Rv . . 
Richmond,  FredericVsburgh  &  Potomac  R.  R 

Wosterii  Ry.  of  Alabama 

Charleston  &  Western  Carolina  Ry.  Co! ! ! ! ! !  ' 

Alabama  Oreat  Southern ".  . 

Mobile  i-  Ohio [[ 

Virsiinia  &  Southwestern  Rv .'.".".'.' 

Arizona  &  New  Me\-i"o . .  . ." [ 

At'^hison,  Topeka  &  Santa  Fe...  . 

Binijham  (t  Garfield 

Minneapolis,  St.  Paul  &  Sault  Ste.  Marie'.!!!!! 
Chicago  &  Northwestern 


Those  tAvo  last  are  large  roads,  one  3,000,000,000.  and  the  other 

6.000.000,000  ton-miles.  '       ^       '       . 
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Name  of  road. 


Chifa?o,  St.  Paul,  Minneapolis  &  Omaha 

Chir'a?o,  Milwaukee  &  St.  Paul 

Florence  &  Cripple  Creek  R.  R 

Duluth  &  Iron  Range 


Per  cent 

earned  on 

common 

stock. 


1,262,998,028 

8,570,061,411 

27, 268, 344 

857,841,405 


That  road  has  more  than  three-fourths  billion  ton-miles. 
Mr.  Adamson.  Those  roads  to  which  you  have  just  alluded  having 
su'h  large  earnings  are  the  iron  roads,  are  they  not? 
Mr,  Brookhart.  I  think  some  of  them  are. 
Mr.  Adamson.  The  ore  roads? 
Mr.  Brookhart.  Yes ;  and  coal  roads,  some  of  them. 


Name  of  road. 


Per  cent 

earned  on 

common 

stock. 


Ton-miles. 


Buluth,  Mesaba  &  Northern 

El  Paso  &  Southwestern 

Great  Northern 

International  &  Great  Northern 

Nevada  Northern 

Northern  Pacific 

Chieaso,  Burlinston  &  Quincy 

Fort  Worth  &  Denver  City 

San  Antonio  &  Aransas  Pass 

Union  Pacific  System 

Southern  Pacific  System 

Cambria  &  Indiana  R.  R.  Co 

Cornwall  R.  R.  Co 

Coudersport  &  Port  Alleghany 

Cumberland  &  Pennsylvania  R.  R.  Co.. 
East  Broad  Top  Railroad  &  Coal  Co . .  . 

Tennessee  &  Wyoming  R.  R.  Co 

Hoosac  Tunnel  &  Wilmington  R.  R.  Co 

Lake  Champlain  &  Moriah  R.  R.  Co 

Lakeside  &  Marblehead  R.  R.  Co , 

Ligonier  Valley  R.  R.  Co 


90  49 

9.02 
11.60 
10.80 
35  36 

8.80 
19.00 

7.52 
20.12 
14.41 

9.62 
11. 90 
13  30 

8.80 
24.57 
26  84 

7.77 

7.58 
16.44 
37.51 
17.81 


1,070, 

750, 

7, 634, 

695, 

104, 

6,232, 

8, 791, 

378, 

210, 

6, 283, 

7, 034, 

10, 

4, 

4, 

44, 

15, 

4, 

1, 

5, 

15, 

13, 


850, 116 
740,290 
056, 449 
410,511 
507, 372 
168, 637 
435, 597 
842,093 
434, 227 
029, 209 
174, 870 
092,236 
219, 116 
542,302 
811,069 
3i  1,013 
429, 973 
094,522 
414, 199 
340, 439 
062,220 


The  Chairman.    Have  you  on  that  list  all  the  large  railway  systems  ? 

Mr.  Brookhart.  Yes;  they  are  all  in  here  except  the  few  I  will 
mention  later,  Senator.  There  are  some  of  the  roads  badly  financed 
I  will  mention  later  by  themselves. 

Mr.  Hamilton.  You  have  not  given  the  average  of  all  the  roads, 
have  you  ? 

Mr.  Brookhart.  No,  sir ;  it  is  a  big  job.  You  can  get  the  capitaliza- 
tion of  all  of  them  and  add  them  up,  and  add  these  per  cent,  and  in 
that  way  figure  them  out.  but  it  is  a  bigger  job  than  I  had  time,  just 
as  a  common,  ordinary  citizen,  to  do. 

I  will  not  read  the  "balance  of  them. 

The  Chairman.  They  will  be  included  in  the  record. 

Mr.  Brookhart.  I  have  read  a  good  deal  because  I  wanted  you 
to  feel  that  most  of  the  railroads  of  the  United  States  are  earning 
more  than  they  ought  to  earn  now.  The  rates  are  too  high.  I  call 
your  special  attention  to  the  Brimstone  Railroad  &  Canal  Co.,  which 
earns  209.80  per  cent.  The  Brimstone  route  is  earning  the  most  of  any 
railroad  in  the  United  States. 


<3?- 
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The  Hocking-  Valley,  which  omitted  earlier,  is  one  of  these  large 
roads;  it  earned  17.4:3  per  cent  on  its  total  stock. 

These  roads  Avere  taken  ont  of  96  per  cent  of  the  roads  that  are 
reported,  and  they  carry  over  70  per  cent  of  all  the  traffic  in  the 
United  States.  The  authority  for  it  all  is  the  Interstate  Commerce 
Commission,    I  will  read  that.    It  is  in  the  record  here. 

The  balance  of  the  list  is  as  follows: 


Name  of  road . 


Potato  Creek  R.  R.  Co 

Raritan  River  R.  R.  Co 

St.  Louis  c\:  O'Fallon  Ry .  Co 

Fionesta  Valley  Ry .  Co." 

Durham  i^-  Soiilliern  Ry .  Co 

Ea.st  Tennessee  &  Western  Korth  Carolina . 

Frankfort  &  Cinciimati  Ry.  Co 

Kentucky  A  Tennessee  Ry 

Kentwood  &  Kastern  Ry.Co 

.\t  ilene  ct  .'outhern  Ry!  Co 

Brimstone  Railroad  A:  Canal  Co 

Castle  Valley  R.  R.  Co 

Colorado  &  Southeastern  R.  R 

Colorado  &  Wyoming  Ry.  Co 

Puluth  it  yor'lhern  Minnesota  Ry 

Mississippi  River  c^  Bonne  Terre  Ry 

Missouri  &  1  onisiana  R.  R.  Co " 

Missouri  &  Southern  R.  R.  Co 

Mimiesoia  &  International  Ry 

Columbia  &  Pueet  Sound  R.  R 

Rav  ct  Gila  Vallev  R.  R.  Co 

San  Antonio,  I'valdo  A:  Gulf  R.  R 

San  Joaquin  &  Fastern  Ry 

Sibley,  Lake  Bisteneau  ^Southern  Ry. .  . . 

Houston  &  Shreveport 

Simset  Ry .  Co 

Sugar  I  and  Rv.  Co : 

Tonopah  i\:  Goldfield  R.  R.  Co 

Warren  &  Quacliita  Valley  Rv 

Wasliington,  Idaho  &  Montana  Ry 

Hocking  Valley '. 


Per  cent 

earned  on 

common 

stock. 


Total  ton-miles ,  211, 261, 777, 994 


48, 
13 
88 
12 
11 
18, 
9, 

121 
43 
36 

209 
33 
18, 

171 
17 
7 
23 
17. 
24 

204. 
27. 
23 
34, 
27, 
32 
7. 
12 
14 
8 

17. 
1 


Ton-miles. 


3 
4 
11 
3 
6 
6 
1 
3 
7 
2 

6 
10 
19 
40 
26, 

7! 

3. 
68, 
24. 
13, 

6, 

3. 

2, 
13. 
50, 

1. 

9, 

1, 

22. 

1,453, 


,777.341 
.231.869 
,677,412 
.741,787 
,885,804 
, 268. 074 
.  544. 577 
.  432. 727 
,524,119 
.3,59.811 
888, 049 
.320,094 
, 300, 629 
,815.728 
, 983. 759 
, 902. 257 
.823,233 

933. 422 
877. 376 
207.928 
819,327 
341.030 
433, 877 
443,809 
516, 151 
929, 121 
478, 221 

625. 423 
463, 542 
714. 229 
682, 875 


Total  ton-miles  of  Class  I  and  II  railroads — or  those  whose  annual  operating  revenue 
exceeds  $100,000 — in  the  United  States  for  year  ending  June  30,  1913,  301,398,753.108. 

I'er  cent  of  traffic  handled  of  those  roads  thav;  earned  7  per  cent  on  their  common 
stock,  70.09. 

Authorities  :  Railroad  exhibits  showing  figures  for  systems  in  Five  Per  Cent  Case  were 
used  in  order  to  eliminate  the  intercorporate  relationship  of  capital  stock ;  reports  to 
stockholders  for  Atchison,  Topeka  &  Santa  Fe,  Union  Pacific,  and  Southern  Pacific, 
giving  system  figures,  were  used  ;  and  the  balance  of  Class  I  and  II  roads  as  reported 
by  the  Interstate  Commerce  Commission  in  their  Reports  of  Statistics  of  Railways  in  the 
United  States  for  the  j^ear  1913. 

9G.43  per  cent  of  the  total  mileage  of  railwav  companies  reporting  to  the  Interstate 
Commerce  Commission  is  embraced  in  Class  I  and  II  roads. 

Return  is  on  capital  stock.  Figures  taken  from  railroad  exhibits  in  Five  Per  Cent  Case 
did  not  show  the  common  and  preferred  stock  separately,  however,  the  return  on  com- 
mon stock  would  be  much  greater  in  instances  where  there  is  more  than  one  kind  of 
stock. 


Take  out  of  the  remaining  30  per  cent  the  Chicago  &  Alton,  the 
Frisco,  and  the  Eock  Island,  about  which  Commissioner  Daniels 
spoke  as  having  been  wrecked  by  financial  manipulation,  in  his 
opinion,  in  the  Western  Advance  "^Eate  Case,  also  the  Erie  (whose 
financial  history  is  notorious,  and  if  its  capital  stock  averaged  the 
same  per  mile  of  line  as  the  average  of  the  eastern  district,  it  would 
have  earned  7.56  on  such  capital,  and  if  its  funded  debt  had  aver- 
aged the  same  as  the  average  of  the  eastern  district  per  mile,  it 
would  have  earned.  14,60  per  cent)  j  also  take  put  the  Chesapeake,  &^^ 
'!i[  III     .lioilfdimo-i  UfiO'iUfi-i  ^o  Mori  'tdl  ni  'leonoiq  r;  atrfr  .by^coj 
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Ohio,  the  West  Side  Belt,  the  Illinois  Central,  and  the  St.  Louis, 
Iron  Mountain  &  Southern,  which  earned  over  5  per  cent,  and  the 
remaining  roads  of  the  United  States  only  handled  18  per  cent  of 
the  traffic. 

This  analysis  shoAvs  the  railroads  handling  82  per  cent  of  (;ur 
traffic  are  earning  enough  on  an  average.  If  you  will  take  the  fore- 
going ''  wildcat  "  roads  and  reform  tlieir  capitalization  to  even  the 
general  railroad  standard  and  also  take  the  5  per  cent  roads  which 
I  have  mentioned  and  put  them  in  with  those  I  have  specifically 
shown  to  have  earned  over  7  per  cent,  you  will  probably  find  that 
the  whole  82  per  cent  earned  an  average  of  over  9  per  cent  on  all 
their  common  stock,  water  and  all. 

The  representative  of  the  railroads  has  stated  in  this  hearing  that 
(■)  per  cent  for  dividends  and  3  per  cent  for  surplus  is  an  adequate 
return  to  insure  good  credit  and  connnand  the  capital  necessary  for 
future  needs  and  developments.  Let  us  concede  that  the  roads 
handling  the  other  18  per  cent  of  traffic  should  have  high  rates,  and 
then  let  us  reduce  the  rates  on  the  Central  of  New  Jersey,  the  New 
York  Central  Lines,  the  Pennsylvania  System,  the  Atlantic  Coast 
Line,  the  Louisville  &  Nashville,  the  Great  Northern,  the  Burling- 
ton, the  Northwestern,  the  Union  Pacific,  the  Southern  Pacific  and 
on  the  other  roads  that  earn  more  than  9  per  cent,  and  what  will 
private  ownership  say?  It  will  throw  up  its  hands  in  horror  and 
tell  you  the  whole  rate  structure  must  be  raised  in  order  to  relieve 
the  situation.  In  other  words,  the  already  excessive  and  even  extor- 
tionate rates  of  many  strong  lines  must  be  further  increased,  in  order 
that  a  few  weak  lines  may  live  and  the  whole  credit  fabric  become 
dependable.  A  more  unjust  and  unreasonable  proposition  was  never 
presented  to  the  American  Congress.  It  is  impossible  for  regulation 
to  equalize  the  rates  and  earnings  of  our  railroads  under  their  un- 
scientific and  competitive  system  of  private  ownership. 

Regulation  nuist  also  fail  because  of  the  constant  conflict  between 
the  interests  of  private  ownership  and  the  regulating  authority.  The 
claim  that  the  railroads  have  ceased  to  resist  regulation  in  the  courts 
or  anywhere  else  is  a  myth.  In  1907  they  fought  the  enactment  by 
Congress  of  the  law  giving  the  Interstate  Commerce  Commission 
power  to  regulate  rates.  They  fought  the  2-cent  fare  laws  and  all 
the  other  regulating  measures  before  most  of  the  State  legislatures. 
Failing,  they  took  them  into  the  courts  and  never  stopped  the  fight 
until  they  w^'on  or  lost  in  the  courts  of  last  resort. 

The  ink  of  the  President's  signature  had  not  dried  on  the  Adamson 
bill  when  President  Ripley,  of  the  Santa  Fe,  announced  that  he 
would  not  submit  to  the  law  until  commanded  by  the  Supreme  Court 
of  the  United  States;  and  the  other  railroad  executives  have  joined 
him  since.  And  the  railroads  are  now  before  this  committee  fight- 
ing every  State  commission  in  the  whole  Republic.  They  are  de- 
manding that  you  abolish  these  commissions  by  taking  away  all  their 
authority  over  the  railroads.  They  are  inviting  a  lawsuit  upon  every 
act  of  every  State  commission  in  regulation  of  the  railroads,  regard- 
less of  the 'constitutional  rights  of  the  States.  If  the  Adamson  law 
is  held  void,  and  if  the  railroad  men  strike,  they  have  brought  us  to 
the  threshold  of  revolution.  This  conflict  must  cease.  The  answer 
is  Government  ownership.  Former  Gov.  Larrabee,  of  Iowa,  now  de- 
ceased, was  a  pioneer  in  the  field  of  railroad  regulation.     In  his 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  611 

jjiivate  libraiy.  in  a  book  entitled  ''Transportation  in  Europe,"  by 
Lo<ran  (t.  McPlierson,  on  the  niar^jin  of  ])ao:e  '207,  in  his  own  hand- 
writing:,   ()ov.   Larrabeo   wrote: 

Private  nianawinoiit  strives  for  the  most  money  for  the  least  service,  while 
Government  niana.uenient  strives  for  the  best  service  for  the  least  money 
possible.  The  (Jovernment  will  eventnally  take  over  the  I'ailroads.  People 
will    not    tolerate   pi'ivate   management. 

In  conclusion.  I  believe  that  if  the  Supreme  Court  should  hold, 
as  the  lower  court  has  held,  as  to  the  constitutionality  of  the  Adam- 
son  bill  this  session  of  Congress  will  take  over  the  railroads. 

Mr.  Adamson.  You  are  mistaken  about  the  low^er  court  holding 
that.    He  just  said  according  to  what  he  had  heard  them  say  about  it. 

Mr.  Brookiiart.  I  accept  your  correction,  Mr.  Adamson. 

^Ir.  Adamson.  That  was  a  consent  order,  by  agreement,  in  order 
tliat  they  could  correct  it. 

Mr.  Brookhakt.  He  put  it  in  the  record. 

Mr.  Adamson.  If  the  Supreme  Court  should  hold  the  Adamson 
law  unconstitutional,  it  would  have  to  repeal  the  commerce  clause, 
and  I  am  willing  to  do  that  in  order  to  get  rid  of  the  commerce 
clause. 

Mr.  Brookhakt.  I  agree  with  you  on  your  eight-hour  law.  I  be- 
lieve it  is  right  and  just;  but  if  it  should  go  the  other  way,  what  will 
you  do^  I  believe  if  that  should  happen  the  question  of  taking  over 
the  railroads,  and  taking  them  over  immediately,  will  be  all  that  we 
can  reasonably  consider.  That  is  the  only  way  you  can  save  us  from 
the  greatest  trouble  and  revolution  since  the  Civil  War.  But  sup- 
posing that  does  not  happen,  and  supposing  things  go  smoothly  and 
that  you  are  going  to  give  these  railroads  another  chance.  They  are 
before  you  confessing  and  claiming  that  they  are  inefficient  as  to 
credit,  and  that  they  have  failed.  I  am  not  agreeing  with  them  on 
that;  I  am  giving  them  a  better  credit  than  they  give  themselves. 
They  are  telling  you  that  the  system  of  regulation  which  you  have 
provided  is  a  failure,  and  they  are  asking  you  to  invade  the  States 
and  take  away  the  regualtive  powers  of  the  States  and  to  give  them 
another  chance.  After  80  years  of  experiments  they  want  one  more 
opportunity   for   experiment. 

If  you  decide  to  do  that,  let  me  ask  you  to  consider  the  proposition 
of  a  referendum  to  the  people  of  the  United  States  on  this  question. 
Let  us  take  the  voice  of  the  people;  let  us  give  them  the  facts  and 
see  what  they  say.  Up  to  date,  gentlemen,  we  have  not  been  able  to 
get  the  people  to  consider  these  facts.  Books  are  sent  to  me  like  this 
one  all  the  time,  because  I  happen  to  publish  d  little  newspaper  out  in 
my  home  town.  They  are  articles  by  college  professors,  and  they 
all  have  the  railroad  bias,  which  Mr.  Bryan  has  so  aptly  described; 
they  leave  out  the  things  that  Avould  clarify  the  people's  under- 
standing of  the  situation :  but  they  persistently  claim  that  American 
freight  rates  are  so  much  lower  and  American  wages  are  so  much 
higher  that  the  railroads  are  at  a  disadvantage. 

They  never  tell  the  people  that  a  right  of  way  abroad  costs  more 
than  the  Avhole  road  equipped  in  the  United  States,  and  that  that 
difference  more  than  offsets  the  difference  in  wages.  They  never 
figure  out  that  the  terminal  expenses  in  the  United  States  are  more 
than  the  w^hole  freight  rate  of  any  other  country  in  the  world,  and 
by  that  cort  of  campaign  they  mislead  the  people,  and  they  have 


612        INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

made  those  arguments  in  hearings  before  the  Interstate  Commerce 
Commission;  every  paper  in  Iowa  that  came  to  my  exchange  table 
published  their  paid  advertisements  before  the  trial  of  the  rate 
case — this  last  advance  rate  case — and  when  we  went  into  the 
trial  and  brought  out  the  facts,  where  they  claimed  that  they  did 
not  have  money  sufficient  for  maintenance,  although  the  maintenance 
had  been  increased  once  $120,000,000  a  year,  and  again  $109,000,000 
in  a  year,  and  that  level  always  maintained  forever  afterwards,  and 
although  the  fact  is  that  they  are  building  up  their  roads  both  as 
to  equipment  and  as  to  roadbed  out  of  surplus  and  out  of  earnings 
all  the  time,  and  they  are  using  it  out  of  earnings  and  charging  it 
to  earnings,  and  the  people  are  paying  it,  and  they  are  getting  it— 
although  all  of  those  facts  and  those  things  were  happening,  this 
campaign  went  on  all  over  our  State  and  all  over  the  West  to  create 
a  public  sentiment  in  deciding  a  question  of  fact  which  was  a  judicial 
question,  to  surround  the  commission  with  that  sort  of  influence, 
and  w^hen  we  brought  them  to  book,  their  attorney,  Mr.  Wright,  of 
the  North  Western  Railway,  was  forced  to  repudiate  the  claims  of 
the  advertisers  and  to  concede  that  the  maintenance  of  the  western 
roads  had  been  as  good  as  they  themselves  thought  it  should  be. 
Under  those  conditions  and  in  the  light  of  those  facts  there  is  a 
great  opportunity  for  economy  to  be  effected  by  Government  credit, 
because  every  man  must  admit  that  there  will  be  the  saving  of  the 
unearned  increment  on  real  estate,  which  is  now  enormous,  and  every 
well-informed  man  will  admit  that  the  saving  of  the  waste  in  com- 
petition will  be  enormous,  those  items  amounting  to  more  than  a 
billion  dollars  a  year,  and  those  are  the  economic  savings  with  which 
you  can  start  to  better  your  facilities,  to  better  labor's  condition,  and 
to  reduce  rates,  to  better  serve  the  American  people ;  and  if  the  Gov- 
ernment of  the  United  States  is  so  inefficient  and  so  incompetent 
that  with  an  economic  basis  like  that  it  can  not  start  and  do^  for  the 
people  of  the  United  States  by  managing  the  people's  public  high- 
ways better  than  private  ownership  is  doing  now,  this  Government 
ought  to  cease  to  exist.    I  thank  you,  gentlemen. 

The  Chairman.  The  committee  will  now  adjourn. 

(Thereupon,  at  6  o'clock  and  5  minutes  p.  m.,  the  joint  committee 
adjourned  subject  to  the  call  of  the  chairman.) 

STATEMENT  OF  A.  P.  RAMSTEDT,  OF  THE  IDAHO  PUBLIC  UTILI- 
TIES COMMISSION. 

Gentlemen:  I  had*hoped  to  be  able  to  appear  in  person  before 
your  committee  to  express  my  views  on  the  subject  of  railway  regu- 
lation and  control,  but  it  now  seems  that  I  will  be  unable  to  go  to 
Washington,  and  for  that  reason  I  take  the  opportunity  offered  by 
the  committee  to  briefly  express  my  views  on  the  subject  in  this  writ- 
ten communication. 

In  discussing  the  question  of  regulating  common  carriers,  I  have 
in  mind  the  provisions  of  the  Federal  Constitution,  vesting  in  Con- 
gress the  power  to  regulate  commerce  among  the  several  States,  and 
the  spirit  and  intent  of  the  Constitution  that  no  preference  shall  be 
given  one  State  over  any  other  State  by  any  regulation  of  commerce. 
I  believe  that  it  was  to  secure  the  freedom  of  interstate  commerce 
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from  State  control  whenever  the  general  welfare  should  demand  it 
that  the  grant  in  the  Constitution  was  made  under  which  Congress 
may  provide  effective  regulation  and  exclusive  Federal  control. 

Referring  to  the  power  of  Congress  to  regulate  interstate  com- 
merce, Mr.  Justice  Hughes  in  the  Minnesota  rate  cases  said  "  the  con- 
viction of  its  necessity  sprang  from  the  disastrous  experiences  under 
the  Confederation  when  the  States  vied  in  discriminatory  measures 
against  each  other." 

We  are  to-day  confronted  with  the  possibility  of  one  State,  in  the 
absence  of  any  interference  on  the  part  of  the  Federal  Government, 
to  so  regulate  purely  State  rates  as  to  build  up  shipping  centers 
within  its  borders  at  the  expense  of  shipping  centers  in  other  States. 
State  regulation  is  always  subject  to  the  influence  of  State  jealousy, 
resulting  in  discrimination  against  the  people  of  other  States.  This 
discrimination,  as  I  view  it,  is  contrary  to  the  very  spirit  of  the  Fed- 
eral Constitution. 

After  making  these  general  statements,  I  shall  as  far  as  prac- 
ticable classify  my  remarks  according  to  the  suggestions  of  your 
connnittee. 

Referring  to  the  first  subject  to  which  our  attention  is  called, 
would  saj^  that  the  jurisdiction  of  the  Commerce  Commission  should, 
I  believe,  be  extended  rather  than  restricted.  I  believe  that  the 
commission's  jurisdiction  should  be  extended  to  also  include  re- 
striction of  competition  wherever  competition  is  not  clearly  in  the 
interest  of  the  public.  I  am  convinced  from  my  experience  in  the 
regulation  of  other  public  utilities  under  a  plan  favoring  regulated 
monopoly  that  such  regulation  would  be  in  the  interest  of  all  the 
people.  Under  such  plan  the  commission  should  have  authority  to 
prescribe  fixed  rates— not  maximum  rates,  as  at  present.  The  com- 
mission should  also  have  power  to  prescribe  the  joint  use  of  facili- 
ties whenever  economy  or  the  public  convenience  and  necessity  so 
require. 

The  commission  should  also  exercise  authority  to  permit  the  con- 
solidation of  short-line  roads  into  long  through  systems,  assuring 
the  patrons  of  the  carriers  quick  and  regular  deliveries  and  opening 
up  to  producers  free  competition  throughout  the  whole  country  in 
the  interest  of  the  consumers— the  whole  thing  supporting  the  con- 
centration for  cheap  production  and  the  elimination  of  waste  in 
an  extended  competitive  field. 

I  believe  that  it  is  now  generally  admitted  that  competition,  in  so 
far  as  public  utilities  are  concerned,  is  undesirable  when  the  State 
has,  as  to  the  rates  charged  and  the  service  rendered,  undertaken  to 
control  and  regulate  such  utilities.  At  least  the  people  of  my  Stato 
admit  the  soundness  of  that  idea  and  are  committed  to  that  general 
principle. 

This  country,  especially  that  part  of  the  country  wherein  I  live, 
needs  more  railroad  facilities.  These  facilities  can  not  be  had  with- 
out added  investment  to  railroad  enterprises,  and  as  far  as  I  can  see 
the  investment  will  not  be  made  unless  there  is  some  assurance  that 
a  reasonable  return  will  be  allowed  on  the  investment  and  that  the 
money  invested  will  be  honestly  expended.  It  follows  therefore 
that  the  connnission  should  also  exercise  jurisdiction  over  the  issue 
of  securities  and  perhaps  the  incorporation  of  railroads.    I  will  defer 
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discussing-  the  questions  of  Federal  incorporation  and  supervision 
over  the  issue  of  securities  until  later  in  order  to  maintain  the  se- 
quence outlined  hy  your  committee. 

Referring  now 'to  the  next  two  subheads  having  to  do  with  the 
organization  of  the  commission,  I  will  say  that  I  have  no  detailed 
plan  to  offer.  Viewing  the  matter  in  the  interest  of  the  country  as 
a  whole,  the  organization  should  be  such  as  will  tend  toward  uniform 
and  general  transportation,  regulation,  and  development,  because 
oftentimes  the  interests  and  ideas  of  the  several  States,  as  well  as 
different  sections  of  the  country,  are  conflicting  on  account  of  purely 
local  conditions.  I  am  therefore  in  favor  of  a  larger  and  stronger 
Federal  commission,  acting  as  a  central  body  in  Washington  and 
through  several  subcommissions  exercising  administrative  jurisdic- 
tion over  areas  determined  by  traffic  conditions.  The  supervision 
should  not  onlv  be  centralized'  and  of  the  highest  class  possible,  but 
should  be  capable  of  being  brought  close  to  the  public,  affording  a 
means  of  taking  care  of^troubles  that  are  more  or  less  local  in 
character. 

The  next  subhead  refers  to  railroad  credit,  the  supervision  of 
securities  issues,  and  the  effect  of  concurrent  jurisdiction  of  the 
Nation  and  the  States  to  control  such  issues ;  also  the  field  of  opera- 
tions for  State  commissions  under  exclusive  Federal  control. 

In  earlier  years  when  a  larger  portion  of  the  country  was  undevel- 
oped and  transportation  lines  comparatively  few,  the  people  were 
liberal  and  gi'anted  the  transportation  lines  a  latitude  under  which 
the  lines  were  extended  into  undeveloped  territory,  resulting  in  a 
remarkable  development  in  railroad  transportation.  In  later  years 
the  old-time  liberality  of  the  people  disappeared  to  a  degree  which 
is  probably  justified  by  the  development  of  railroad  transportation, 
and  we  have  now  reached  a  stage  where  the  absolute  rights  of  the 
carriers  and  the  public  should  be  determined  according  to  fixed  eco- 
nomic principles. 

A  number  of  States  assert  a  right  to  control  stock  and  bond  issues 
of  railroads  within  their  respective  territories.  Such  control  on  the 
part  of  the  several  States  through  which  a  transcontinental  line  runs 
would,  of  course,  impair  railroad  credit. 

Some  States  have  insisted  that  part  of  the  proceeds  of  contem- 
plated new  financing  be  expended  within  their  respective  bound- 
aries as  a  condition  to  obtaining  their  consent.  I  believe  that  the 
imposition  of  such  conditions  by  one  State  creates  a  discrimination 
against  the  rights  and  commerce  of  other  States. 

I  believe  that  improvements  of  existing  railroads  and  construction 
of  new  lines  has  under  the  present  system  been  seriously  retarded. 
In  order  to  secure  the  capital  necessary  to  bring  about  needed  im- 
provements and  new  construction  it  appears  that  a  market  must  be 
found  for  railroad  securities,  and  the  public  must  be  assured  that 
the  capital  invested  will  be  used  for  legitimate  purposes  and  not  for 
speculation. 

In  order  that  railroad  securities  may  find  a  market  in  the  world's 
exchanges  and  the  people  may  know  that  the  capitalization  is  honest 
there  should  be  some  supervision  over  the  issue  of  railroad  securities 
and  possibly  incorporation,  in  addition  to  such  supervision  over  rates 
as  will  ffive  reasonable  assurance  that  the  earnings  will  be  sufficient 
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to  meet  interest  accounts  as  well  as  operating  expenses.  This  super- 
vision should,  on  account  of  its  very  nature,  be  Federal  and,  as  stated 
before,  centralized  and  of  the  highest  class.  To  allow  a  btate  to 
supervise  or  regulate  the  securities  of  an  interstate  carrier  appears  to 
me  to  be  unreasonable.  The  Federal  Government  alone  should 
exercise  such  authority.  .       .  t        i      ^      i 

Under  the  protection  of  the  Federal  Constitution,  as  1  understand 
it  railroads  are  allowed  to  charge  rates  that  will  produce  a  reason- 
able return  upon  the  capital  invested.  The  determination  of  a  rea- 
sonable return,  as  well  as  the  capital  to  be  invested,  must,  if  success- 
fully determined,  be  determined  by  one  authority.  It  seems  to  me 
that  in  justice  to  all  concerned  you  can  not  leave  the  determination 
of  these  questions  to  several  authorities,  each  acting  separately  and 
without  coordination. 

If  exclusive  Federal  control  is  adopted  there  still  remains  a  large 
field  of  operations  for  the  several  State  commissions.  The  regulation 
of  public  utilities  other  than  railroads  will  keep  them  all  occupied. 

The  next  subhead  refers  to  the  effect  of  dual  rate  regulations— State 
and  Nation — and  with  reference  to  that  matter  would  say  that  the 
attempt  of  the  several  States,  each  acting  independently,  to  regulate 
our  railroads  has,  in  my  judgment,  resulted  in  waste,  confusion,  and 
discrimination,  which  can  be  eliminated  only  by  the  institution  of  a 
single  rate-regulating  authority.  If  we  are  ever  to  fully  enjoy  the 
blessings  that  flow  from  efficient  railroad  regulation,  the  very  nature 
of  the  thing  to  be  regulated  requires  that  the  regulation  be  vested 
exclusively  in  the  Federal  Government. 

I  have  referred  to  the  possibility,  under  multiple  control,  of  one 
State  building  up  shipping  centers  at  the  expense  of  shipping  centers 
in  other  States.  Centers  built  up  by  regulation  only  can  not  hope 
to  enjoy  prosperity  permanently.  Sooner  or  later  the  fictitious 
values  created  at  the  expense  of  other  centers  naturally  more  favor- 
ably situated  will  fall,  and  we  then  realize  the  extent  of  the  economic 
Avaste  that  has  been  going  on  in  attempting  to  create  an  abnormal 
situation  bv  rate  regulation. 

An  intrastate  rate  of  an  interstate  carrier  will  have  its  influence 
upon  interstate  traffic  which  is  by  far  the  greater  part— probably 
three-fourths  or  more  of  all  traffic — and  the  efficient  regulation  of 
interstate  traffic  by  Federal  authority  in  the  interest  of  the  majority 
of  the  people  will'  require  the  regulation  of  intrastate  traffic  by  the 
same  authority. 

Interstate  carriers  are  engaged  in  intrastate  as  well  as  interstate 
commerce.  The  assurance  that  a  reasonable  return  be  allowed  on  the 
investment  can  not  be  had  without  proper  and  exclusive  Federal 
control.  The  return  can  not  be  determined  without  regard  to  revenue 
and  expenses.  The  revenue  is  made  up  of  the  earnings  from  all 
sources — intrastate  as  well  as  interstate — and  the  expenses  are  in- 
curred in  the  transactions  of  intrastate  as  well  as  interstate  business. 
It  is  almost  impossible  to  segregate  the  revenue  and  expenses  of  car- 
riers between  intrastate  and  interstate  traffic.  Even  though  such 
segregation  could  be  made,  control  of  State  rates  must  be  had  under 
any  scientific  plan  of  regulation  in  order  to  justly  distribute  the 
expense  of  operation  in  fixing  rates.     Furthermore,  under  multiple 
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regulation  we  are  confronted  with  the  conflict  between  States  as  re- 
gards demurrage  penalties,  Sunday  and  holiday  restrictions,  and 
■other  matters. 

I  believe  it  can  be  stated  conclusively  that  rates  are  essentially 
interstate  in  their  operation  (Shreveport  and  other  cases)  and  that 
the  transportation  question  is  a  national  problem. 

It  has  been  said  that  Federal  regulation  at  present  means  higher 
rates.  This  statement  is  undoubtedly  based  on  the  fact  that  the  Com- 
merce Commission  has  consistently  supported  the  higher  interstate 
rate  as  compared  with  State  made  rates.  The  tendency  of  State 
regulation  is  to  reduce  rates  on  account  of  the  opportunity  afforded 
to  take  advantage  as  between  States.  As  a  result  there  is  a  tendency 
to  reduce  certain  interstate  rates  on  account  of  the  influence  of 
the  intrastate  rate  on  the  interstate  rates.  The  failure  or  rather  in- 
ability of  the  Commerce  Commission  to  prescribe  minimum  rates 
permits  certain  interstate  rates  to  become  unreasonably  low,  and  as 
a  result  other  interstate  rates  are  increased  in  attempting  to  over- 
come loss  resulting  from  the  low  rates.  I  believe  that  if  the  Com- 
merce Commission  could  in  all  cases  fix  the  rate,  i.  e.,  increase  as  well 
as  decrease  the  rate,  a  great  many  interstate  rates  could  be  reduced  as 
a  result  of  increasing  other  rates  which  are  now^  too  low.  This 
adjustment  of  rates  could  not  be  made  without  central  control  of  all 
rates  on  account  of  the  influence  of  the  intrastate  rate  upon  interstate 
rates. 

Referring  now  to  the  next  subhead,  I  would  say  that  some  pro- 
vision should  be  had  for  the  adjustment  of  disputes  between  carriers 
and  their  employees  in  order  to  maintain  uninterrupted  commerce 
between  States.  We  can  now  all  realize  how  a  disruption  of  all 
railroad  service,  and  the  infliction  of  loss  and  suffering  upon  the 
.entire  country,  might  result  from  a  mere  disagreement  between  car- 
riers and  their  employees. 

The  employee  and  the  employer  engaged  in  interstate  commerce 
have  certain  duties  of  a  public  nature  to  perform  and  each  should  be 
held  responsible  in  the  performance  of  such  duties. 

The  n&xt  and  last  subhead  refers  to  national  incorporation  and 
uniform  rules  of  taxation. 

As  stated  before,  I  am  in  favor  of  the  consolidation  of  railroads 
into  through  systems  and  the  regulation  of  transportation  systems 
as  natural  monopolies.  Any  scheme  favoring  such  consolidation 
and  regulation  should  include  Federal  incorporation.  As  it  is  now, 
many  of  the  individual  companies  that  go  to  make  up  a  great  rail- 
way system  have  special  charter  rights  or  restrictions  which  do  not 
permit  of  or  encourage  the  development  of  the  territory  served  by 
the  entire  system  to  the  extent  of  the  development  that  might  be 
had  under  a  scheme  permitting  consolidation  under  a  Federal  charter. 

With  reference  to  the  taxation  of  railroad  properties  will  say  that 
I  am  convinced  that  it  would  be  for  the  good  of  all  if  a  uniform  sys- 
tem of  taxing  railroads  could  be  established,  and  I  am  therefore  in 
favor  of  the  National  Government  prescribing  a  rule  under  which 
the  total  amount  of  taxes  paid  may  as  far  as  possible  be  fairly  dis- 
tributed among  the  several  States  entitled  to  share  in  the  distribution 
of  such  taxes.     It  may  be  that,  under  all  circumstances,  the  nearest 
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approach  to  an  equable  distribution  of  sucli  taxes  among  States 
miglit  be  had  under  a  rule  similar  to  that  prescribed  for  taxing 
National  banks. 

BRIEF  FILED  BY  S.  H.  COWAN,  OF  FORT  WORTH,  TEX. 

To  the  Joint  Committee  on  Interstait:  and  Foreign  Commerce. 
Mr.  Chairman  and  Gentlemen  : 

I.  preliminary. 

At  the  convening  of  this  committee  in  Washington  on  November 
20,  1916,  at  which  time  those  who  expected  to  make  statements  or 
present  ai'guments  to  this  committee  touching  the  matters  under 
investigation,  as  shown  by  Senate  joint  resolution  No.  60,  approved 
July  20,  1916,  pertaining  to  all  matters  of  transportation,  etc.,  were 
called  upon  to  enter  their  appearance  and  state  the  subjects  upon 
which  they  expected  to  be  heard,  the  time  at  which  they  desired  to 
be  heard,  the  parties  who  desired  to  be  heard,  and  what  interests 
they  would  represent,  we  appeared,  as  shown  by  the  printed  report 
of  the  proceedings,  representing  the  National  Live  Stock  Shippers' 
Protective  League,  the  American  National  Live  Stock  Association, 
and  constituent  members  of  these  associations,  which  comprised 
practically  all  of  the  organizations  of  live-stock  shippers  and  those 
engaged  in  the  business  of  raising,  feeding,  fattening,  buying, 
slaughtering,  and  selling  of  live  stock  throughout  the  West  and  Cen- 
tral West,  ranches,  farms,  and  in  the  business  of  the  great  markets 
of  the  country. 

It  was  then  stated  that  these  organizations  desired  to  appear,  prob- 
ably through  the  various  parties  whose  names  were  then  given,  to- 
gether with  other  representation  that  might  suit  the  convenience  of 
the  committee,  mainly  in  opposition  to  the  proposal  which  they  un- 
derstood to  be  before  the  committee  to  adopt  a  system  of  Federal  con- 
trol of  rates  and  transportation,  and  matters  pertaining  thereto, 
with  the  view  to  taking  away  from  State  commissions  the  exercise  of 
their  functions  in  that  behalf ;  also  that  we  desired  to  appear  to  pre- 
sent some  matters  regarding  affirmative  legislation  to  facilitate  and 
hasten  cases  before  the  Interstate  Commerce  Commission.  It  was 
stated  that  some  of  these  parties  would  be  able  to  appear  from  about 
the  4th  to  the  8th  of  December  should  it  suit  the  convenience  of  the 
committee,  and  at  such  later  dates  as  might  be  found  desirable,  it  be- 
ing desired  first  to  hear  the  proposition  submitted  by  the  proponents 
of  this  revolutionary  legislation  to  change  the  regulation  of  rates  and 
transportation. 

We  understand  that  it  was  arranged  that  the  representatives  of  the 
railroads  should  present  their  views:  also  representatives  of  certain 
other  organizations,  certain  publicists  and  economists  and  others,  and 
that  thereafter  the  shippers  would  be  heard  from. 

Since  it  has  now  been  determined  that  the  committee  will  adjourn 
until  after  the  short  session  of  Congress,  those  represented,  and  who 
present  this  brief,  desire  to  submit  a  general  outline  and  some  specific 
matters  to  this  committee  for  its  consideration  in  the  meantime,  and 
to  reply  to  some  of  the  propositions  which  have  been  heretofore  sub- 
mitted to  this  committee  for  its  consideration  by  the  representatives 
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of  the  carriers.  Accordinoly  the  request  was  made  that  we  be  per- 
mitted to  file  this  brief  of  argument,  as  it  may  be  termed,  to  ^o  in 
and  be  printed  as  a  part  of  the  proceedings  of  this  committee,  and  ar- 
rangements to  that  effect  Avere  made  with  the  cliairman  and  vice 
chairman  of  this  committee. 

As  we  understand  it,  leave  has  been  granted  to  that  effect  and  we 
therefore  submit  the  following  for  your  consideration: 

AVe  are  opposed  to  Fedei'al  control  of  State  rates,  directly  or  in- 
directly, or  the  taking  away  of  the  control  of  intrastate  rates  and 
regulations  by  the  States,  and  in  favor  of  State  right  of  control  of 
State  commerce.  We  are  also  opposed  to  Federal  incorporation  of 
railroads  for  the  purpose  of  Federal  control  of  State  rates,  regula- 
tions, and  control  of  railroads  as  to  State  business ;  and  we  are  further 
opposed  to  the  interference  with  the  constitutional  right  of  the  States 
to  regulate  railroads,  and  to  Government  ownership  until  and  unless 
it  shall  finally  appear  to  be  absolutely  necessary  in  the  public  interest. 
The  question  as  to  whether  Government  ownership  is  absolutely  in 
the  public  interest  has  not  been  considered  by  our  organizations. 

Mainly,  we  devote  ourselves  to  the  subject  of  Federal  control  of 
State  rates,  and  to  some  amendments  of  the  act  to  enable  the  Inter- 
state Commerce  Commir^sion  to  efficiently  perform  its  duty  and  for 
relief  of  the  public. 

IT.  shippers'  resolutions. 

We  submit  herewith  a  resolution  adopted  by  the  executive  com- 
mittee of  the  American  National  Live  StocJi  Association,  at  Denver, 
on  September  16,  1916,  as  follows: 

STATE   EEGULATIOX   OF   KAILROAD   RATES    AXD   CHARGES SHEEVEPORT   DECISION. 

[A  resolution  adopted  by  the  executive  committee  of  the  American  National   Live  Stock 
Association,  at  Denver,  Colo.,  Sept.  16,  1916.] 

Whereas  a  serious  conflict  nf  jurisdiction  has  arisen  between  the  Interstate 
Commerce  Commission  and  the  railroad  commissions  of  the  different  States, 
by  reason  of  certain  decisions  of  the  Interstate  Commerce  Commission  affect- 
ing the  rates,  rules,  and  regulations  governing  intrastate  traffic ;  and 

Whereas  in  a  recent  decision  in  the  Shreveport  case  the  Interstate  Connnerce 
Commission,  on  the  ground  of  diserimination  and  prejudice  against  Shreve- 
port,  prescribed  a  scale  of  rates  on  live  stix'k  between  Texas  points  and  Shreve- 
port  on  a  different  and  higher  basis  than  fixed  by  the  raili'oad  connnissicm  of 
Texas  and  by  its  oi-der.  effective  November  1,  1916.  requires  the  railroads  to 
cease  and  desist  from  charging  and  collecting  a  lower  rate  for  the  transi)or- 
tation  of  live  stock  wholly  within  the  State  of  Texas  than  the  said  scale  to  be 
apitlied  to  Shreveport :  and.  as  said  decision  is  construed  by  Texas  railroads. 
the  .iurisdiction  of  the  Eailroad  Commission  of  Texas  over  State  rates  is  thus 
^  ii])erseded   by   the  Interstate  Connnerce  Commission  ;   and 

Whereas  this  is  the  first  instance  in  which  the  Interstate  Commerce  Commis- 
sion has  proposed  to- regulate  intrastate  rates  on  live  stock,  and  its  decision 
in  this  case  is  based  upon  what  we  believe  to  be  a  misapprehension  of  the 
extent  and  character  of  the  alleged  discrimination  and  prejudice  against 
Shreveport :  for  we  contend  that  the  small  volume  of  trattic  involved,  and  the 
consequent  negligible  amount  of  difference  in  the  rates,  makes  it  extremely 
improbable  that  any  interesis  at  ShrtMCport  could  be  unduly  i;nd  unreasonably 
prejudiced  by  the  existence  t)f  a  lower  scale  of  rates  for  intrastate  live-stock 
traihc  within  the  State  of  Texas;  and 

Whei-eas,  the  present  rates  on  live  stock  pi-escribed  by  the  railroad  commission 
of  Texas  ai-e,  with  minor  exceptions,  the  same  as  the  rates  originally  fixed  by 
the  railroads,  both  as  to  beef  and  stock  cattle,  and  have  been  in  effect  for 
approximately  25  years  and   have  applied   regardless  of  whether  the  cattle 
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move  ti>  iiuukcis  witliin   llic  Slnlf  or  hctwccii   piisiure's  or  lo  feed    lots;   and 
siii<l  rales  liave  l)i>eii  carct'iilly   iiivcsli^aled  at    divers  'times  l).v   the   railroad 
coiiUHissioii  of  Tt'xas  and  declai'ed  to  he  reasoiialih'  and  just;  and 
AN'hereas   we  l)elieve   the  conditions  of   raising,   shipping,   and   lUidurinf;  cattle 
within  the  State  of  Texas,  and  the  necessities  of  the  Imsiness,  are  best  known 
to   tlie  people   of  Texas,    and   tlie   transportation    ve<inireinenls   can   be   more 
jiidiciotisly    rei^ulated    thi'oUi;ii    I  lie    constituted    State    aiUhorit.v.    as    in    tlie 
past ;  and 
Whereas  the  jurisdiction   of   rlie    Interstate  Conmierce  ( 'onmiission    to  re.uulate 
such  live-stock  r-ates  within  the  State  of  Texas  is  dependent  wholl.v  upon  an 
allejiX'd   unjust  discrimination   and   undue  prejudice  ajiainsi    Shriweport.  and 
it  is  our  firm  conviction  that,   while  an  apparent  discrimination   ma.v   seem- 
ingly exist  by  reason  of  a  difference  in  the  present  rates,  it  is  not  such  a 
real  discrimination  or  undue  prejudice,  as  re(iuired  by  the  law,  as  to  warrant 
the  Interstate  Conmierce  ('ommission  to  assume  jurisdiction  over  the  intra- 
state ratis  in   Texas,   and   thus  completely  chaii.ue  conditions  that   have  ex- 
isted for  2o  years,   and   coidrary    to   our   ri,iiiits.   as   we   believe,   and   to   the 
public  interest ;   and 
Whereas  our  laws  do  not  detine  the  conditions  under  which  such  extraordinary 
and  far-reachin.u  changes  in  the  re.Liulation  of  carriers  should  be  permitted, 
or  what  conditions  precedent  should  exist   to  justify  such  a  departure  from 
|)revious  methods  of  regulation  of  intrastate  trallic:  Now,  therefore,  be  it 
h'csolvcd  hi/  the  vxccutice  committee  of  the   Aiiicriean  National  Live  Stock 
AxsociatioH,   rein-eHetitinq  the  Jire-stoek   indusfrii  of  the   United  States,  at  its 
mcctiny  held  in  Denver,  Colo.,  Septemliev  Id.  lUlli.  1.  That  we  deprecate  any 
conflict  of  jurisdiction  between  the  State  and  Federal  authorities  engaged  in 
the  regiUation  of  railways,  and  we  urge  that  every  reasonable  eff(U"t  be  made  to 
avert  it,  for  we  believe  that  the  necessities  of  the  transport-ition  problem  re- 
quire that  strictly  local  State  rates  be  regulated  ]»y  the  States,  as  at  present, 
and  that  any  question  of  discrimination  or  preference  between  State  and  inter- 
state rates  should   lie  handled   by  coordinate  action   of   State  and   Federal   .au- 
thorities. 

2.  That  we  appeal  to  the  Interstate  ('ommerce  Commission  to  suspend  its 
order  in  the  Shreveport  case  with  respect  to  the  rates  on  live  stock  until  a  more 
complete  investigation  may  be  had  of  all  the  factors  surrounding  the  transpor- 
tation of  live  stock  lietween  Texas  and  Shrevejxu-t.  and  in  order  that  a  careful 
review  may  lie  conducted  by  State  and  Federal  otticials  as  to  the  almost  irre- 
parable injtiry  that  the  decision  will  inflict  upon  the  vast  interests  of  Texas, 
far  removed  from  any  possible  connection  or  relation  to  the  issues  in  said 
Shreveport  case;  and  we  urge  that  this  request  be  granted  so  that  the  Interstate 
Commerce  Commission  may  not  indirectly  assume  jurisdiction  over  State  rates 
and  thus  absolve  the  railroads  from  obedience  to  the  regulations  of  the  different 
States,  without  an  earnest  endeavor  being  made  to  harmonize  any  alleged 
inequalities  in  rates. 

3.  We  appeal  to  Congress  to  lu'ovide  by  law  that  where  a  contlict  arises  as 
to  rates,  rules,  or  regulations  made  by  State  and  Federal  authorities,  before 
the  Interstate  Commerce  Commission  shall  have  jurisdiction  over  any  State- 
made  rates,  rules,  or  regulations,  and  before  the  railroads  shall  be  authorized 
to  disregard  same  in  order  to  i>erform  their  duty  under  the  act  to  regulate 
commerce,  said  State-made  rates,  rules,  or  regulations  must  first  have  been  held 
by  a  court  of  competent  jurisdiction  to  be  tinreasonable  and  to  cons'titute  a 
direct  burden  upon  interstate  commerce. 

4.  That  liefore  such  jurisdiction  shall  lie  t^xercised  liy  any  court  or  bj^  the 
Interstate  Commerce  Commission  the  State-i-egulating  authority  should  be  made 
party  to  such  proceedings,  and  all  interested  shippers  should  have  the  right  to 
be  heard. 

5.  We  appeal  tii  the  State  authorities  having  control  of  railroad  regulation 
and  to  the  executive  and  legislative  departments  of  the  different  States  to  pro- 
vide ways  and  means  whereby  the  public  rights  in  the  premises  may  be  se- 
cured and  defended. 

6.  We  express  full  confidence  in  the  administration  of  flie  act  to  regulate  com- 
merce b.v  the  Interstate  Commerce  Commission,  and  this  appeal  is  made  with- 
out any  feeling  or  spirit  of  criticism,  but  for  the  purpose  of  evoking  the  most 
mature  and  deliberate  consideration  of  so  grave  and  important  a  question  and 
to  determine  the  extent  to  which  the  Interstate  Commerce  Commission  may 
appropriately  interfere  with  State  regulations,  if  at  all,  and  the  limitations 
of  that  power. 
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Resolved  further,  That  a  copy  of  this  resohition  be  forAvarded  to  the  Inter- 
State  Commerce  Commission,  to  each  Member  of  Congress,  and  to  the  various 
State  railroad  officials  and  executives  of  the  different  States. 

We  also  submit  lierewith  a  resolution  passed  by  the  executive  com- 
mittee of  the  National  Live  Stock  Shippers'  Protective  League  at 
its  meeting  in  Chicage  on  Xovember  14.  1916,  as  follows : 

Chicago,  Xoremher  11,  1916. 

Seeking  "  State  rights  "'  in  the  niarter  of  railroad  rate  regulations  and  other 
conditions  dealing  with  intrastate  railroad  atTairs,  the  National  Live  Stock 
Shippers'  Protective  League  is  calling  upon  Congress  to  desist  from  passing 
legislation  which  will  give  the  Interstate  Connnerce  Commission  power  to  pre- 
scribe rates  on  intrastate  shipments.  The  executive  committee  of  the  shippers' 
league,  at  its  meeting  held  in  Chicago,  November  14,  1916,  passed  the  following 
resolution : 

"The  National  Live  Stock  Shippers'  Protective  League,  an  organization  of 
live-stock  shippers  of  the  United  States  and  the  shippers  of  fresh  meats  and 
packing-house  products,  composed  of  organizations  of  stock  raisers  of  various 
States,  the  national  live-stock  associations  engaged  in  the  live-stock  business, 
live-stock  exchanges  of  live-stock  commission  men  at  the  various  markets,  and 
the  meat  packers  and  slaughterers  of  live  stock,  and  representatives  of  railroad 
commissions  of  Iowa,  Kansas,  South  Dakota,  and  Missouri,  submit  to  the  com- 
mittees of  Congress  having  consideration  of  legislation  pertaining  to  trans- 
portation rates,  regulations,  and  practices  of  railroads  engaged  in  such  trans- 
portation the  following  resolution  as  voicing  the  sentiments  and  desire  of  this 
organization  and  live-stock  shippers  and  other  shippers  generally  : 

"Be  it  resolved  by  the  executive  committee  of  the  National  Live  Stoclx  Ship- 
per's' Protective  League  at  its  meeting  at  Chicago  on  November  IJf,  1916,  First, 
that  we  oppose  any  law  or  laws  which  shall  take  away  from  the  State  railroad 
commissions,  corporation  commissions,  or  other  rate-making  bodies  of  the  sev- 
eral States  the  right  and  power  to  regulate  the  rates  and  transportation  of 
intrastate  traffic  or  otherwise  to  deprive  the  States  of  control  over  the  same; 
and 

"  Second.  That  we  urge  upon  Congress  the  passage  of  an  act  so  amending  the 
act  to  regulate  commerce  as  to  define  and  limit  the  powers  of  the  Interstate 
Commerce  Commission  so  as  not  to  interfere  with  the  rates  on  intrastate  com- 
merce as  prescribed  by  railroad  commissions  or  other  authorized  authority  of 
the  several  States  to  prescribe  and  regulate  rates  and  transportation  of  intra- 
state traffic  within  su^h  States ;  and  that  the  Interstate  Commerce  Commission 
shall  not  interfere  with  such  rates,  regulations,  and  practices  of  such  State 
unless  the  same  shall  have  first  been  found  to  be  unjust  and  unreasonable  and 
to  place  an  undue  burden  upon  interstate  commerce  by  a  court  of  competent 
jurisdiction  provided  for  by  law,  and  then  only  to  the  extent  that  may  be  neces- 
sary to  remove  a  discrimination  specifically  alleged  and  clearly  proven  to  be 
unjust  and  unreasonable." 

National  Jayf.  Stock  Shippeks'  Protective  League. 
Edwaed  F.  Keefek,  Secretary. 

These  resolutions  we  submit  as  voicing  the  sentiment  and  desires 
of  the  entire  live-stock  industry  of  the  country  with  respect  to  the 
subject  of  Federal  control  of  State  rates,  regulations,  etc.,  and,  as  we 
believe,  expressive  of  the  sentiment  of  the  people  generally  who  take 
the  pains  to  inform  themselves  upon  the  subject,  where  they  are^  not 
under  some  sort  of  misapprehension,  or  who  may  be  unduly,  though 
in  many  cases  unconsciously,  influenced  by  the  great  and  powerful 
influence  of  the  railroads,  permeating,  as  that  influence  does,  many 
great  industries  and  financial  institutions  with  which  they  are  closely 
allied  or  those  who  have  been  influenced  by  a  campaign  of  publicity 
favoring  the  centralization  of  the  control  of  all  rates  and  regulations 
of  railroads  by  the  Federal  Government,  and  eliminating  thereby  the 
State  control. 

We  may  be  permitted  to  express  the;  .view  that  in  the  complex  situa- 
tion and  the' manifold  difficulties  arising  out  of  the  regulation,  of  ther 
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attempt  to  regulate  the  charges  and  operations  of  raih-oads  in  their 
daily  transactions  in  millions  of  instances  with  every  industry,  time 
and  opportunity  do  not  afford  the  ordinary  man  much  chance  of 
analyzing  the  functions  of  government  the  necessities  of  trade,  and 
of  the  public  interest  to  enable  him  sufficiently  to  master  the  subject 
as  the  basis  of  t  orrect  opinion.  Newspaper  writers  are  oftentimes 
little  less  informed,  and  consciously  or  unconsciously,  or  by  reason  of 
their  surroundings  and  environment,  are  led  into  the  advocacy  of 
propositions  unsound  and  untenable  in  the  face  of  the  correct  analy- 
sis of  the  subject  of  the  regulation  of  transportation  in  the  interests 
of  the  public,  and  at  the  same  time  in  fairness  to  the  carriers.  This 
in  turn  as  often  mislead  the  public. 

It  Avill  be  understood,  of  course,  that  the  agitation,  if  it  should  be 
called  such,  of  the  proposition  for  Federal  control  of  these  matters 
of  transportation  and  the  abolitionment  of  iState  control  is  compara- 
tively of  recent  origin,  because  doubtless  the  rights  of  the  States 
seem  fully  preserved  under  the  Constitution  and  the  provisions  of  the 
act  to  regulate  commerce,  which  by  the  first  section  of  the  act  pro- 
vides : 

That  the  provisions  of  tbis  act  shaU  not  apply  to  the  transportation  of 
passengers  or  property,  or  to  the  receiving,  delivering,  storage,  or  handling  of 
property  wholiy  within  one  State  and  not  shipped  to  or  from  a  foreign  country 
from  or  to  any  State  or  Territory  as  aforesaid,  nor  shall  they  apply  to  the 
transmission  of  messages  by  telephone,  telegraph,  or  cable  wholly  within  one 
State  and  not  transmitted  to  or  from  a  foreign  country  from  or  to  any  State  or 
Territory  as  aforesaid. 

Not  until  the  decision  of  the  Supreme  Court  of  the  United  States 
in  the  Shreveport  case  (234  U.  S.,  342)  was  it  generally  supposed 
either  that  Congress  could  confer  such  power  upon  the  Interstate 
Commerce  Commission  or  had  done  so.  In  its  essence  that  decision 
is  that  while  the  Interstate  Commerce  Commission  can  not  prescribe 
the  rates  on  intrastate  traffic  it  may  find  a  discrimination  to  exist  by 
reason  of  the  difference  between  the  rates  within  a  State  prescribed 
by  the  State  authority  and  the  rates  between  such  State  and  a  point 
outside  of  the  State  and  order  the  carriers  to  remove  the  same,  where- 
upon the  carriers  may  disregard  such  rates  within  a  State  prescribed 
by  State  authority  in  order  to  comply  w^ith  the  order  of  the  Inter- 
state Commerce  Commission  to  remove  the  discrimination.  A  care- 
ful consideration  of  that  case  in  connection  with  the  Minnesota  rate 
case  just  preceding  it  will  inevitably  lead  to  the  logical  conclusion 
that  as  to  such  intrastate  rates  the  carriers  are  left  free  from  any 
regulation  either  by  the  State  or  the  Federal  Government. 

The  fundamental  right  of  the  public,  both  as  to  interstate  and  in- 
trastate rates,  is  that  they  shall  not  be  charged  more  than  is  reason- 
able and  of  the  carriers  that  they  are  entitled  to  charge  as  much  as 
is  reasonable.  The  further  fundamental  proposition  is  that  not 
every  rate  or  every  service  is  required  by  law  or  practice  to  yield 
an  equivalent  profit  compared  to  all  rates  or  to  some  other  rate,  but 
the  underlying  principle  is  that  a  system  of  rates,  which  system,  upon 
the  whole,  is  to  be  reasonable,  is  to  be  the  standard  rather  than  the 
attempt  to  make  a  standard  of  a  particular  rate.  This  is  fully  illus- 
trated by  the  decisions  of  the  Supreme  Court  of  the  United  States  in 
St.  Louis  &  San  Francisco  Railway  Co.  v.  Gill  (156  U.  S..  649), 
Minneapolis  «S^  St.  Louis  Railroad  Co.  'y^Mi^inesota  (186  U.  S.,  257}:, 
andJ:he-MinnesGt^Tatec^e  (230  XLS.,  35^1=;;;^]'^^  ;^  ^;^  ^rjSni 
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The  question  naturally  arises  as  to  whether  by  section  3  of  the 
act,  condemning  nnjnst  discriminations  and  undue  preferences,  it 
was  intended  by  Congress  that  the  Interstate  Commerce  Commission, 
by  an  order  to  remove  a  discrimination  or  prefe\"ence,  could  therebj^ 
set  aside  an  intrastate  rate  made  by  authority  of  the  State  or  license 
the  carriers  to  disregard  the  same.  Is  it  reasonable  to  suppose  that 
Congress  intended  such  a  result,  and  thus  leave  the  carrier  free  to 
make  such  rates  as  he  pleases,  regardless  of  the  rates  prescribed  by 
the  States,  and  that  such  rates  should  thereafter  be  subject  to  the 
control  of  the  Interstate  Commerce  Commission  Avithout  specitic 
provisions  in  the  law  to  that  effect?  The  whole  course  of  judicial 
decisions  shows  that  when  a  State  rate  is  set  aside  as  being  con- 
fiscatory the  regulation  of  it  is  not  transferred  to  Federal  control 
in  the  way  of  prescribing  the  rate;  and  the  further  question  natu- 
rally arises :  Could  Congress  under  the  Constitution  directly  author- 
ize the  Interstate  Commerce  Commission  to  prescribe  the  State 
rates  on  traffic  originating  and  moving  wholly  within  a  State  and 
not  a  part  of  interstate  transportation  ? 

What  we  have  here  said  upon  this  subject  is  to  bring  into  bold 
relief  the  question  as  to  whether  there  is  anything  for  this  com- 
mittee to  investigate  and  recommend  as  a  means  of  transferring  the 
making  of  rates  and  the  regulation  of  transportation  on  intrastate 
traffic,  unless  it  recommends  an  amendment  to  the  commerce  clause 
'of  the  Constitution.  Surely  the  mere  right  to  correct  an  ascer- 
tained discrimination  under  the  method  employed  in  the  Shreyeport 
■case  would  be  to  produce  the  most  complex  situation  imaginable. 
We  do  not  suppose  that  the  carriers  or  others  holding  their  views 
in  desiring  the  transfer  to  the  Federal  control  of  the  intrastate  rates 
■and  regulations,  desire  to  accomplish  that  end  short  of  a  compre- 
hensive system  which,  of  course,  could  not  be  based  upon  the  mere 
incidental  power  held  to  exist  hj  the  decision  of  the  Supreme  Court 
in  the  Shreveport  case,  which  might  or  might  not  exist  according  to 
the  Avill  of  the  carriers  themselves  in  given  instances. 

We  say,  therefore,  that  touching  this  subject  of  the  transfer  of 
control  of  rates  and  regulations  as  to  intrastate  traffic  by  the  Federal 
Government,  the  two  questions  presented  are : 

First.  Has  Congress  the  powxr  to  do  it  under  the  existing  Consti- 
tution ? 

Second.  Shall  the  Constitution  be  amended  so  as  to  give  to  Con- 
gress that  power  and  take  it  away  from  the  States  ? 

The  latter  is  so  improbable  of  accomplishment  that  it  may  be 
dismissed  from  consideration  as  a  practical  question  before  the  pub- 
lic. It  would  then  resolve  itself  down  to  the  first  question,  which 
ought  to  be  determined  by  this  committee  before  proceeding  w^ith 
extensive  investigations  in  order  to  determine  whether  it  would  be 
•desirable,  even  if  Congress  has  the  power  to  exercise  it.  It  is  our 
opinion  that  Congress  has  not  the  power,  and  that  if  it  has  the  power 
it  should  not  in  the  public  interests  be  exercised. 

III.    POSITION  or  THE  RAILROADS  AS  W^E  UNDERSTAND  IT. 

Without  attempting  to  state  all  of  the  various  positions  taken  by 
the  carriers,  by  their  counsel,  and  otherwise  as  presented  to  this 
committee  in  its  hearings,  we  refer  to  some  of  the  statements  as 
indicative  of  the  ultimate  conclusion  and  results  which  are  sought, 
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iianiely,  to  secure  ^renter  returns  upon  railroad  investments  and 
securities  in  order  to  ^'ivg  them  credit  and  to  provide  the  raih-oads 
and  transportation  facilities  needed  by  tlie  public,  and  to  that  end 
to  invite  the  investment  of  new  capital  and  make  the  business  at- 
tractive to  investors.  In  other  words,  the  means  to  the  end  of  throw- 
ing otf  such  limitations  upon  the  rates  charged  as  is  possible,  and 
in  the  aggregate  to  have  a  greater  measure  of  return  from  the  charges 
made  for  the  services  rendered ;  in  other  words,  to  be  permitted  to 
increase  rates.  And  while  it  is  said  to  be  in  the  public  interests,  it 
has  its  origin  and  design  in  the  desire  to  secure  an  increase  of  rates 
which  the  public  must  pay. 

Mr.  Thom,  at  page  55  of  the  printed  report  of  these  proceedings  of 
November  23,  referring  to  liberal  charters  and  the  gi'anting  of  sub- 
sidies, lands,  etc.,  to  encourage  the  establishment  of  railroad  facili- 
ties, said: 

There  was  no  limitation  in  most  cases  put  upon  the  powers  of  these  chartered 
agencies  in  respect  to  what  they  mi^lit  do  in  resard  to  their  charges  but  if  a 
limitation  was  put  it  was  jnit  so  hi-h  that  it  did  not  amount  to  a  limitation  or 
a  practical  matter. 

Now,  the  result  of  that  was  to  create  the  impression,  I  may  say  to  create 
the  conviction  on  the  part  of  the  man  who  invested  his  means  in  a  railroad 
that  he  was  investing  it  as  he  would  in  any  other  private  enterprise.  No  other 
conception  was  in  the  public  mind,  because  the  need  for  it  had  not  then  ap- 
peared ;  no  other  conception  was  in  the  mind  of  the  investor ;  he  had  no  reason 
to  have  any  other  conception,  as  he  was  not  only  welcomed  but  urged  by  the 
public  to  enter  upon  this  field  of  human  industry.  Now,  what  was  the  effect 
of  that?  Examining  human  motives,  watching  the  ot)eration  of  human  inter- 
ests and  human  forces,  what  was  necessarily  the  effect  of  that,  in  the  first 
instance,  upon  the  conception  of  the  investors  in  these  properties  as  to  their 
rights?  Inevitably  it  produced  the  impression  that  they  had  engaged  in  a 
private  business  and  that  they  owned  it  and  could  use  it  for  their  private  ends 
Now,  time  went  on. 

These  conceptions  of  the  rights  of  the  railroads  to  increase  rates 
are  exactly  the  same  as  they  were.  The  difference  lies  in  the  method 
of  accomplishing  this  end. 

Again  referring  to  the  victory  of  the  public  over  the  opposition  to 
public  regulation,  he  states  at  page  56: 

But  it  was  a  victory  won  in  anger;  it  was  a  victory  which  was  the  outcome  of 
fierce  conflict,  and  the  terms  that  were  imposed  were  the  terms  of  the  victor 
upon  the  vanquished,  and  reflected  merely  the  purpose  to  apply  in  the  prin- 
ciples of  the  system  of  regulation  the  forces  of  correction  and  luinishment. 

Thus  the  same  spirit  is  now  manifested  before  you.  The  question 
IS,  What  terms  were  imposed?  Broadly  speaking,  and  as  reflected 
by  the  act  to  regulate  commerce  and  the  various  enactments  of  the 
different  States,  the  terms  imposed  were  that  rates  should  be  just 
and  reasonable  and  alike  to  all  without  unjust  discrimination  or 
undue  preference,  coupled  with  the  provisions  of  the  law  for  its 
administration  in  justness  and  fairness  to  the  public  and  to  the  car- 
riers by  the  tribunals  provided— not  by  the  shippers  or  the  carriers 
but  by  the  public.  If  the  original  conception  as  mentioned  were 
wrong,  as  seems  to  be  admitted,  the  present  conception  is  equallv  so. 

It  is  further  stated  by  Mr.  Thom,  at  page  57,  that : 

The  things  that  I  say  and  the  things  that  are  proposed  must  be  measured 
by  the  standard  of  the  public  interests  and  must  be  determined  by  the  standard 
of  the  public  interests,  and  I  shall  make  no  other  argument. 

Now,  what  is  the  public  interest  in  respect  to  transportation?     Let  us  pause 
for  a  moment  and  get  that  in  our  minds.     As  I  read  the  needs  of  the  public 
117900— 19— VOL  2 40 
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they  are  to  be  assured  of  sufficiency  of  railroad  and  transportation  facilities 
now  and  in  all  the  future,  and,  of  course,  to  be  assured  of  them  on  reasonable 
terms ;  but  if  it  becomes  a  question  between  high  charges  and  the  existence  of 
these  facilities,  I  suppose  there  will  be  no  dissent  from  the  fact  that  the  public 
interest  is,  after  all,  in  having  the  facilities. 

Thus  the  reasoning  leads  quickly  to  the  demand  for  higher  charges. 
Naturally  we  should  suppose  that  the  legislation  which  seems  to  be 
the  object  of  the  carriers  to  secure  must  be  expected  to  accomplish 
that  end,  otherwise  it  were  a  useless  task  to  ask  for  it.  Neither  can 
we  dissemble  the  fact  that  it  is  their  main  purpose,  and  equally  that 
they  are  not  satisfied  to  leave  it  to  existing  methods  of  regulation. 

At  page  58  Mr.  Thorn  further  states : 

We  have  no  controversy  any  longer  about  a  lack  of  power  to  deal  with  rates 
that  are  too  high.  Some  think  that  there  are  none  too  high,  others  disagree 
with  that  view,  but  all  appreciate  that  the  existing  governmental  systems  are 
adequate  to  deal  with  the  question  of  the  level  of  rates,  to  the  extent  of  pre- 
venting them  from  being  exorbitant.  So  that  we  must  come  back  to  this 
question  of  whether  or  not  I  am  right  in  insisting  that  the  fundamental  and 
essential  interest  of  the  public  is  now  in  the  great  question  of  whether  or  not 
existing  systems  guarantee  to  the  public  an  adequate  supply  of  transportation 
facilities  not  only  for  the  present  but  for  the  future. 

If,  therefore,  it  becomes  a  question,  as  stated  on  page  57,  between 
high  charges  and  these  facilities  which  can  only  be  had  according 
to  the  argument  through  the  means  of  higher  charges,  it  might  as 
well  have  been  stated  at  the  outset  that  the  object  of  the  propositions 
advanced  was  to  obtain  higher  charges. 

Again  it  is  stated  by  Mr.  Thom,  at  page  58,  that : 

Those  who  propose  a  change  in  existing  methods  must  make  their  appeal 
to  the  judgment  of  the  people  upon  the  proposition  that  existing  methods  do 
not  assure  to  the  public  the  supply  of  transportation  facilities  that  the  public 
needs,  and  those  who  oppose  any  change  must  make  their  appeal  to  the  public 
judgment  on  the  proposition  that  existing  conditions,  if  honestly  administered, 
do  assure  to  the  public  an  adequate  supply  of  transportation  facilities.  Now, 
is  not  that  a  fair  statement  of  the  issue  which  we  should  debate? 

Mr.  Thom  thus  states  the  proposition  which  he  proposes  to  adopt. 
He  then  states  the  crux  of  his  argument  in  the  expression,  at  pages 
58-59,  which  follows: 

No  theoretical  view  of  the  proper  distribution  of  governmental  powers  can 
have  any  weight  with  you  or  with  the  judgment  of  the  people  of  this  country, 
unless  under  the  proposed  distribution  of  governmental  powers  adequacy  of 
the  transportation  facilities  of  the  country  is  assured.  No  private  interests,  no 
cherished  theories  of  government,  can  be  permitted  to  enter  here  unless  they 
come  with  a  guaranty  in  their  hands  that  what  they  propose  will  protect  the 
public  in  the  matter  of  transportation  facilities. 

Therefore,  gentlemen,  I  shall  debate  this  question  on  the  theory  that  I  must 
sustain  the  propositions  which  I  shall  advance  by  showing  not  only  that  the 
public  interests  are  promoted  by  them  but  that  they  tend  to  give  greater  assur- 
ance to  the  public  of  the  continuing  efficiency  of  transportation  facilities  in 
this  country. 

Thus  the  matter  is  made  perfectly  plain  that  all  other  considera- 
tions respecting  constitutional  rights  and  the  division  of  the  powers 
of  the  Government  as  Ave  have  known  them  since  its  establishment 
must  give  way  to  the  one  controlling  proposition  that  adequate 
transportation  facilities  must  be  supplied,  which,  as  previously 
stated,  must  depend  upon  the  adequacy  of  revenues  to  provide  such 
transportation  facilities,  or  the  rates  must  be  high  enough  to  yield 
a  return  under  all  circumstances  that  will  induce  private  capital  to 
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invest  in  supi)lying-  snch  facilities,  which  condition  shall  be  there- 
after kept  up  hy  continued  rates  hi^h  enon^'h  to  carry  out  the  scheme. 

This  amazing  [)r()position  is  disclosed  in  the  natiire  of  a  demand 
for  legfislation  to  ('omi)el  the  people  to  pi'ovide  the  transportation 
facilities  for  the  railroads  to  own.  If  it  has  ever  been  presented 
heretofore  before  any  of  the  committees  of  Congress  throuohout  the 
lengthy  hearings,  we  should  like  to  be  informed  of  that  fact.  It  is 
the  first  time  that  this  bold  i)roposition  has  been  seriously  made,  so 
far  as  we  are  aware.  It  has  been  sometimes  asserted  by"  the  repre- 
sentatives of  the  carriers  before  these  connnittees  and  elsewhere,  that 
the  regulation  of  rates  should  carry  with  it  the  guaranty  of  an  ade- 
quate return  upon  the  property  engaged  in  the  public  service.  No 
snch  proposition  has  ever  received  serious  consideration  by  Con- 
gress or  the  Interstate  Commerce  Commission  or  any  other  regidative 
body,  or  by  the  Supreme  Court.  The  public  does  not  guarahtee  ton- 
nage or  insure  against  bad  management,  bad  judgment,  or  misadven- 
ture. 

We  shall  therefore,  so  far  as  our  argimient  may  be  considered,  de- 
nun-  to  the  conditions  thus  placed  upon  it  and  decline  to  accept  those 
conditions. 

The  very  fact  that  the  carriers  have  failed  to  furnish  sufficient 
transportation  facilities  or  so  managed  their  business  as  not  to  be 
able  to  utilize  the  same  efficiently  under  this  theory  carries  with  it 
exemption  from  liability  to  furnish  those  facilities  and  places  upon 
the  public  the  burden  of  rates  sufficiently  high  to  enable  the  railroads 
to  purchase  them  and  own  them.  It  necessarily  assumes  the  acme  of 
perfection  in  the  management  of  these  properties  when,  as  a  matter 
of  fact,  there  is  probably  more  inefficiency  in  railroad  operations 
than  in  any  other  important  line  of  business  in  this  country. 

This  is  fully  illuminated  by  the  situation  which  presents  itself 
whenever  any  rate  or  charge  is  called  in  question  as  being  unreason- 
able, actually  or  relatively,  when  the  question  of  the  cost  of  the  per- 
formance of  the  service  and  the  resulting  profit  from  the  rates  paid 
is  uniformly  announced  by  the  railroads  to  be  not  ascertainable  and 
not  known  to  them.  Of  this  subject  we  shall  speak  at  more  length 
hereafter. 

It  has  repeatedly  been  the  case  that  in  order  to  induce  the  return 
of  cars  by  connecting  lines  and  other  foreign  lines  the  per  diem  for 
the  use  of  cars  and  the  demurrage  charges  against  shippers  have  been 
increased  100  and  up  to  200  per  cent  above  the  normal.  That  is  the 
condition  at  the  present  time.  Inquiries  by  the  Interstate  Commerce 
Commission  and  the  result  of  its  investigations  concerning  car  supply 
has  drawn  forth  the  oft-repeated  excuse,  be  it  valid  or  otherwise,  that 
the  railroads  Avhich  furnish  themselves  with  cars,  if  they  could  keep 
them  in  their  possession  or  an  equal  number  in  the  interchange  of 
loaded  and  empty  cars,  could  fully  supply  the  demand  for  cars  on 
their  lines,  but  l)ecause  other  railroads  which  had  not  a  sufficient 
supply  had  taken  and  appropriated  the  use  of  the  cars  of  the  line 
having  a  sufficient  supply  and  wrongfully  refused  to  return  them, 
they  were  unable  to  supply  the  demand.  "This  was  notably  the  case 
as  developed  by  the  investigations  of  the  Interstate  Commerce  Com- 
mission growing  out  of  the  car  shortage  of  1907,  to  which  attention 
Avas  called  by  Mr.  Thom,  at  page  59  of  his  statement.  The  report  of 
the  commission  was  filed  with  the  Committee  on  Interstate  Commerce 
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of  the  Senate.  The  same  condition  has  just  been  developed  in  the 
investigation  now  being  conducted  by  the  commission.  Must  it  be 
assumed  as  a  postidate  that  whatever  the  carriers  do  is  right  and  that 
the  public  must  be  taxed  to  suppl}^  the  facilities  which  the  law  re- 
quires them  to  have,  and  that  the  public  must  answer  in  money  for 
the  failure  of  efficient  management  by  the  railroad  companies? 

THE  PARADOX  THAT  HIGH  RATES  WILL  DEVELOP  THE  COUNTRY  AND  REDUCE 
THE  HIGH  COST  OF  LIVING. 

The  undeveloped  agricultural  lands,  the  insufficiency  of  or  unequal 
distribution  of  railroad  facilities,  the  reference  to  untouched  for- 
ests, and  particularly  the  conditions  in  Wyoming  and  Idaho,  seem  to 
be  given  prominence  to  prove  the  necessity  of  higher  rates  in  order 
to  secure  more  railroads.  If  this  committee  desires  to  know  M'hy 
Wyoming  and  Idaho  have  not  l)een  developed  along  the  lines  of  ex- 
isting railroads,  inquire  of  Senators  and  Representatives  from  those 
States.  The  answer  will  be  that  the  railroads  have  pursued  the 
policy  of  rates  so  high  that  the  reclamation  projects  in  those  States 
remain,  to  a  large  extent;  unused  because  their  products  can  not  pav 
the  existing  rates  and  meet  the  competition  in  the  great  centers  of 
consumption,  and  generally  development  has  been  thus  retarded. 
The  intermounta in  "rates  in  this  undeveloped  country  have  been  the 
subject  of  controversy  before  the  Interstate  Commerce  Commission 
long  before  the  enactment  of  the  Hepburn  bill,  and  they  have  stoutly 
insisted,  and  it  may  be  said  with  marked  success,  in  retaining  the 
very  peak  of  high  "rates  in  the  very  territory  referred  to.  which  ac- 
counts for  the  failure  in  the  development  of  the  natural  resources 
of  this  country  and  it  settlement,  and  the  utilization  as  well  of  the 
wonderful  reclamation  projects  established  by  the  Government.  If 
existing  railroads  in  that  territory,  which  are  the  advocates  of  the 
marvelous  propositions  now  urged  before  this  committee,  can  not 
see  their  way  clear  to  develop  the  resources  contiguous  to  their  lines, 
how  can  it  be  expected  that  rates  can  be  increased  there  to  make  up 
for  the  want  of  facilities  by  additional  construction  and  still  higher 
rates?  It  is  truly  stated  by  Mr.  Thom,  at  page  61,  that  the  people 
"will  produce  no"  more  than  they  can  get  to  market,  and  when  you 
limit  your  transportation  capacity  you  limit  the  capacity  of  your 
people  for  productiveness  and  for  usefulness  in  human  endeavor.*' 
Exactly  the  same  thing  follows  where  the  rates  are  so  high  that  the 
products  of  the  locality  can  not  be  sold  in  competition  with  those 
elsewhere  produced. 

Much  has  been  said,  at  pages  62  and  several  following  pages,  to 
establish  the  proposition  that  needed  facilities  can  not  be  provided 
out  of  earnings;  that  it  requires  new  money,  and  that  to  get  that 
credit  must  be  established;  to  have  the  credit  that  there  shall  be  a 
guaranteed  means  by  which  the  provisions  of  the  facilities  may  be 
insured,  and  that  must  be  sufficient  in  the  way  of  reliable  earnings 
to  provide  a  return  of  6  per  cent,  with  a  surplus  of  3  per  centi, 
to  the  investor;  and  that  at  last  the  decline  in  railroad  credit,  which 
it  is  stated  will  be  called  to  the  attention  of  this  committee  during 
the  hearings,  is  due  to  the  governmental  policy,  and  that  the  amount 
of  the  revenues  of  the  carriers  is  not  within  the  control  of  the  owners 
of  the  propertv.     It  is  admitted  that  there  should  not  be  freedom 
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from  reguhitiou  or  the  absence  of  reii'ulation.  It  is  contended  that 
tlie  cliaracter  of  regiihition  should  be  such  as  to  increase  the  public 
confidence.  However  much  it  may  be  covered  up  with  apt  and 
skillful  language,  the  whole  object  of  the  argument  is  to  secure 
higher  rates  for  the  purposes  named,  wdiich,  it  is  asserted,  are  in 
the  public  interest. 

We  may  Avith  deference,  therefore,  be  permitted  to  say  that  the 
argument  should  have  begun  with  the  demand  for  higher  rates. 

As  we  understand  it,  the  idea  advanced  is  that  under  the  dual 
system,  so  called,  of  State  and  interstate  control  of  rates  and  the 
regulation  of  railroads  by  the  States  and  by  the  Government,  the 
earnings  are  kept  doAvn  to  the  point  that  not  every  locality  or  com- 
munity which  might  desire  to  have  it  can  obtain  a  railroad,  and  that 
existing  railroads  can  not,  out  of  their  earnings,  supply  the  needed 
facilities  for  the  transportation  service.  So  that  whatever  may  be 
said  to  establish  the  proposition  tliat  is  offered  in  support  of  the 
proposition  to  put  under  the  control  of  the  Federal  Government  the 
making  of  all  rates  and  regulations  pertaining  to  railroads,  the 
advocates  of  that  proposition  seek  that  sort  and  character  of  reg- 
ulation which  will  accomplish  the  end  of  securing  a  great  deal  more 
money,  by  measuring  the  standard  of  rates  and  charges  by  what 
they  assert  to  be  necessary  in  the  public  interest  to  secure  the  facilities 
so  much  adverted  to.  The  standard  of  reasonableness  or,  put  in 
another  form,  the  method  of  ascertaining  what  is  reasonable,  is  made 
to  depend  upon  and  limited  only  by  the  amount  of  money  wdiich 
would  be  required  to  carry  into  effect  this  Utopian  theory  of  forcing 
the  public  to  supply  the  facilities,  the  charges  for  which  they  could 
not  in  practical  effect  regulate. 

Reduced  to  its  last  analysis  we  are  here  facing  the  demand  said 
to  be  made  in  the  public  interest  by  the  existing  railroads  of  the 
country,  that  rates  be  made  high  enough  to  insure  the  construction 
of  railroads  and  the  supplying  of  facilities  in  competition  with  the 
proponents  of  this  idea,  dividing  the  tonnage  and  business  and  then 
increasing  rates  to  make  up  for  it.  It  proceeds  upon  the  mere  fanci- 
ful theory  that  increasing  revenue  follows  the  increase  of  rates.  It 
may  not  matter  that  it  is  not  stated  in  so  many  words,  that  is  neces- 
sarily the  logical  sequence  flowing  from  what  they  do  say  and  might 
as  well  have  been  stated  in  so  many  words. 

It  entirely  ignores  the  important  fact,  always  present  in  all  rail- 
road operations  and  in  the  operation  of  all  industrial  institutions 
where  the  money  is  made  by  a  multitude  of  transactions,  that  the 
volume  of  business  is  increased  by  the  cheapness  and  attractiveness  of 
it  and  that  the  profitable  earnings  are  made  from  the  great  volume 
of  the  business  rather  than  from  the  higher  rates  charged  for  it.  So 
it  is  that  every  railroad  operating  economist,  so  far  as  we  have  ever 
observed,  or  as  is  disclosed  in  any  writing  or  teachings,  and  certainly 
as  the  result  of  experience,  seek  tonnage  and  a  volume  of  business 
and  make  the  rates  so  as  to  induce  it. 

Tliat  is  to  say,  the  amount  of  rates  charged  or  that  can  be  charged 
in  the  profitable  business  of  the  railroads  are  necessarily  limited  by 
the  business  necessity  of  the  country,  and  if  the  railroads  are  turned 
loose  to  make  the  rates  as  they  please  they  can  not  increase  their 
earnings  just  as  their  own  will.    Surely  this  could  not  be  done  if  the 
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rates  charged  are  so  high,  which  these  gentlemen  seem  to  desire,  as 
to  insure  the  construction  of  all  the  railroads  that  any  community 
might  need,  because  of  the  universally  known  fact  that  when  a  busi- 
ness becomes  so  profitable  as  to  induce  a  great  many  others  to  go 
into  it,  it  then  becomes  so  divided  that  the  profits  themselves  cease 
to  operate  as  an  inducement  for  the  further  extension  of  such 
business. 

Whatever  may  be  said  of  it,  therefore,  Congress  could  not  if  it 
saw  fit  abandon  all  regulations,  and  if  the  States  saw  fit  to  abandon 
all  regulations,  bring  about  such  a  condition  as  it  is  argued  here 
would  be  desirable  in  the  public  interest. 

A  few  examples  will  illustrate  this: 

Suppose  that  some  capitalists  should  take  it  into  their  heads  to 
build  two  other  trunk  lines  from  the  Mississippi  River  and  Lake 
commercial  centers  to  the  large  Atlantic  ports,  that  would  divide 
up  the  traffic.  Could  they  by  increasing  rates  increase  the  traffic? 
Take  grain,  for  example,  rather  than  pay  the  higher  rates  from  the 
grain-producing  territory,  it  would  move  in  some  other  direction,  by 
Avay  of  the  Gulf  ports  or  by  way  of  the  Lakes  through  Canada  and 
Canadian  ports,  and  thus  reduce  the  amount  of  tonnage  that  they 
already  have. 

Suppose  that  were  not  done,  but  on  the  contrary  two  additional 
trunk  lines  were  built  from  Missouri  River  territory  to  the  Gulf, 
that  would  divide  up  the  traffic,  and  it  could  not  be  made  up  for  by 
increasing  the  rates,  because  if  that  were  done  then  all  the  grain 
would  move  through  the  Atlantic  ports.  A  thousand  similar  illus- 
trations could  be  given  to  place  it  beyond  peraclventure,  that  the 
proposition  that  is  laid  down  before  this  committee  that  the  railroads 
should  be  permitted  to  charge  rates  high  enough  to  provide  all  the 
facilities  that  anybody  might  desire,  is  a  mere  creature  of  the  imagi- 
nation and  impossible  of  accomplishment.  It  can  not  be  done  by  the 
abandonment  of  regulation,  and  it  can  not  be  done  by  concentrating 
it  in  the  Government  and  taking  it  away  from  the  States. 

If  it  could  be  done,  it  involves  within  it  the  making  of  slaves  for 
the  benefit  of  the  master,  with  too  many  masters  to  profit  by  their 
labor. 

The  difficulty  that  may  confront  the  country  in  particular  in- 
stances, and  perhaps  generally,  is  the  inefficiency  of  railroad  opera- 
tion and  the  inefficiency  of  regulation.  Of  this  we  shall  say  more 
hereaftei*. 

Rate  making  is  not  a  science,  as  to  which  we  submit  the  following 
pungent  remarks  as  the  result  of  a  half  century  or  more  of  experi- 
ence in  that  undertaking,  both  by  the  railroads  and  the  regulating 
authorities  of  the  States  and  the  Nation : 

1.  Rate  making  is  not  a  science ;  it  is  always  an  experiment. 

2.  The  only  rule  of  universal  application  is  expediency. 

3.  Carriers'  object  is  to  get  the  most  revenue. 

4.  "  Jones,  he  pays  the  freight  "  ;   wants  it  as  low  as  he  can  get  it. 

5.  Each  individual,  or  industry,  wants  to  prevent  the  other  fellow  getting  the 
best  of  it. 

6.  The  rule  of  the  law  is  x'eas(maldeness  and  relative  reasonableness. 

7.  The  right  of  the  public  is  that  no  higher  rate  shall  be  charged;  the  right 
of  the  carrier  is  that  at  least  that  much  may  be  charged. 

The  exercise  of  judicious  power  f)ver  rates  by  the  rate-making  tribunals 
and  the  controversies  between  contending  i)arties  and  the  protection  of  these 
rights  involve  due  consideration  of  the  foregoing  in  practically  every  case. 
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8.  The  resultant  rate  is  the  arliitrary  .indfinieiit  of  such  r.ilc-inakiii^r  tri- 
bunal; it  is  essentially  a  practical  matter  measured  hy  no  rule. 

9.  The  law  expects  that  judgment  to  he  the  restdt  of  tho  hest  information 
after  due  consideration  of  all  matters  of  fact  affectiufr  the  interests  of  the 
carrier,  the  shiiii)er,  the  producer,  the  consumer,  and  the  puhlic. 

10.  Amonir  those  considerations  are  the  cost  of  .service,  the  value  of  the 
service,  the  profits  of  the  transaction,  the  return  upon  the  investment,  the 
value  of  the  property,  and  other  factors,  none,  of  which  are  controlling. 

11.  The  cost  of  the  service  must  be  aiiproximated  to  find  the  jirobahle' 
returns  and  profits. 

12.  No  equivalent  of  profit  is  required  l)y  law  or  possible  to  obtain. 

13.  A  difference  in  rates  according;  to  weiaht  carried  or  distance  of  the 
haul  is  not  an  unjust  discrimination  oi"  undue  preference. 

14.  Conditions  of  trade  and  competition,  the  location  of  producing  and  con- 
suming markets,  the  facilities  of  trade  and  commerce  are  involved  in  the 
question  of  unjust  discrimination  or  undue  preference. 

Rate  making  is  therefore  not  a  science,  but  the  exercise  of  well- 
informed  judgment. 

IV.     HEASOXABLENESS    OF    RATES,    CHARGES,    AND     REGULATIOXS    THE 
PARAMOUNT  STANDARD. 

Under  the  common  law,  before  the  clays  of  railroads  or  steam- 
boats, the  relation  of  the  carriers  to  the  public  and  the  rights  of 
each  under  the  common  law  were  measured  by  this  standard.  It 
would  seem  useless  to  go  into  a  discussion  and  history  of  this  sub- 
ject, about  which  there  can  be  no  dispute.  The  growth  of  the  car- 
rying business  and  its  development  into  necessary  and  indeed,  if 
properly  regulated,  beneficial  monopoly  is  well  known  to  every 
student  of  the  subject.  The  principle  is  universally  conceded  and 
arises  out  of  the  necessity  of  the  situation.  The  matter  which  is 
ever  present  and  which  will  always  be  the  source  of  controversy 
will  be  the  method  of  ascertaining  what  is  reasonable. 

At  first  statutes  were  enacted  declaring  maximum  rates,  defining 
the  rights  and  duties  of  carriers  and  limiting  the  amount  of  charges. 
With  the  growth,  particularly  of  railroads,  of  the  transportation 
business  and  its  monopolization  this  was  found  wholly  inadequate 
to  meet  the  situation  so  as  to  do  justice.  The  complexity  of  the 
commercial  and  carrjdng  trade,  the  great  multitude  of  circum- 
stances, and  the  innumerable  services  and  shipments  under  these 
vaiying  circumstances  rapidly  increasing  with  the  growth  and 
development  of  commerce  and  industries  and  the  various  character 
of  service  performed  were  such  that  it  was  impossible  to  lay  down 
a  rule  of  universal  application  or  even  of  local  application  which 
would  do  justice  to  all. 

Therefore,  the  more  flexible  method  of  establishing  by  law  tribunals 
to  hear  and  determine  complaints  and  to  adjust  and  equalize  all  of 
the  matters  pertaining  to  transportation  and  the  rates  and  charges, 
and  to  prescribe  the  rule  of  conduct  which  in  its  judgment  was  proper 
in  a  given  case,  or  applicable  to  a  large  number  of  cases,  came  into 
existence  in  various  States  for  the  public  protection.  In  every  in- 
stance the  standard  was  one  of  reasonableness,  which  had  been  the 
universal  rule  from  the  earliest  times  recognized  by  law  as  proper. 
These  State  commissions  grew  by  experience,  and  confronted  by 
new  necessities,  into  more  complete  regulating  bodies,  along  with  the 
growth  and  development  of  railroads,  so  that  one  State  and  another 
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following  the  example  of  its  neighbors  adopted  this  form  of  regula- 
tion. Not  until  long  after  the  beginning  of  State  regulation  was 
there  any  attempt  made  by  Congress  to  provide  for  the  regulation  of 
interstate  transportation.  In  that  effort  Congress  adopted  the  same 
standard  which  from  time  immemorial  had  been  adopted  by  the  com- 
mon law,  and  reenacted  in  the  form  of  statutes  in  the  various  States, 
and  declared  the  standard,  in  the  first  section  of  the  act,  in  the  fol- 
lowing language,  which  was  subsequently  amended  to  include  tele- 
graph, telephone,  and  pipe  lines,  etc. : 

All  charges  made  for  any  service  rendered  or  to  be  rendered  In  the  transpor- 
tation of  passengers  or  property  *  *  *  shall  be  jnst  and  reasonable;  and 
every  unjust  and  unreasonable  charge  for  such  service  or  any  part  thereof  is 
prohibited  and  declared  to  be  unlawful. 

Up  to  the  time  of  the  enactment  of  the  Hepburn  bill,  as  is  of  com- 
mon knowledge,  no  adequate  provisions  were  made  to  carry  out  this 
declaration,  because  it  could  not  be  done  unless  the  regulating  body 
prescribed  the  rates  and  the  services  where  necessary.  The  Hepburn 
bill  gave  that  power,  so  that  the  Federal  Government  has  only  really 
entered  upon  the  administration  of  the  law  in  declaring  the  funda- 
mental principles  of  reasonableness  as  a  standard  within  the  past 
10  years.  It  is  yet  in  its  infancy,  for  one  main  reason  at  least,  that 
the  commission  was  not  given  authority  to  make  any  other  than  a 
maximum  rate,  which  the  railroads  might  or  might  not  observe  so 
long  as  no  undue  discrimination  or  undue  preference  was  proven  to 
exist  which  would  interfere  with  their  action  in  the  premises;  and 
furthermore,  the  commission  was  not  given  any  power  to  prescribe 
a  schedule  of  rates,  but  it  is  limited  to  the  correction  of  rates  to 
make  them  apply  to  the  standard  of  reasonableness  according  to  the 
opinion  of  the  commisison  in  a  given  case.  The  railroads  at  all  times 
have  the  initiative,  provided  they  observe  the  orders  of  the  commis- 
sion, so  long  as  the  same  remain  effective,  which  can  not  extend  for 
over  a  period  of  over  two  years.  So,  as  a  matter  of  fact,  we  have  no 
system  whereby  the  Government  makes  rates  on  interstate  traffic, 
but  only  the  regulating  power  conferred  upon  the  commission  over 
the  rates  made  by  the  railroads.  That  is  entirely  different  in  at  least 
some  of  the  States  where  the  regulating  bodv  itself  prescribes  the 
entire  system  of  rates,  which  must  remain  effective  until  the  State 
commission  sees  fit  to  set  it  aside,  or  until  it  may  be  set  aside  because 
on  some  account  it  may  be  unlaw^ful  or  violate  a  constitutional  prop- 
erty right. 

The  beginning,  therefore,  of  regulation,  and  the  most  effective 
regulation  to-day,  comes  from  the  States.  Of  course,  whatever  is 
interstate  commerce  is  not  subject  to  their  control  or  regulation,  and 
the  right  under  the  Constitution  to  regulate  all  commerce  other 
than  interstate  commerce  committed  to  the  Federal  Government  by 
the  commerce  clause  of  the  Constitution,  remains  with  the  States, 
where  it  ought  to  and  will  remain. 

The  attempt  here  by  this  new  discovery  is  to  brush  it  aside  as  of 
no  consequence  or  as  an  evil,  but  it  must  bo  understood  that  that 
attempt  is  made  primarily  by  those  who  have  always  been  opposed 
to  the  establishment  of  these  bodies  and  the  interference  by  them 
with  the  rates  and  regulations  which  the  railroads  themselves  have 
desired  to  make  without  let  or  hindrance. 
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The  ariiunients  here  presented  are  based  wholly  upon  a  utilitarian 
stand]ioint,  as  measured  by  the  desires  and  wishes  of  those  who 
seek  and  have  ahvays  sought  to  escape  all  regulation  that  Avould 
interfere  with  money  getting,  and  of  such  others  as  they  may  find 
who  look  with  favor  upon  their  scheme.  It  is  idle,  therefore,  to 
talk  about  not  being  perjnitted  to  come  before  this  committee  to 
present  any  theoretical  view  of  the  proper  distribution  of  govern- 
mental powers  and  to  urge  that  it  should  have  no  weight  wath  the 
committee,  imless  under  such  proposed  distribution  of  governmental 
powers,  adequancy  of  the  transportation  facilities  of  the  country  is 
assured. 

A  theory  of  government  is  necessary  upon  W'hich  to  establish  the 
fabric  which  protects  and  insures  the  rights  of  the  people.  Whether 
the  theory  of  this  (lovernment  was  or  was  not  right  it  has  found 
practical  application,  with  which  we  are  confronted  in  the  estab- 
lishment of  our  laws  and  systems  in  accordance  with  that  theory.  To 
destroy  the  theory- is  to  destroy  the  Constitution. 

In  the  course  of  events  it  has  come  about  that  w^e  have  created 
artificial  bodies,  dependent  for  their  powers  and  existence  upon  legis- 
lative enactment,  and  now  we  are  confronted  by  them  with  the  de- 
mand to  abolish  the  constitutional  provisions  with  respect  to  our 
governmental  policies  to  suit  their  desires  and  convenience. 

So  there  is  no  use  to  dissemble  the  fact  that  we  are  confronted  with 
the  proposition  that  the  railroads  will  control  the  Government  or 
the  Government  will  control  the  railroads. 

Among  other  things  the  Government  and  the  States  have  estab- 
lished a  method  of  determining  all  controversies  between  the  car- 
riers and  the  shippers,  and  a  means  of  carrying  into  effect  and 
practical  application  the  standard  of  reasonableness  as  affecting 
rates,  charges,  and  services,  which  are  accessible  to  all.  This  con- 
troversy before  this  committee  seems  to  arise  out  of  the  fact  that 
the  railroads  are  dissatisfied  with  the  standard  and  system.  Being 
dissatisfied,  they  wish  to  bring  about  an  entirely  new  system  to  op- 
erate under  entirely  different  standards,  and  when  the  argument  is 
all  boiled  down  to  its  last  essence  and  the  dross  is  skimmed  off  and 
the  adulteration  is  eliminated,  it  is  simply  the  means  to  the  end  of 
getting  more  money  than  is  possible  for  them  to  secure  under  the 
present  system;  and  that  is  practically  admitted.  That  is  what  we 
oppose.  In  doing  so  we  say  that  it  were  far  better  to  perfect  the 
present  system  of  regulation,  to  bring  up  the  standard  of  its  effi- 
ciency, utilizing  what  has  gone  before  and  the  material  we  have  at 
present,  to  the  end  of  bringing  into  practical  application,  to  the 
best  advantage  of  the  entire  public,  the  standard  declared  by  the  act 
to  regulate  commerce,  as  above  quoted. 

We  can  but  be  impressed  with  the  strange  hallucination  which  has 
produced  the  argument,  repeated  at  great  length,  to  establish  a  con- 
clusion or  belief  in  your  minds  that  your  supreme  duty  to  the  public 
is  so  as  to  legislate  respecting  rates  and  regulations  of  the  railroads  of 
this  country  and  permit  the  making  of  charges  so  high  and  the 
return  so  certain  as  to  give  currency  to  railroad  securities  other  than 
bonds,  so  that  the  ordinary  man  will  invest  in  them,  and  thereby  that 
the  new  money  will  be  acquired  or  be  obtainable  for  all  this  vast 
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scheme  of  railroad  facilities.  We  could  scarcely  expect,  of  course, 
that  any  considerable  amount  of  new  mileage  would  be  constructed 
by  new  and  independent  companies,  so  it  must  be  assumed  that  you 
will  enter  upon  the  experiment  of  legislating  into  the  minds  of  the 
public  (by  raking  their  money  beyond  what  could  confessedly  be 
obtained  through  the  present  instrumentalities  of  freight  regulation 
and  control)  confidence  in  such  schemes,  for  instance,  as  the  reor- 
ganization of  the  St.  Louis  &  San  Francisco  Railroad  Co.  Have 
you  read  the  confirmation  of  the  sale  back  to  the  stockholders  of 
that  property  and  the  payment  of  some  of  its  debts  by  the  issuance 
of  new  stock  ?  Have  you  read  about  certain  New  York  bankers  first 
taking  out  of  this  property — or,  to  use  another  expression,  to  skim 
otf  the  cream — $5,500,000  in  money  by  the  reorganization  committee, 
and  the  purchasing  committee,  and  the  loan  syndicate,  which  latter 
alone  got  $750,000  for  its  name — just  for  being  in  a  state  of  pre- 
paredness? They  counted  units  of  money  in  that  transaction  by  the 
million.  If  you  want  to  investigate  something  which  will  throw 
light  upon  the  subject  of  the  want  of  confidence  of  the  public  in 
railroad  stocks,  just  have  a  look  in  on  that  proposition.  If  they  sold 
these  bonds  which  they  were  permitted  to  issue  by  the  Railroad  Com- 
mission of  the  State  of  Missouri  for  par,  on  the  representation  that 
the  property  was  worth  the  amount  of  the  bonds  issued,  you  make 
some  inquiry  to  see  whether  or  not  the  bond  purchasers  needed  pro- 
tection. If  you  will  inquire  as  to  the  amount  of  expenditures  by  the 
old  company  to  purchase  little  pieces  of  railroad  which  were  con- 
structed in  Oklahoma,  Texas,  and  Louisiana,  compared  to  what  they 
cost  for  the  real  construction,  you  will  likewise  be  interested.  I 
think  you  will  find  that  that  part  of  the  road  built  in  piecemeal  and 
by  sections,  which  is  supposed  to  extend  fi'om  southeastern  Texas  to 
New  Orleans,  was  capitalized  far  beyond  its  worth.  All  of  Mr. 
Thom's  solicitude  about  the  inability  of  railroads  to  construct  lines 
into  new  forests  will  certainly  disappear  in  the  presence  of  this  per- 
formance. 

Pie  seems  to  feel,  judging  from  his  statements  and  arguments, 
great  fear  lest  the  undeveloped  agricultural  lands  of  the  country  will 
not  be  reached  by  railroad  facilities,  the  reaching  of  which  he  feels 
woidd  enable  the  people  to  secure  the  products  of  the  soil  to  live  upon. 
We  should  like  to  invite  the  attention  of  the  committee  to  the  example 
of  the  St.  Louis,  Brownsville  &  Mexico  Railroad,  which  extends  from 
Houston,  Tex.,  to  Brownsville  (another  Frisco  enterprise).  Some  of 
you  are  doubtless  somewhat  acquainted  with  the  conditions  which 
existed  in  that  country  before  the  construction  of  that  railroad  and 
the  conditions  which  exist  now.  Five  hundred  miles  of  that  road 
were  built  through  a  wholly  undeveloped  and  unsettled  country. 
It  was  occupied  by  cattle,  some  Mexicans  and  burros,  coyotes,  lobos, 
and  other  predatory  animals,  to  say  nothing  of  jack  rabbits,  prairie 
dogs,  and  prairie  rats.  Underneath  the  surface  of  that  country  in 
many  places  on  these  great  ranches,  among  the  largest  and  best 
cattle-breeding  grounds  in  the  world,  were  vast  sheets  of  artesian 
Avater,  which  were  pierced  by  thousands  of  drills,  and  like  magic, 
lands  which  were  worthless  except  for  grass  in  a  counti'y  subject 
to  the  severest  droughts  this  side  of  the  Nile  became  the  most 
productive  vegetable  and  fruit  garden  of  things  that  are  good  to 
eat  ever  developed  in  this  country  in  so  short  a  time.     Towns  and 
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homes  spriino-  up:  i)c><)pli'  went  there  from  every  part  ol"  the  United 
States,  and  it caufyht  the  eye  of  Mr.  Bryan,  who  became  at  Uist  a 
farmer.  Had  it  not  been  for  one  dilliculty,  which  seemed  to  be  beyond 
tlie  power  of  the  people  to  control,  there  can  l)e  no  reason  to  suspect 
tliat  it  would  not  have  become  the  most  ]3rosi)erous  country  in  the 
Tnited  States,  not  excei)tino:  Southei'n  California.  Let  your  in- 
quiries extend  to  what  that  ditKculty  was,  then  ask  yourselves  the 
question  as  to  whether  these  great  pioneers  of  development  so  ably 
represented  by  Mr.  Thom  can  be  trusted  with  the  public  interests, 
which  they  are  so  anxious  to  have  you  turn  over  to  them.  You  will 
hnd  that  the  reason  lay  at  the  door  of  these  carriers. 

At  the  western  rate  advance  hearing  before  the  Interstate  Commerce 
Commission  in  C-hicago  a  couple  of  years  ago  these  western  lines 
were  demanding  an  increase  in  rates;  and  among  other  bad  conditions 
that  required  it,  emphasis  w'as  placed  upon  the  condition  of  the 
Brownsville  road.  There  was  no  traffic  outbound  except  the  products 
of  the  soil,  principally  cabbage,  onions,  lettuce,  melons,  potatoes,  and 
^mailer  amounts  of  other  vegetables,  together  w'ith  live  stock,  some 
cotton,  and  a  little  corn,  and  on  all  this  traffic,  except  cotton,  the  rail- 
roads Avere  seeking  an  adviince  in  rates.  The}'  did  not  get  it  on  live 
stock,  cotton,  or  corn,  but  they  did  on  the  vegetables,  etc.  There 
came  before  that  committee  a  wdtness  who  had  been  (me  of  the  sub- 
officials  in  charge  of  operations,  who  held  his  office  and  worked  on  that 
line,  and  who  at  the  time  he  testified  had  charge  of  some  short  lines 
winding  around  among  the  canals  and  irrigated  farms  in  the  Browns- 
ville district,  who  in  a  most  graphic  way  detailed  the  settlement  of 
various  districts  and  localities  throughout,  and  up  and  down  that 
railroad,  to  show  that  the  people  went  there  with  money  enough  to 
buy  their  little  places  with  40  acres  or  more,  which  yielded  to  their 
energies  most  bounteous  crops.  Thousands  of  carloads  of  cabbage 
and  these  other  various  vegetables  mentioned  were  shipped  to  the  cen- 
ters of  population,  finding  their  market  mainly  at  St.  Louis  and 
beyond,  but  the  conditions  of  trade  were  such  that  although  the  cab- 
bage was  ready  for  market  long  before  it  could  be  shipped  and  sold, 
it  had  to  be  held  until  the  northern  supply  of  cabbage  was  nearly  con- 
sumed before  a  market  was  developed  for  it  in  that  country.  It  be- 
ing a  warm  country  most  all  of  the  year,  it  was  necessary  to  handle 
it  with  dispatch  and  care,  in  order  to  get  it  to  market  in  a  salable 
condition.  It  is  true  that  the  freight  rates  were  comparatively  low, 
otherwise  it  could  not  have  moved  at  all.  But  it  turned  out  that,  with 
the  cost  of  icing,  the  failure  to  furnish  cars,  the  delay  upon  the 
Brownsville  road,  the  poor  condition  of  the  old  engines  which  had 
been  sold  to  it,  on  paper  at  least,  by  the  Frisco  road  (the  Brownsville 
road  being  a  Frisco  property  in  some  way  or  another),  hundreds  and 
hundreds  of  carloads  of  cabbage  rotted  in  the  fields,  w^ere  spoiled  in 
transit,  or  oftentimes  could  not  be  sold  when  it  reached  the  market  for 
enough  to  pay  for  the  freight  and  icing  charges.  The  consequence 
was  that  these  people  wdio  were  induced  by  the  flaming  advertisements 
of  the  Frisco  Eailroad,  and  many  individuals  interested  in  land 
schemes  and  town-site  schemes,  came  to  penury  and  want — they  were 
in  rage — all  becausp  of  a  situation  wdiich  could  have  been  remedied 
alone  by  that  spirit  of  enterprise  under  which  James  J.  Hill  developed 
the  great  States  of  Minnesota  and  Xorth  Dakota.    Now,  Mr.  Thom 
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seems  to  think  it  the  fault  of  the  people  for  not  furnishing  proper 
facilities. 

If  you  would  like  some  interesting  reading  of  facts  after  you  are 
through  Avith  the  consideration  of  these  platitudes,  which  so  much 
sidorn  the  reports  of  these  hearings,  get  hold  of  the  testimony  on  the 
fruit  and  vegetable  part  of  the  hearing  of  the  western  rate  case  and 
read  that  evidence.  The  witness  above  referred  to  stated  that  he  went 
to  the  traffic  men  of  the  railroads  and  pointed  out  to  them  the  great 
mistake  they  were  making  in  endeavoring  to  advance  these  rates  upon 
the  impoverished  people,  and  begged  them  not  to  do  it.  After  you 
have  read  the  evidence  with  respect  to  the  Brownsville  Railroad  and 
that  district,  then  turn  into  the  chapter  with  respect  to  the  onion- 
raising  business  south  of  San  Antonio,  in  the  vicinity  of  Laredo,  on 
the  I.  &  G.  N.  road  and  branch  lines  and  small  connecting  lines  that 
were  built  in  that  part  of  the  country,  and  you  will  find  evidence  to 
show  that  on  one  occasion  it  was  estimated  by  the  general  agent  of  the 
selling  department  of  these  vegetable  growers  that  a  thousand  cars  of 
onions  rotted  in  the  fields  on  the  I.  &  G.  N.  Eailroad  and  vicinity 
because  the  rates  were  such  that,  and  the  onion  market  such  that, 
they  could  not  reach  the  market  with  profit.  That  is  another  territory 
where  the  aiiesian  water  was  discovered  and  had  brought  forth  its 
abundance.  That  was  followed  by  the  construction  of  all  the  branch 
lines  of  railroads  that  were  needed,  and  notwithstanding  this  situa- 
tion they  raised  those  rates  5  cents  per  hundred  pounds.  If  you 
should  have  the  time  and  opportunity  to  read  this  testimony,  you  will 
find  that  people  were  induced  to  go  down  into  that  country  and  buy 
these  lands  and  enter  upon  their  development  upon  advertised  cheap 
rates  for  their  products  and  a  market  which  would  be  supplied  by  the 
railroads.  As  soon  as  these  people  were  rooted  to  the  soil  and  could 
not  get  away,  their  means  being  expended,  these  railroads,  through 
the  Southwestern  Tariff  Committee  which  holds  its  sessions  at  St. 
Louis,  in  spite  of  and  in  violation  of  the  antitrust  laws — we  might 
say  in  open  defiance  of  such  laws — voted  to  increase  these  rates,  so 
that  whether  the  Brownsville  road  and  the  I.  &  G.  N.  road  believed 
they  should  be  increased  or  not,  under  the  practice  of  this  committee 
the}^  Avould  have  been  compelled  to  increase  them ;  otherwise  connect- 
ing lines  would  not  have  participated  in  the  rates.  The  I.  &  G.  N. 
Railroad  has  been  in  the  hands  of  a  receiver  off  and  on  for  several 
years,  and  it  might  at  least  have  helped  these  people  to  live  whom 
it  had  helped  to  go  there,  without  any  ultimate  harm  to  the  persons 
who  were  the  owners  of  its  stocks  and  bonds.  Even  if  it  took  the 
money  out  of  the  pockets  of  the  bondholders,  it  would  have  been  a 
righteous  act,  which  human  sympathy  would  have  induced  had  the 
railroad  belonged  to  any  single  individual. 

Now.  coming  to  the  further  development  of  an  undeveloped  coun- 
try, take  a  look  in  on  the  construction  of  railroads  by  the  Santa  Fe 
system  in  Texas  and  that  which  is  going  on  to-day,  and  you  will  find 
all  of  the  Panhandle  country  of  Texas  plastered  over  with  a  spider 
web  of  railroad  lines,  built  by  the  Santa  Fe,  and  a  country  rapidly 
developing.  During  all  these  periods  of  the  last  10  or  12  years,  in 
which  Texas  has  been  maligned  from  one  end  of  the  country  to  the 
other  on  account  of  its  railroad  regulation  and  policy,  there  has  been 
more  construction  of  railroads  than  in  any  other  part  of  the  country. 
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Then  get  the  printed  annual  report  of  the  president  to  the  stockhold- 
ers of  the  Santa  Fe  company  and  take  a  look  in  on  the  return  which 
that  system  of  road,  a  marvel  of  good  management  and  efficiency, 
extending,  as  it  does,  from  the  Lakes  to  the  Gulf  and  to  the  Pacific, 
and  observe  the  favorable  results  of  its  operation.  Of  course,  it  may 
happen  that  in  the  operation  of  a  great  system  of  roads  some  parts 
of  it  will  not  be  profitable,  but  they  are  part  of  a  system,  and  the  sys- 
tem must  be  treated  as  a  whole.  You  will  find  precisely  the  same 
thing  with  respect  to  the  western  lines  other  than  the  Santa  Fe. 

Two  of  the  very  extensive  railroad  projects  constructed  by  the 
Gould  systems,  or  so-called  systems,  namely,  the  Western  Maryland 
and  the  Western  Pacific,  present  examples  of  enormous  expenditures, 
without  consulting  the  public  as  to  whether  or  not  they  should  be 
made.  Of  course,  they  have  some  traffic,  or  an  opportunity  to  get  it, 
but  when  you  are  called  upon  so  to  legislate  as  to  produce  out  of  the 
earnings  enough  money  to  make  these  railroads  profitable,  to  do 
which  you  would  have  to  increase  the  rates  on  the  parallel  and  com- 
peting lines,  or  somebody  would  have  to  do  it,  and  it  would  be  little 
less  than  robbery ;  in  fact,  it  would  be  worse  than  robbery  to  make  the 
public  pa}^  for  these  facilities  iii  the  way  of  freight  rates. 

There  is  another  shining  example  of  misadventure  and  bad  judg- 
ment in  the  construction  of  the  Trinity  &  Brazos  Valley  Railroad 
by  the  amalgamated  Frisco  and  Rock  Island  interests,  intended  to 
serve  these  lines  as  an  outlet  to  the  Gulf  from  the  termini  at  Dallas 
and  Fort  Worth,  and  also  the  traffic  of  the  Fort  Worth  &  Denver 
City  Railway,  a  part  of  the  Colorado  &  Southern  system,  which 
seemed  to  be  under  control,  by  stock  ownership  or  some  other  sort 
of  manipulation,  of  the  Rock  Island  and  Frisco  combination.  That 
road  (Trinity  &  Brazos  Valley)  has  never  paid  anything,  and  the 
receiver  of  it  testified  before  the  Railroad  Commission  of  Texas 
that  if  rates  were  advanced  300  per  cent  it  would  not  make  it  a 
profitable  property  but  that  w^hat  it  needed  was  tonnage.  Of  course, 
the  Rock  Island  and  Frisco  system  combination  went  to  pieces,  and 
exhibited  as  a  moving  picture  to  the  world  the  helplessness  of  an  in- 
vestor in  the  stock  of  such  a  concern.  Yet,  notwithstanding  all  of 
this,  it  is  insisted  that  you  shall  so  arrange  legislation  that  rates 
can  be  made  high  enough  to  give  the  public  confidence  to  purchase 
such  stock  and  thus  get  new  money. 

You  may  take  for  another  example  the  Colorado  Midland  Rail- 
road across  the  Rocky  Mountains  to  Grand  Junction,  a  most  diffi- 
cult and  expensive  road  to  construct,  as  well  as  to  operate,  practically 
parallel  with  the  Denver  &  Rio  Grande.  The  rates  of  these  two 
lines  of  roads  are  justifiably  higher  than  the  roads  east  of  the  Rocky 
Mountains  in  Colorado,  and  the  divisions  which  are  allowed  on 
traffic  originating  on  these  lines  and  delivered  to  their  connections 
at  Pueblo,  Colorado  Springs,  and  Denver  are  likewise  high,  because 
these  properties  are  most  difficult  and  expensive  to  operate.  Should 
the  public  be  put  to  the  expense  of  still  higher  rates  to  construct 
other  lines  across  the  Rocky  Mountains  and  thus  divide  the  traffic? 
Take  the  Missouri  Pacific  and  the  Santa  Fe  eastward  from  Pueblo, 
on  opposite  sides  of  the  Arkansas  River.  Can  it  be  expected  other 
lines  should  be  constructed  in  that  vicinitv  and  rates  advanced  to 
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give  confidence  in  tlie  public  mind  to  purchase  the  securities?  It 
may  be  depended  upon  that  if  other  lines  are  needed  in  that  vicinity 
the  Santa  Fe  is  able  to  build  them,  and  will  do  so,  as  it  did  build  the 
branch  line  southwest  from  Dodge  City.  Likewise  the  Milwaukee 
&  St.  Paul  system  and  the  Chicago  &  North  Western  have  been  able 
to  build  all  of  the  needed  lines  that  the  country  can  by  any  possi- 
bility be  expected  to  support  west  of  the  Missouri  River.  As  to 
Idaho,  it  is  quite  certain  that  the  Union  Pacific  does  not  need  the 
establishment  of  public  confidence  in  order  to  get  the  money  to  build 
such  lines  as  may  be  needed,  or  as  appears  to  it  to  be  desirable,  for 
the  development  of  that  country.  So  it  is  of  the  Northern  Pacific 
and  the  Great  Northern.  Common  sense  teaches  us  that  there  must 
necessarily  be  a  limit  to  the  construction  of  railroad  facilities. 

Another  embargo  to  railroad  construction  between  great  centers 
of  commei'ce  is  the  enormous  expense  of  obtaining  usable  terminals. 
The  investment  in  real  estate  would  be  so  great,  and  undoubtedly 
is  so  great  to-day,  as  to  be  prohibitive  in  the  way  of  such  railroad 
construction. 

We  therefore  appeal  to  this  connnittee  to  examine  into  the  actual 
detailed  facts  surrounding  existing  lines  and  their  traffic  to  show  that 
no  such  theory  as  has  been  advanced  and  insisted  upon  of  making 
rates  high  enough  to  accomplish  all  of  these  ends  which  you  are 
told  should  be  accomplished  is  possible.  It  would  bankrupt  the 
public,  it  would  destroy  its  commerce,  and  it  would  be  impossible  for 
such  increased  rates  to  obtain  the  tonnage  in  most  instances  which 
would  in  the  end  amount  to  increased  revenue.  If  one-half  of  the 
energy,  intelligence,  and  expenditure  of  money  which  has  been  used 
during  the  past  10  years  to  circumvent  and  prevent  adequate  regu- 
lation  and  to  increase  rates  had  been  used  in  the  economies  of  opera- 
tion and  efficiency,  we  may  express  the  belief  at  least  that  their  con- 
dition would  have  been  immensely  improved  in  every  way  com- 
pared to  what  it  is  at  present. 

It  can  not  be  expected  that  we  are  to  abandon  all  of  the  prin- 
ciples and  standards  which  have  been  established  through  the  long 
course  of  experience  and  put  into  the  form  of  law  by  the  various 
statutes  of  the  States,  as  well  as  of  the  act  to  regulate  commerce, 
and  the  decisions  of  the  courts  construing  these  statutes,  the  power 
and  duty  of  commissions  established  for  the  purpose  of  administer- 
ing the  regulatory  laws.  We  deem  it  not  out  of  place  to  quote  from 
some  decisions  of  the  Supreme  Court  of  the  United  States  applying 
these  general  principles  and  rules  to  the  facts  of  given  cases  respect- 
ing some  of  the  various  tests  and  standards  with  respect  to  the  sub- 
ject of  reasonableness  and  the  proper  adjustment  of  rates. 

In  Atlantic  Coast  Line  Railroad  Co.  v.  North  Carolina  (206  U.  S., 
20)  it  is  said : 

In  a  Ciise  involving:  the  vnlidity  of  an  order  enforeiiis  n  scheme  of  niaxinuini 
rates,  of  course  the  findins:  that  the  enforeenient  of  such  scheme  will  not  pro- 
duce an  adequate  return  for  the  operation  of  the  railroad'  in  and  of  itself 
demonstrates  the  mu'easonableness  of  the  order.  Such,  however,  is  not  the 
case  M'hen  the  question  is  as  to  the  validity  of  an  order  to  do  a  particidar  act 
the  doinff  of  which  does  not  involve  the  question  of  the  profitableness  of  the 
operation  of  the  railroad  as  an  entirety.  The  difference  between  the  two 
cases  is  illustrated  in  St.  Louis  »&  San  Francisco  Railroad  Co.  v.  Gill  (l^Q  U.  S., 
649;  39  L.  ed..  567;  15  Sup.  Ct.  Rep.,  4S4)  and  Minneapolis  &  St.  Louis  Rail- 
road Co.  V.  Minnesota   (1S6  U.  S.,  2.57;  46  L.  ed..  1151;  22  Sup.  Ct.  Rep..  900). 
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In  the  case  of  Minneapolis  &  St.  Louis  Railroad  Co.  v.  Minnesota 
(18(5  U.  S.)  it  is  said: 

True,  it  may  be  hard  to  sep;re,u:ate  hard  coal  in  carload  lots  from  all  other 
species  of  freislit  and  deteriiiiiu'  the  exact  cost  to  the  company  ;  upon  the  other 
hand,  the  conunission,  in  considei-inj:;  a  ])roper  reduction  upon  a  certain  class 
of  freight,  ought  not  to  he  eniharrassed  by  any  difhculties  the  companies  may 
experience  in  proving  that  tlie  rates  are  unreasonably  low.  The  charges  for 
the  carriage  of  freight  of  different  kinds  are  tixed  at  diiferent  rates  according 
to  their  classilication,  and  this  difference,  presumably  at  least,  is  gauged  to 
some  extent  by  a  difference  in  the  cost  of  transportation,  as  well  as  the  form, 
size,  and  value  of  the  packages  and  the  cost  of  handling  them.  Notwithstand- 
ing the  evidence  of  the  defendant  that  if  the  rates  upon  all  merchandise  were 
fixed  at  the  amount  imposed  by  the  conunission  upon  coal  in  carload  lots  the 
road  would  not  pay  its  operating  expenses,  it  may  well  be  that  the  existing  rates 
upon  other  merchandise,  which  are  not  disturbed  by  tlie  commission,  may  be 
sufttcient  to  earn  a  large  profit  to  the  company,  though  it  may  earn  little  or 
nothing  upon  coal  in  carload  lots.  In  Smyth  r.  Ames  (169  U.  S.,  466;  42  L.  ed., 
819;  18  Sup.  Ct.  Kep.,  418)  we  expressed  the  opinion  (p.  541,  L.  ed.,  847;  Sup. 
Ct.  Rep.,  432)  that  the  reasonableness  or  unreasonableness  of  rates  prescribed 
by  a  State  for  the  transportation  of  persons  or  property  wholly  within  its 
limits  must  be  determined  without  reference  to  the  interstate  business  done  by 
the  carrier,  or  the  profits  derived  from  it,  but  it  by  no  means  follows  that  the 
companies  are  entitled  to  earn  the  same  percentage  of  profits  upon  all  classes 
of  freight  carrit-d.  It  often  happens  that  to  meet  competition  from  other  roads 
at  particular  points  the  companies  themselves  fix  a  disproportionately  low  rate 
upon  certain  classes  of  freight  consigned  to  these  points.  The  right  to  permit 
this  to  be  done  is  expressly  reserved  to  the  Interstate  Commerce  Commission 
by  section  4  of  that  act,  notwithstanding  the  general  provisions  of  the  long-and- 
short-haul  clause,  and  has  repeatedly  been  sanctioned  by  decisions  of  this  court. 
While  we  never  have  decided  that  the  commission  may  compel  such  reductions, 
we  do  not  think  it  beyond  the  power  of  the  State  commission  to  reduce  the 
fi-eight  upon  a  particular  article,  provided  the  companies  are  able  to  earn  a 
fair  profit  upon  their  entire  business,  and  that  the  burden  is  upon  them  to 
impeach  the  action  of  the  commission  in  this  particular. 

As  aptly  illustrating  these  principles,  see  the  Minnesota  case  as  de- 
cided by  the  supreme  court  of  that  State  (83  N.  W.,  60).  That 
court  itself  is  given  jurisdiction  to  supervise  the  rates  of  the  State 
commission. 

As  a  further  analysis  of  the  exercise  of  a  rate-making  power,  the 
Supreme  Court  of  Texas,  which  also  has  jurisdiction  over  the  rates 
prescribed  bv  the  commission,  in  the  case  of  the  Railroad  Commis- 
sion V.  Weld  and  Neville  (96  Tex.,  408),  says: 

The  performance  of  these  duties  requires  that  classification  be  made  so  as  to 
secure  equality  as  near  as  may  be  in  the  carriage  of  similar  articles,  and  each 
shipper  is  entitled  to  have  his  property  carried  for  a  reasonable  compensation 
for  the  service  rendered  to  him.  In  making  the  classification  and  rates  of 
charges,  the  railroad  companies  must  also  be  protected  in  their  right  to  have 
a  fair  return  for  their  business ;  but  in  determining  this  question  the  railroad 
commission  must  have  in  view  the  entire  business  operations  of  the  railroads. 
A  marked  difference  between  the  right  of  the  shipper  and  the  carrier  in  de- 
termining the  reasonableness  of  rates  consists  in  this:  When  considered  from 
the  shipper's  standpoint,  it  must  be  reasonable  as  to  the  particular  property 
carried  ;  that  is,  the  charge  must  not  be  more  than  a  fair  compensation  for 
the  services  rendered  to  the  shipper  in  the  carriage  of  the  particular  property. 
When,  however,  the  commission  considers  the  reasonableness  of  rates  from  the 
standpoint  of  the  railroads,  it  is  not  confined  to  the  particular  article,  but  must 
look  to  the  whole  business  of  the  railroads,  which  are  required  to  carry  many 
articles  at  a  loss,  as  a  single  transaction,  which  must  be  made  up  by  levying 
higher  rates  upon  such  articles  as  can  bear  it  within  the  limit  of  reasonable 
compensation.  The  rate  and  classification  nnist  be  so  arranged  as  to  give  a 
result  of  just  and  reasonable  compensation  on  the  entire  business  of  the  rail- 
road company,  but  the  rate  on  each  article  need  not  be  reasonable  if  considered 
alone;   but  the  aggregate  must,  however,  produce  a  reasonable 'return.     The 
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work  of  the  commission,  as  prescribed  by  the  article  last  copied,  involves  a 
comprcliensive  knowledge  by  the  commission  of  the  business  transactions  of 
railroads  and  of  the  various  business  interests  of  the  people,  so  that  by  a  just 
exercise  of  their  ample  powers  the  citizens  may  be  guarded  against  extortions 
and  unjust  discrimination  and  the  raih-oads  be  allowed  a  fair  return  for 
the  sen'ice  rendered  to  the  public. 

We  also  quote  from  the  decision  of  the  Supreme  Court  of  the 
United  States  in  the  leading  case  of  Smyth  v.  Ames  (169  U.  S.)  : 

It  can  not  be  doubted  that  the  making  of  rates  for  transportation  by  railroad 
■corporations  along  public  highways,  between  points  wholly  within  the  limits  of 
a  State,  is  a  sul)ject  primarily  within  the  control  of  that  State.  And  it  ought 
not  to  be  supposed  that  Congress  intended  that,  so  long  as  it  forebore  to  estab- 
lish rates  on  the  Union  Pacific  Railroad,  the  corporation  itself  could  fix  such 
rates  for  transportation  as  it  saw  proper,  independently  of  the  right  of  the 
States  through  which  the  road  was  constructed  to  prescribe  regulations  for 
tran.sportation  beginning  and  ending  within  their  respective  limits.  On  the 
contrary,  the  better  interpretation  of  the  act  of  July  1,  1862,  is  that  the  ques- 
tion of  rates  for  wholly  local  business  was  left  under  the  control  of  the  respec- 
tive States  through  which  the  Union  Pacific  Railroad  might  pass,  with  power 
reserved  to  Congress  to  intervene  under  certain  circumstances  and  fix  the  rates 
that  the  corporation  could  reasonably  charge  and  collect.  Congress  not  having 
exerted  this  power,  we  do  not  think  that  the  national  character  of  the  corpora- 
tion constructing  the  Union  Pacific  Railroad  stands  in  the  way  of  a  State  pre- 
scribing rates  for  tran.sporting  property  on  that  road  wholly  between  points 
within  its  territory.  Until  Congress,  in  the  exercise  either  of  the  power  spe- 
cifically reserved  by  the  eighteenth  section  of  the  act  of  1862  or  its  power  under 
the  general  reservation  made  of  authority  to  add  to,  alter,  amend,  or  repeal 
that  act,  prescribes  rates  to  be  charged  by  the  railroad  company,  it  remains 
with  the  States  through  which  the  road  passes  to  fix  rates  for  transportation 
beginning  and  ending  within  their  respective  limits. 

We  are  now  to  inquire  whether  the  Nebraska  statute  is  repugnant  to  the  Con- 
stitution of  the  United  Sates. 

By  the  fourteenth  amendment  it  is  provided  that  no  State  shall  deprive  any 
person  of  pi'operty  without  due  process  of  law  nor  deny  to  any  person  within 
its  jurisdiction  the  equal  protection  of  the  laws.  That  corporations  are  persons 
within  the  meaning  of  this  amendment  is  now  settled.  Santa  Clara  County  v. 
Southern  Pacific  Railroad  Co.  (118  U.  S.,  394,  396;  30,  118)  ;  Charlotte,  Colum- 
bia &  Augusta  Railroad  v.  Gibbes  (142  U.  S.,  386,  391;  35,  1051,  1054)  ;  Gulf, 
Colorado  &  Santa  Fe  Railway  Co.  v.  Ellis  (165  U.  S.,  150,  154;  41,  666,  668). 
What  amounts  to  deprivation  of  property  without  due  process  of  law,  or  what 
is  a  denial  of  the  equal  protection  of  the  laws,  is  often  difficult  to  determine, 
especially  where  the  question  relates  to  the  property  of  a  quasi-public  corpora- 
tion and  the  extent  to  which  it  may  be  subjected  to  public  control.  But  this 
court,  speaking  by  Chief  Justice  Waite,  has  said  that,  while  a  State  has  power 
to  fix  the  charges  by  railroad  companies  for  the  transportation  of  persons  and 
property  within  its  own  jurisdiction,  unless  restrained  by  valid  contract  or  un- 
less wliat  is  done  amounts  to  a  regulation  of  foreigii  or  interstate  commerce, 
such  power  is  not  without  limit,  and  that  "  under  pretense  of  regulating  fares 
and  freights  the  State  can  not  require  a  railroad  corporation  to  carry  persons  or 
propei'ty  without  reward ;  neither  can  it  do  that  which  in  law  amoxints  to  a  tak- 
ing of  private  property  for  public  use  without  just  compensation  or  without  due 
process  of  law.  Railroad  commission  cases.  Stone  v.  Farmers'  Loan  &  Trust 
Co.  (116  U.  S.,  307,  325,  381;  29,  6.36,  642.  644).  This  principle  was  recognized 
in  Dow  r.  Beidelman  (125  U.  S.,  680,  689;  31,  841,  844:  2  Inters.  Com.  Rept., 
56),  and  has  been  reaffirmed  in  other  cases.  In  Georgia  Railroad  &  Banking  Co. 
V.  Smith  (128  U.  S.,  174,  179;  32,  377,  380)  it  was  said  that  the  power  of  the 
State  to  prescribe  the  charges  of  a  railroad  company  for  the  carriage  of  persons 
and  merchandise  within  its  limits — in  the  absence  of  any  provision  in  the  char- 
ter of  the  company  constituting  a  contract  vesting  it  with  authority  over  those 
matters— was  "  subject  to  the  limitation  that  the  carriage  is  not  required  with- 
out reward,  or  upon  conditions  amounting  to  the  taking  of  property  for  public 
u.se  without  just  compensation,  and  that  what  is  done  does  not  amount  to  a 
regulation  of  foreign  or  interstate  connnerce."  In  Chicago,  Milwaukee  &  St. 
Paul  Railwav  Co.  r.  ]Minnesota — Chicago,  ISIilwaukee  &  St.  Paul  Railroad  Co.  v. 
Minnesota  Railroad  &  W.  Commission  (134  U.  S.,  418,  458;  33,  970,  982;  3 
Inters.  Com.  Rept.,  209)  it  was  said. 
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"  If  the  company  is  deprived  of  the  ])o\ver  <if  chnruiiis  reasonable  rates  for  the 
use  of  its  property  ;ind  siicli  (lei)riv;itioii  t.ikes  place  in  the  absence  of  an  investi- 
gation by  judicial  machinery,  it  is  deprived  of  the  lawful  use  of  its  ])roi)erty  and 
thus,  in  substance  and  effiH-t,  of  the  property  itself,  without  due  process  of  law 
and  in  violation  of  the  Constitution  of  the  I'nited  States,  and  in  so  far  as  it  is 
thus  deprived  while  other  persons  are  permitted  to  receive  n^asoiuible  profits 
upon  their  invested  capital,  the  company  is  deprived  of  the  equal  protection  of 
the  laws."  In  Chicaiio  tV  G.  T.  Itailwny  Co.  r.  AN'eilman  (143  U.  S.,  339,  344;  36, 
176,  170)  the  court,  in  answer  to  the  suggestion  that  tlie  legislature  had  no  au- 
thority to  prescribe  maxinuim  rates  for  railroad  transportation,  said  that  "the 
legislature  has  power  to  tix  rates,  and  the  extent  of  judicial  interference  is  pro- 
tection atzainst  unreasonable  rates."  In  Budd  v.  New  York  (143  U.  S.,  517;  36, 
247;  4  Inters.  Com.  Kep.,  4.5)  the  court,  while  sustainin.u'  the  power  of  New  York 
by  statute  to  re.uulate  chari^es  to  be  exacted  at  grain  elevators  and  warehouses  in 
that  State,  took  care  to  state,  as  a  result  of  former  decisions,  that  such  power  was 
not  one  "  to  desti-oy  or  a  po\^■er  to  compel  the  doing  of  the  services  without  reward 
or  to  take  private  property  for  public  use  without  just  compensation  or  without 
due  process  of  law\" 

In  lieugan  r.  Farmers  Loan  &  Trust  Co.,  No.  1  (1.54  U.  S.,  362,  399;  38,  1014, 
1024;  4  Inters.  Com.  Rep.,  560),  which  involved  the  validity  of  certain  rates  for 
freights  and  pas.sengers  prescribed  by  a  railroad  commission  established  by  an 
act  of  the  Legislature  of  Texas,  this  court,  after  referring  to  the  above  cases, 
said :  "  These  cases  all  support  the  proposition  that,  while  it  is  not  the  province 
of  the  courts  to  enter  upon  the  merely  administrative  duty  of  framing  a  tariff  of 
rates  for  carriage,  it  is  within  the  scope  of  judicial  povrer  and  a  part  of  judicial 
duty  to  restrain  anything  which,  in  the  form  of  a  regulation  of  rates,  operates  to 
deny  to  the  owners  of  property  invested  in  the  business  of  transportation  that 
equal  protection  which  is  the  constitutional  right  of  all  owners  of  other  property. 
There  is  nothing  new  or  strange  in  this.  It  has  always  been  a  part  of  the  judi- 
cial function  to  determine  whether  the  act  of  one  party  (whether  that  party  be 
a  single  individual,  an  organized  body,  or  the  public  as  a  whole)  operates  to 
divest  the  other  party  of  any  rights  of  person  or  property.  In  every  constitution 
is  the  guaranty  against  the  taking  of  private  property  for  public  purposes  with- 
out just  comper.sation.  The  equal  protection  of  the  laws  which,  by  the  four- 
teenth amendment,  no  State  can  deny  to  the  intlividual,  forbids  legislation,  in 
whatever  form  it  may  be  enacted,  by  which  the  property  of  one  individual  is, 
Mithout  compensation,  wrested  from  him  for  the  benefit  of  another  or  of  the 
public.  This,  as  has  been  often  observed,  is  a  government  of  law  and  not  a  gov- 
ernment of  men,  and  it  must  never  be  forgotten  that  under  such  a  government, 
with  its  constitutional  limitations  and  guaranties,  the  forms  of  law  and  the 
machinery  of  govermuent,  ^^•ith  all  their  reach  and  power,  must,  in  their  actual 
workings,  stop  on  the  hither  side  of  the  unnecessary  and  uncompensated  taking 
or  destruction  of  any  private  property,  legally  acquired  and  legally  held.  It 
was,  therefore,  within  the  competency  of  the  Circuit  Court  of  the  United  States 
for  the  Western  District  of  Texas,  at  the  instance  of  the  plaintiff,  a  citizen  of 
another  State,  to  enter  iipon  an  inquiry  as  to  the  reasonableness  and  justice  of 
the  rates  prescribed  by  the  railroad  commission.  Indeed,  it  was  in  so  doing  only 
exercising  a  power  expres.sly  named  in  tbe  act  creating  the  commission." 

So  in  St.  Louis  &  San  Francisco  Railway  Co.  v.  Gill  (156  U.  S.,  649,  657;  39, 
567,  570)  it  was  said  that  "there  is  a  remedy  in  tlie  courts  for  relief  against 
legislation  establishing  a  tariff  of  rates  which  is  so  unreasonable  as  to  practically 
destroy  the  value  f)f  property  of  companies  engaged  in  the  carrying  business,  and 
that  especially  may  the  courts  of  the  United  States  treat  such  a  question  as  a 
judicial  (me.  and  hold  such  acts  of  legislation  to  be  in  conflict  with  the  Constitu- 
lion  of  the  United  States  as  depriving  the  companies  of  their  property  without 
due  process  of  law.  and  as  depriving  them  of  the  equal  protection  of  the  law's." 
In  Covinaton  &  Lexington  Turnpike  Road  Co.  v.  Sandford  (164  U.  S.,  578.  584, 
594,  .595,  597 ;  41.  560,  562,  566,  567),  which  involved  the  validity  of  a  State  enact- 
ment prescribing  rates  of  toll  on  a  turnpike  road,  the  court  said :  "A  statute 
which,  by  its  necessary  operation,  compels  a  turnpike  company,  when  charging 
only  such  tolls  as  are  just  to  the  public,  to  submit  to  such  further  reduction  of 
rates  as  will  prevent  it  from  keeping  its  road  in  proper  repair  and  from  earning 
any  dividends  whatever  for  stockholders,  is  as  obnoxious  to  the  Constitution  of 
the  United  States  as  would  be  a  similar  statute  relating  to  the  business  of  a  rail- 
road corporation  having  authority  under  its  charter  to  collect  and  receive  tolls 
for  passengers  and  freight."     And  in  Chicago,  Burlington  &  Quincy  Railroad  Co. 
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V.  Chicago  (166  U.  S.,  226,  241 ;  41.  979,  986)  it  wiis  held  that  "  a  judgment  of  a 
State  court,  even  if  it  be  authorized  by  statute,  wliereby  private  property  is  taken 
by  the  State  or  under  its  direction  for  public  use,  without  compensation  made  or 
secured  to  the  owner,  is  upon  principle  and  authority  wanting  in  the  due  process 
of  law  required  by  the  fourteenth  amendment  of  the  Constitution  of  the  United 
States,  and  the  atfirmance  of  such  .iudgment  by  the  highest  court  f>f  the  State  is 
a  denial  by  that  State  of  a  right  secured  to  the  owner  by  that  instrument." 
In  view  of  the  ad.judications  these  principles  must  be  regarded  as  settled: 

1.  A  railroad  corporation  is  a  person  within  tlie  meaning  of  the  fourteenth 
amendment  declaring  that  no  State  shall  deprive  any  person  of  property  without 
due  process  of  law,  nor  deny  to  any  person  within  its  jurisdiction  the  equal  pro- 
tection of  the  laws. 

2.  A  State  enactment,  or  regulations  made  under  the  authority  of  a  State  enact- 
ment, establishing  rates  for  the  transportation  of  persons  or  property  by  railroad 
that  will  not  admit  of  the  carrier  earning  such  compensation  as  under  all  the 
circumstiuices  is  just  to  it  and  to  the  public,  would  deprive  such  carrier  of  its 
property  without  due  process  of  law,  and  deny  to  it  the  equal  protection  of  the 
laws,  and  would  therefore  be  repugnant  to  the  fourteenth  amendment  of  the  Con- 
stitution of  the  United  States. 

3.  While  rates  for  the  transportation  of  persons  and  property  within  the  limits 
of  a  State  are  primarily  for  its  determination,  the  question  wheiher  they  are  so 
unreasonably  low  as  to  deprive  the  carrier  of  its  property  without  such  compen- 
sation as  the  Constitution  secures,  and  therefore  without  due  process  of  law,  can 
not  be  so  conclusively  determined  by  the  legislature  of  the  State,  or  by  regula- 
tions adopted  under  its  authority,  that  the  matter  may  not  become  the  subject  of 
judicial  inquiry. 

The  cases  before  us  directly  present  the  important  question  last  stated. 

Befcn-e  entering  upon  its  examination,  it  may  be  observed  that  the  grant  to  the 
legislature  in  the  constitution  of  Nebraska  of  the  power  to  establish  maximum 
rates  for  the  transportation  of  passengers  and  freight  on  railroads  in  that  State 
has  reference  to  "reasonable"  maximum  rates.  These  words  strongly  imply 
that  it  was  not  Intended  to  give  a  power  to  fix  maximum  rate.=i  without  regard  to 
their  reasonableness.  Be  this  as  it  may,  it  can  not  be  admitted  that  the  power 
granted  may  be  exerted  in  derogation  of  rights  secured  by  the  Constitution  of  the 
United  States,  or  that  the  judiciary  may  not,  when  its  jurisdiction  is  properly 
invoked,  protect  those  rights. 

What  are  the  considerations  to  which  weight  nmst  be  given  when  we  seek  to 
ascert.-iin  the  compensation  that  a  railroad  company  is  entitled  to  receive,  and 
a  prohibition  upon  tlie  receiving  of  which  may  be  fairly  deemed  a  deprivation  by 
legislative  decree  of  property  without  due  i)rocess  of  lav,-?  Undoubtedly  that 
question  could  be  more  easily  determined  by  a  commission  composed  of  persons 
whose  special  skill,  observation,  and  experience  qualify  them  to  so  handle  gi'eat 
prolilems  of  transportation  as  to  do  justice  both  to  the  public  and  to  those  whose 
money  has  been  used  to  construct  and  maintain  highways  for  the  convenience  and 
benefit  of  the  people.  But,  despite  the  difhculties  that  confessedly  attend  the 
proper  solution  of  such  questions,  the  court  can  not  shrink  from  the  duty  to  de- 
termine whether  it  be  true,  as  alleged,  that  the  Nebraska  statute  invades  or 
destroys  rights  secured  by  the  supreme  law  of  the  land.  No  one,  we  take  it,  will 
contend  that  a  State  enactment  is  in  harmony  with  that  law  simply  because  the 
legislature  of  the  State  has  declared  such  to  be  the  case ;  for  that  would  make  the 
State  legislature  the  final  judge  of  the  validity  of  its  enactment,  although  the 
Constitution  of  the  United  States  and  the  laws  made  in  pursuance  thereof  are  the 
supreme  law  of  the  land,  anything  in  the  Constitution  or  laws  of  any  State  to  the 
contrary  notwithstanding.  Article  6.  The  idea  that  any  legislature.  State  or 
Federal,  can  conclusively  determine  for  the  people  and  for  the  courts  that  what 
it  enacts  in  the  form  of  law,  or  what  it  authorizes  its  agents  to  d<>,  is  consistent 
with  the  fundamental  law,  is  in  opposition  to  the  theory  of  our  institutions.  The 
duty  rests  upon  all  coui-ts.  Federal  and  State,  when  their  jurisdiction  is  properly 
invoked,  to  see  to  it  that  no  right  secured  by  the  supreme  law  of  the  land  is 
impaired  or  destroyed  by  legislation.  This  function  and  duty  of  the  judiciary 
distinguishes  the  American  systen;  from  all  other  systems  of  government.  The 
perpetuity  of  our  institutions  and  the  lil)erty  which  is  enjoyed  under  them  de- 
pend, in  no  small  degree,  upon  the  power  given  the  judiciary  to  declare  null  and 
void  all  legislation  that  is  clearly  repugnant  to  the  supreme  law  of  the  land. 
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In  the  (lisdissiou  (if  this  question  the  plainiiffs  contended  that  a  railroad 
company  is  entitled  to  exact  such  charges  for  transportation  as  will  enable  it, 
at  all  times,  not  only  to  pay  operatinsj;  expenses,  but  also  to  meet  the  interest 
regularly  accruin^^  upon  all  its  outstandinu'  obligations  and  justify  a  dividend 
upon  all  its  stock  ;  and  that  to  iirohibit  it  from  maintaining;  rates  or  char.L;es 
for  transi)ortation  ade(|uate  to  all  those  ends  will  dci)rive  it  of  its  ))i'o]ierty  with- 
out due  process  of  law.  and  deny  to  it  the  eciual  protection  of  the  laws.  This 
contention  was  llu>  subject  of  elaborate  discussion;  and,  as  it  bears  uixm  each 
case  in  its  important  aspects,  it  sliould  not  be-  passed  without  examination. 

In  our  opinion,  the  broad  propositioil  advanced  i)y  counsel  involves  some  mis- 
concci)tion  of  the  i-elations  between  the  public  and  a  railroad  coriioration.  It  Is 
unsound  in  that  it  practically  excudes  from  <'onsidcration  the  fair  value  of  the 
proiierty  used,  omits  alto.cetber  any  consideration  of  tlie  right  of  the  public 
to  be  exempt  from  unreasonable  exactions,  and  inakes  the  interests  of  the  cor- 
porjition  maintainin.^'  a  pubic  highway  the  sole  test  in  deterniinins  '.vhether  the 
rates  established  by  or  for  it  are  such  as  may  be  rii!:hti'ully  jirescribed  as  between 
it  and  the  public.  A  i-ailroad  is  a  public  hi.;,'hway,  and  none  the  less  so  because 
constructed,  and  maintained  through  the  agency  of  a  corporation  deriving  its 
existence  and  powers  from  the  State.  Such  a  corporation  was  created  for  public 
purposes.  It  performs  a  function  of  the  State.  Its  authority  to  exercise  the 
right  of  eminent  (iomain  and  to  charge  tolls  was  given  primarily  for  the  benefit 
of  the  public.  It  is  under  governmental  control,  though  such  control  must  be 
exercised  with  due  regard  to  the  guaranties  for  the  protection  of  its  property. 
Olcott  r.  Fond  du  Lac  C^ounty  Supervisoi-s  (S3  U.  S.,  16  Wa.ll.,  678,  694;  21, 
3S2,  388)  ;  Sinking-fund  cases.  Union  I'.  R.  Co.  r.  United  States  (99  U.  S..  700, 
719;  25.  496.  501)  ;  (^lierokee  Nation  r.  Southern  Kansas  Railway  Co.  (135  U.  S., 
641,  657;  34,  295.  302).  It  can  not.  therefore,  be  admitted  that  a  railroad  cor- 
poration maintaining  a  highway  under  the  authoi-ity  of  the  State  may  lix  its 
rates  with  a  \  iew  solely  to  its  own  interests  and  ignore  the  rights  of  the  imblic. 
But  the  rights  of  the  public  would  be  ignored  if  rates  for  the  transportation  of 
pei'sons  or  property  on  a  railroad  are  exacted  without  reference  to  the  fair 
value  of  the  property  used  for  the  public  or  the  fair  value  of  the  services  ren- 
dered, but  in  order  simply  that  the  corporation  may  meet  operating  expenses, 
pay  the  interest  on  its  obligations,  and  declare'a  dividend  to  stockholders. 

If  a  railroad  corjioration  has  bonded  its  property  for  an  amount  that  exceeds 
its  fair  value  or  if  its  capitalization  is  largely  fictitioiis.  it  may  not  imjtose  upon 
the  public  the  burden  of  such  increased  rates  as  may  be  required  for  the  purpose 
of  realizing  profits  upon  such  exce;-sive  valuation  or  fictitious  capitalization; 
and  the  value  of  the  property  and  franchises  used  by  the  corporation,  as  repre- 
sented by  its  stocks,  bonds,  and  obligations,  is  not  alone  to  be  considered  when 
determining  the  rates  that  may  be  reasonably  charged.  What  was  said  in 
Covington  &  L.  Turnpike  Co.  v.  Standford  (164  U.  S.,  578,  596,  597;  41,  560,  566, 
567)  is  pertinent  to  the  question  under  consideration.  It  was  there  observed: 
"  It  can  not  be  said  that  a  corporation  is  entitled  as  of  right,  and  without  refer- 
ence to  the  interests  of  the  public,  to  realize  a  given  per  cent  upon  its  capital 
stock.  ^Vhen  the  question  arises  wdiether  the  legislature  has  exceeded  its  con- 
stitutional power  in  prescribing  rates  to  be  charged  by  a  corporation  controlling 
a  public  highway,  stockholders  are  not  the  only  persons  whose  rights  or  interests 
are  to  be  considered.  The  rights  of  the  public  jsre  nctt  to  be  ignoi-ed.  It  is  a  leged 
here  that  the  rates  prescribed  ai'e  unreasonable  and  unjust  to  the  company  and 
its  stockholders,  but  that  involves  an  inquiry  as  to  what  is  reasonable  and  just 
for  the  public.  *  *  *  The  public  can  not  properly  be  subjected  to  unreason- 
able rates  in  order  simply  that  stockholders  may  earn  dividends.  The  legisla- 
ture has  the  authority,  in  every  case  where  its  power  has  not  been  restrained  by 
contract,  to  proceed  upon  the  ground  that  the  public  may  not  rightfuly  be 
required  to  submit  to  unreasonable  exactions  for  the  use  of  a  public  highway 
established  and  maintained  under  legislative  authority.  If  a  corporation  can  not 
maintain  such  a  highway  and  earn  dividends  for  stockholders,  it  is  a  misfortune 
for  it  and  them  which  the  Constitution  does  not  require  to  be  remedied  b,v  impos- 
ing unjust  l)urdens  upon  the  public.  So  that  tlie  right  of  the  public  to  use  the 
defendant's  turnpike  upon  payment  of  such  tctlls  as  in  view  of  the  nature  and 
value  of  the  service  rendered  by  the  company  are  reasonable  is  an  element  in  the 
general  inquiry  whether  the  rates  established  by  law  are  unjust  and  imreason- 
able. 

A  corporation  maintaining  a  public  highway,  although  it  owns  the  property 
it  employs  for  accomplishing  public  objects,  must  be  held  to  have  accepted  its 
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rights,  privileges,  and  franchises  subject  to  the  condition  that  the  government 
creating  it.  or  tlie  government  within  whose  limits  it  conducts  its  business, 
may  by  legislation  protect  the  people  against  unreasonable  charges  for  the 
service's  rendered  by  it.  It  can  not  be  assumed  that  any  railroad  corporation 
accepting  franchises,  rights,  and  privileges  at  the  hands  of  the  public,  ever 
supposed  that  it  acquired  or  that  it  was  intended  to  grant  to  it  the  power  to 
construct  and  maintain  a  public  highway  simply  for  its  benetit,  without  regard 
to  the  rights  of  the  public.  Bu4;  it  is  equally  true  that  the  corporation  per- 
forming such  public  services,  and  the  people  financially  interested  in  its  business 
and  aliairs,  have  rights  that  may  not  be  invaded  by  legislative  enactment  in 
disregard  of  the  fundamental  guarantees  for  the  protection  of  property.  The 
corporation  may  not  be  required  to  use  its  property  for  the  benefit  of  the 
public  without  receiving  just  compensation  for  its  services.  How  such  com- 
pensation mav  be  ascertained  and  what  are  the  necessary  elements  in  such  an 
inquiry,  will  always  be  an  embarrassing  question.  As  said  in  the  case  last  cited : 
"  Eacli  case  nnist  depend  upon  its  special  facts ;  and  when  a  court,  without 
assuming  itself  to  prescribe  rates,  is  required  to  determine  wliether  the  rates 
prescribed  bv  the  legislature  for  a  corporation  controlling  a  public  highway. 
are.  as  an  entirety,  so  unjust  as  to  destroy  the  value  of  its  property  for  all 
the"  purposes  for  which  it  was  acquired,  its  duty  is  to  take  into  consideration 
the  interests  both  of  the  public  and  of  the  owner  of  the  property,  together  with 
all  other  circumstances  that  are  fairly  to  be  considered  in  determining  whether 
the  legislature  has.  under  the  guise  of  regulating  rates,  exceeded  its  constitu- 
tional authoritv  and  practically  deprived  the  owner  of  property  without  due 
process  of  law."  *  *  *  The  utmost  that  any  corporation  operating  a  public 
highway  can  rightfully  demand  at  the  hands  of  the  legislature  when  exerting 
its  general  powers  is  "that  it  received  what,  under  all  circumstances,  is  such 
compensation  for  the  use  of  its  property  as  will  be  just  both  to  it  and  to  the 

public."  .  ^     ^,  , , 

We  hold,  however,  that  the  basis  of  all  calculations  a.s  to  the  reasonableness 
of  rates  to'be  charged  bv  a  corporation  maintaining  a  highway  under  legislative 
sanction  must  be  the  fair  value  of  the  property  being  used  by  it  for  the  con- 
venience of  the  public.  And  in  order  to  ascertain  that  value,  the  original  cost 
of  construction,  the  amount  expended  in  permanent  improvements,  the  amount 
and  market  value  of  its  lionds  and  stock,  the  present  as  compared  with  the 
orio-inal  cost  of  construction,  the  probable  earning  capacity  of  the  property 
under  particular  rates  described  by  statute,  and  the  sum  required  to  meet 
operating  expenses,  are  all  matters  for  consideration,  and  are  to  be  given  such 
weight  as  may  be  just  and  right  in  each  case.  We  do  not  say  that  there  may 
not  "be  other  'matters  to  be  regarded  in  estimating  the  value  of  the  property. 
What  the  companv  is  entitled  to  ask  is  a  fair  return  upon  the  value  of  that 
which  it  emplovs"for  the  public  convenience.  On  the  other  hand,  what  the 
public  is  entitled  to  demand  is  that  no  more  be  exacted  from  it  for  the  use 
of  a  public  highway  than  the  services  rendered  by  it  are  reasonably  worth. 

We  also  quote  from  the  case  of  Eeagan  v.  Farmers'  Loan  &  Trust 
Co.  (154  U.  S.,  362),  as  follows: 

It  is  unnecessarv  to  decide,  and  we  do  not  wish  to  be  understoo<l  as  laying 
don-n'as  an  absclute  rule  that  in  every  case  a  failure  to  produce  some  profit 
to  those  who  have  invested  their  money  in  the  building  of  a  road  is  conclusivi- 
that  the  tarilf  is  unjust  and  unreasonable.  And  yet  justice  demands  tnat  every- 
one should  receive  "some  compensation  for  the  use  of  h.is  money  or  property,  it 
it  be  possible  without  prejudice  to  the  rights  of  others.  There  may  be  circum- 
stances which  would  justify  such  a  tarilf:  there  may  have  been  extravagance 
and  a  needless  expenditure  of  money  ;  there  may  be  waste  in  the  management 
of  the  road-  enormous  salaries,  unjust  discrimination  as  between  mcavuUiai 
shippers,  resulting  in  general  loss.  The  construction  nmy  have  been  at  a  time 
when  material  and  lab..r  were  at  the  highest  price,  so  tha  the  actual  cost  tar 
exceeds  the  present  value ;  the  road  may  have  been  unwisely  built,  m  localities 
whe?e  tl  ere  is  not  sutlicient  busine.ss  t.)  sustain  a  road.  Doubtless,  too.  there 
are  manv  other  matters  aifecting  the  rights  of  the  community  in  which  the 
road  is  built  as  well  as  the  rights  of  those  who  have  built  the  road. 

The  foregoing  quotations  have  reference  more  particularly  to  the 
question  of  the  standard  of  reasonableness  and  the  relative  lights 
of  the  roads  and  the  public  in  respect  thereto. 
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As  bearing  upon  the  same  general  principle,  however,  and  having 
reference  more  particiihirly  to  the  question  of  un(hie  preference,  or 
put  in  another  form,  unjust  discrimination,  we  quote  from  the  deci- 
sion of  the  Supreme  Court  of  the  United  States  in  the  case  of  Texas 
&  l^icific  Railwa}'  Co.  v.  Interstate  Connnerce  Connnission  (162 
U.  S.),  as  follows: 

"Subject  to  \\w  two  leadinj?  proliil)itioii.s  that  their  t-harges  shall  not  be 
unjust  or  unreasonable,  and  that  (hey  shall  not  unjustly  discriminate,  so  as 
to  give  undue  preference  or  advantage,  or  subject  to  undue  prejudice  or  disad- 
vantage persons  oi-  trallic  similarly  circumstanced,  the  act  to  regulate  com- 
merce leaves  conniion  carriers  as  they  wei-e  at  couunon  law.  free  to  make 
special  contracts  looking  to  the  increase  of  their  business,  to  classify  their 
traffic,  to  adjust  jind  apportion  their  rates  so  as  to  meet  the  necessities  of 
commerce,  and  generally  to  manage  their  important  interests,  and  upon  the 
same  i)rinciples  which  are  regarded  as  sound  and  adopted  in  other  trades  and 
pursuits.  Conceding  the  same  terms  of  contract  to  all  persons  equally,  may 
not  the  carrier  adopt  both  wholesale  and  retail  r;ites  for  its  transportation 
services?  " 

Again : 

"  The  English  cases  *  *  *  establish  the  rule  that  in  passing  upon  the 
question  of  undue  or  unreasonal^le  preference  or  disadvantage,  it  is  not  only 
legitimate  l)ut  proper  to  take  into  consideration,  besides  the  mere  difference 
in  charges,  various  elements,  .such  as  the  convenience  of  the  public,  the  fair 
interests  of  the  carrier,  the  relative  quantities  or  volume  of  the  traffic  involved, 
the  relative  costs  of  the  services  and  profit  to  the  company,  and  the  situation 
and  circumstances  of  the  respective  customers  with  reference  to  each  other  as 
competitive  or  otherwise." 

*  *  *  *  *  ^;  ^ 

The  conclusions  that  we  draw  from  the  history  and  language  of  the  act, 
and  from  the  decisicms  of  our  own  and  the  English  courts,  are  mainly  these: 
That  the  purpose  of  the  act  is  to  promote  and  facilitate  commerce  by  the  adop- 
tion of  regulations  to  make  charges  for  transportation  just  and  reasonable 
and  to  forbid  undue  and  unreasonable  preferences  or  discriminations.  That, 
in  passing  upon  questions  arising  under  the  act,  the  tribunal  appointed  to 
enforce  its  provisions,  whether  the  commission  or  the  courts,  is  empowered 
to  fully  consider  all  the  circumstances  and  conditions  that  reasonably  apply 
to  the  situation,  and  that,  in  the  exercise  of  its  jurisdiction,  the  tribunal  may 
and  should  consider  the  legitimate  interests  as  well  of  the  carrying  companies 
as  of  the  traders  and  shippers,  and  in  considering  whether  any  particular 
locality  is  subjected  to  an  undue  preference  or  disadvantage  the  welfare  of  the 
communities  occupying  the  localities  where  the  goods  are  delivered  is  to  be 
considered  as  well  as  that  of  the  communities  which  are  in  the  locality  of  the 
place  of  shipment. 

The  considerations  which  the  court  has  held  in  these  cases  and 
many  others  as  guides  in  some  degree  at  least,  with  no  particular 
factor  as  controlling,  must  be  alike  applicable  to  a  correct  decision 
of  the  StEite  connnission  or  the  Interstate  Commerce  Commission. 
Wlierein  lies  the  difference? 

In  every  case  the  force  to  be  given  to  the  findings  and  actions  of 
either  commission  is  because  of  their  superior  knowledge  and  oppor- 
tunity to  know  and  determine  the  facts  upon  which  they  base  their 
decisions,  and  it  is  assumed  in  every  such  case  that  the 'commission 
which  rendered  such  a  decision  is  possessed  of  such  superior  knowl- 
edge. 

It  would  seem  entirely  unnecessary  to  mention  these  fundamental 
principles,  and  we  should  not  do  so  were  it  not  for  the  very  boldness 
of  the  proposition,  as  we  understand  it,  presented  to  you  by  the  rail- 
roads to  do  that  which  amounts  to  an  abolition  or  wiping  out  en- 
tirely of  everything  that  has  been  done  heretofore. 
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We  must  not  lose  sight  of  the  fact  that  in  the  history  of  govern- 
ment there  has  been  a  constant  development  of  the  principle  that  the 
weak  must  be  protected  against  the  strong.  The  distribution  of  the 
powers  of  government  as  vv^idely  diffused  as  possible  is  but  an  in- 
surance against  the  control  of  'the  administration  of  laws  by  the 
strono-  for  their  own  purposes  against  the  interest  and  in  destruc- 
tion of  the  rights  of  the  weak.  It  is  a  matter  of  too  common  knowl- 
edo-e  to  even  require  a  reference  to  it  that  the  individual  dealing  with 
u  great  transportation  company  is  perfectly  helpless.  He  must  de- 
pend upon  the  strong  arm  of  the  law.  The  great  and  powerful  may 
depend  upon  their  influence.  It  is  immaterial  to  a  great  railroad 
corporation  whether  it  handles  an  individuaFs  ordinary  business  or 
not.  But  that  is  not  the  case  with  the  great  industries  of  the  coun- 
try whose  business  is  so  important  that  they  may  bring  into  play 
competitive  forces  which  will  always  enable  them  to  reap  the  best  of 
the  bargain,  no  matter  what  the  laws  are  or  how  ably  and  impartially 
they  are  administered.  If  it  is  a  correct  principle  that  the  Govern- 
ment should  be  a  government  for  the  people  and  by  the  people,  as 
of  general  application,  that  is  true  in  a  superlative  sense  with  re- 
spect to  the  matters  of  transportation.  And  as  we  approach  the 
small  business  of  shorter  distance  by  the  law  regulating  supply  and 
demand,  the  necessity  for  local  control  becomes  greater,  and  so  the 
right  of  the  local  community  to  select  and  provide  its  own  means 
of  regulation,  subject  of  course  to  appropriate  limitations,  must  be 
the  better  form.  That  local  control  by  communities  can  not  be  less, 
of  course,  than  the  exercise  by  a  sovereign  power  of  the  functions  of 
government,  and  hence  it  miist  be  the  States  which  regulate  it  as  to 
matters  over  which  the  States  have  jurisdiction,  but  in  almost  all 
instances  the  States  have  surrendered  that  right  with  respect  to 
public  utilities  of  cities.  The  States  reserved  that  right  m  the 
organization  and  establishment  of  this  Government. 

The  principles  of  the  law  of  regulation  must  be  conformed  to  both 
by  the  administrative  bodies  of  the  States  as  well  as  the  Nation. 
Nothing  in  experience  or  observation  so  far  can  be  found  which 
would  justify  the  taking  away  of  this  right. 

V.    THE  BENEFIT  OF  THE  STATE  COMMISSIONS  TO  THE  PUBLIC. 

We  lay  it  down  as  a  proposition  that  can  not  be  gainsaid  that  the 
nearer  the  government  is  to  the  people  and  the  closer  men  are  to  the 
subject  matter  under  their  jurisdiction  in  the  administration  of  law, 
with  the  accumulation  of  .knowledge  arising  from  immediate  associa- 
tion and  daily  observation  of  conditions  pertaining  thereto,  the  more 
apt  they  are  to  avoid  mistakes  and  to  perform  the  functions  of  their 
offices  beneficially.  There  is  nothing  so  intimately  associated  with 
the  daily  life  and  business  of  men  as  commerce,  and  transportation  is 
truly  the  lifeblood  of  it.  It  extends  from  the  grass  roots  to  the  banks, 
to  everv  possible  avenue  of  production,  sale,  and  consumption  of  that 
which  goes  to  make  up  the  sum  total  of  the  business  of  every  com- 
munitv.  No  words  of  description  can  adequately  portray  how  every 
individual  and  every  business  in  daily  life  is  to  be  affected  by  it,  and 
the  less  knowledge 'that  a  public  official  has  of  the  entire  situation 
with  respect  to  the  business  of  a  community  by  daily  and  constant 
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contact  witii  it.  the  less  cui)able  is  he  to  efficiently  and  properly  re*ni- 
liite  and  administer  laws  and  to  recjulate  in  justness  and  fainiess^to 
ail  concerning  such  business,  and  particularly  is  this  true  respectincr 
the  seryice  of  transportation.  Throujrhout  the  history  of  the  world 
local  selt-go^•ernlnent.  honestly  administered,  has  always  been  the 
best  ii-oyernment  and  has  l)een  so  regarded  by  the  people  themsehes. 
i  articularly  is  that  axiomatic,  so  to  speak,  in  this  country. 

1  he  poA\  er  of  the  regulation  of  commerce  and  the  transportation 
companies  and  the  charges  made  and  seryices  rendered  is  the  most 
lar-reaching  prerogatne  of  goyernment.  Ordinarily  tlie  rules  of 
conduct  should  be  prescribed  definitely  by  law.  In  this  particular 
inatter  howeyer,  experience  h;is  shown  that  it  is  wholly  impractica- 
f)le  to  do  that:  hence  the  law  defines  the  general  rights,  duties,  and 
powers  tor  guidance,  and  lea  yes  the  details  in  the  hands  of  a  board  of 
commissioners  to  work  out  and  i)rescribe,  supposedly  to  fit  the  circum- 
stances as  they  may  exist  in  yaried  form  and  by  changes  of  time  and 
conditions.  The  presumption  of  law  is  that  the  object  to  secure  men 
oapal)le  and  honest  to  administer  the  law  will  be  accomplished.  Like 
ah  human  institutions  there  will  be  instances  where  that  may  not  be 
accomplished  for  one  reason  or  another  for  all  of  the  time,  but  at 
last  the  people  must  be  depended  upon  to  goyern  themselyes,  and  in 
the  end  it  must  be  expected  that  it  will  be  honestly  done.  To  say 
that  a  great  State  with  its  millions  of  people,  law-abiding  citizens,  in 
an  intelligent  country  like  this,  can  not  secure,  will  not  secure,  or  do 
not  secure  as  capable  men  as  the  Goyernment  can  secure  to  perform 
the  functions  of  office  is  contrary  to  ex])erience.  In  some  instances 
they  may  not :  in  most  instances  they  will,  and  that  is  manifest  from 
the  fact  that  the  General  Goyernment  must  at  last  secure  its  talent 
from  the  yarious  States.  Perfection  is  not  to  be  expected;  the  best 
ATe  can  do  in  the  administration  of  law  is  an  approximation  to  any 
standard  which  we  may  prescribe. 

The  State  commissions  being  acquainted  Avith  conditions  in  their 
lespectn-e  States,  in  daily  contact  Ayith  its  people,  and  understand- 
ing its  business  and  necessities,  ha^e  opportunities  to  know  and 
inform  themselyes  on  the  details  with  respect  to  those  things  Ayhich 
they  ought  to  know,  ought  at  least  to  be  able  to  determine  Ayhat  is 
right  m  the  administration  of  the  laws  which  it  is  made  their  duty 
to  enforce.  This  is  not  said  in  disparagement  or  by  way  of  criticism, 
or  with  any  thought  of  that,  respecting  the  Interstate  Commerce 
Gommission  and  its  yarious  employees  whom  they  call  to  their  aid  of 
necessity,  in  order  to  perform  the"  duties  imposed  upon  the  commis- 
sion under  the  act  to  regulate  commerce.  The  idea  is  that  there  is  at 
least  as  little  danger  of  mistake  and  as  great  an  opportunity  for 
efficiency  in  the  administration  of  the  Stiite  laws  respecting  trans- 
portation locally  within  the  State  under  the  system  which  exists  as 
there  would  be  under  any  other  method  which  could  be  proyided 
wherel)y  men  must  be  depended  upon  to  exercise  these  goyernmental 
functions.  The  people  of  a  State  are  no  more  prejudiced  than  the 
people  of  the  Xation  composed  of  such  States,  and  the  contention 
that  the  people  of  the  States  are  prejudiced  against  their  railroads 
to  the  extent  of  dealing  unfairly  with  them  would  seem  to  call  for 
inyestigation  to  ascertain  Ayhether  they  were  justified,  if,  indeed  they 
haye  such  prejudice.  We  hazard  tlie  suggestion  that  the  charge, 
where  made,  of  a  State  being  prejudiced  against  its  railroads  has  for 


646  INTERSTATE   AND  FOEEIGN   TRANSPORTATION. 

its  underlying  motive  the  desire  to  escape  the  State  regidation.  It 
^Yould  seem  improbable  that  the  people  of  a  State  should  be  preju- 
diced against  such  great  and  important  institutions  without  a  justifi- 
able cause.  If,  therefore,  by  reason  of  existing  prejudice  the  rail- 
roads of  a  State  can  not  or  do  not  obtain  justice  in  the  matter  of  the 
regulation  of  the  business  in  such  State,  let  them  search  for  the 
cause  of  such  prejudice  and  remove  it.  It  furnishes  no  ground  for 
the  destruction  of  the  State  commissions  by  such  revolutionary  change 
as  to  transfer  their  functions  to  the  Federal  Government. 

No  one  will  expect,  of  course,  that  these  State  rates  and  transpor- 
tation services  Avill  go  unregulated,  and  so  the  question  naturally 
arises  whether  am'  proposition  is  offered  that  will  be  certain  to  result 
in  a  better  system  than  we  have  now.  There  is  no  use  of  guessing  at 
that,  nor  need  we  expect  guesses  as  the  basis  of  making  any  change, 
and  much  less  should  we  accept  the  proffered  solicitude  for  the  public 
by  the  carriers,  who  have  constantly  attempted  to  escape  all  regula- 
tion. We  insist  that  the  regulation  of  the  rates  and  the  service  of 
transportation  locally  within  a  State  is  even  more  im]3ortant  to  peo- 
ple less  able  to  protect  themselves  because  of  the  small  units  of  busi- 
ness than  is  applicable  to  the  great  mass  of  traffic  moving  interstate. 
The  people  of  the  States  are  not  objecting  to  the  Government  regu- 
lating those  things  which  are  within  its  constitutional  rights,  on 
utilitarian  grounds  or  otherwise,  but  they  do  object,  of  course,  to  sur- 
rendering the  control  of  their  local  affairs  of  this  important  sort,  be- 
cause they  do  not  see  anything  to  gain  by  it;  Not  only  is  it  not  pro- 
posed that  they  shall  gain  anything  by  it,  but  the  proposal  involved 
of  necessity  is  a  loss  to  them  for  the  purposes  at  least  of  an  equivalent 
or  greater  gain  to  the  railroads. 

The  history  of  governing  bodies  or  individuals  of  nations,  from 
king  to  bailiff,  is  the  history  of  a  thirst  for  poAver.  The  concentration 
of  that  poAver  affords  the  opportunity  for  its  domination.  The  distri- 
bution of  that  poAver  among  the  people  makes  it  impossible  to  domi- 
nate it.  It  is  often  said  that  it  is  the  tendency  of  the  times  to  have  a 
centralized  government,  and  this  committee  is  noAv  called  upon  to  rec- 
ommend that  the  most  important  function  of  goA'ernment  l^e  taken 
from  the  States  and  concentrated  at  Washington — an  ol^ject  that  is 
perfectly  impossible  of  accomplishment. 

It  was  emphasized  before  you  that  we  should  take  stock  and  a 
surA'ey  of  what  we  have  done  and  are  doing  in  the  matters  of  the 
regulation  of  our  railroads,  supposedly  for  the  purpose  of  ascertain- 
ing such  evils  as  may  exist  in  order  that  Ave  may  correct  them.  That 
Avas  a  laudable  purpose.  But  if  by  taking  stock  and  a  surA'ey  of  the 
situation  Ave  are  at  the  same  time  to  enter  upon  the  experiment  of 
abolishing  the  State  commissions  and  placing  the  poAver  in  the  hands 
of  the  Government  to  regulate  our  local  affairs,  the  next  inventory 
will  be  by  and  on  behalf  of  the  people  to  see  hoAv  far  their  rights 
have  been  taken  aAvay  and  the  control  of  their  local  affairs  concen- 
trated in  Washington.    The  result  can  not  be  doubted. 

CAN   THE   INTERSTATE    COMMERCE    COMMISSION    BETTER    ADMINISTER    THE 
REGULATION    OF    STATE   RATES    THAN    THE    STATE    COMMISSIONS? 

Space  forbids  quotations  and  references  to  numerous  decisions  of 
the  Interstate  Commerce  Commission,  Avhich  has  placed  itself  on 
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record  on  this  subjert  jy  the  repeated  announcement  that  the  State 
commissions,  beino;  bettW  acquainted  with  the  local  situation  and 
local  at! airs,  are  better  able  to  determine  these  matters  comino;  nnder 
their  jurisdiction  than  is  the  Interstate  Conmierce  Conunission  itself. 
The  niere  fact  that  the  railroads  desire  that  the  Interstate  Commerce 
Connnission  shall  regulate  and  control  the  local  rates  in  a  State 
should  not  be  oiven  greater  consideration  than  what  the  commission 
itself  thinks.  Those  of  ns  who  desire  to  retain  the  State  control  and 
regulation  of  State  rates  by  State  connnissions  do  not  base  that  desire 
npon  the  question  of  the  ability  of  the  Interstate  Commerce  Comnds- 
sion  to  perform  the  same  service  if  the  reqnisite  opportunity  afforded 
the  means  of  doing  it  to  the  best  advantage.  AVe  must  all  rerognize 
that  the  Interstate  Commerce  Commission  has  been  absolutely 
swamped  with  the  demands  made  npon  it  in  the  administration  of 
the  laws  respecting  interstate  commerce,  and  it  is  now  urgently  in- 
sisted that  the  members  of  the  connnission  be  increased  and  powers 
given  to  divide  up  the  subject  so  that  they  can  speedily  and  satis- 
factorily discharge  their  duties  respecting  interstate  commerce. 

That 'body  has  found  it  advantageous  to  make  use  of  the  rates 
and  regulations  of  State  commissions  in  arriving  at  a  conclusion  with, 
respect  to  the  interstate  rates.     Since  there  is  no  possibility  of  uni- 
formity in  the  sense  that  there  are  any  rules  that  can  be  laid  down 
for  making  rates,  they  must  of  necessity  be  based  upon  the  circum- 
stances of  a  given  case.     It  seems  to  us  perfectly  patent  that  the 
action  of  the  State  commissions,  as  well  as  that  of  the  railroads 
themselves,  respectino-  similar  rates  and  services  to  that  which  may 
be  under  investigation  by  the  Interstate  Commerce  Commission  in 
a  given  case,  is  a  great  advantage  to  the  latter  in  reaching  a  cor- 
rect conclusion.     Not  that  the  Interstate  Commerce  Commission  is 
bound  to  accept  what  the  State  commissions  or  the  railroads  may 
have  done,  but  it  is  certainly  a  great  advantage  to  know  wdiat  they 
have  done,  and  give  it  that  weight  to  which  the  commission  thinks 
it  is  entitled.     If  we  should  adopt  any  system  of  regional  commis- 
sions, so-called,  in  certain  districts  or  States,  so  that  they  will  have 
the  advantage  of  the  knowledire  to  be  gathered  from  familiarity  with 
the  matters  with  which  thev  deal,  would  the  Interstate  Commerce 
Commission  be  anv  better  off  or  any  better  able  to  decide  what  ought 
to  be  done  because  of  the  recommendation  of  such  regional  commis- 
sions than  they  are  with  acess  to  the  action  of  the  State  commissions 
and  the  railroads,  which  throw  light  upon  the  subject  in  the  given 
case  which  the  Interstate  Commerce  Commission  may  haA^e  under 
consideration?     The  proposal  to  establish  regional  commissions  for 
the  purposes  which  have  been  pointed  out.  and  mainly  to  avoid  the 
charge  of  destroying  the  local  control  and  the  benefits  of  the  serv- 
ice of  those  who"  are  best  acquainted  or  who  would  become  best  ac- 
quainted with  the  situation  in  a  given  locality,  is  but  a  mere  induce- 
ment held  out  to  meet  the  objection  that  by  abolishing  the  State 
commissions  the  local  control  is  taken  away.     It  has  not  been  shown, 
and  can  not  be  shown,  that  such  regional  commissions  could  better 
regulate  the  local  rates  and  matters  of  transportation  than  do  the 
State  commissions  when  thev  properly  perform  the  functions  of 
their  office.     The  right  should  remain  with  the  State  and  il:  should 
be  expected  that  the  agencies  which  they  employ  in  the  premises  will 
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be  capable  and  efficient  in  the  performance  of  their  duties.  The 
rates  on  a  given  railroad  or  anv  given  locality  upon  one  or  more 
commodities  for  movement  wholly  Avithin  a  State  would  not  be  any 
less  local  and  the  proper  adjustment  thereof  subject  to  the  local 
situation,  if  regulated  by  the  Interstate  Commerce  Commission  than 
by  a  btate  commission.  Every  rate  and  reo-ulation  must  depend 
upon  the  circumstances  of  the  case,  and  be  adjusted  accordinp-  to  the 
situation  as  presented. 

The  most  that  can  be  said,  it  seems  to  us.  in  behalf  of  turnino;  over 
to  the  Interstate  Commerce  Commission  the  regulation  of  lo.-af  rates 
withm  a  State,  is  that  it  may  lead  to  uniformity  and  a  regulatory 
system  better  suited  to  the  public  needs  than  tlie  existing  "method. 
It  IS  intensely  a  practical  question,  and  if  due  consideration  be  given 
to  the  subject  matter  to  which  these  local  rates  and  reo-ulations  a^ply 
it  will  at  once  be  seen  that  no  system  of  uniformity  could  possibly 
be  adoi)ted  which  would  be  based  upon  any  intelligent  theory.  We 
heretofore  pointed  out  that  rates  are  the  creatures^of  cirounistances 
and  must  be  regulated  according  to  the  circumstances.  Unless  the 
Interstate  Commerce  Commission  could  change  these  circumstances, 
it  is  a  mere  fanciful  supposition  that  they  could  make  the  rates  any 
better  to  suit  the  public  needs  than  an 'efficient  and  well-qualified 
commission  can  make  them.  ^Yliat  is  the  advantage,  therefore,  of 
undertaking  such  a  radical  change  upon  the  mere  guess  that  benefits 
will  flow  therefrom? 

STATE    COMMISSION    REGULATIOX    AS    A     BALANCE    WHEEL    AGAINST    THE 
DANGER   OF  RAILROADS   DOMINATING   THE  FEDERAL   CONTROL. 

At  page  130  Mr.  Thom  makes  the  significant  statement,  as  follows: 

Our  third  sug.arestion  would  be— but  before  arrivin,?  at  that  third  suggestion 
I  wish  to  state  that  I  do  not  for  a  moment  contend  that  this  railroad  problem 
will  have  its  panacea  by  the  mere  concentration  of  authoritv  in  the  hands  of 
the  National  Government.  It  will  be  helped :  it  will  be  simplified :  it  will  be 
robbed  of  a  great  many  of  its  dangers;  but  there  still  remains  an  uns?Dlved 
problem.  It  will  be  necessary,  in  addition  to  that,  to  perfect,  to  strengthen  and 
to  reorganize  the  principles  of  Federal  regulation.  The  object  of  setting  it 
into  the  hands  of  one  body  is  to  have  it  where  its  processes  can  be  readily  con- 
trolled and  readily  perfected,  so  as  to  work  up  to  a  real  solution  of  the  problem  • 
and  I  want  just  here  to  digi-ess  to  say  that  if  all  we  propose  is  done  there  will 
not  be,  by  virtue  of  that  act  alone,  a  single  cent  of  additional  revenue  brought 
to  us. 

We  are  not  asking  this  committee,  or  asking  Congress,  to  pass  upon  the  sufli- 
ciency  of  our  revenues :  we  are  not  asking  them  by  act,  or  bv  anv  act  that  you 
shall  recommend,  or  that  Congress  shall  pass,  to  increase  our  "revenues.  We  "are 
simply  a.sking  that  you  shall  perfect  machinery  that  can  readilv  and  adequately 
respond  to  a  condition  which  in  the  public  interest  will  require  an  addition  to 
our  revenues. 

Particular  attention  is  directed  to  the  expression  that  '•  the  object 
of  getting  It  into  the  hands  of  one  body  is  to  have  it  where' its 
processes  can  be  readily  controlled  and  readily  perfected,  *  *  * 
there  Avill  not  be,  by  virtue  of  that  a*  t  alone,  a  single  cent  of  addi- 
tional revenue  brought  to  us."  Then  follows  the  "further  sinirnlar 
contradictory  statement :  "  We  are  simply  asking  that  you  shall  per- 
fect machinery  that  can  readily  and  adequately"  respond  to  a  condi- 
tion which  in  the  public  interest  will  reciuire  an  addition  to  our 
revenues." 

We  must  confess  that  we  can  not  understand  the  meaning  of  this 
language. 
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The  State  control  of  railrood  rates  and  transportation  of  intra- 
state traffic  is  extraordinarily  imi)ortant.  from  a  practical  standpoint, 
as  a  protection  against  an}'  wholesale  harm  which  might  follow  plac- 
ing the  control  so  far  away  from  the  people  and  their  power  of 
selection  of  the  men  who  are  to  administer  the  law  as  to  deprive  them 
of  the  practical  opportunity  to  secure  their  rights.  We  are  not  say- 
ing that  the  railroads  would  get  control  of  the  Interstate  Commerce 
Commission  or  of  the  regional  commission  proposed  were  they  estab- 
lished:  although  we  haA-e  no  doubt,  neither  can  any  intelligent  ])er-on 
doubt,  that  they  would  do  it  if  they  could.  But  we  are  speaking 
more  directly  to  the  point  that  the  greater  the  concentration  of  the 
powers  of  Government  at  Washington  and  the  further  the  indi- 
viduals who  administer  the  law  are  removed  from  the  peoj^le  and  the 
subject  matters  which  they  control  the  greater  will  be  the  difficulty 
in  the  individual  obtaining  any  practical  and  prompt  relief  against 
abuses  and  oppressions  likely  to  be  placed  upon  them  by  these  great 
carrying  companies.  So  long  as  the  States  can  control  it  themselves, 
as  to  their  local  rates  and  transportation  service,  the  more  likely  it  is 
that  remedial  rights  of  the  individual  may  be  enforced. 

A  few  examples  to  illustrate  the  point  we  seek  to  make  in  favor 
of  the  continued  control  and  the  perfection  of  it  may  be  useful  in 
reaching  a  correct  conclusion. 

The  State  of  Illinois  is — or  at  least  has  been — the  greatest  corn- 
producing  State,  and  Chicago  is  the  great  central  corn  iiiarket.  Rea- 
sonable rates  for  the  movement  of  corn  to  Chicago  from  points  in 
Illinois  are  prescribed  by  the  commission  of  that  State.  Of  course, 
Chicago  may  and  does  draw  its  supply  as  well  from  other  States, 
but  the  very  fact  of  the  existence  of  a  certain  set  of  rates  in  that 
State  to  Chicago  causes  the  railroads  in  serving  the  corn  belt  in  Illi- 
nois or  serving  the  corn  belt  in  the  Missouri  Valley  to  seek  the  traffic 
and  tonnage  over  their  lines  to  Chicago,  in  order  to  do  which  they 
must  make  rates  comparable  to  those  in  the  State  of  Illinois.  The 
same  thing  may  be  said  of  coal  that  is  extensively  produced  there,  as 
well  as  of  live  stock  and  numy  other  products.  The  ])eople  of  the 
State  are  entitled  to  reasonable  rates  and  should  not  be  obliged  to 
pay  more  in  order  that  the  general  level  of  rates  should  be  raised  so 
that  railroads  reaching  Chicago  from  elsewhere  might  profit  by  the 
transaction.  It  is  easy  to  be  seen  that  if  such  a  rule  should  be  adopted 
the  rates  in  every  State  would  be  made  up  to  the  ver\'  highest  notch 
that  would  enable  any  railroad  supplying  such  a  central  market  to 
make  money  out  of  its  business.  It  would  eliminate  entirely  the  mat- 
ter of  competition  and  the  advantage  of  locality.  There  are  20  or 
more  packing  plants  in  the  State  of  Iowa  where  hogs  are  extensively 
slaughtered  and  put  into  form  for  shipment  everywhere,  in  competi- 
tionVith  the  output  of  the  great  markets  of  the  Missouri  River  and 
at  Chicago.  The  hog  raisers  of  the  State  of  Iowa  are  entitled  to 
reasonable  rates  to  reach  these  points  where  they  sell  their  hogs,  and 
it  would  be  manifestly  unfair  to  force  the  people  of  Iowa  to  pay  a 
higher  rate  on  hogs  than  is  reasonable  to  points  in  that  State,  in 
order  that  some  other  railroad  reaching  St.  Paul  from  Iowa  might 
charge  rates  high  enough  on  hogs  to  make  the  business  profitable,  if 
it  were  necessary  to  accomplish  that  end.  The  rates,  therefore,  in 
the  State  of  Iowa  on  hogs  would  naturally  have  a  material  bearing 
on  rates  to  Austin,  Minn.,  or  to  St.  Paul,  for  the  reason  that  the 
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railroads  reaching  from  the  State  of  Iowa  to  those  centers  would 
desire  to  participate  in  the  traffic  originating  on  their  lines  or  the 
lines  of  their  connections. 

Omaha  and  Kansas  City  are  large  grain  and  large  stock  markets, 
located  on  the  State  line,  which,  as  to  Kansas  City,  is  a  more  im- 
aginary one,  running  right  through  the  exchange'  building  in  the 
stockyards,  cutting  off  part  of  the  facilities  in  the  State  of  Kansas 
and  part  in  the  State  of  Missouri.  The  rates  to  Omaha  from  Ne- 
braska on  corn  and  live  stock  is,  of  course,  a  State  rate,  and  the 
people  there  are  entitled  to  have  the  traffic  move  at  a  reasonable 
rate.  Assuming  such  reasonable  rate  to  be  established,  if  that  is 
materially  lower  than  the  interstate  i-ate  from  Iowa  to  Omaha,  the 
industries  at  Omaha  would  draw  their  supply  as  largely  as  possible 
from  the  State  of  Nebraska  rather  than  from  the  State  of  Iowa. 
But  the  self-interest  of  the  railroads  themselves  operating  in  the 
State  of  Iowa  up  to  the  Missouri  River  would  induce  them  to  adopt 
rates  comparable  with  those  of  the  State  of  Nebraska,  in  order  to 
get  the  benefit  of  the  traffic. 

At  Kansas  City  the  movement  into  market  of  live  stock  from  the 
State  of  Kansas  is  either  State  or  interstate,  according  to  the  line 
of  railroad  over  which  it  moves  and  the  route  it  takes  in  reaching 
the  stocliTvards.  Manifestly  the  rates  must  be  the  same  both  State 
and  interstate,  and  since  the  State  of  Kansas,  prescribes  the  rates  on 
the  State  traffic,  it  follows  that  the  rates  on  the  interstate  traffic  must 
conform  to  that  standard.  That  is  equally  the  case  with  shipments 
from  the  State  of  Missouri  into  the  stockyards  at  Kansas  City.  The 
same  applies  to  a  large  extent  with  respect  to  grain. 

Innumerable  instances  can  be  picked  out  to  illustrate  the  same 
situation  around  the  Great  Lakes. 

Now,  take  the  shipments  to  the  Gulf  ports,  notablv  Galveston. 
The  gTeat  State  of  Texas  receives  a  large  part  of  its  supplv  of 
manufactured  articles,  goods,  wares,  and  merchandise  originating  in 
Atlantic  seaboard  territory,  either  at  the  factories  located  at  the 
ports  or  at  the  interior  points  from  which  the  shipments  are  made 
through  the  ports,  and  thence  carried  to  Galveston  by  water.  If  it 
is  through  movement  or  through  shipment  it  is,  of  course,  interstate 
traffic  and  the  State  rates  can  not  affect  it,  but  that  does  not  and  can 
not  eliminate  the  State  rates  from  being  a  great  factor  and  equalizer 
against  unreasonable  exactions  that  may  be  made  bv  all  railroad 
routes  from  centers  of  manufacture  of  the  same  articles  in  the  north 
and  east,  because  anyone  may  establish  his  place  of  business  and 
warehouse  at  Galveston,  and  receive  and  unload  the  shipments  into 
his  store  or  warehouse  and  thereafter  sell  and  ship  the  same  to  any 
point  in  Texas  upon  the  State  rate.  The  result  of  the  transaction  is 
that  the  merchant  at  the  interior  point  receives  his  goods  which  have 
paid  the  two  transportation  charges,  namely,  the  cost  to  reach  Gal- 
veston, plus  the  outbound  cost  to  the  interior.  The  same  thing 
precisely  will  apply  with  respect  to  all  Gulf  ports  and  with  respect 
to  the  Pacific  coast. 

So  long  as  this  power  exists  in  the  State  to  regulate  the  amounts 
of  rates  and  character  of  service  within  the  State  which  its  people 
will  patronize  if  more  advantageous  than  the  interstate  rates,  just 
so  long  will  it  be  beyond  the  power  of  the  railroads  or  any  regional 
commission,  or  the  Interstate  Commerce  Commission,  to  do  what 
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might  be  accomplished,  as  anyone  can  readily  see,  with  the  poAver 
of  the  States  revoked. 

The  machinery,  therefore,  which  Mr.  Thorn  states  should  be  per- 
fected by  this  committee  to  readily  and  adequately  respond  to  a 
condition  which,  as  lie  states,  in  the  public  interest  will  require  an 
addition  to  "  our  revenues,"  involves  the  destruction  of  the  safety 
appliance  of  the  State  rates  to  prevent  the  increase  in  revenues 
which  are  sought,  unless  it  shall  be  just  and  reasonable  in  the  eyes 
of  the  law,  having  due  regard  for  the  interests  of  the  carriers,  ship- 
pers, and  the  public. 

VI.    THE    PERFECTION    OF    THE     3IACHINERY    OF    REGULATION     AVHICH     IS 

NEEDED. 

During  the  past  50  j^ears  of  railroad  regulation,  beginning  with 
the  States  and  coming  down  to  the  more  recent  regulation  by  the 
Government,  has  not  resulted  in  the  accumulation  of  facts  by  which 
it  can  be  determined  with  any  degree  of  certainty  or  reasonable 
approximation  what  it  costs  to  perform  a  given  service,  or  the  units 
of  service,  or  the  resultant  profits  which,  of  course,  are  ascertain- 
able only  by  deducting  from  the  earnings  the  cost  of  the  service. 
We  seem  to  have  proceeded  not  much  further  than  to  take  the  aggre- 
gate business  of  the  railroads  and  deduct  from  that  all  the  aggregate 
of  its  operating  expenses.  In  that  the  shipper  is  not  fio  much  con- 
cerned as  he  is  to  know  what  profit  his  particular  business  is  yield- 
ing to  the  railroad  for  the  service.  We  have  undertaken  the  task 
of  ascertaining  the  value  of  the  property  of  the  railroads,  but  it  is 
perfectly  impossible  to  undertake  to  fix  specific  rates  upon  the 
value  of  the  property,  although  the  ascertainment  of  that  value  is 
important  in  order  to  determine  the  rate  of  return  which  the  net 
earnings,  as  a  whole,  produce.  But  one  engaged  in  the  ])usiness 
of  producing  the  traffic  from  which  the  earnings  are  obtained,  who 
pays  for  each  service  the  amount  prescribed  by  the  tariff  without 
knowing  Avhat  profit  it  is  to  the  carrier,  and  with  singular  confession 
the  carriers  themselves  declare  that  the  ascertainment  of  the  amount 
of  profit  is  impossible,  is  anxious  to  know  what  his  business  pays 
the  railroad  for  the  service  wdiich  it  renders.  If  the  amount  of 
profits  are  not  ascertainable,  as  has  often  l:)een  testified  to  before 
the  Interstate  Commerce  Commission,  it  is  difficult  to  see  what  basis 
can  be  established  for  the  advance  of  a  given  rate,  we  will  say,  on 
cattle  from  the  western  plains  to  the  central  markets. 

Time  and  space  prevent  us  from  going  into  an  analysis  to  show 
that  by  requiring  the  proper  accounts  to  be  kept  by  the  railroads  for 
a  period  of  time  sufficient  to  reflect  an  average  condition  the  approxi- 
mate cost  for  the  units  of  service  upon  the  units  of  traffic  is  ascer- 
tainable. 

As  a  notable  example  of  the  only  extensive  effort  to  ascertain  this 
cost,  and  to  give  application  to  it  in  the  shipment  of  cattle,  we  refer 
to  the  decision  of  the  special  master  in,  chancery,  Hon.  James  A.  Sed- 
don,  appointed  by  the  United  States  circuit  court  of  St.  Louis  to  hear 
and  report  the  evidence  in  the  case  of  the  Missouri,  Kansas  &  Texas 
Railroad  et  al.  v.  The  Interstate  Commerce  Commission  and  to  make 
his  findings  and  conclusions  with  respect  thereto.  The  suit  was 
brought  by  the  railroads  to  set  aside  an  order  of  the  Interstate  Com- 
merce Commission  in  the  cattle  raisers'  case.  No.  732,  — ,  reported 
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in  11  I.  O.  C,  — ,  and  in  13  I.  C.  C,  — ,  wherein  the  Interstate  Com- 
merce Commission  held  that  certain  advances  made  in  tlie  rates  on 
cattle  from  the  Southwestern  States  to  the  central  markets  were 
unjust  and  unreasonable  and  prescribed  the  rates  to  be  charged,  the 
contention  of  the  railroads  being  that  the  rates  prescribed  by  the 
commission  were  not  compensatory  and  were  therefore  in  violation  of 
their  constitutional  rights.  A.  long  period  of  time  was  consumed  in 
the  trial  and  hearing  of  the  case  before  the  master,  and  his  report 
was  made  to  the  court  and  confirmed,  three  judges  sitting,  namely. 
Van  Devanter,  Sanborn,  and  Adams. 

The  master  found  the  specific  profits  on  defined  and  certain  ship- 
ments of  cattle  from  points  in  Oklahoma  and  Texas  to  points  in 
Kansas  City  and  Chicago,  covering  a  period  of  three  years,  for  each 
of  the  years.  This  involved  great  labor,  most  of  which  would  have 
been  unnecessary  had  the  accounts  been  kept  by  the  railroads  to  show 
in  a  systematic  and  tabulated  form  the  facts  which  were  deduced 
from  their  various  records,  not  systematized  or  summarized  for  the 
jDurpose. 

It  happens  that  the  Santa  Fe  Railroad  has  a  system  of  dividing 
between  freight  and  passenger  expenses  upon  the  railroad  as  a  whole 
and  upon  each  and  every  division,  both  main  and  branch  lines,  sepa- 
rately and  in  the  aggregate,  and  then  of  proportioning  to  each  divi- 
sion of  the  road  that  part  of  the  expense  attributable  to  the  freight 
traffic  by  each  of  the  items  of  expense  required  to  be  kept  by  the 
Interstate  Commerce  Commission;  and  also  a  systematized  table 
showing  the  costs  of  the  performance  of  the  service,  not,  of  course, 
the  cost  on  each  particular  commodity,  but  the  cost  per  ton  per  mile 
of  each  element  of  the  service,  in  simple  but  extensive  detail.  They 
also  keep  a  classified  commodity  statement  which  shows  the  tons, 
the  ton-miles,  the  net  tons,  and  the  gross  tons  hauled  and  the  aver- 
age distance  of  the  haul,  and  the  unit  earnings  per  ton  and  per  ton- 
mile,  separately  for  each  of  the  principal  commodities  comprising 
their  traffic  in  carloads  and  the  aggregate  of  all  less  than  carload 
traffic. 

Those  compilations  were  extensively  used,  and  as  the  conditions 
were  admitted  to  have  been  substantially  the  same  on  several  of  the 
principal  lines  operating  in  the  same  territory  the  use  of  these  data 
was  made  for  the  purpose  of  approximating  the  cost  of  the  perform- 
ance of  the  units  of  service.  If  knowledge  of  this  character  were 
developed  and  open  to  observation  and  use,  it  would  be  of  great 
value.  It  would  be  far  beyond  the  value  of  the  principal  statistics 
now  kept,  which  are  mainly  financial. 

Should  the  committee  desire  it,  the  detail  of  the  method  that  was 
employed  to  ascertain  the  profits  per  carload  of  transportation  of 
cattle,  as  shown  by  the  decision  of  this  case,  can  be  laid  before  it  in 
order  that  it  should  serve  as  a  basis,  if  it  deem  it  proper  to  do  so,  to 
investigate  whether  the  ascertainment  of  such  facts  would  not  be 
of  vast  interest  and  benefit  in  solving  the  problems  that  must  neces- 
sarily arise  respecting  the  amount  of  the  rates  as  related  to  the 
ser\nce. 

Anotlier  thing  is  that  a  great  deal  of  the  expenditures  of  the  rail- 
roads are  in  the  nature  of  overhead  expenditures,  which  do  not  con- 
stantly fluctuate  to  a  considerable  extent  with  the  volume  of  the 
traffic. 
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Again,  it  is  of  very  groat  iinportaiu'c  that  consideration  sliould  be 
given  to  the  question  as  to  whether  given  connuodities  shouhl  pay 
ratably  in  proportion  to  the  weight  or  proportiomnent  of  the  \alue 
of  the  eonnuodity  as  well  as  to  the  value  of  the  service.  Any  system 
of  rates  which  proposes  to  charge  to  the  local  shipment  of  a  half 
himdred  pounds  of  freight,  say  for  25  miles,  as  correct  a  proportion 
of  the  expense  of  maintaining  the  large  terminals  and  depots  at 
great  centers  as  would  be  paid  by  a  shipper  whose  traffic  moves  500 
miles  from  the  same  depot  and  terminal  facilities  is  wrong  in  prin- 
ciple and  deprives  the  local  shipper  of  the  opportunity  to  use  the 
railroad  at  all  in  many  cases,  because  he  can  haul  his  freight  cheaper 
by  wagon  or  automobile  truck.  If  this  committee  w^ill  investigate  it, 
it  will  find  that  a  vast  amount  of  traffic,  on  account  of  the  high  rates 
charged,  is  being  hauled  by  automobile  trucks.  The  shipper  has  the 
right  to  employ  the  facilities  of  the  railroad  company,  which  is  a 
connnon  carrier,  and  the  value  of  that  service  to  the  shipper  must 
be  an  important  item.  Of  course,  the  railroad  company  can  not  long 
charge  moi-e  than  the  value  of  the  service  in  such  cases  on  short- 
distance  movement  of  a  great  many  articles  and  conunodities  of 
daily  use  if  the  rates  are  higher  than  the  shipper  is  required  to  pay 
to  haul  it  by  automobile  truck  or  by  wagon. 

xVll  of  these  matters  are  mentioned,  in  part  at  least,  to  show  that 
the  local  regulation  and  control  of  such  transportation  by  the  States 
through  their  commissions,  which  are  daily  associated  and  constantly 
in  contact  with  these  conditions,  is  the  better  plan. 

VII.    PROPOSAL  TO  CREATE  POSITIOX  OF  SPECIAL  EXAMINERS  AND  FIX  SALA- 
RIES  AND  REQUIRE   REPORTS   IN   W^RITING   IN    CASES   HEARD   BY   THEM. 

The  commission  is  compelled  to  have  the  testimony  taken  before 
the  examiners  which  they  employ  for  that  purpose  principally. 
Naturally  it  is  very  important  that  the  commission  have  the  services 
of  these  examiners  to  report  the  case  to  it,  wdiich  oftentimes  requires 
a  vast  amount  of  testimony.  It  is  conceded  that  it  is  impossible  for 
the  commission  to  read  it.  The  examiners,  therefore,  necessarily 
must  be  called  upon  to  report  their  conclusions  from  the  facts  in  some 
form,  and  we  think  that  the  examiners  ought  to  ow^e  a  responsibility 
direct  to  the  public  as  well  as  to  the  commission,  and  that  salaries 
sufficiently  large  to  attract  the  very  best  talent  selected  from  the  vari- 
ous localities,  on  account  of  their  qualifications  and  experience,  so 
far  as  possible,  should  be  provided  for.  We  also  think  that  when  such 
an  examiner,  acting  in  the  nature  of  a  master  in  chancery,  hears  the 
testimony  and  makes  his  report  upon  the  case,  such  report  should  be 
printed  and  furnished  to  the  opposing  parties  in  the  case  and  to  the 
conunission,  in  order  that  objections  may  be  made  bj'  any  part}'  to  the 
case  to  any  finding  of  fact  or  conclusion  of  the  examiner,  and  present 
it  to  him;  and  in  that  way  to  eliminate  as  far  as  possible  all  con- 
troverted points.  Then  let  the  case  go  to  the  commission  upon  the 
report  of  the  examiner  and  the  record  submitted.  With  a  sufficient 
number  of  examiners  to  give  careful  consideration  to  these  important 
cases  which  they  hear,  and  the  making  of  a  report  with  respect  to  the 
same,  cases  will  be  disposed  of  much  more  speedily  and  the  commis- 
sion will  be  greatly  relieved  from  the  detail  work  now  imposed  upon 
it.     This  proposition  applies  equally  whether  the  commission  is  in- 
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creased  to  nine  members  and  divided  into  sections.  This  proposition, 
we  believe,  will  meet  the  approval  of  the  commission,  and  the  con- 
sensus of  opinion  among  the  most  capable  examiners  which  the  com- 
mission has.  Likewise,  it  will  develop  the  extent  of  the  capability  of 
men  appointed  to  that  service  by  what  is  reflected  in  their  reports. 

This  matter  is  here  called  to  the  attention  of  this  committee  because 
it  has  been  extensively  discussed  among  those  who  professionally  and 
otherwise  have  cases  before  the  commission.  Doubtless  the  commis- 
sion would  hesitate,  M^ithout  congressional  action,  to  enter  upon  the 
employment  of  a  sufficient  number  of  men  and  pay  salaries  high 
enough  to  compensate  for  such  class  of  service,  but  will  probably  be 
glad  to  do  it  if  Congress  so  directs. 

VII.    CONCLUSION. 

We  have  to  thank  the  committee  for  the  opportunity  of  presenting 
at  this  time  what  has  been  here  submitted.  The  interests  represented 
in  presenting  these  views  represent  the  actual  shipment  of  perhaps 
one  and  one-half  million  or  two  million  carloads  annually  of  live 
stock  and  feed  products  incident  to  carrying  on  their  business,  scat- 
tered throughout  the  principal  live-stock  producing  sections  of  the 
United  States.  And  whether  or  not  they  may  be  right  with  respect  to 
these  views,  their  business  and  situation  are  entitled  to  the  greatest 
consideration  of  this  committee.  We  believe  it  can  not  be  gainsaid 
that  the  industries  represented,  as  well  as  the  agricultural  interests 
of  the  country  ought  to  be  most  benefited  by  the  retention  of  the  right 
on  the  part  of  the  State  to  regulate  the  local  State  business. 

It  is  true,  of  course,  as  hereinbefore  expressed,  that  rates  must  vary 
according  to  circumstances  and  that  they  will  be  different  in  different 
States  and  that  uniformity  is  impossible,  but  we  insist  that  no  system 
of  rates  which  adjust  themselves  to  the  local  circumstances  and  con- 
ditions can  possibly  be  uniform,  either  with  respect  to  the  amount 
of  rates  or  the  profitableness  of  the  transaction.  We  insist  that  upon 
proper  analysis  of  the  entire  commercial  producing  business  of  the 
country  it  will  not  appear  to  the  public  interest  to  enter  upon  any 
such  plan  as  that  which  has  been  proposed  by  the  railroads  and  sec- 
onded by  certain  organizations  and  individuals,  none  of  whom  have 
a  monopoly  of  wisdom,  even  if  they  are  disinterested. 

The  bulwark  of  safety  in  regulation  and  the  protection  of  the  small 
shipper  rests  with  the  State  commissions.  The  standard  to  which  all 
others  are  secondary  is  one  of  reasonableness. 

The  duty  of  the  Government  and  of  the  States  is  to  perfect  the 
regulating  machinery  which  has  been  established  or  which  may  be 
established  to  insure  as  nearly  as  practicable  the  rights  of  the  ship- 
pers and  the  railroads  under  this  standard,  always  bearing  in  mind, 
of  course,  the  public  interest  in  the  progressive  "development  of  the 
country  along  Avith  the  facilities  of  transportation.  Let  us  rest  with 
the  machinery  we  have  and  perfect  it  and  add  to  it  as  conditions  may 
require. 

Respectfully  submitted. 

National  Li\-e  Stock  Shippers'  Protective  League, 
American  National  Live  Stock  Association, 
S.  H.  Cowan,  Attorney. 
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MONDAY,  MAUCH  19,   1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.   C. 

The  joint  subcommittee  met  at  10.40  o'clock  a.  m.,  pursuant  to 
call  of  the  chairman.  Senator  Francis  G.  Newlands  presiding;  also 
Vice  Chairman  William  C.  Adamson. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thom,  are 
you  ready  to  proceed? 

Mr.  Tho^i.  Yes,  Mr.  Chairman;  I  am  here  ready  to  subject  my- 
self to  any  further  cross-examination  that  may  be  desired. 

Mr.  Adamson.  I  move  that  the  cross-examination  of  Mr.  Thom 
be  deferred  until  the  absent  Senators  return,  and  that  we  proceed 
with  another  witness  at  this  time. 

Mr.  Thom.  I  was  going  to  say  I  will  be  here  at  all  times,  subject 
to  the  order  of  the  committee.  Some  of  the  railroad  executives  have 
arranged  to  come,  and  they  may  have  placed  upon  them  very 
emergent  obligations  on  account  of  this  national  crisis,  and  I  should 
like  for  them  to  be  free  to  perform  those  duties  at  the  earliest  pos- 
sible time,  whereas  1  shall  have  no  duties  imposed  on  me  in  that 
connection  and  will  be  here  at  all  times  subject  to  the  order  of  the 
committee. 

The  Chairman.  If  there  is  no  objection  by  any  members  of  the 
committee,  that  will  be  the  order.  Mr.  Thom,  who  of  the  railway 
executives  are  ready  to  appear? 

Mr.  Thom.  Judge  Lovett  will  appear  now.  He  is  in  the  room. 
Mr.  Krutschnitt  will  Ije  here  to-morrow  and  will  appear  at  that  time. 

The  Chairman.  Judge  Lovett,  we  will  hear  you  now. 

Mr.  Sims.  Is  Judge  Lovett  going  to  cover  all  portions  of  the 
resolution,  so  far  as  affects  railways? 

Mr.  Thom.  You  had  better  ask  Judge  Lovett  that  question.  I  do 
not  know  whether  he  will,  unless  you  ask  the  questions.  I  want  to 
express  this  wish,  that  the  committee  be  very  liberal  in  asking  these 
railway  executives  questions,  because  I  think  that  will  bring  out  a 
great  many  aspects  of  the  case  impossible  to  reach  otherwise. 

Mr.  Adaimson.  You  do  not  think  it  wise  to  vary  our  rule  of  pro- 
cedure as  formerly  adopted,  do  you? 

Mr.  Thom.  No;  I  think  they  ought  to  complete  their  statements 
and  then  proceed  to  answer  inquiries  of  members  of  the  committee 
on  cross-examination. 

The  Chairman.  Judge  Lovett,  you  may  proceed. 
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STATEMENT  OF  R.  S.  LOVETT,  CHAIRMAN  EXECUTIVE  COMMIT- 
TEE, UNION  PACIFIC,  NEW  YORK  CITY. 

Mr.  LovETT.  I  was  requested,  Mr.  Chairman,  and  I  understood, 
at  the  suggestion  of  the  chairman,  to  submit  in  connection  with  my 
statement  a  map  showing  the  lines  of  the  raih-oad  with  which  I  am 
connected.  I  got  that  word  only  yesterday,  so  I  had  no  map  except 
one  that  is  taken  from  the  annual  report  of  the  Union  Pacific  sys- 
tem.   I  submit  that,  if  it  will  be  of  any  interest. 

The  Chairman.  Could  you  have  an  outline  map  presented  that 
could  be  published  in  the  hearings  in  connection  with  your  remarks? 

Mr.  LovETT.  Yes.    It  would  take  a  few  days,  of  course. 

The  Chairman.  Certainly;  you  may  take  your  time  for  that. 

(Note:  This  map  is  printed  on  page  826.) 

Mr.  Adamson.  I  would  suggest  to  Judge  Lovett  that,  either  now 
or  when  he  submits  that  abbreviated  map.  he  also  make  a  statement, 
so  we  shall  be  able  to  understand  the  map  in  connection  with  it. 

Mr.  Lovett.  Yes :  I  will  attach  to  it  an  explanatory  statement. 

Mr.  Hamilton.  Can  that  map  [referring  to  a  large  wall  map]  be 
put  somewhere  so  we  can  see  it? 

Mr.  EscH.  Would  the  lines  in  red,  Chicago  west  to  the  coast,  indi- 
cate in  a  general  way  the  system  that  you  represent? 

Mr.  Lovett.  Yes.    I  can  describe  it  now  generally. 

Mr.  Ha^iilton.  That  would  be  sufficient  then. 

Mr.  Lovett.  The  eastern  terminii  of  the  Union  Pacific  are  Omaha 
and  Kansas  City;  it  extends  westward  from  those  two  points — the 
main  line  through  Cheyenne,  Wyo.,  to  Ogden,  Utah.  The  Kansas 
City  line  extends  westerly  from  Kansas  City  to  Denver,  Colo.,  thence 
to  Cheyenne,  where  it  joins  the  main  line.  It  has  various  branches 
in  Nebraska.  Kansas,  Colorado,  and  some  in  Wyoming.  The  Union 
Pacific  owns  all  the  stock  of  the  Oregon  Short  Line,  which  extends 
north  from  Salt  Lake  City  b}"  way  of  Ogden  to  Butte,  Mont.,  and 
northwesterly  from  Granger,  a  point  not  shown  on  that  map,  but 
about  125  miles  east  of  Ogden  northwesterly,  crossing  the  Salt  Lake 
City  and  Butte  Line  at  Pocatello,  Idaho,  and  thence  continuing 
northwesterly  to  the  Oregon-Idaho  boundary  at  Huntington ;  thence 
across  Oregon  to  Portland,  and  from  Portland  to  Tacoma  and  Seat- 
tle, Wash.,  with  lines  extending  from  a  connection  with  the  line  just 
described  to  Spokane,  Wash.,  and  with  a  great  man^-  branches  in 
Oregon  and  Washington. 

The  lines  in  Oregon  and  Washington  are  owned  by  the  Oregon- 
Washington  Eailroad  &  Navigation  Co.,  all  the  stock  of  which  is 
owned  by  the  Oregon  Short  Line,  and  all  of  the  stock  of  the  Oregon 
Short  Line  is,  in  turn,  owned  by  the  Union  Pacific  Railroad  Co. 
So  there  are  three  separate  corporations  owning  the  railroads  con- 
stituting the  Union  Pacific  system,  but  the  ownership  is  all  prac- 
tically the  same  through  the  stock  ownership  which  I  have  just  de- 
scribed. Each  of  the  three  companies,  however,  operates  its  own 
railroads,  all,  however,  under  one  common  control  and  management. 

The  Union  Pacific  also  owns  exactly  50  per  cent  of  the  stock  of  the 
Los  Angeles  &  Salt  Lake  Railroad  Co.,  which  owns  a  line  connecting 
with  the  Oregon  Short  Line  at  Salt  Lake  City,  thence  southwesterly 
to  Los  Angeles,  Cal.,  and  to  San  Pedro  Port  at  Los  Angeles.  Ex- 
Senator  W.  A.  Clark  owns  the  other  half  of  that  road.    That  is  not 
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under  the  same  manageinent  and  control  as  the  other  lines,  hut  is  a 
joint  management  by  common  consent,  unanimous  consent  of  the 
stockholdino-  interests.  Senator  Clark,  and  the  Union  Pacific  inter- 
ests.   That  is,  in  a  general  way,  a  description  of  the  main  lines. 

The  red  line  sliown  there  from  Ogden  to  San  Francisco  is  owned 
by  the  Central  Pacific  Railway  Co.,  all  of  the  stock  of  Avhich  is 
owned  by  the  Southern  Pacific  Co.,  and  the  line  is  operated  by  the 
Southern  Pacific  Co.  under  lease.  Ogden  is  the  western  terminus 
of  the  Union  Pacific. 

The  Chairman.  I  wish  to  state  to  the  committee  that  the  outline 
map  on  the  wall  is  a  map  that  was  drawn  up  under  my  direction 
many  years  ago  for  the  purpose  of  showing  railway  sj^stems  approxi- 
nuiting  80.000  miles  of  line,  arranged  in  accordance  with  economic 
conditions  to  form  four  coast-to-coast  S3^stems  under  a  national 
incorporation  act.  and  the  first  large  corporation  embraced  the  New 
York  Central  lines,  the  Chicago  Great  Western  Railway,  and  the 
Northern  Pacific  Railway,  19,000  miles.  The  second  great  trans- 
•  continental  system  embraced  the  Pennsylvania  sj^stem,  the  Chicago  & 
Northwestern  Railway,  the  Union  Pacific  system,  the  Central  Pacific 
system,  the  Oregon  Short  line,  the  Oregon  Railroad  &  Navigation 
Co..  and  the  San  Pedro,  Los  Angeles  &  Salt  Lake  Railroad,  28,700 
miles.  The  third  great  system  embraced  the  Baltimore  &  Ohio  system 
and  the  Santa  Fe  system,  13,000  miles,  and  the  fourth  system  em- 
braced the  Southern  Railway  svstem  and  the  Southern  Pacific  sys- 
tem, 16,000  miles. 

I  wish  to  state  that  that  embraced  simply  my  empirical  view  at  the 
time  as  to  Avhat  would  be  a  feasible  transcontinental  system,  but  I 
have  since  changed  my  view  regarding  the  Central  Pacific  and  the 
Salt  Lake  &  Los  Angeles  Railroad.  I  doubt  whether  they  shall  be 
incorporated  in  a  system  with  the  Pennsylvania  system.  It  is  merely 
an  illustration  of  what  could  be  done  under  a  national  incorporation 
act,  and  the  bill  under  which  that  suggestion  was  made  was  a  bill 
introduced  by  me  about  10  or  12  years  ago. 

I  have  also  here  a  map  showing  the  waterway  systems  of  the 
United  States,  showing  in  red  the  parts  that  are  navigable  and  in 
blue  the  parts  that  are  unnavigable  of  the  various  rivers  of  the 
United  States.  I  shall  have  occasion,  in  examination  of  witnesses 
in  reference  to  the  importance  of  coordinating  rail  and  water  trans- 
portation, to  draw  out  from  the  witnesses  their  vicAvs  regarding  the 
perfecting  of  our  rivers  as  instrumentalities  of  transportation. 

]Mr.  Adamsox.  In  connection  with  your  statement  it  may  be  con- 
soling to  reflect  that  if  the  chairman's  empirical  view^s  never  pre- 
vailed, the  map  may  yet  be  useful  as  showing  the  democratic  system 
of  operating  railroads,  and  I  do  hope  we  will  make  the  unnavigable 
part  of  those  rivers  navigable  by  the  time  your  empirical  views 
prevail. 

The  Chairman.  I  will  add  to  that  statement  by  saying  that  it  is  a 
question  in  my  mind  as  to  whether  the  incorporation  should  embrace 
great  transcontinental  systems;  but  as  a  matter  of  economical  devel- 
opment of  the  railroad  system  of  the  country  we  find  that  these  great 
systems  are  confined  to  sections  and  do  not  reach  from  ocean  to  ocean 
or  from  the  Lakes  to  the  Gulf,  and  that  practically  the  consolida- 
tions that  have  been  effected  have  been  sectional  in  character  rather 
than  continental  in  character. 
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Mr.  Adamson.  I  do  not  think  the  chairman  ought  to  encounter  any 
trouble  about  that.  If  you  are  going  to  consolidate,  go  ahead  and 
consolidate,  and  have  no  variety  or  local  interests  at  all. 

Mr.  EscH.  Let  us  proceed,  Mr.  Chairman. 

Mr.  Sims.  Is  this  to  be  a  part  of  Judge  Lovett's  hearing? 

Mr.  LoA'ETT.  The  morning  papers,  Mr.  Chairman  and  gentlemen, 
show  that  we  have  just  emerged  from  a  situation  that  emphasizes 
more  than  I  can  the  necessity  for  some  form  of  nationalizing  or  con- 
trolling by  a  national  interest  the  railroads  of  this  country,  and  I 
shall  comment  upon  that  situation  and  otfer  some  suggestions  as  to 
methods  of  dealing  with  it  before  I  conclude ;  but  it  is  very  evident, 
to  my  mind  at  least,  that  from  the  recent  events  some  measures  must 
be  taken  if  this  country  is  to  develop  and  is  to  escape  very  great 
dangers. 

I  should  like  to  state  at  the  cutset  that  I  am  not  here  to  plead  the 
case  of  the  Union  Pacific.  As  a  matter  of  fact,  that  company's  credit 
has  been  so  high  that  it  has  had  no  difficulty  in  raising  the  money  it 
needed  during  the  last  10  years,  and  its  present  resources  are  such 
that  I  do  not  apprehend  difficulty  in  providing  the  funds  it  may  re- 
quire for  several  years  to  come.  Furthermore,  it  has  been  less  har- 
rassecl  by  conflicting  State  laws  and  commission  regulations  than 
many  other  companies.  The  State  of  Utah,  by  which  it  was  incor- 
porated, has  had  no  railroad  commission  at  all,  nor  has  it  created 
hiij  tribunal  to  supervise  the  issue  of  railroad  securities.  It  created 
a  commisssion  only  this  month,  but  without  any  power  over  securities. 
The  Union  Pacific  sj^stem  operates  in  11  States,  but  only  3  of 
these— Missouri.  Nebraska,  and  Kansas — have  commissions  charged 
with  the  regulation  of  railroad  securities,  and  this  power  is  compara- 
tively recent,  having  been  conferred  upon  the  Missouri  commission 
in  1913  and  in  Kansas  and  Nebraska  only  in  1909 ;  and  we  have  not 
sold  any  securities  of  our  own  issue  during  the  last  five  years. 

But  addressing  myself  to  the  railroad  situation  of  the  country 
generally,  as  I  have  observed  it,  I  believe  that  the  problems  are: 

First.  The  multiplicity  of  regulations  by  the  several  States  with 
respect  to  the  issue  of  securities,  involving  delays,  and  conflicting 
State  policies,  generally  dangerous  and  possibly  disastrous. 

Second.  The  State  regulation  of  rates  in  such  manner  as  to  unduly 
reduce  revenues,  to  discriminate  in  favor  of  localities  and  shippers 
within  its  own  borders  as  against  localities  and  shippers  in  other 
States,  and  to  disturb  and  disarrange  the  structure  of  interstate 
rates. 

Third.  The  inability  of  the  Interstate  Commerce  Commission,  who- 
ever the  commissioners  may  be,  to  perfonn  the  vast  duties  devolving 
upon  the  commission  under  existing  law,  resulting  in  delay — which 
should  never  occur  in  commercial  matters — and  compelling  the  com- 
missioners to  accept  the  conclusions  of  their  emploj^ees  as  final  in 
deciding  matters  of  great  importance  to  the  commercial  and  railroad 
interests  of  the  country. 

Fourth.  The  practical  legality  that  has  been  accorded  conspiracies 
to  tie  up  and  suspend  the  operation  of  the  railroads  of  the  country 
by  strikes  and  violence  and  the  absence  of  any  law  to  compel  the 
settlement  of  such  disputes  by  arbitration,  or  other  judicial  means, 
like  all  other  issues  between  citizens  in  civilized  States  are  to  be 
settled. 
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Fifth.  The  phenomenal  increase  in  the  taxation  of  railroads  in 
recent  years. 

Sixth.  The  cumulative  effect  of  these  conditions  upon  the  investing 
public,  to  Avhich  raih-oad  companies  must  look  for  the  capital  neces- 
sary to  continue  developments. 

Before  discussing  these  in  detail  perhaps  I  should  refer  to  the 
amount  of  new  capital  necessary  to  continue  the  ordinary  develop- 
ment of  railroad  facilities.  Of  course,  no  one  laiows  the  amount  of 
money  that  will  be  required  for  proper  railroad  development  in  the 
future.  Various  opinions  have  been  expressed  from  time  to  time, 
but  the  basis  therefor  was  not  given.  The  expenditures  during  the 
past  10  years  may  be  of  some  value  in  estimating  what  should  be 
spent  during  the  next  10  years.  My  conviction  is  that  the  amount 
should  not  be  less;  and  I  believe  it  ought  to  be  a  great  deal  more. 
The  amount  expended  for  betterments,  additions,  and  construction 
as  far  back  as  10  years  is  not  obtainable  from  the  published  reports 
of  the  Interstate  Commerce  Commission.  It  is  shown  for  the  years 
since  1912,  but  not  as  far  back  as  10  j^ears. 

The  best  approximation  obtainable  for  previous  years  is  from  the 
"  Property  investment  account,"  as  shown  in  annual  reports  of  the 
railroads  to  the  Interstate  Commerce  Commission;  but  in  the  early 
days  of  railroad  accounting  this  account  in  some  instances  included 
the  amount  of  securities  issued  at  par  value,  regardless  of  cash  actu- 
ally expended.  In  recent  years,  however — particularly  since  July  1, 
1909 — the  additions  to  the  property  investment  account  each  year 
represent  not  less  than  the  money  actually  expended  for  additions, 
betterments  (including  equipment),  and  construction,  except  in  the 
comparatively  few  cases  of  receivership  and  reorganization  occur- 
ring during  that  period,  as  to  which  there  is  some  imcertainty.  Tak- 
ing, therefore,  the  property  investment  account  as  compiled  from 
carriers'  reports  to  the  Interstate  Commerce  Commission  for  the  last 
10  years,  representing  the  percentage  of  mileage  indicated,  the  fol- 
lowing appears: 


Year  ended  June  30 — 


Total. 


Increase. 


Per  cent 

of 
mileage. 


1906 i  $12,420,287,938 

1907 13, 030, 344, 328 

1908 13, 5.32, 744, 773 

1909 ,  13, 930, 420, 742 

1910 14, 560, 543, 744 

1911 15, 793, 477, 337 


1912 
1913 
1914 
1915 


16,489,654,661 

17,070,028,581 
17,648,816,951 
17,.S62,416,550 


610 
502 
397 
630 
1,232 
696 
580 
578 
213 


938, 989 
056, 390 
400,445 
675, 969 
123,002 
933, 593 
177,324 
373, 920 
788,370 
599, 599 


92.85 
91.67 
91.65 
93.63 
94.13 
95.44 
96.60 
96.73 
97.03 
96.76 


Total  increase  in  10  years $5,911, 067, 601 

Average  per  year 591, 106, 760 

Please  note  the  drop  in  capital  expenditures  in  1915,  due  un- 
doubtedly to  the  panicky  conditions  of  the  first  year  of  the  Euro- 
pean war.  Please  note,  also,  the  comparative^  small  amount  ex- 
pended during  the  fiscal  year  ended  June  30,  1909,  due  probably  to 
the  panic  of  1907,  the  effect  of  which  upon  expenditures  for  new 
improvements  would  naturally  extend  over  a  year  or  two.    New  im- 
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provements  had  been  resumed  and  were  well  under  way  during  1910 
and  1911,  when  prosperity  had  returned,  as  shown  by  the  very  large 
expenditures  during  the  fiscal  year  ended  June  30,  1911. 

As  already  said,  the  above  figures  shown  in  the  column  headed 
"  Increase  "  can  not  be  accepted  as  showing  exactly  the  amount  ex- 
pended in  each  year  for  additions,  betterments  (including  equipment), 
and  construction.  But  I  do  believe  that,  considering  the  large 
amounts  involved,  it  is  as  reliable  as  any  data  available  without  going 
back  and  analyzing  separately  for  10  years  the  accounts  of  each 
railroad  company  of  the  United  States,  which  would  be  an  almost 
endless  task.  At  all  events,  it  seems  clear  that  such  expenditures 
in  the  10  years  mentioned  averaged  about  $600,000,000  per  annum. 

Now,  I  feel  entirely  safe  in  saying  that  more  new  capital  should 
be  silent  on  the  railroads  of  this  country  during  the  next  10  years 
than  was  spent  during  the  last  10  years.  A  railroad  is  never  fin- 
ished. It  is  not  only  being  constantly  rebuilt,  but  every  time  any 
element  is  renewed,  it  is  renewed  in  a  larger  and  stronger  and  better 
form.  The  most  important  improvements,  however,  are  in  the 
nature  of  additions — additional  tracks,  more  sidings,  more  and 
larger  yards,  improved  terminals,  more  engine  terminals  and  shops 
to  care  for  the  increased  number  of  engines  and  cars,  and  more 
main  tracks. 

A  few  years  ago  double  tracks  were  unusual.  Now  they  are  quite 
common.  Four-track  and  six-track  railroads  are  numerous.  If  we 
provide  adequate  transportation  for  the  rapidly  growing  products 
and  commerce  of  this  country,  almost  every  main  line  will  have  to  be 
double  tracked  in  the  next  10  or  15  years;  and  four  tracks  and  six 
tracks  will  be  as  common  as  double  tracks  were  10  years  ago.  Is  it 
not,  in  the  circumstances,  conservative  to  say  that,  as  we  spent  an 
average  of  $600,000,000  per  annum  during  the  last  10  years,  we  shall 
require  a  great  deal  more  than  that  during  the  next  ?  This  takes  no 
account  of  the  outstanding  bonds  which  are  beginning  to  mature  and 
will  have  to  be  paid  off  through  refunding.  I  have  no  figures  giving 
the  exact  amount  of  these  maturing  bonds,  but  those  who  have  made 
some  investigation  estimate  the  amount  at  upAvard  of  $200,000,000 
per  annum,  which  in  forecasting  the  future  will  have  to  be  added  to 
the  amount  required  for  l)etterments,  additions  (including  equip- 
ment), and  construction. 

In  support  of  my  opinion  that  the  railroads  ought  to  spend  more 
new  capital  than  was  spent  during  the  last  10  years,  I  beg  leave  to 
cite  iDarticularly  the  case  of  the  Union  Pacific,  with  which  I  am  most 
intimately  connected.  When,  in  August,  1906,  a  little  over  10  years 
ago,  that  company  began  the  payment  of  dividends  at  the  rate  of 
10  per  cent  per  annum,  it  was  very  generally  regarded  as  a  thoroughly 
rehabilitated  and  completed  property.  For  several  years  attention 
had  been  attracted  to  it  by  the  enormous  sums  of  new  capital  that 
had  been  poured  into  it  under  Mr.  Harriman's  administration.  Mr. 
Harriman  died  in  September,  1909.  but  his  active  administration  of 
the  property  ceased  on  account  of  ill-health  several  months  before 
his  death.  Now,  notwithstanding  the  notable  constructive  woi-k 
planned  by  Mr.  Harriman's  genius  and  carried  on  under  his  adminis- 
tration, and  notwithstanding  the  very  general  impression  throughout 
the  country  that  he  had  completely  rehabilitated  the  Union  Pacific, 
the  fact  is  that  more  money  has  been  spent  by  the  Union  Pacific 
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system  for  additions  and  betterments  (including  equipment)  and  con- 
struction, in  the  7  years  since  Mr.  Harriman's  death  than  during  the 
entire  12  years  of  his  administration.  This  is  shoAvn  by  the  follow- 
ing table  taken  from  the  annual  reports  to  the  stockholders  and  from 
reports  of  the  constituent  companies  to  the  Interstate  Commerce  Com- 
mission, viz : 

UNDER  MR.  HARRIMAN'S  ADMINISTRATION. 


Year  ended  Jime  30— 

Additions 
and  better- 
ments (in- 
cluding 
equip- 
ment). 

Double 
track. 

New  lines. 

Total. 

1 899 

$2,645,423 
8,893,635 

11,824,225 
5, 306, 741 
5,738,838 
2,698,-504 
2,158,061 
4,305,318 
5,277,599 

10,999,023 
3,916,900 

$1,382,311 

1,912,909 

627, 083 

1,130,  .596 

3.56, 336 

127,134 

1,624,495 

5,153,804 

12,670,989 

9,  .551, 399 

11,172,582 

$4, 027, 734 

«J00 

$83,  770 
264,505 

10,890,314 
12,715,813 

I9OI 

I902 

6,4.37,337 

II903 

358, 750 
716, 407 
321, 104 
1,432,321 
2, 768, 126 
1,800,645 
1,932,938 

6,453,924 
3,542,045 
4,103,660 
10,891,443 

19  04 

1905 

1906 

1907 

20, 716, 714 

1908 

22,351,067 
17,022,420 

1909 

Total 

63,764,267 

9,678,566 

45,709,638 

119,152,471 

SINCE  MR.  HARRIMAN'S  DEATH. 


1910 

$7,963,467 
16,504,377 
4,708,108 
5,489,503 
16,571,670 
21,088,470 
3,911,797 

$4,985,228 
3,693,2.56 
2,017,204 
1,4.50,270 
1,160,541 
363,543 
932,932 

.$18,361,161 
17,1.54,948 
12,982,718 
9,. 549, 2.54 
5,179,736 
2,847,915 
1,110,865 

$31,309,856 

1911 

37,352,581 

1912 

19, 708, 030 

1913 

16,489,027 

1914 

22,911,947 

1915 

24,299,928 

1916 

Total 

76,237,392 

14,602,974 

67, 186,. 597 

158,026,963 

I  may  add  that  the  budget  for  1917,  prepared  by  our  operating 
officers,  and  recently  approved  by  me,  calls  for  larger  expenditures 
upon  the  railroads  in  1917  than  (excluding  new  lines)  we  have  made 
in  any  one  of  the  past  10  years.     It  appropriates  about  $35,000,000. 

What  is  true  of  the  Union  Pacific  with  respect  to  the  need  of  expen- 
ditures is  largely  true  of  every  enterprising  railroad  system  in  the 
country — particularly  in  the  newer  sections ;  and  the  question  is  how 
and  from  whom  is  the  money  to  be  gotten?  That  question  under 
Government  regulation  is  quite  as  much  for  the  Government  as  for 
the  railroad  officers. 

At  the  moment  the  railroads  are  prosperous.  The  year  1916  was 
the  most  prosperous  as  respects  gross  revenue  in  the  history  of  the 
railroads  in  this  country;  and  1917  is  beginning  well.  But  we  all 
know  this  was  due  to  the  abnormal  conditions  now  existing  in  the 
world  and  that  in  time — whether  one,  two,  or  three  years — ^the  rail- 
roads will  get  back  to  where  they  were  in  1914;  and,  unless  a  Avise 
system  of  national  regulation  is  adopted,  their  position  will  become 
much  worse  than  then.  Even  at  the  present  time  they  are  feeling 
severely  the  "  high  cost  of  living  "  falling  upon  everyone.  For  exam- 
ple, the  Union  Pacific  bought  Mikado  engines  in  1913  for  $23,600; 
in  1916  the  same  engines  cost  $35,800;  and  in  February,  1917,  the  same 
engines  cost  $44,000.     Passenger  engines  bought  in  1913  cost  $23,000, 
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while  the  same  engines  bought  in  February  of  this  year  cost  $41,000. 
Switch  engines  that  cost  $14,000  in  1913  cost  $26,000  in  1917.  These 
prices  are,  of  course,  abnormal,  and  we  have  bought  only  what  we  were 
compelled  to  buy ;  but  they  are  no  more  abnormal  than  our  large  earn- 
ings during  the  same  period. 

I  mention  these  circumstances  only  to  show  that  the  railroad  prob- 
lem is  no  wise  solved  by  the  present  apparent  prosperity,  but  that, 
on  the  contrary,  it  is  time  to  consider  and  devise  a  sound  solution  of 
the  difficulties  which  otherwise  will  soon  confront  us  in  even  more 
acute  form. 

Taking  up  now  the  first  of  the  difficulties  I  mentioned,  namely, 
the  multiplicity  of  regulations  by  the  several  States,  I  wish  to  direct 
your  attention  to  the  fact  that  this  country  is  only  beginning  to  feel 
the  effect  of  the  multiplicity  of  regulations  by  the  several  States  with 
resi^ect  to  the  issue  of  railroad  securities.  State  railroad  commissions 
with  power  to  regulate  the  issue  of  securities  and  control  the  financ- 
ing of  railroad  companies  became  numerous  only  within  recent  years. 
Ten  years  ago  only  two  commissions  had  that  power — Massachusetts 
and  Texas.  Nineteen  States  now  have  it.  In  Illinois,  Maine,  Mis- 
souri, and  Pennsylvania  it  was  conferred  only  in  1913 ;  in  Arizona, 
in  1912;  in  California,  New  Hampshire,  New  Jersey,  and  Ohio,  in 
1911;  in  Maryland,  in  1910;  in  Kansas,  Michigan,  and  Nebraska,  in 
1909 ;  in  Vermont,  in  1908 ;  and  in  Georgia,  New  York,  and  Wisconsin 
in  1907.  So  this  power  is  new.  The  great  trunk  lines  in  the  East — 
Baltimore  &  Ohio,  Erie,  New  York -Central,  Pennsylvania,  and  others 
in  that  territory — were  not  subject  to  it  at  all  10  j^ears  ago,  but  to-day 
they  must  get  the  consent  of  not  less  than  six  State  railroad  commis- 
sions before  they  can  issue  any  stock  or  sell  any  bonds  to  raise  money ; 
and  such  consent  is  given  in  most,  if  not  all  of  them,  only  after  appli- 
cation, notice,  hearing,  and  deliberation  by  the  commission  that  some- 
times makes  ordinary  court  procedure  seem  like  speeding.  In  Union 
Pacific  territory  only  three  States — Missouri,  Kansas,  and  Nebraska — 
have  had  the  power.  It  was  conferred  upon  the  Colorado  Commission 
in  1913,  but  was  annulled  by  a  referendum  election  in  1914,  The  com- 
■naissions  in  the  other  States — Wyoming,  Idaho,  Oregon,  and  Washing- 
ton— have  not  yet  been  given  the  power.  Utah  has  had  no  railroad 
commission  until  this  month,  and  it  has  no  power  to  regulate  securities. 
In  the  South,  Georgia  and  Texas  are  apparently  the  only  States  exer- 
cising the  power.  Since  the  fashion  has  started,  it  is  not  at  all  im- 
probable that  all  the  States  will  soon  follow  it. 

I  direct  your  attention  to  the  rapid  and  radical  growth  of  State 
regulation  in  the  section  lying  north  of  the  Potomac  and  Ohio  Rivers 
and  bounded  on  the  west  by  the  State  of  Illinois  and  on  the  east  by 
New  York,  constituting  the  heart  of  the  manufacturing,  commercial, 
and  financial  interests  of  the  country.  Ten  years  ago  there  were  no 
restrictions  upon  railroad  financing.  Then,  in  1907,  New  York  com- 
menced ;  then  Michigan  in  1909 ;  Maryland  in  1910 ;  New  Jersey  and 
Ohio  in  1911 ;  and  Pennsylvania  and  Illinois  not  until  1913.  And 
now  all  the  great  trunk  lines  of  railroad  in  that  territory  must  apply 
to  four  or  five,  and,  if  they  enter  all  the  States  in  that  section,  as  some 
of  them  do,  to  as  many  as  seven  different  State  railroad  commissions, 
by  formal  petition,  produce  witnesses,  have  a  hearing,  and  satisfy  the 
varying  views  of  the  many  commissioners,  influenced  perhaps  in  many 
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cases  by  purely  local,  rather  than  national,  considerations,  before  they 
can  issue  bonds  or  borrow  money.  Aside  from  the  inevitable  delay 
incident  to  such  a  number  of  different  proceedings,  and  time  neces- 
sary to  enable  the  various  connnissioners  to  make  up  their  minds,  and 
perhaps  Avrite  opinions,  the  whole  plan  can  be  defeated  by  any  one 
State  connnission  refusing  to  give  its  consent.  It  is  really  not  sur- 
prising that  the  sudden  shackling  in  this  manner  of  these  great  trunk 
lines,  whose  securities  are  ni  the  hands  of  ahiiost  every  investor,  great 
and  small,  should  have  made  a  profound  impression  upon  the  rail- 
road-investing world.  The  increasing  activity  of  these  commissions,, 
as  they  feel  more  and  more  their  power,  and  the  conferring  of  the 
power  upon  connnissions  in  other  States  will  add  to  the  difficulties, 
unless  Congress  exercises  its  right  to  exclusively  regulate  the  capi- 
talization and  financial  operations  of  these  interstate  railroads. 

In  this  connection  I  should  like  to  emphasize  the  importance  of  time 
in  transactions  involving  the  sale  of  corporate  securities.  Bankers 
are  almost  indispensable  in  floating  large  issues;  but  bankers  never 
buy  such  securities  to  keep — only  to  sell.  Their  function  is  precisely 
that  of  the  ordinarj^  merchant,  except  that  they  -count  on  making 
quicker  sales,  and  therefore  work  on  a  smaller  margin  of  profit,  than 
the  ordinary  merchant  makes  of  his  merchandise.  When  bankers 
make  an  otter  for  an  issue  of  bonds  or  stock  they  base  their  price 
upon  current  financial  conditions  and  quotations,  expecting  to  make 
a  quick  turnover.  If  they  are  required  to  wait  for  the  delivery  of  the 
securities,  they  reduce  the  price  to  cover  the  risks  of  financial  changes 
in  the  meantime,  and  the  seller  gets  less  for  his  securities.  If  the 
period  of  waiting  is  long  or  indefinite  and  the  transaction  is  a  large 
one,  bankers  sometimes  will  not  buy  at  all — particularly  if  the  finan- 
cial world  has  any  menacing  features.  But  in  any  case,  the  longer 
the  delay  the  lower  the  price,  because  of  the  greater  risk.  Jacob  H. 
Schiii:'  once  said  to  me,  *"  Peace  never  breaks  out  overnight,  but  war 
sometimes  does."'  I  afterwards  saw  that  remark  verified  in  1914. 
Financial  disturbances  usually  come  suddenly;  improvement  always 
gradually.  Bankers,  therefore,  are  afraid  to  commit  themselves  for 
the  purchase  of  a  large  amount  of  securities  for  delivery  weeks  or  an 
indefinite  time  later,  and  any  syndicate  formed  to  take  and  carry  them 
in  the  meantime  must  be  paid  well  for  the  risk. 

I  remember  that  in  1907  the  Union  Pacific  made  an  issue  of  about 
$75,000,000  of  its  convertible  bonds,  but  because  they  were  convertible 
it  had  to  offer  them  first  to  its  stockholders.  I  believed  that  the 
bonds  were  so  attractive  that  the  stockholders  would  take  all  of  them, 
and  being  a  member  of  the  executive  committee  and  of  the  board,  as 
well  as  counsel  for  the  company,  I, told  Mr.  Harriman  I  did  not 
think  we  should  have  the  issue  underwritten,  since  the  bankers  wanted 
2^  per  cent  for  the  underwriting.  Mr.  Harriman  said  that  he  him- 
self thought  the  stockholders  would  take  the  bonds,  but  since  the 
company  needed  the  money,  and,  indeed,  must  have  it,  he  felt  that 
it  was  wise  to  pay  the  underwriting  price  as  a  premium  to  insure  the 
money.  It  was  necessary  to  have  a  special  stockholders'  meeting  to 
authorize  the  increase  in  the  capital  required  to  provide  for  conver- 
sion of  the  bonds.  This  took  several  weeks.  In  the  meantime  the 
panic  of  1907  developed,  and  the  stockholders  took  less  than  $5,000,000 
of  the  bonds,  and  the  underwriting  syndicate  had  to  take  the  balance 
of  about  $70,000,000,  and  at  a  time  when  call  money  in  New  York 
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was  dancing  between  10  per  cent  and  500  per  cent  per  annum  But 
tJirough  Mr.  Harriman's  wise  foresight  the  Union  Pacific  got  the 
money.  I  had  not  seen  as  much  of  large  financial  operations  then 
as  i  have  since.  That  experience  and  my  observations  since  have 
convmced  me  that  if  bankers  are  an  evil  they  are,  like  lawyers  a 
very  necessary  one.  ' 

I  relate  this  incident  to  illustrate  the  importance  of  prompt  deal- 
ing m  large  financial  transactions.  If  a  railroad  company  is  com- 
pelled to  go  to  half  a  dozen  or  more  State  railroad  commissions  for 
permission  to  make  an  issue  of  stock  or  bonds,  and  encounter  delays 
running  from  weeks  to  months  on  account  of  numerous  hearings  be- 
fore dilierent  commissions,  and  meet  their  conflicting  policies  and 
views,  before  it  can  deliver  the  securities,  it  will  be  impossible  to  have 
the  issue  underwritten,  or  if  underwritten  at  all  the  cost  will  be 
enormous.  But  worse  still,  the  chances  are  that  differences  between 
the  commissions  will  arise,  or  that  the  inexperience  and  perhaps  the 
financial  theories  of  some  of  the  many  commissioners  may  require 
changes  that  will  offset  the  plan  entirely. 

In  the  meantime,  with  public  knowledge  of  the  fact  that  the  issue 
IS  to  be  brought  out,  and  with  no  bankers  or  syndicate  to  protect  it 
against  raids,  ample  opportunity  will  be  afforded  for  depressing  the 
securities  on  the  market  by  the  time  they  are  issued. 

It  is  true,  of  course,  that  some  delay  and  publicitv  will  attend  anv 
commission  regulation  of  the  issue  of  securities.  But  it  is  obvious 
that  if  supervision  of  only  one  commission  is  required  the  delay  will 
be  far  less,  and  that  commission,  with  the  greater  experience  it  will 
have  m  dealing  with  such  subjects,  will  acquire  an  expertness  and 
familiarity  with  all  conditions  involved  that  will  not  only  greatly 
expedite  the  proceedings  but  enormously  increase  the  efficiency  and 
wisdom  of  the  supervision. 

The  difficulties  are  not  merely  potential,  thev  are  actual ;  and  with 
the  increasing  number  and  power  of  State  commissions  the  difficul- 
ties of  financing  railroad  improvements  will  become  insuperable 
Mr.  Thorn  told  you  of  the  predicament  of  the  new  management  of 
tlie  New  Haven  Eoad  because  of  the  conflicting  laws  of  Massachusetts, 
ivhode  Island,  and  Connecticut;  and  of  the  New  York  Central  hav- 
ing to  pay  the  State  of  Illinois  a  fee  of  $600,000  for  an  issue  of 
securities  on  its  line  from  New  York  to  Chicago,  although  but  a  few 
miles  of  the  railroad  lies  in  the  State  of  Illinois. '  The  Union  Pacific, 
for  the  privilege  of  issuing  some  bonds  under  a  mortgage  covering 
Its  lines  extending  from  the  Missouri  Eiver  to  Ogden,  with  only  a 
few  hundred  feet  of  track  in  Missouri,  at  Kansas  City,  had  to  pay 
recently  to  the  State  of  Missouri  for  the  approval  of  such  issue  by 
the  Missouri  commission  a  fee  of  $10,962,  when  onlv  $124,930  of  the 
money  represented  by  the  bonds  had  been  expended  upon  its  prop- 
erty in  that  State.  ^     ^ 

Indeed,  some  States,  in  effect,  deny  railroad  companies  the  rio-ht 
to  borrow  money  for  improvement  at  all.  As  attornev,  and  aft^er- 
wards  as  president  of  the  Southern  Pacific  lines  in  Texas,  I  had  to 
do  and  was  quite  familiar  with  the  Avorking  of  the  Texas  law  regu- 
lating railroad  stocks  and  bonds,  from  the  time  of  its  enactment^'in 
1893  until  the  termination  of  my  connection  Avith  the  Southern  Pacific 
in  1913.  Without  reference  to  branches  and  other  subordinate  lines, 
the  Southern  I  acific  Sunset  Eoute,  made  up  of  steamers  from  New 
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York  to  New  Orleans  and  Galveston,  thence  by  rail  to  Los  Angeles, 
San  Francisco,  and  Portland,  runs  through  the  State  of  Texas  for 
936  miles  from  the  Texas-Louisiana  boundary  to  the  Rio  Grande 
River  at  El  Paso,  with  a  line  diverging  from  this  at  Houston  and 
extending  to  Galveston.  Yet  under  the  stock  and  bond  law  of  1893^ 
as  administered  by  the  Texas  Railroad  Commission,  not  a  dollar  ol 
bonds  or  a  share  of  stock  has  been  issued  against  or  on  account  of  this 
line  for  the  necessary  betterments  and  additions  of  this  great  trans- 
continental line  of  railroad  in  Texas  since  the  Texas  statute  was 
enacted  in  1893  to  this  day.  Even  if  they  could  have  been  sold  for 
100  cents  on  the  dollar  gold,  or  more,  their  issuance  would  not  have 
been  allowed. 

The  Gulf  line  of  the  Santa  Fe,  extending  from  a  connection  with 
the  main  system  in  Oklahoma,  thence  through  Texas  to  the  Gulf, 
is  in  the  same  situation.  Not  a  bond  or  share  of  stock  has  been  issued 
in  over  20  years  for  the  improvement  of  that  great  outlet  for  inter- 
state and  foreign  commerce  from  the  Northwest. 

During  the  life  of  Mr.  Harriman,  he  planned  to  build  a  low-grade 
line  connecting  with  the  Union  Pacific  at  Kansas  City,  thence  to 
the  boundary  of  Texas  at  Denison,  there  connecting  with  the  Houston 
&  Texas  line,  controlled  by  the  Southern  Pacific,  and  practically  to 
rebuild  that  line  from  Denison  to  Houston  and  Galveston,  in  order 
to  estalDlish  a  low-grade  line  from  Kansas  City  to  the  Gulf,  particu- 
larly for  the  transportation  of  wheat  for  export,  and  lumber  from 
east  Texas  and  Louisiana  to  Oklahoma.  Kansas,  Nebraska,  etc.  As 
counsel,  I  was  obliged  to  advise  him  that  under  the  Texas  law  and 
the  ruling  of  its  railroad  commission,  not  a  dollar  in  bonds  could  be 
issued  for  the  money  required  in  the  reconstruction  of  the  Houston 
&  Texas  Central ;  and  even  if  stock  could  be  issued  at  100  cents  on 
the  dollar  for  the  money  thus  expended,  as  a  practical  matter  it 
could  not  be  sold,  since  stock  ownership  was  the  only  way  by  which 
the  Houston  &  Texas  Central  could  continue  as  a  part  of  the  South- 
ern Pacific  system,  a  lease  or  sale  of  the  railroad  itself  to  the  Southern 
Pacific  Co.  or  any  foreign  corporation  being  forbidden  by  the  laws 
of  Texas.  The  result  was  that  a  great  project  for  improving  the 
facilities  for  interstate  and  international  commerce  had  to  be  aban- 
doned, and  the  choppy  grades  of  the  Houston  &  Texas  Central  con- 
tinue as  they  always  have  been,  and  probably  always  will  be  as  long 
as  the  Texas  law  remains  unchanged. 

Senator  Townsexd.  What  do  you  mean  by  low-grade  railroads? 

Mr.  LovETT.  About  five-eights.  Wlu^t  I  mean  is  practically  a 
level  road. 

Senator  Townsexd.  Yes:  I  did  not  quite  understand  wliat  you 
meant. 

Mr.  LovETT.  Yes :  it  is  praictically  a  level  track.  The  Houston  & 
Texas  Central,  like  most  of  the  roads  constructed  in  the  early  days, 
was  built  without  much  regard  to  grades  and  on  the  surface  of  the 
ground. 

^Ir.  Thom,  The  lower  the  grade  of  the  ground  the  higher  the  grade 
of  the  railroad. 

Senator  Townsend.  T  did  not  knoAv  whether  you  meant  that  or 
whether  you  meant  a  cheap  railroad. 

Mr.  LovETT.  The  money  needed  for  the  improvement  of  the  Texas 
line.s  of  the  Southern  Pacific  and  Santa  Fe  systems,  when  forthcom- 
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ing  at  all,  has  been  furnished  by  the  parent  systems  by  direct  loan 
without  security  from  their  treasuries  outside  of  the  State  and  by 
foregoing  dividends  of  the  Texas  companies  from  time  to  time  to 
wliich  the}^  were  fairly  entitled.  IN'Iuch  of  the  lines  mentioned — more 
than  half  of  the  Southern  Pacific  from  the  Louisiana  boundary  and 
the  Gulf  to  the  Xew  Mexico  boundary — is  unproductive  and  would 
not  pay  operating  expenses  except  for  the  through  business.  No 
argument  should  be  needed  to  show  that  the  transcontinental  lines  of 
railroad  extending  from  New  Orleans  on  the  Mississippi  River  and 
Galveston  on  the  Gulf  to  the  Pacific  Ocean,  and  the  lines  from  the 
grain  fields  of  Oklahoma.  Kansas,  Missouri,  Nebraska,  Iowa,  etc.,  to 
the  Gulf — particularly  those  under  the  same  stock  ownership  and 
operated  as  a  single  line — ought  to  be  regulated,  in  their  financial 
operations  at  least,  by  the  Government  that  regulates  interstate  and 
foreign  commerce. 

What  is  true  of  the  Southern  Pacific  and  Santa  Fe  lines  in  Texas 
is  true,  more  or  less,  of  all  the  other  lines  in  that  State.  Railroad 
construction  in  Texas  since  the  enactment  of  the  law  in  1893  has  been 
limited  to  building  by  large  railroad  systems  operating  outside  the 
State  in  order  to  reach  the  Gidf  or  as  feeders  to  the  main  system. 
Every  case  of  any  independent  railroad  construction  in  Texas  since 
1893,  without  a  single  exception  which  I  can  recall,  has  proven  dis- 
astrous and  ended  in  a  receivership.  Almost  all  the  mileage  in  the 
State,  outside  of  that  owned  by  the  Southern  Pacific  and  Santa  Fe,  is 
to-day  in  the  hands  of  receivers,  and  even  the  Southern  Pacific  and 
Santa  Fe  lines  would  have  greatly  deteriorated  physically  or  gone 
into  receiverships  if  it  had  not  been  for  their  strong  backing. 

The  question  naturally  arises  why  Texas  will  not  allow  the  rail- 
roads to  issue  securities  at  par  for  money  necessary  to  improve  their 
railroad  facilities.  The  explanation  is  that  the  law  of  1893  required 
the  railroad  commission  to  appraise  the  value  of  all  existing  Texas 
railroads  and  to  file  such  appraisal,  which  should  thereafter  be  the 
basis  for  issuing  securities  against  such  properties,  but  giving  the 
commission  full  power  to  change  such  appraisal  practically  at  its 
discretion.  The  commission  proceeded  in  1894,  1895,  and  1896  to 
determine  what  it  claimed  would  be  the  cost  of  reproducing  the  Texas 
railroads  as  they  then  existed,  which  they  determined  should  be  the 
basis  of  value.  It  was  during  a  period  of  great  business  depression, 
as  you  will  recall,  throughout  the  whole  country,  when  materials  and 
labor  were  lower  than  they  ever  have  been  within  my  memory.  They 
proceed  substantially  as  the  Interstate  Commerce  Commission  is  now 
proceeding,  or,  to  state  it  another  way,  the  Interstate  Commerce  Com- 
mission valuation  department  has  apparently  adopted  the  Texas 
commii^sion  method  of  valuing  the  railroads  of  the  United  States. 
The  method  assumes  an  ideal  condition  and  the  perfection  of  human 
wisdom  and  performance,  and  naturally  it  achieves  marA'elous  results. 
For  example,  the  Texas  commission  determined  that  the  railroads  of 
the  Galveston,  Harrisburg  &  San  Antonio  Railway  Co..  the  sub- 
sidiary OAvning  the  main  line  of  the  Southern  Pacific  from  Houston 
to  the  Rio  Grande  River  at  El  Paso,  was  worth  $16,700  per  mile, 
whereas  afterwards,  in  a  suit  to  enjoin  as  confiscatory  rates  based 
upon  that  theory,  by  testimony  of  engineers  engaged  in  the  original 
construction  and  other  evidence  with  respect  to  conditions,  prices,  and 
difficulties  attending  the  construction  at  the  time,  it  was  shown  that 
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with  subsequent  betterments  and  additions  the  raih'oad  had  probably 
cost  upward  of  $50,000  per  mile.  Other  instances  of  differences 
between  the  theor,y  and  the  fact  quite  as  striking  covdd  be  cited. 

Now,  the  commission  having  determined  the  value  of  the  then 
existing  Texas  railroads  in  the  depression  of  1894,  1895,  and  1896, 
found  that  the  outstanding  capitalization,  of  course,  very  greatly  ex- 
ceeded the  value  thus  ascertained.  Wherefore  the  commission  de- 
cided that  so  long  as  that  condition  existed  no  more  bonds  could  be 
issued,  no  matter  how  high  the  price  received  for  them.  True,  the 
commission  has  been  liberal  in  allowing  bonds  and  stock  to  be  issued 
for  the  construction  of  new  lines,  particularly  if  designed  to  com- 
pete with  existing  lines.  And  to  show  that  such  conunission  regula- 
tion does  not  prevent  the  imposition  of  worthless  securities  upon  tlie 
public,  my  information  is  that  every  railroad  bond  issued  by  order 
of  the  railroad  commission  of  Texas  sooner  or  later  went  into  default, 
except  those  issued  by  companies  owned  by  the  Southern  Pacific, 
Santa  Fe,  and  the  El  Paso  &  Southwestern — Phelps  Dodge  lines.  Yet 
the  great  argument  for  the  enactment  of  the  law,  in  the  expressive 
phrase  of  its  author,  was  to  take  the  "  wind  and  water  out  of  railroad 
bonds  and  stocks." 

No  other  State,  so  far  as  I  am  aware,  has  undertaken  an  appraisal 
of  the  railroads  as  it  was  done  in  Texas.  Only  Congress  has  taken 
that  action,  and  we  supposed,  and  shall  contend,  that  it  required  the 
Interstate  Commerce  Commission  to  take  into  account  all  elements  of 
value,  rather  than  the  theoretical  cost  of  reproduction,  which  the 
Texas  commission  took  as  its  only  guide.  The  conditions  in  Texas 
which  I  have  just  described  do  not  therefore  exist  in  any  other  State, 
so  far  as  I  am  aware.  The  other  States  regulating  the  issue  of  rail- 
road securities  mostly  have  concerned  themselves  thus  far  only  with 
ascertainment  of  the  purpose  for  which  the  issue  is  to  be  made  and 
the  price  to  be  obtained,  though  some  of  them  have  claimed  the  right 
to  review  the  business  judgment  and  Avisdom  of  the  directors  in  under- 
taking the  particular  improvements  for  which  the  issued  is  desired. 

Again,  the  right  to  extend  an  existing  system  of  railroads  by  build- 
ing a  new  line  or  buying  or  leasing  an  existing  line  comes  only 
from  the  States.  Congress  makes  no  provision  therefor,  although  the 
object  may  be  exclusively  the  extension  and  promotion  of  interstate 
and  foreign  commerce.  Each  one  of  the  large  railroad  systems  of  the 
countrj^  derives  its  existence  from  some  State,  and  that  State  can  para- 
lyze the  development  of  the  system  in  other  States  by  imposing  re- 
strictions upon  the  capitalization,  or  otherwise,  if  it  should  choose 
to  do  so;  and  where  the  line  traverses  several  States  any  one  of  the 
States  can  at  least  prevent  deA-elopment  through  raising  money  on 
mortgage  bonds,  if  not  through  the  issue  of  stock,  by  refusing  to  per- 
mit the  mortgage  on  that  portion  of  the  system  within  such  State. 
It  Avill  not  do  to  say  that  the  States  are  not  likely  to  exercise  this 
power.  As  a  matter  of  fact,  they  do.  I  have  already  cited  the  case 
of  Texas.  That  State  goes  further  and  does  not  allow  a  corporation 
of  any  other  State  to  own  or  lease  or  operate  a  mile  of  railroad  within 
its  territory.  And  there  are  others.  Several  of  the  States  will  not 
permit  the  sale  or  lease  of  any  part  of  a  railroad  without  the  approval 
of  the  State  commission.  Following  the  decision  of  the  Supreme 
Court  in  United  States  v.  Union  Pacific  Railroad  Co.  (226  U.  S.  Rep., 
61),  holding  illegal  the  control  of  the  Southern  Pacific  by  the  Union 
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Pacific,  the  Attorney  General  insisted,  as  a  part  of  the  dissohition 
procedure  to  be  worked  out  in  the  court  below,  that  the  Southern 
Pacific  should  sell  and  that  the  Union  Pacific  should  bu};-  the  Central 
Pacific  E  ail  road  extending  from  a  connection  with  the  Union  Pacific 
at  Ogden  to  San  Francisco,  San  Jose,  and  Fresno,  Cal.,  and  from 
Roseville  Junction  to  the  Oregon  boundary,  which  the  Pacific  Rail- 
road acts  of  Congress  aiding  its  construction  required  should,  in  con- 
nection with  the  Union  Pacific,  be  operated,  so  far  as  the  public  and 
Government  were  concerned,  as  "  one  continuous  line  of  railroad  from 
the  Missouri  Eiver  to  the  Pacific  Ocean."  Under  pressure  from  the 
Attorney  General  the  Union  Pacific  and  Southern  Pacific  arrived  at 
and  executed  an  agreement  for  such  sale.  But  an  essential  feature 
of  the  agreement  was  the  joint  use  by  the  two  systems  of  certain 
terminals  at  Sacramento,  Oakland,  and  San  Francisco  and  the  joint 
use  of  certain  tracks  of  the  Southern  Pacific  between  Sacramento 
and  Oakland  and  a  lease  of  the  Central  Pacific  between  Tehama  and 
the  Oregon  boundary  to  the  Southern  Pacific.  The  railroad  commis- 
sion act  of  California,  however,  provided  that  every  contract  for 
trackage  or  joint  use  of  terminals  or  other  railroad  properties  and 
for  the  lease  or  sale  of  railroad  property  was  unlawful  unless  ap- 
proved by  the  California  commission.  Application  was  made  and, 
after  hearing,  the  California  commission  would  approve  the  contract 
only  on  condition,  in  substance,  that  other  lines  should  be  admitted 
to  the  joint  use  of  such  properties  on  such  terms  as  the  commission 
itself  might  fix,  and  that  the  rentals  for  the  joint  use  of  the  proper- 
ties should  be  fixed  by  the  commission — conditions  which,  of  course,  no 
solvent  railroad  company  could  afford  to  accept.  Consequently  the 
agreement  failed. 

Mr.  Adamsox.  Judge  Lovett,  not  for  the  purpose  of  cross-examina- 
tion at  this  time,  which  is  not  allowable  under  our  ruling,  but  simply 
in  order  to  understand  you,  are  not  those  government-aided  railroads 
chartered  by  the  Federal  Government? 

Mr.  LovETT.  No. 

Mr.  Adamson.  None  of  them? 

Mr.  LovETT.  No.  The  Central  Pacific  was  chartered  by  the  State 
of  California,  but  certain  rights  were  conferred  upon  it  by  Congress, 
including  Government  aid,  and  the  Supreme  Court  held  that  it  was 
endowed  by  the  Federal  Government  with  certain  powers. 

Mr.  Adamson.  My  idea  was  that  if  it  was  chartered  by  the  Federal 
Government  it  would  not  he  necessary  to  get  this  permission  from 
the  State  commissions. 

Mr.  Lovett.  No  ;  it  was  chartered  by  the  State  of  California.  The 
original  Union  Pacific  was  a  Federal  corporation,  but  was  foreclosed. 

ISoAv.  I  do  not  wish  to  be  understood  as  criticizing  the  California 
commission  for  its  action  in  the  matter  just  stated,  or  to  express  any 
opinion  as  to  the  wisdom  of  its  action  from  any  standpoint. 

I  mention  it  only  as  an  instance  where  as  able  and  enlightened  a 
commission  as  that  of  the  State  of  California  prevented  an  otherwise 
lawful  contract  for  the  establishment  under  one  management  of  a 
gi'eat  national  highway,  and  prevented  the  carrying  out  of  a  definite 
plan  of  two  successive  national  administrations,  as  reflected  by  action 
of  the  Attorney  General  in  each.  Wliether  the  result  was  beneficial 
or  otherwise  to  the  public  is,  of  course,  not  for  me  to  say.    The  whole 
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point  I  make  is  it  was  a  matter  that  should  be  for  the  determination 
of  the  national  authority  and  not  for  a  single  State. 

xVccess  to  our  Pacific  Ocean  coast  from  the  Mexican  boundary  on 
the  south  to  Oreojon  on  the  north,  a  distance  of  almost  1,000  miles, 
is  through  the  State  of  California.  Indeed  the  only  accessible  ports 
between  Mexico  and  the  mouth  of  the  Columbia  River,  a  stretch  of 
1,280  miles,  are  within  California.  Access  to  the  Gulf  of  Mexico 
between  the  Mexican  boundary  and  Louisiana  is  through  the  State 
of  Texas,  and  the  only  practicable  access  to  the  Gulf  between  the 
mouth  of  the  Mississippi  Eiver  and  Mexico,  a  stretch  of  some  670 
miles,  is  through  the  Texas  poils.  With  the  California  commission 
controlling  access  to  most  of  our  Pacific  Ocean  coast  and  local  rates 
to  and  from  the  ports,  and  with  the  Texas  commission  controlling 
access  to  most  of  the  Gulf  coast  ports  and  the  local  rates  to  and  from 
those  ports,  it  is  to  be  expected  that  the  commissioners  of  those  States 
will  be  indisposed  to  relinquish  their  power  over  the  "  hinterland," 
and  will  oppose  every  move  for  the  exercise  by  Congress  of  its  full 
constitutional  power  over  interstate  and  foreign  commerce. 

Mr.  Adamson.  Mr.  Chairman.  Judge  Lovett  has  been  speaking, 
without  interruption,  for  almost  two  hours,  and  not  being  a  Senator, 
and  accustomed  to  long 

Mr.  LovETT.  And  tiresome. 

The  Chairman.  Our  custom  has  been  to  hold  sessions  until  half 
past  1  and  adjourn  for  the  day. 

]Mr,  Adamson.  What  I  was  going  to  say  is,  Avould  it  not  be  better 
to  let  him  have  a  rest  and  come  back  at  half  past  1?  It  has  been 
intimated  that  Judge  Lovett  might  be  called  away,  inasmuch  as  we 
are  in  this  perilous  time. 

Mr.  LovETT.  I  am  entirely  at  the  service  of  the  committee. 

Mr.  Sims.  I  suggest  that  we  continue  until  1.30  to-day  and  then 
adjourn,  and  make  up  our  plans  for  the  future. 

Mr.  LoA'ETT.  Shall  I  proceed,  Mr.  Chairman  ? 

Mr.  Adamson.  I  withdraw  the  motion,  Judge  Lovett., 

The  Chairman.  Yes,  proceed,  Judge  Lovett. 

Mr.  Lovett.  I  l)elieAe  very  strongly  that  it  is  absolutely  necessary 
for  the  adequate  development  of  the  railroad  transportation  of  this 
countr}^  for  Congress  to  exercise  the  powers  vested  in  it  by  the  Con- 
stitution, rather  than  the  States,  to  the  extent,  at  least,  of  controlling 
exclusively  the  issue  and  sale  of  securities  by  railroad  companies, 
and  the  establishment  and  extension  of  interstate  railroad  systems 
by  construction,  purchase,  lease,  consolidation,  or  otherwise.  The 
credit  of  such  systems  depends  upon  the  cohesion  of  the  constituent 
factors  and  the  legality  of  the  combination.  Undoubtedly  there  should 
be  a  veto  power  upon  the  construction  of  unnecessary  lines  and  upon 
sales,  leases,  and  consolidations,  but  I  submit  that  the  power  should 
be  vested  in  Congress,  or  a  congressional  agency  such  as  the  Inter- 
state Commerce  Commission,  and  not  in  the  States.  The  power  which 
a  single  State  now  has,  and  sometimes  exercises,  to  upset  and  defeat 
the  extension  and  building  up  of  a  great  railroad  system  serving  the 
commerce  of  many  States  or  the  whole  countrv  should  be  abolished. 
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Comiiio-  now  to  the  second  difficulty  I  mentioned,  namely,  State 
]-egulation  of  rates  in  such  manner  as  to  imdnly  reduce  revenues,  to 
discriminate  in  favor  of  localities  and  shippers  within  the  State, 
and  disturb  and  disarrange  the  structure  of  interstate  rates,  but  little 
need  be  said,  since  the  facts  are  familiar.  Most  of  you  know  that 
many  of  the  States  by  legislative  action  or  commission  order  have 
reduced  passenger  fares  to  2  cents  per  mile,  while  interstate  rates 
are  higher,  and  that  interstate  passengers  in  such  circumstances  are 
able,  and  many  of  them  do,  by  buying  tickets  to  intermediate  points, 
etc..  travel  at  a  lower  rate  than  that  prescribed  by  interstate  tariffs 
filed  with  the  commission.  Similar  discriminations  are  commonly 
practiced  with  respect  to  freight.  My  understanding  is  that  at 
about  the  time  the  Interstate  Commerce  Commission  "granted  the 
eastern  roads  an  increase  of  rates  in  the  early  stages  of  the  European 
war,  as  a  necessary  measure  of  relief  from  serious  fuiancial  distress, 
the  Pennsylvania  commission  ordered  a  reduction  in  coal  rates  in- 
volving a  loss  of  revenue  to  the  roads  affected  almost  equal  to  the 
gain  to  result  from  the  increased  rates  allowed  by  the  Interstate 
Commerce  Commission.  But  the  officers  of  the  railroads  from  that 
State  can  give  you  more  explicit  information  as  to  this.  Certainly 
it  has  not  been  unusual  for  States  and  State  commissions  to  reduce 
rates  while  the  Interstate  Commerce  Commission  was  increasing  or 
considering  applications  to  increase  rates. 

Some  of  the  State  commissions  in  effect  control  interstate  rates 
through  their  poAver  over  intrastate  rates  and  their  willingness  or 
threat  to  use  such  power  to  punish  railroads  who  disregard  their 
wishes  with  respect  to  interstate  rates.  The  Texas  Railroad  Com- 
mission has  for  years  practically  controlled  interstate  and  foreign 
rates  to  and  from  that  vast  territory.  Its  control  over  the  local 
rates  to  the  Gulf  ports  from  a  great  interior  territory  enables  it  to 
force  an  adjustment  of  interstate  rates  throughout  a  very  large 
section  of  the  Southwest.  In  addition  to  this,  that  commission  has 
long  coerced  the  Texas  railroads  into  adopting  whatever  interstate 
rates  or  whatever  adjustments  or  differentials  in  interstate  rates  it 
desired,  though  this  control  received  a  shock  in  the  so-called  "  Shreve- 
port  case."  It  has  threatened  the  Texas  railroads  with  punishment 
by  reduction  of  local  rates,  and  has  made  the  threats  good  by  in- 
flicting punishment  in  many  instances  when  its  wishes  w^th  respect 
to  interstate  rates  were  disregarded.  I  could  give  you  many  in- 
stance in  proof  of  this,  but  will  not  take  the  time,  since  I  believe 
my  statement  will  not  be  questioned.  Indeed,  the  Shreveport  case 
is  a  good  example.  In  a  word,  it  was  a  case  where  the  Texas  com- 
mission required  the  Texas  railroads  to  maintain  interstate  rates 
sufficient  to  practically  prevent  the  city  of  Shreveport  from  com- 
peting with  Dallas  and  Houston  in  Texas  localities  much  nearer 
Shreveport  than  either  of  the  Texas  cities.  (H.  E.  &  W.  T.  E.  Co.  v. 
U.  S.,  234  U.  S.,  342.) 

It  may  interest  you  in  this  connection  to  observe  how  small  the 
intrastate  traffic  is  compared  with  the  interstate  traffic.  Statistics 
for  the  Union  Pacific  system  for  the  fiscal  year  ended  June  30,  1916, 
show  the  following: 
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Union  Pacific  System. 
Freight  revenue  fiscal  year  ended  June  SO,    1916. 
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Clasj  of  revenue.       i       Amount. 

i 

Per  cent 
of  total. 

Class  of  revenue. 

Amount. 

I'er  cent 
of  total. 

1 
Intrastate    for    State 
of- 
Missouri 

Intrastate    for    State 
of— Continued. 

$1,065,877.23 

102, 169. 66 

1,493,195.16 

729,036.58 

65,997,249.75 

1  4 

Iowa 1 \^ 

Nel)raska 

$2, 130, 434. 04 

1,546,196.63 

929,116.15 

405,305.34 

680, 174. 70 

2.8 

2.1 

1.2 

.6 

.9 

2  0 

Kansas 

Colorado 

Washington 

1.0 

87  9 

Wyominij.   . 

Grand  total 

Utah 

75,078,755.24 

100.0 

Passenger  revenue  fiscal  year  ended  June  30,  1916. 


Class  of  revenue. 

Amount. 

Per  cent 
of  total. 

Class  of  revenue. 

Amount. 

Per  cent 
of  total. 

Intrastate    for    State 
of- 
Missouri 

Intrastate    for    State 
of— Continued. 

$1,079,535.11 

122,409.10 

1,061,744.83 

539,971.62 

13,343,409.99 

5  5 

Iowa 

Q 

Nebraska 

$1,488,054.94 

1,061,811.94 

444,586.33 

258,625.27 

217,080.67 

7.6 
5.4 
2.3 
1.3 
1.1 

5  4 

Kansas 

Washington 

Interstate 

2.8 
68  0 

Colorado 

Wyoming 

Grand  total 

Utah...." 

19,617,229.80 

100.0 

Our  total  freio-ht  revenue  that  year  was  $75,078,755 

Mr.  Sims  Tha  t  is,  the  Union  Pacific  ? 

Mr.  LovETT.  Yes,  sir. 

Mr.  Sims.  For  the  whole  country  ? 

Mr.  LovETT.  That  is  the  total  freight  revenue  of  the  Union  Pacific 
system  for  the  year  ended  June  30,  1916.  Our  interstate  and  foreign 
freight  revenue  Avas  87.9  per  cent. 

The  Chairman.  What  is  that  last?     Interstate  and  foreign? 

Mr.  LovETT.  Our  total  freight  revenue.  Of  our  total  freight 
revenue  87.9  was  interstate  and  foreign — that  is  to  say,  subject  to  the 
Interstate  Commerce  Commission  regulation — whereas  the  largest 
intrastate  revenue  furnished  by  any  one  State  w^as  2.8  per  cent,  while 
the  lowest  was  one-tenth  of  1  per  cent.  The  percentage  of  intrastate 
passenger  revenue  was  somewhat  larger,  ranging  from  six-tenths  of 
1  per  cent  to  7.6  per  cent,  w'hile  interstate  passenger  traffic  was  68  per 
cent.  Yet  any  one  of  the  States  could  block  the  financial  plans  for  a 
considerable  part  of  this  railroad  system,  if  not  for  the  wdiole,  if  it  so 
willed.  Happily  the  States  traversed  by  our  lines  have  been  con- 
siderate and  cooperative  in  helping  us  in  our  work  of  upbuilding  and 
development. 

Mr.  Adamson.  Your  comparison  between  local  and  interstate  rates, 
I  presume,  you  mean  in  this  way :  That  on  an  average  each  point,  in 
doing  business  with  other  points,  would  maintain  that  pro  rata  per 
cent :  that  the  business  that  it  does  with  intrastate  points  w^ould  be 
only  that  small  percentage,  compared  with  the  business  it  does  with 
outside  interstate  points,  on  an  average  ? 

Mr.  LovETT.  All  of  the  business,  Judge  Adamson,  of  course,  movea 
over  the  same  lines. 
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Mr,  Adamson.  I  understand. 

Mr.  Lo^•ETT.  And  it  all  comes  from  our  own  stations  and  con- 
nections. 

Mr.  Adamson.  I  understand,  but  the  general  meaning  of  that 
statement  would  be  that  Philadelphia,  for  instance,  in  doing  busi- 
ness with  Pennsylvania  points,  would  maintain  on  an  average  a 
small  percentage  as  against  the  large  percentage  it  would  do  with 
interstate  points — points  beyond  the  State? 

Mr.  LovETT.  Yes.  Of  course,  all  these  stations  do  State  as  well 
as  intersttite  business,  but  the  interstate  business  is  not  subject  to 
State  regulation. 

Mr.  Adamson.  I  understand,  but  I  am  talking  about  your  com- 
parative figures — the  amounts. 

Mr.  LovETT.  Yes,  if  I  understand  your  question.  We  have  taken 
here  the  business  that  has  both  origin  and  destination  in  the  same 
State. 

Mr.  Sims.  Exclusively  intrastate  business? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  not  where  part  of  the  haul  is  through  one  State 
to  a  point  in  another  State  ? 

Mr.  LovETT.  No.    That  comes  under  interstate  traffic. 

Mr.  Adamson.  Xot  all  in  one  State — intrastate? 

Mr.  LovETT.  Yes.  These  figures  include  every  dollar  that  we 
earn — freight  and  passenger — and  that  which  is  not  intrastate  is 
interstate.  Each  station  on  the  line  probably  had  interstate  business 
as  well  as  intrastate  business,  and  certainly  some  of  them,  if  not 
all  of  them,  had  more  interstate  business  than  State  business.  But 
the  purpose  of  this  statement  is  to  separate  that  which  is  subject  to 
the  jurisdiction  of  some  particular  State  from  that  which  is  sub- 
ject to  national  jurisdiction. 

Mr.  Adamson.  Of  course,  all  stations  do  not  maintain  the  same 
proportion. 

Mr.  LovETT.  Oh,  certainly  not. 

Mr.  Adamson.  Or  ratio. 

Mr.  LovETT.  No.  The  point  is  that  while  87  per  cent  of  our 
freight  business  is  interstate,  and  while  the  largest  percentage  of 
any  one  State  under  the  Constitution  is  only  2.8  per  cent  of  the 
freight  business,  yet  any  one  of  those  States  can  defeat  the  financial 
operations — an  issue  of  bonds  or  an  issue  of  stock  or  any  other  im- 
portant financial  operation — of  a  considerable  part  of  the  Union 
Pacific  system  by  withdrawing  its  consent. 

Mr.  Sims.  A  large  State,  like  Texas,  of  course  has  a  vast  interest 
in  interstate  business  and  a  smaller  one  in  intrastate  business,  on 
account  of  the  smaller  amount  of  intrastate  business. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Noav,  from  an  economic  standpoint,  why  have  not  the 
people  of  Texas  the  right  to  try  to  control  that  interstate  rate,  in 
which  they  have  a  larger  interest  and  a  greater  burden  ? 

Mr.  LovETT.  Because  of  this  reason 

Mr.  Sims  (interposing).  I  am  not  talking  about  a  legal  right,  but 
a  moral  right. 

Mr.  LovETT.  Certainly  as  far  as  a  legal  right  is  concerned  they 
have  no  control  over  interstate  traffic. 

Mr.  Sims.  I  understand. 
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Mr.  LovF/iT.  The  Constitution  gives  that  power  to  tlie  Congress. 
So  far  as  moral  rights  may  be  concerned,  I  think  there  is  none,  be- 
cause Texas,  once  a  republic,  thought  that  she  would  gain  sufficient 
iulvanlages  from  becoming  one  of  the  States  of  the  T^nion,  to  give  up 
that  right. 

Mr.  Sims.  She  might  have  supposed  that  she  would  have  been 
iinnoxed  anyway. 

Mr.  LovETT.  She  considered  that  the  cheapest  way  to  get  in.  But, 
nt  all  events,  from  a  moral  standi^oint,  she  gave  up  her  right  to  inde- 
])endent  regulation  of  thase  matters  for  other  con-iderations. 

If  Congress  is  going  to  perform  its  duties,  under  the  Constitution 
to  regulate  interstate  commerce,  is  it  right  to  leaA'e  the  law  so  that 
eithei'  one  of  these  States — even  one  that  contributes  one-tenth  of  1 
per  cent — can  say  whether  or  not  an  issue  of  a  hundred  million  dollars 
of  bonds  or  a  hundred  million  dollars  of  stock,  or  any  other  amount, 
for  the  development  of  this  important  inteistate  highway,  shall  be 
made  or  not?    Each  State  has  that  right  to-day. 

The  third  difficulty  which  I  specified  is  the  inability  of  the  Inter- 
state Commerce  Commission,  no  matter  who  the  commissioners  may 
be.  to  perform  the  duties  devolving  upon  the  commission,  under 
existing  laws,  resulting  in  delay — which  should  never  occur  in  com- 
mercial matters — and  compelling  the  commissioners  to  accept  the 
conclusions  of  their  employees  as  final  in  deciding  matters  of  gi'eat 
importance  to  the  commercial  and  railroad  interests  of  the  country. 
If  the  duties  of  the  commission  should  be  enlarged,  if  only  to  the 
extent  of  supervising  and  regulating  the  issue  of  railroad  securities, 
the  conditions  will,  of  course,  become  worse,  and  the  delay  intoler- 
able ;  and  some  provision  for  the  relief  of  the  commission  will  become 
absolutely  necessary. 

Mr.  Adamson.  I  thought  you  were  going  to  talk  about  the  regula- 
tion of  stocks  and  bonds.  Before  you  leave  that  topic.  I  have  a  sug- 
gestion to  make  to  you,  and  that  is  that  right  there,  in  that  part  of 
your  statement,  you  examine  the  Rayburn  bill  which  was  passed  by 
the  House,  and  say  what  you  can  or  desire  to  say  about  it ;  because  the 
House  agrees  with  you  up  to  this  point,  and  passed  that  Eaybum  bill 
tw^o  yeai's  ago,  and  sent  it  to  the  Senate,  and  a  committee  of  the  House 
reported  it  again  to  the  House,  but  I  think  mainly  on  account  of  this 
investigation,  refrained  from  passing  it  again,  and  there  are  Mem- 
bers of  the  House  who  believe  that  that  Eayburn  bill,  either  in  its 
present  form  or  as  it  may  be  amended,  if  necessar3^  would  remedy  all 
the  defects  you  have  talked  about  up  to  this  point :  and  I  w^ould  be 
glad  to  have  your  views  on  it.  Of  course,  I  may  be  wrong;  I  do  not 
know. 

Mr.  LovETT.  The  Rayburn  bill,  as  it  originally  passed  the  House, 
did  not  meet  this,  because  it  simply  added  another  regulating  body. 
It  reserved  the  rights  of  the  States  to  regulate  the  issuance  of  securi- 
ties. It  was  amended  by  the  Senate  committee  in  a  way  that,  in  my 
judgment,  made  the  congressional  regulation  exclusive. 

Mr.  Adamsox.  Do  you  not  think  that  would  have  been  true  of  the 
Eayburn  bill,  that  the  regulation  would  have  become  exclusive? 

Mr.  LovETT.  I  am  afraid  not.  Judge  Adamson,  because  the  Eayburn 
bill  expressly  provided  that  it  should  not  supersede  regulation  by  the 
State,  according  to  my  recollection  of  the  terms  of  the  original  Eay- 
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burn  bill.  I  propose  to  discuss  this  question  of  regulation  and  means 
of  regulation  later  on. 

Mr.  Adamsox.  I  just  wanted  your  views  about  that  particular  bill. 

Mr.  LovETT.  It  is  my  jjurpose  to  discuss  the  question  of  whether  it 
must  be  done  by  a  Federal  corporatic  n  or  whether  Congress  can  regu- 
late the  performance  or  exercise  of  those  functions  by  State  corpora- 
tions; and  I  will  come  to  that  point  later,  with  your  permission. 

Mr.  Adamsox.  Yes;  I  only  wanted  to  direct  your  attention  to  it, 
in  the  event  you  had  not  contemplated  it  or  i-eierence  to  it. 

Mr.  LovETT.  The  commission's  statistical  I'eports  show  that  on 
June  30,  1914 — the  latest  complete  statistics  available — there  were 
899  operating  railroads  in  the  United  States,  divided  as  follows: 
Of  class  1,  whose  operating  income  exceeds  $1,000,000.  there  were 
183;  of  class  2.  whose  operating  income  is  between  $1,000,000  and 
$100,000,  there  were  285 ;  and  of  class  3,  whose  operating  income  is 
less  than  $100,000,  there  were  431.  This  excludes  switching  and 
terminal  companies,  aggregating  about  200;  and  in  addition  to  this, 
there  Avere  478  railroad  corporations  reporting  to  the  commission 
but  whose  property  was  operated  under  leases  by  some  other  com- 
pany included  in  classes  1,  2,  and  3.  Consider  how  many  boards  of 
directors,  executiA'e  connnittees,  presidents,  vice  presidents,  general 
managers,  and  other  railroad  officers  are  engaged  constantly  in 
supervising  the  operations  of  all  these  railroads  throughout  the 
country.  Yet  the  Intei'state  Commerce  Commission  is  charged  with 
the  task  of  regulating  and  supervising  more  or  less  the  operations 
of  all  of  them.  We  believe  that  the  Interstate  Commerce  Commis- 
sion is'^ow,  and  ever  since  its  creation  has  been,  composed  of  hard- 
working men,  and  that  they  are  doing  quite  as  much  as  men  in 
such  positions  can  do.  But  their  task  is  too  great.  The  commis- 
sioners are  charged  with  the  duty  of  hearing  and  deciding  issues 
more  important  to  the  commerce  and  business  of  this  country  than 
are  many  of  the  cases  decided  by  the  Supreme  Court  of  the  United 
States.  But  they  are  dependent  upon  subordinates  unknown  to  the 
people  whose  interests  are  involved  for  the  hearing  and  recording 
of  the  testimony,  which  is  so  voluminous  that  it  is  not  humanly 
possible  for  all  the  commissioners  to  read  it  after  it  is  taken.  Hence 
it  must  be  summarized  by  the  persons  who  took  it  or  by  some  other 
clerk.  Upon  a  record  thus  made  and  upon  arguments  and  briefs 
often,  I  dare  say,  conflicting  in  statement,  the  commissioners  must 
decide  these  matters  of  far-reaching  importance  to  the  public  as 
well  as  to  the  railroads  and  perform  all  their  other  duties  of  super- 
vision, detection,  and  correction,  embracing  accounting,  statistics, 
rates,  discriminations,  l^oiler  inspections,  and  safety  appliances,  with 
an  odd  job  added  now^  and  then  by  resolution  of  Congress  for  the 
investigation  of  some  transaction. 

Suggestions  for  the  relief  of  the  commission  I  will  defer  until  I 
shall  come  to  a  discussion  of  the  remedies  proposed  by  the  railroad 
executives. 

Mr.  Ada:\ison.  Mr.  Chairman,  Judge  Lovett  has  reached  a  good 
place  to  stop,  and  as  we  ought  to  go  into  executive  session,  I  would 
suggest  that  we  do  so  now. 

(Whereupon,  at  1.05  o'clock  p.  m.,  after  informal  discussion  with 
respect  to  the  time  for  meeting,  the  committee  went  into  executive 
session,  announcing  that  it  would  meet  to-morrow,  March  20,  1917, 
at  10.30  o'clock,  a.  m.) 
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TUESDAY,  MARCH  20,   1917. 

United  States  Senate, 
Joint  Subcom]\iittee  on  Interstate  Commerce, 

Was  king  ton,  D.  C. 
The  committee  met  at  10.35  o'clock  a.  m.,  pursuant  to  adjournment, 
Hon.  William  C.  Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.     Judge  Lovett, 
are  you  ready  to  proceed  ? 
iVIr.  LovETT.  Yes. 

STATEMENT  OF  MR.  R.  S.  LOVETT— Continued. 

Mr.  LovETT.  I  had  reached  yesterday,  Mr.  Chairman  and  gentle- 
men, the  conclusion  of  the  third  of  the  principal  difficulties  that  con- 
front the  railroads,  according  to  my  judgment  of  the  situation;  and 
I  now  will  take  up  the  fourth  difficulty  I  mentioned  at  the  outset, 
^yhich  is  the  practical  legality  that  has  been  accorded  conspiracies  to 
tie  up  and  suspend  the  operations  of  all  the  railroads  of  the  country 
by  strikes  and  violence  and  the  absence  of  any  law  to  compel  the 
settlement  of  such  disputes  by  arbitration  or  other  judicial  means. 
We  have  just  had  a  striking — indeed,  almost  tragic — demonstration 
of  the  power  of  such  conspiracies  and  of  the  willingness  of  the  con- 
spirators to  use  it.  with  utter  disregard  of  the  safety  and  welfare  of 
the  Nation.  Upon  the  verge  of  the  most  serious  foreign  war  that  has 
ever  confronted  this  country,  the  four  men  who  head  the  trainmen's 
organizations  held  up  the  Nation  by  threat  on  short  notice  to  par- 
alyze not  only  the  commerce  but  the  defensive  power  of  the  coun- 
try unless  their  demands  were  without  question  or  inquiry  or  con- 
sideration conceded.  They  held  up  Congress  last  September,  and 
since  the  Supreme  Court  did  not  "  step  lively  "  enough  to  suit  them, 
they  held  up  the  country  in  the  presence  of  a  foreign  foe.  How  soon 
they  will  hold  it  up  again  I  do  not  know. 

With  laws  which  permit  this,  with  no  tribunal  or  agency  estab- 
lished for  inquiring  and  determining  the  justice  of  such  demands 
and  compelling  obedience  to  the  decision,  with  the  railroads  exposed 
helplessly  to  such  exactions,  is  it  surprising  that  prudent  investors 
should  hesitate  to  put  their  money  into  railroad  properties  except  in 
those  which  are  so  strong  financially  that  they  can  withstand  for  a 
time  even  these  exactions  ? 

675 
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However  men  may  differ  about  the  Sherman  Act  as  applied  to 
wage  disputes  and  the  abrogation  by  the  Clayton  Act  of  the  ancient 
right  of  protection  by  injunction,  it  does  not  seem  to  me  that  there 
should  be  serious  difference  of  opinion  upon  the  proposition  that  no 
body  of  men  should  be  allowed  to  form  a  conspiracy,  and  openly  carry 
it  out,  to  stop  the  operation  of  all  the  railroads  of  the  United  States^ — 
thus  suspending  all  interstate  and  other  commerce  and  paralyzing 
the  very  life  of  the  Nation,  no  matter  what  their  object  may  be.    Why 
is  a  strike  of  trainmen  called?    Why  do  they  act  in  concert  and  all 
quit  simultaneously?    Is  it  not  for  the  deliberate  and  sole  purpose  of 
stopping  the  running  of  the  railroad  and  suspending  its  traffic?    If  a 
strike  is  succeeding,  it  means  that  the  trains  are  not  running;  and  if 
it  is  failing,  it  means  that  the  trains  are  running.     The  success  or 
failure  of  the  effort  depends  upon  the  extent  to  which  interstate  and 
all  other  commerce  is  suspended.    It  seems  inconceivable  that  a  Na- 
tion as  dependent  as  ours  is  upon  railroad  transportation  should 
permit  this  to  occur.    The  fact  that  it  may  occur  not  only  impairs  the 
credit  of  all  railroad  securities,  but  it  causes  apprehension  to  the 
manufacturer,  the  merchant,  the  producer,  and  consumer  dependent 
upon  railroad  transportation,  as  they  all  are.     It  eeems  to  m?  that 
one  of  the  plainest  duties  of  the  National  Government,  not  merely  to 
the  railroads,  but  to  the  whole  people,  is  to  provide  a  means  for  set- 
tling disputes  between  the  railroads  and  the  trainmen  likely  to  lead 
to  such  strikes.    IMen  can  not  be  compelled  to  work  against  their  will, 
and  no  one  suggests  this.     But  men  can  be  forbidden  to  enter  into 
and  carry  out  a  conspiracy  to  interfere  with  and  suspend  interstate 
commerce.     Any  trainman  may  quit  when  he  wishes,  but  if  he  con- 
spires with  a  body  of  trainmen  to  interrupt  and  suspend  commerce 
and  the  public  business,  he  is  in  a  very  different  position.    What  one 
man  may  do  alone  is  quite  different,  under  the  ancient  law^  of  con- 
spiracy, from  what  he  may  agree  and  conspire  with  another  to  clo. 
All  civilized  States  provide  courts  or  other  tribunals  for  settling  dis- 
putes between  citizens.     The  savage  rule  of  might  and  force  and 
violence  and  murder  for  the  settlement  of  property  and  personal  dis- 
putes between  citizens  is  forbidden  by  the  laws  of  all  civilized  States, 
and  most,  if  not  all  of  them,  provide  agencies;  and  we  in  our  own 
country  provide  agencies  for  the  peaceable  settlement  of  all  such  dis- 
putes except  labor  disputes.    Why  should  we  stop  there  ?    Especially 
why  do  we  stop  with  disputes  between  trainmen  and  their  employers 
which  involve  more  injury  and  disaster  to  the  people  at  large,  if 
fought  out  privately,  than'anv  other  catastrophe  that  could  befall  us 
short  of  foreign  invasion?    Why  should  we  allow  such  an  issue  to  be 
fought  out  in  our  midst,  involving  the  suspension  of  commerce,  in- 
calculable loss  to  innocent  citizens,  and  suffering,  if  not  starvation,  to 
millions  of  the  poor  and  most  helpless  inhabitants  of  cities  and 
crowded  communities?    It  can  not  be  true,  as  some  of  the  labor  leaders 
claim,  that  this  one  coutroversv  out  of  all  that  arises  betAveen  men  is 
not  susceptible  of  peaceable  adjudication,  and  can  be  settled  only  by 
violence  and  injury,  not  only  to  the  participa^.ts  in  the  controversy, 
but  to  all  the  people  of  the  country.    It  would  be  easy  to  frame  a  law 
that  would  protect  the  rights  and  welfare  of  the  men.  as  well  as  of 
the  companies,  while  providing  means  for  the  peaceable  settlement  of 
such  controversies. 
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I  do  not  tulvofud'  couipiilsoiv  ailutration  of  ovory  labor  contro- 
vt'i-.sv  that  arises  in  the  conntry.  In  purely  private  employments, 
where  only  the  interest  of  employers  and  employees  are  concerned 
and  the  public  is  not  injured,  jx'rhaps  arbitration  ought  to  be  vol- 
untary. Even  in  certain  branches  of  the  railroad  service  I  do  not 
advocate  it,  although  I  am  not  at  all  opposed  to  it.  The  main  diffi- 
culty with  the  compulsory-arbitration  laws  of  New  Zealand  and 
Australia,  from  the  examination  I  have  been  able  to  make  of  their 
operation,  arises  from  the  fact  that  thev  compel  the  arbitration  of 
every  dispute— "the  butcher's,  the  baker's,  and  the  candlestick 
maker's."  Even  with  this  apparent  defect  I  observe  no  tendency  in 
those  countries  to  abandon  the  system,  but  rather  to  strengthen  it; 
and  remember  that  those  States  are  pure  democracies.  I  believe  it 
would  be  wise  to  limit  compulsory  arbitration  to  those  employments 
thr.t  are  vital  to  the  public  at  large,  and,  with  respect  to  railroads,  I 
should  limit  it  to  disputes  with  men  in  the  train  service.  Surely 
the  public  are  entitled  to  have  the  operation  of  trains  continue  and 
to  call  upon  trainmen  and  the  railroad  officers  alike  to  invoke  and 
submit  their  disputes  to  the  judgment  of  some  high-class  tribunal 
created  by  law  to  hear  and  decide  such  controversies,  just  as  we  are 
all  required  to  submit  to  the  judgment  of  public  tribunals— the 
courts — controversies  involving  our  property,  our  liberty,  and  our 
lives. 

If  the  right  of  trainmen  to  strike  is  taken  away,  it  is,  of  course, 
incumbent  upon  the  Government  to  provide  an  impartial  tribunal 
to  promptly  hear  and  decide  their  complaints.  To  my  mind  the 
chief  objection  to  the  Sherman  antitrust  law,  as  applied  to  labor 
disputes,  was  that  it  tended  to  prevent  strikes  without  providing 
any  other  method  to  force  a  settlement  of  disputes.  The  laboring 
man's  rights  must  be  fully  protected.  We  must  substitute  justice 
for  both  oppression  and  violence. 

Mr.  Adamson.  Judge,  has  Congress  any  direct  jurisdiction  over 
any  except  those  operating  in  interstate  commerce? 

Mr.  LovETT.  No ;  I  suppose  not ;  but  I  am  speaking  generally  of 
the  principle  of  compulsory  arbitration.  I  have  observed  this,  that 
the  employer,  particularly  the  railroad,  is  subject  to  the  control  of 
public  opinion,  but  the  employees  are  not.  We  have  had  a  demon- 
stration that  certain  employees  have  absolutely  no  regard  for  public 
opinion,  no  regard  for  the  opinion  of  Congi-ess,  no  consideration 
for  the  Supreme  Court  of  the  United  States — nothing  but  their  own 
Avill.  Now,  the  employer,  particularly  the  railroad,  is  within  reach 
of  all  of  these  influences,  and  they  have  got  to  yield  to  them.  But  if 
you  provide  for  the  arbitration  of  all  railroad  wage  disputes,  if  you 
please,  I  have  no  objection  to  that  so  far  as  I  am  concerned;  but 
make  the  finding  compulsory  only  in  disputes  with  the  trainmen. 

]\Ir.  EscH.  By  trainmen  you  mean  men  engaged  in  train  opera- 
tion ? 

ISIr.  LovETT.  Yes;  I  do  not  mean  merely  the  actual  trainmen,  but 
I  should  include  telegraph  operators  and  men  w^hose  service  is  so 
essential  that  a  concerted  cessation  of  work  would  interfere  with 
the  public. 

The  Chairman.  Would  you  include  yardmen  and  switchmen? 

Mr.  LovTETT.  I  think  I  should. 

Mr.  Adamsox.  Are  not  switchmen  engaged  in  operating  trains? 
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Mr.  LovETT.  Yes;  I  think  I  should  inchide  switchmen.  I  would 
include  all  those  whose  work  is  essential  to  the  operation  of  the 
railroad.  That  is  AThat  the  public  is  interested  in.  I  would  include 
everybody  in  train  service  and  make  it  compulsory  as  to  those.  We 
have  got  to  come  to  this  sooner  or  later. 

Mr.  Adamsox.  Is  it  not  historically  true,  Judge,  that  the  brother- 
hoods did  advocate  arbitration  until  thev  became  so  strong  that  they 
thought  thev  could  get  along  without  it? 

Mr.  LovETT.  I  think  it  is  true,  Judge  Adamson,  that  for  a  long 
time  the  employees,  the  brotherhoods,  advocated  arbitration  in  cer- 
tain cases,  and  railroad  managers  generally  opposed  it.  There  were 
exceptions.  I  do  not  pretend  to  speak  accurately  on  that  subject, 
but  that  is  my  recollection  of  the  history  of  the  matter.  But  railroad 
men  learn,  strange  as  it  may  seem,  like  others:  and  it  is  not  sur- 
prising that  so  long  as  they  "thought  they  had  the  advantage — that 
they  could  get  better  results  by  opposing  arbitration  than  by  Sub- 
mitting to  it — that  they  opposed.  Every  man,  of  course,  thinks  he  is 
going  to  be  just,  and  each  manager  thinks  he  is  going  to  be  abso- 
lutely fair  to  the  men  who  work  for  him,  and  he  would  rather 
decide  than  have  somebody  else  decide  it.  But  the  situation  has 
developed.  Many  of  the  railroad  managers  believe  they  can  whip 
these  strikers.  My  own  judgment  is  that  if  the  public  were  not 
interested,  if  it  were  between"  the  railroads  and  the  employees,  the 
railroads  would  whip.  But  there  would  be  a  disorganization  of 
the  service;  there  would  be  a  suspension  of  business  that  might  be 
for  a  few  days  or  might  be  for  a  few  weeks,  and  in  the  meantime  the 
commerce  of  the  country  would  be  entirely  dislocated  ancl  upset, 
and  there  would  be  a  great  deal  of  suffering  and  hardship;  and 
being  subject,  as  the  railroads  are,  to  the  force  of  public  opinion, 
they  would  rather  submit  to  a  great  deal  than  meet  this  issue.  But 
whatever  may  be  the  present  view  of  the  railroad  men,  and  what- 
ever may  have  been  their  view  in  the  past,  the  obvious  fact  is  to-day 
that  from  the  standpoint  of  the  public  these  questions  must  be 
determined  peaceably  and  without  reference  to  the  wishes  of  the 
labor  leaders  or  the  railroad  men. 

Mr.  Sims.  Judge,  then  you  do  not  include  in  this  what  the  rail- 
road or  trainmen  regard*  as  a  nonarbitrable  question  and  one  of 
personal  relations  ?     You  do  not  except  anything  of  that  kind  ? 

Mr.  LovETT.  The  only  thing  I  except.  Judge  Sims,  if  I  understand 
your  question,  is  the  power  to  compel  a  man  to  work  if  he  does  not 

want  to.  •     T  J!  1  i. 

Mr.  Sims.  To  continue  a  personal  relation  which  is  distasteful  to 

him? 

;Mr.  LovETT.  No,  sir;  he  is  not  required  to  do  that.  It  could  not 
be  done  under  the  Constitution  if  you  wanted  to,  because  that  would 
be  involuntary  servitude.  .    . 

Mr.  ADA:nsbN.  But  personal  liberty  does  not  authorize  missionary 
work,  vou  think? 

Mr.  LovETT.  Yes,  sir ;  that  expresses  it  exactly. 

Mr.  Sims.  Eight  there.  Judge,  do  you  think  that  a  constitutional 
right,  in  its  exercise,  should  be  limited  to  individual  exercise  and 
not  by  agreement  with  others— all  of  them  exercising  an  absolute 
constitutional  right? 
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Ml'.  LovETT.  'J'lu'v  are  not  oxercisin<>-  an  absolute  constitutional 
rig:ht.  Judge  Sims.  If  a  dozen  of  us  aio  doinji;  work  for  some  man, 
any  one  of  us  has  the  ri<2:ht  to  quit.  Suppose  we  put  our  heads  to- 
gether and  say  that  we  all  quit  at  the  same  time,  at  a  certain  hour. 
"We  will  ruin  this  man's  business,  and  he  knows  it.  That  is  a  con- 
spiracy to  injure  a  num,  not  a  conspiracy  to  exercise  our  individual 
rights,  because  we  have  no  individual  right  to  injury  anybody.  So 
when  the  trainmen  want  to  (luit  individually,  without  concert,  they 
have  a  right  to  do  it.  But  when  together  they  agree  and  say,  "  We 
will  quit  at  a  certain  hour  and  under  certain  circumstances  for  the 
purpose  of  stopping  the  busine.-  s  of  the  railroad  " — stopping  the  run- 
ning of  the  trains,  and  injuring  the  railroad  and  forcing  it  into 
concessions — they  form  a  conspiracy  to  injure  that  railroad;  it  is  not 
the  exercise  of  an  individual  right,  but  a  conspiracy  to  invade  the  in- 
dividual right  of  another.    That  is  the  whole  difference,  as  I  see  it. 

Mr.  Sims.  In  other  words,  you  do  not  think  individuals  have  a  con- 
stitutional right  to  organize  to  do  that  which  they  may  do  as  indi- 
viduals ? 

Mr.  Lovi:tt.  That  does  not  state  the  case.  Judge  Sims,  as  I  under- 
stand it. 

Mr.  Adamson.  A  man  can  quit  without  organization,  can  he  not? 

INIr.  LovETT.  Yes,  sir. 

Mr.  Sims.  But  suppose  he  does  quit  as  the  result  of  organization; 
has  he  done  any  more  than  exercise  his  constitutional  right  ? 

Mr.  LovETT.  It  is  the  purpose  that  controls. 

Mr.  Sims.  But  can  any  man's  motive  be  questioned,  as  to  whether 
or  not  he  shall  exercise  a  constitutional,  guaranteed  right? 

Mr.  LovETT.  No,  sir.  But  the  point  is  that  when  he  conspires  with 
other  men,  not  to  exercise  his  own  right  but  to  injure  another  man, 
the  whole  aspect  of  tlie  case  is  changed.  You  know  that  is  the  founda- 
tion of  the  law  of  conspiracy. 

Mr.  Sims.  For  the  purix)se  of  injury  only;  but  their  purpose  is  a 
benefit  which  they  think  they  are  entitled  to  have. 

Mr.  LovETT.  Yes,  sir;  but  take  the  highwayman.  When  he  puts 
his  pistol  at  the  breast  of  a  man  and  demands  that  he  deliver,  what 
he  wants  is  money.  He  does  not  want  to  kill  the  man ;  he  does  not 
want  to  injure,  but  he  wants  money,  and  that  is  the  way  he  gets  it. 
It  is  the  method  that  he  resorts  to. 

Mr.  Sims.  But  he  does  not  have  any  constitutional  right  to  rob 
anybody ;  only  the  means  of  carrying  it  out  in  general. 

Mr.  LovETT.  Neither  does  any  trainman  have  any  constitutional 
right  to  combine  with  other  men  to  coerce  a  railroad  company  or  an 
employer  into  giving  him  what  he  can  not  otherwise  get. 

Mr.  Thom.  Is  not  that  conspiracy  in  the  antitrust  laws? 

Mr.  LovETT.  I  think  it  is. 

Mr.  Thom.  I  have  a  right,  as  a  business  man,  to  do  a  certain  thing, 
but  I  can  not  combine  with  another  one  in  restraint  of  trade. 

Mr.  LovETT.  This  rests  upon  the  principle  of  conspiracy  as  the 
offense  of  conspiracy  has  always  existed.  What  one  man  may  do 
alone  may  be  perfectly  lawful,  yet  when  he  conspires  with  a  group  of 
men  to  do  it,  it  may  be  unlawful  in  the  law  of  conspiracj'. 
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Mr.  Sims.  The  right  of  self-defens-e  certainly  would  not  be  de- 
stroyed by  more  than  one  man  being  engaged  in  a  common  effort  of 
self-defense  ? 

Mr.  LovETT.  No,  sir. 

Mr.  Sims.  They  often  claim  that  with  these  Avages  the}'  can  not 
live  and  can  not  educate  their  families  as  they  are  entitled  to,  and 
they  conspire  together  to  bring  about  that  which  they  first  regard 
as  absolutely  necessary  for  their  owii  existence. 

Mr.  LovETT.  They  make  a  certain  claim  and  they  decide  it  them- 
selves— the  merits  of  it — very  much  as  if  I  should  say  that  certain 
property  that  you  have  is  mine;  I  am  entitled  to  it,  and  I  can  not 
live  without  it,  and  I  go  and  take  it.  Now,  there  are  tribunals  to 
decide  that  c|uestion  between  us. 

Mr.  Sims.  But  you  indicate  that  an  individual  might  do  that  which 
a  number  of  individuals  could  not  do? 

Mr.  LovETT.  Yes,  sir ;  that  is  true :  but  we  know.  Judge  Sims,  that 
intent  as  well  as  method  enters  into  an  offense.  And  when  an  indi- 
vidual is  not  satisfied  with  working  conditions  he  has  the  right  to 
quit.  He  has  no  right  to  say  to  his  employer,  "  I  am  not  being  paid 
enough,"  and  walk  into  his  office  with  a  gun  and  say.  "  I  will  shoot 
you  " 


Mr.  Sims.  Absolutely  not;  but  I  suppose 

Mr.  Hamilton.  Mr.  Chairman,  are  we  going  to  observe  our  rules? 

Mr.  Sims.  I  think  perhaps  I  ought  to  desist,  but  the  judge  was  on 
a  matter  so  vital  that  I  am  so  interested  in  that  I  thought  I  should 
like  to  ask  him  a  few  questions. 

Mr.  Hamilton.  They  called  me  down  a  while  ago  for  doing  the 
same  thing,  and  I  wanted  to  reciprocate. 

Mr.  Sims.  I  am  glad  you  did. 

Mr.  Adamson.  I  am  afraid  of  Judge  Sims.  I  am  much  obliged  to 
you,  Mr.  Hamilton. 

Mr.  Sims.  That  is  the  first  time  I  have  ever  heard  of  your  being 
afraid  of  anything. 

Mr.  LovETT.  The  next  difficulty  of  the  railroads  I  mentioned  is  the 
phenomenal  increase  in  taxation.  Unfortunately  I  have  no  remedy 
to  suggest  for  this,  and  therefore  I  shall  say  but  little  about  it.  I  feel, 
however,  that  no  statement  to  this  connnittee  of  the  problems  con- 
fronting the  railroads  of  this  country  would  be  candid  and  true  that 
failed  to  mention  the  great  increase  in  taxation.  The  Union  Pacific 
is,  I  suppose,  fairly  representative  of  other  railroads  in  this  particu- 
lar. For  the  10-year  period  ended  June  30,  1916,  the  Union  Pacific's 
systems  mileage  increased  40  per  cent;  its  operating  revenue  in- 
creased 38  per  cent ;  its  operating  expenses  increased  4-t  per  cent ;  its 
taxes  increased  157  per  cent ;  and  its  operating  income  increased  only 
22  per  <  ent.  And  its  taxes  are  still  rising,  for  the  increased  income 
tax.  the  capital-stock  tax,  and  the  excess-profits  tax  imposed  by  re- 
cent acts  of  Congress,  call  for  additional  taxes  from  this  company 
running  into  hundreds  of  thousands  of  dollars  yearly.  It  is  so  easy 
to  tax  railroads;  their  property  is  open  and  visible;  their  accounts 
are  all  kept  under  the  eyes  of  the  Interstate  Commerce  Commission ; 
and  there  is  a  public  record  of  all  they  make  and  all  they  spend; 
and.  knowing  they  can  not  escape,  they  always  keep  on  hand  the 
money  to  pay  any  tax.  But  it  is  to  be  regretted  that,  while  exempt- 
ing corporations  of  comparatively  small  income  and  capital,  Con- 
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gress  ])rocee(ls  on  the  assuniptioii.  aj^parently.  that  the  hirgo  cor- 
porations are  owned  hv  people  of  hirge  wealth,  whereas  there  are 
many  stoekhoklers  in  the  largest  corporations  who  Inne  less  than 
those  exempted. 

I  always  hesitate  to  interject  into  a  discussion  of  this  sort  the 
([uestion  of  widows  and  orphans,  but  I  ought  to  state  to  this  commit- 
tee that  the  last  list  of  stockholders,  which  \\e  took  from  the  books 
of  the  Union  Pacific,  which  Avas  for  the  January  1  dividend,  showed 
that  the  stock  of  the  Union  Pacific  is  owned  by  20,<S70  people,  and 
12.4()r)  of  these  ai'e  women, 

Mr.  Adamsox.  You  ought  not  to  apologize  for  that,  because  ]5ure 
undefiled  religion  is  to  visit  the  fatherless  and  widows  in  their 
atlliction. 

Mr.  LovETT.  I  trust  you  will  always  remember  that. 

JNIr.  Sims.  How  many  stockholders  did  you  say  you  have? 

INIr.  LovETT.  ^ye  have  29,870  stockholders,  of  which  12,465  are 
women. 

]Mr.  Sims.  Are  these  women  all  widows  ? 

Mr.  LovETT.  I  could  not  answer  as  to  that. 

Mr.  Sims.  You  are  s])eaking  of  widows  and  orphans. 

]Mr.  Lo\"ETi\  Probably  some  of  them  are  maidens  and  some  prob- 
ably have  worthy  husbands  dependent  on  them. 

The  next  point,  and  the  hist  before  the  remedies  we  have  to  sug- 
gest, is  the  cumulative  effect  of  these  various  conditions  that  I  have 
been  discussing  upon  the  investor. 

]Mr.  Adamsox.  Is  it  your  purpose,  when  you  reach  the  question  of 
remedies,  to  recur  to  this  taxation  subject? 

Mr.  LovETT.  No ;  I  have  no  remedy  to  suggest  for  that. 

The  cumulative  effect  of  the  various  conditions  I  have  described, 
upon  the  investing  public,  to  which  the  railroad  companies  must 
look  for  the  capital  necessary  to  continue  the  development  of  trans- 
portation facilities,  has  been  discouraging.  For  several  years,  cer- 
tainly for  the  last  five  years,  banks  throughout  the  country  have 
been  overflowing  with  money — with  uninvested  capital.  Call  money 
rates  ha'^'e  seldom  been  above  2  or  2^  per  cent,  and  often  lower.  Time 
loans  for  two.  three,  and  four  months  have  generally  been  around 
3  and  4  per  cent  in  the  money  centers  and  ])laces  where  money  for 
railroad  investment  usually  is  to  be  found.  Even  the  un]:)recedented 
industrial  and  commercial  activity  of  the  last  year  and  a  half  or  two 
years,  which  ordinarily  would  require  so  much  money  as  to  run  up 
the  rates,  has  not  been  sufficient  to  absorb  the  idle  money  oi-  materially 
increase  interest  rates.  Yet  all  this  time  high-grade  railroad  stocks, 
regularly  paying  good  dividends  for  many  years,  were  jiurchasable 
at  i^rices  yielding  from  5|  to  7  per  cent. 

Of  course,  I  do  not  wish  to  convey  the  impression  that  the  strong- 
est railroad  companies  have  not  been  able  to  obtain  capital  for  im- 
provements. The  strongest  could  obtain  it,  and  probably  Avill  always 
be  able  to  obtain  it.  But  the  average  roads — the  lines  whose  position 
is  not  yet  so  firmly  estalilished,  or  who  have  not  such  a  large  margin 
of  financial  safety — and  certainly  the  weaker  properties — are  finding 
it  increasingly  difficult  to  obtain  capital.  Even  the  stronger  lines, 
confronted  with  rapidly  increasing  expenses  and  fixed  or  diminished 
rates,  and  considerable  uncertainty  as  to  how  they  may  be  allowed 
to  do  their  financing,  have  developed  pronounced  conservatism  in  all 
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their  plans.  The  Commercial  and  Financial  Chronicle,  in  its  Finan- 
cial Review-Annual  1916.  g:ives  a  table  from  which  1  quote  to  show 
how  rapidly  the  amount  of  railroad  bonds  on  which  no  interest  at  all 
was  paid  has  increased,  and  how  the  percentage  of  such  noninterest 
payino-  debt  has  increased. 


Year  ended  June  30— 

Fijnded  debt 
receiving 
nothing. 

Per  cent  of 
total. 

1910 

$790,499,252 

816,6  0,147 

1,015,367,522 

1,150,128,161 

l.:W,764,285 

7  94 

1911 

7  65 

1912 

9  12 

1913 

1914 

11  30 

Chairman  Thelen,  of  the  California  commission,  declared  that 
"the  real  causes  of  the  impaired  railroad  credit,  in  so  far  as  such 
credit  has  been  impaired,  are  to  be  found  in  unwise  railroad  con- 
struction;  in  unwise  railroad  administration,  not  to  say  criminal 
railroad  administration;  and,  furthermore,  in  excessive  issues  of 
securities."  He  cited  the  Chicago  &  Alton  as  his  first  case  of  unwise, 
or  worse,  railroad  administration  and  of  excessive  security  issues. 
He  also  cited  the  Frisco  case,  the  New  Haven  case,  the  Rock  Island 
case,  and  the  St.  Paul  &  Puget  Sound,  although  the  latter  appeared 
to  be  only  a  case  of  bookkeeping.  While  I  am  now  connected  with 
the  Chicago  &  Alton,  I  had  no  connection  with  it  until  long  after 
the  transactions  criticized,  and  nothing  to  do  with  any  of  such 
transactions;  nor  had  I  any  connection  with  any  of  the  other  com- 
panies or  transactions  mentioned.  I  happen  to  know,  however,  that 
very  much  could  justly  be  said  on  the  other  side  of  the  Alton  case, 
but  it  would  be  a  misuse  of  the  time  of  this  committee  for  me  to 
do  so. 

Grant,  for  the  purposes  of  this  hearing,  tliat  in  some  cases  there 
has  been  "  unwise  railroad  administration,  not  to  say  criminal  rail- 
road administration,"  as  Mr.  Thelen  puts  it.  If  it  were  not  true,  the 
railroad  business  would  be  the  only  business  of  any  great  magai.Uwe 
in  which  there  had  not  been  "  unwise "  administration  and  even 
"  criminal  administration."  Please  note,  however,  that  out  of  nearly 
a  thousand  railroad  corporations  in  this  country  Mr.  Thelen  cited 
only  four  examples  of  financial  management  which  he  found  occasion 
to  denounce,  and  of  these  the  Chicago  &  Alton  and  Rock  Island  cases 
occurred  some  17  years  ago.  There  will  be  dishonesty  and  misman- 
agement in  all  lines  of  business  and  in  all  walks  of  life.  But  we  can 
not  for  that  reason  suspend  business.  We  do  not  cease  depositing 
our  money  in  banks  because  there  are  now  and  then  dishonest  banks 
and  bank  failures.  We  must  provide  reasonable  regulations  to  pre- 
vent, as  far  as  we  can,  and  jDunish  dishonesty  and  mismanagement. 

It  would  be  folly  to  shape  the  railroad  regulation  of  this  country 
with  reference  to  the  Chicago  &  Alton  case,  the  Frisco  case,  the  Rock 
Island  case,  and  the  New  Haven  case.  That  is  the  trouble  Avitli  most 
of  the  legislation  we  now  have.  It  was  designed  to  meet  particular 
cases  and  to  prevent  certain  conspicuous  evils,  and  not  for  the  regu- 
lation and  l)uilding  up  of  the  most  necessary  transportation  system  in 
the  world,  and  only  as  an  incident  guarding  against  and  punishing 
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the  evils  therein.  xVs  Mr.  Trumbull  once  expressed  it,  we  should  not 
"burn  up  the  barn  to  catcli  a  few  rats."  Surely  we  should  not  crip- 
ple and  hamper  the  honest  management  of  nearly  all  tlie  railroad 
companies — U'J  per  cent  of  them,  at  least — merely  because  there  has 
been,  or  again  may  be,  here  and  there  a  dislionest  management. 

Mr.  Thelen  cited  the  cases  mentioned  only  as  proof  of  the  cause 
of  impaired  i-ailroad  credit  in  opi)osition  to  our  claim  of  too  much 
conflicting  State  regulation,  and  it  is  that  aspect  of  his  contention, 
particularly,  that  I  challenge.  Investors  know  a  great  deal  more 
about  the  merits  of  railroad  securities  than  Mr.  Thelen  supposes.  If 
you  will  refer  to  the  quotation  as  published  in  the  papers  any  day 
you  will  observe  a  wide  range  in  prices  of  different  railroad  stocks, 
showing  that  each  is  being  very  carefully  gauged  by  buyers  and  sell- 
ers. In  the  days  before  complete  publicity  of  all  railroad  affairs 
was  fortunately  re(iuired  it  was  possible  for  dishonest  manipulators 
in  charge  of  a  railroad  i)roperty  to  deceive  investors.  Even  then  the 
bad  character  of  the  management  was  generally  known  and  the  stock 
more  or  less  shunned  by  the  larger  investors.  It  was  the  poor  who 
generally  suffered. 

Most  railroad  investors  unacquainted  with  a  security,  generally 
consult  some  banko-  before  buying.  I  am  not  speaking  of  specula- 
tors who  buy  and  sell  stocks,  irrespective  of  their  intrinsic  value, 
merely  for  the  rise  or  decline.  I  am  speaking  of  those  who,  in  these 
days,  really  furnish  the  money  railroad  companies  get  for  their 
stock  and  bonds.  These,  to  a  very  great  extent,  either  consult 
bankers,  or  buy  through  bankers,  or  because  the  securities  are 
brought  out  by  certain  bankers.  The  afl'airs  of  all  railroad  com- 
panies, certainly  since  1906,  have  been  as  an  open  book.  Their 
accounting  methods,  in  the  most  minute  detail,  have  been  prescribed 
by  the  Interstate  Commerce  Commission.  That  commission  has  a 
great  force  of  inspectors  constantly  going  through  railroad  offices 
to  see  that  the  accounts  are  kept  according  to  the  rules.  Frequent 
and  regular  reports  upon  forms  prescribed  by  the  commission  are 
returned  under  oath  to,  and  published  by,  the  commission.  Every 
banker  and  brokerage  house  has  these  reports  and  knows  exactly 
the  financial  condition  of  each  company.  If  any  of  these  companies 
desire  to  make  an  issue  of  securities,  its  condition  is  easily  ascer- 
tained.   Any  investor  can  find  out  all  about  it  immediately. 

There  may  be  investors,  but  I  should  say  generally  very  few,  who 
would  be  deterred  by  the  Chicago  &  Alton,  the  Eock  Island,  the 
New  Haven,  or  Frisco  financing,  and  avoid  railroad  investments. 
But  there  are  thousands  of  investors  who  could  and  would  easily 
satisfy  thernselves  that  the  securities  were  properly  issued  and  free 
from  the  vices  of  those  cases,  and  take  all  such  securities,  if  that 
were  the  only  danger.  But  those  investors  can  not  satisfy  them- 
selves from  the  records  of  the  commission,  or  otherwise,  that  the 
rates  of  the  railroad  company  are  not  going  to  be  reduced  by  some 
of  the  States,  or  held  rigid  by  the  InterstaterCommerce  Commission; 
nor  that  the  company  is  not  going  to  be  hampered  by  some  State 
commission  in  utilizing  its  resources  to  meet  some  great  emergency; 
nor  that  the  increasing  expenses  will  not  continue  to  soar  from  the 
coercion  of  unrestricted  labor  combinations ;  nor  that  the  real  opera- 
tion and  management  of  the  property  are  not  going  to  be  dictated 
or  controlled  by  the  several  State  commissions,  each  perhaps  with 
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a  different  and  rival  policy;  nor  that  there  will  not  be  practical 
confiscation  under  the  system  of  so-called  valuation,  which  is  being- 
carried  out  by  the  Interstate  Commerce  Commission  with  a  theory 
of  depreciation  which  makes  it  impossible  for  any  railroad  ever  to 
be  worth  as  much  as  it  was  the  day  when  built;  nor  that,  with  the 
ease  with  which  it  is  being  demonstrated,  a  railroad  can  be  subjected 
to  all  forms  of  taxation,  emergency  and  otherwise,  it  will  not  be 
taxed  to  death.  It  is  the  inability  of  the  investor  to  get  any  assur- 
ance against  such  dangers  as  these,  which,  in  recent  years,  have  be- 
come so  imminent,  that  really  turns  him  away  from  railroad  in- 
vestment. He  is  not  troubled  about  the  Chicago  &  Alton,  the  Kock 
Island,  the  New  Haven,  and  the  Frisco  cases,  any  more  than  deposi- 
tors are  deterred  from  putting  tlieir  money  in  honest  banks  because 
there  have  been  dishonest  bankers,  and  bank  failures  caused  by  dis- 
honesty, 

I  urge,  therefore,  that  you  do  not  accept  the  possibly  comforting 
suggestion  that  the  financial  difficulties  of  the  railroads  are  due  to 
the  financial  mistakes  or  Avrongs  of  the  railroads  themselves.  The 
railroads  have  made  mistakes  and  there  have  been  wrongs  in  some 
of  their  financial  operations,  just  as  there  have  been  mistakes  and 
wrongs  in  every  other  business  and  occupation.  But  it  would  be  a 
great  delusion  to  assume  that  the  few  cases  of  mistakes  and  wrongs 
in  this  generation  are  to  any  appreciable  extent  responsible  for  the 
timidity  of  investors. 

But  let  us  assume  all  tliat  Commissioner  Thelen's  argument  im- 
plies. Grant  that  all  railroads  are  mismanaged  financialh^,  and 
consider  the  cases  he  cites  merely  as  examples  of  many  others.  What 
are  you  going  to  do  about  it?  Will  you  leave  the  regulation  of  these 
evils  to  the  States,  where  the  evils  have  occurred  ?  Or  will  Congress 
take  hold  of  the  subject  in  thorough  fashion  and  enact  a  system  of 
regulation,  uniform  throughout  the  country,  that  will  effectually  pre- 
vent fraudulent  exploitation,  and  at  the  same  time  provide  a  simple 
and  workable  system  under  the  direction  of  the  Interstate  Com- 
merce Commission,  without  the  conflict  and  confusion  in  the  several 
State  commissions  that  now  exist?  It  was  State  charters  and  State 
laAvs  and  State  functions  that  were  exercised  in  the  Alton  case,  the 
Rock  Island  case,  the  Frisco  case,  and  the  New  Haven  case.  The 
action  criticized  in  those  cases  was  taken  by  virtue  of  no  act  of  Con- 
gress, but  under  State  laws  alone.  Instead  of  being  brought  up  here 
in  argument  against  full  congressional  legislation  they  afford  rather 
overwhelming  reasons  why  Congress  should  exercise  its  power.  If 
it  be  true,  as  Connnissioner  Tlielen  contends,  that  these  cases  have 
injured  railroad  credit,  then  all  the  more  reason  why  Congress  should 
make  them  impossible  in  future.  At  all  events,  it  is  clear  that  the 
necessary  transportation  facilities  for  this  country  are  not  going  to 
be  provided  by  rehashing  these  old  cases  or  by  leaving  the  various 
States  to  regulate  the  subject  by  independent,  uncoordinated,  and 
often  conflicting  laws,  which,  at  best,  will  only  block  progress. 

Probablv  a  billion  dollars  of  new  capital  per  year  for  an  indefinite 
period  will  be  necessary  to  keep  the  railroads  of  this  country  up  to 
the  needs  of  our  people  and  pay  maturing  bonds.  Where  are  we  to 
get  the  money?  All  conditions  attending  railroad  investments  have 
totally  changed  in  recent  years;  that  is  to  say,  under  Government 
regulation.     We  must  recognize  essential  differences  between  condi- 
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tions  under  which  capital  was  attracted  for  building  the  railroads 
of  this  country  and  under  which  we  must  get  it  for  further  develop- 
ment. In  the  former  conditions  there  were  no  restrictions,  or  prac- 
tically none,  upon  the  inducements  offered  for  the  money.  Tiie  pos- 
sibility of  great  protits  and  tempting  bonuses  in  the  form  of  stock 
were  offered,  whereas  the  growing  legal  restrictions  upon  the  issue  of 
securities  have  eliminated  the  speculative  element  ami  confined  the 
transaction  to  an  investment  with  the  usual  risks  of  loss  and  without 
any  hope  of  speculative  profit  or  anything  moie  than  a  moderate 
return,  if  any  at  all.  The  railroads  can  no  longer  appeal  to  the  specu- 
lative instinct,  whicli  is  a  very  strong  (me.  Tlie  money  require(J 
for  the  continued  development  of  our  railroad  facilities  must,  there- 
fore, be  raised  from  investors  pure  and  simple,  and  investors  are 
ordinarily  very  conservative  and  must  be  assured  that  the  investment 
is  good  and  the  payment  of  interest  or  di\idends  as  certain  as  any- 
thing human  can  be  before  they  part  with  their  money.  The  very 
large  class  of  people  who  desire  something  more  than  a  mere  invest- 
ment— a  profit,  a  speculative  return  or  the  possibility  of  a  specu- 
lative return  on  their  investments — the  class  who  really  built  the 
railroads  of  this  countr}^,  find,  in  an  increasing  degree,  the  field  of 
railroad  investments  closed  to  them  by  regulation;  :ind  they  will 
more  and  more  turn  to  industrial  and  mining  securities,  which  prac- 
tically are  unregulated  b}^  the  Government  and  which  offer  unlimited 
possibilities  for  speculative  profits  as  well  as  losses.  We  must,  I 
say,  take  these  changed  conditions  into  account  in  any  policy  or  sys- 
tem having  to  do  with  the  future  financial  requirements  of  the  rail- 
roads. 

Whatever  we  may  think  of  "  watered  stock,"  I  do  not  believe  there 
is  fair  room  for  doubt  that  the  magnificent  system  of  railroads  of 
this  country  would  not  have  been  built  without  it.  It  was  the  specu- 
lative feature — the  stock  bonus  thrown  in  with  the  bond  bought — 
that  attracted  men  and  money  to  the  support  of  the  railroad  enter- 
prises. Who  would  have  built  a  railroad,  in  the  days  when  ours  were 
built,  if  given  only  bonds  paying  5,  6.  or  7  per  cent  for  his  money? 
The  "  watered  stock,"  that  represented  nothing  but  a  gamble  upon 
the  settlement  and  growth  of  territory  to  be  served,  appealed  to  the 
gambling  instinct  so  strong  in  human  nature  and  encouraged  men  to 
risk  their  fortunes  in  enterprises  that  woidd  not  have  attracted  or 
interested  them  merely  as  an  investment.  I  am  not  defending 
"  watered  stock  "  and  I  am  not  condemning  it.  I  am  merely  stating 
what  I  understand  to  be  the  facts  for  the  light  they  throw  upon  our 
problems  of  to-day.  The  regulation  of  the  issue  of  railroad  securities 
has  come  and  it  has  come  to  stay,  and  "  watered  stock  "  is  practically 
impossible  under  such  regulation.  Our  appeal  in  the  future,  there- 
fore, must  be  to  the  investor  whose  conservatism  demands  safety  and 
a  certain  and  regular  return  upon  his  money.  It  is  to  these  investors 
that  we  must  look  for  the  hundreds  of  millions  of  dollars  that  will 
be  required  every  year  to  keep  the  transportation  facilities  abreast 
of  the  growth  of  the  products  and  commerce  of  the  country. 

Commissioner  Thelen,  in  his  statement  before  this  committee  (hear- 
ings, p.  553),  cited  the  finding  of  the  Interstate  Commerce  Commis- 
sion that  one  cause  of  the  insolvency  of  the  Frisco  was  disproportion- 
ate capitalization,  and  declared  his  belief  that  this  was  one  of  the 
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most  potent  ciuises  of  the  financial  difficulties  of  the  railroads,  and  he 
argued  to  show  that  railroads  raise  money  on  bonds  rather  than  stock. 
He  did  not  tell  you,  however,  how  Frisco  stockholders,  or  any  other 
body  of  stockholders,  could  be  induced  or  compelled  to  take  addi- 
tional stock  at  100  cents  on  the  dollar  if  selling  in  the  market  at  per- 
haps 50  cents  or  25  cents.  All  the  railroads  of  the  country  have  stock 
outstanding  and  probably  the  most  of  it  is  selling  much  below  par. 
The  laws  of  most,  if  not  all,  the  States  prohibit  them  from  issuing 
and  selling  more  stock  for  less  than  par.  It  is  worse  than  idle  to  say 
that  these  companies  shall  raise  capital  by  calling  upon  their  stock- 
holders to  put  up  more  money  for  more  stock  at  par  when  they  can 
buy  it  in  the  market  for  very  much  less.  The  situation  is  a  practical 
one,  and  such  theories  and  suggestions  take  us  nowhere. 

There  is,  however,  a  feasible  method  by  which  the  disproportionate 
capitalization  may  be  diminished  and  stockholders  enabled  to  put  up 
more  money  in  the  future,  and  that  is  by  abolisiiing  the  par  value 
of  stocks,  so  that  additional  stock  of  a  company  may  be  issued  for 
what  it  is  really  worth.  Take,  for  illustration,  the  stock  of  a  cor- 
poration actually  worth  only  50  cents  on  the  dollar.  Of  course,  it 
is  absurd  to  suppose  that  a  stockholder  will  take  more  of  it  and  pay 
100  cents  on  the  dollar.  But  he  probably  would  be  willing  to  take 
more  of  it  at  $50  a  share,  or  at  $10  a  share,  or  at  whatever  the  stock- 
holders themselves  might  agree  upon.  It  would  be  a  matter  wholly 
between  the  stockholders  so  long  as  they  got  a  certificate  only  for 
what  was  actually  paid  into  the  treasury  of  the  company,  and  not  a 
certificate  for  $100  when  paying  only  $40  or  $50.  A  stockholder 
who  took  1  or  10  or  100  shares  at  $50  a  share  would  pay  into  the 
company  fifty,  five  hundred,  or  five  thousand  dollars  in  cash  and 
the  company's  capital  would  be  increased  by  that  amount.  Its  books 
would  show  that  amount  of  increased  capital,  and  nothing  would  be 
said  about  the  value  of  the  stock,  par  or  otherwise.  Stock  watering 
would  in  such  case  be  actually  impossible.  The  stockholders  would 
be  enabled  to  come  to  the  relief  of  their  company,  which  it  is  impos- 
sible for  them  to  do  under  existing  State  laws,  reiiuiring  stock  to 
have  a  par  value,  regardless  of  its  real  value,  and  forbidding  the 
issue  of  stock  for  less  than  par.  The  first  evil  pointed  out  by  the 
Interstate  Commerce  Commission  in  the  Frisco  case  and  the  "  most 
potent "  difficulty,  which  Commissioner  Thelen  hopelessly  leaves  with 
you,  would  largely  disappear.  Of  course,  there  will  be  companies 
whose  assets  are  less  than  their  indebtedness  or  wdiose  situation  is 
such  that  they  can  not  expect  to  earn  a  return  on  the  stock.  In  such 
cases  the  stockholders  naturally  would  not  take  more  worthless 
stock  at  a  substantial  price.  But  there  are  many  cases  in  which 
stockholders  would  assist  the  company  by  taking  additional  stock 
where  they  can  not  do  so  now. 

Senator  TowNSEND.  Do  you  wish  to  discuss  in  connection  with  this 
question  as  to  the  relation  between  rates  and  stock  issues — that  is, 
based  on  the  assumption  that  the  railroads  should  have  a  rate  that 
will  yield  a  reasonable  return  on  the  investment  in  the  property  used 
in  public  service,  and  that  that  should  determine  the  stock  issue? 

Mr.  Ix>VETT.  I  had  not  intended  to  discuss  that.  Senator,  but  I  will 
refer  to  it  briefly.  I  have  been  connected  with  railroads  practically 
all  my  business  life,  and  largely  with  rate  questions  and  contro- 
versies, and  I  have  never  known  a  rate  to  be  made  or  changed  with 
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refercnco  to  any  question  of  stock  or  bonds.  AVliatever  other  theories 
there  niav  be,  my  jud<!:nient  is  that  the  issuance  of  stock  and  bonds 
and  the  amount  of  stock  and  bonds  are  matters  that  have  no  more  to 
do  with  raih'oad  transportation  rates  in  this  country  than  the  man 
in  the  moon,  if  there  be  one  there. 

Senator  Townsend.  When  one  of  your  rates  is  attacked,  do  you 
defend  by  showing  the  value  of  your  stocks  and  bonds? 

Mr.  LovETT.  In  no  rate  litigation  I  have  been  connected  with — 
and  I  have  been  connected  with  many — did  we  rely  upon  the  stock 
and  bonds.  We  introduced  them  because  the  Supreme  Court,  in  the 
case  of  Smyth  v.  Ames,  said  that  no  hard  and  fast  rule  could  be 
established  as  to  what  was  a  reasonable  rate;  that  all  circumstances 
bearing  upon  the  value  of  the  property  should  be  taken  into  account, 
including  the  stock  and  bonds,  the  market  price  of  the  stock  and 
lo.id  >  and  a  great  many  other  circumstances  that  I  do  not  recall; 
and,  after  enumerating  all  the  circumstances  the  court  could  foresee, 
it  then  said.  "  and  all  other  circumstances  having  a  bearing  upon  the 
question."  In  every  rate  litigation  I  have  been  connected  with,  be- 
ginning with  the  early  rate  litigation  with  the  Texas  Railroad  Com- 
mission, we  went  further  and  proved  what  we  considered  to  be  the 
value  of  the  property,  putting  the  stock  and  bonds  in  simply  as  one 
circumstance,  along  with  a  great  many  others. 

We  must  not  overlook  the  far-reaching  effect  which  the  prevailing 
World  War  is  likely  to  have  on  our  financial  situation.  Prior  to  the 
war  billions  of  European  money  Avas  invested  here.  We  had  prac- 
tically none  invested  abroad.  Money  required  by  Central  and  South 
American  and  other  foreign  countries  was  furnished  by  Europe,  not 
by  us.  All  that  is  changed.  The  European  money  has  been  largely 
withdrawn,  and,  fortunately,  we  have  been  able  to  absorb  the  securi- 
ties in  which  it  was  invested.  It  probably  will  be  a  long  time  before 
Europe  has  any  money  to  reinvest  here  or  to  supply  Central  and 
South  America  or  other  nations.  There  will  be  a  great  call  upon  us 
for  money  from  Europe  itself,  and  the  nations  formerly  supplied  by 
Europe  will  also  come  to  us.  When  the  war  ends  and  our  people 
can  decide  with  reasonable  certainty  which  of  the  nations  are  insol- 
vent and  which  will  be  able  and  willing  to  pay  their  debts,  we  prob- 
ably shall  begin  to  invest  very  extensively  in  bonds  of  those  we 
know  to  be  good.  The  Governments  of  foreign  countries  as  well  as 
many  foreign  enterprises  will  be  competing  with  the  railroads  of 
this  countr}^  for  the  hundreds  of  millions  per  annum  that  the  rail- 
roads will  need. 

Xow.  gentlemen.  I  come  to  the  remedies  which  we  have  to  sug- 
gest. jNIr.  Thorn  has  presented  so  clearly  and  so  fully  the  opinion  of 
railroad  executives — in  which  I  concur — respecting  the  remedies 
which  should  be  adopted,  that  I  will  not  take  the  time  of  this  com- 
mittee to  restate  them  at  length,  or  do  more  than  supplement,  with- 
out repeating,  the  reasons  he  gave,  and  answer  some  of  the  objections 
which  have  been  suggested .-  First,  we  believe  that  the  unification 
of  regulation  is  essential,  and  that,  with  the  rapid  increase  of  State 
commissions  in  recent  years.  Congress  will  in  time  be  compelled  to 
exercise  its  power  in  the  premises.  To  unify  regulation,  there  should 
be  a  complete,  consistent,  harmonious,  and  related  system  of  regu- 
lation. We  believe  the  best,  if  not  the  only  practicable,  method  is  the 
Federal  incorporation  of  railroads  by  general  law,  which  will  make 
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incorporation  thereunder  compulsory,  thus  imposing  on  all  railroad 
companies  throughout  the  United  States  the  same  corporate  powers 
and  restrictions  with  respect  to  their  financial  operations  and  the 
same  duties  and  obligations  to  the  public  and  the  Government  with 
respect  to  their  duties  and  obligations  as  common  carriers,  so  that 
every  investor  will  know  precisely  what  every  railroad  corporation 
may  and  may  not  lawfully  do  in  issuing  and  selling  securities,  and 
every  shipper  and  traveler  may  know  the  duty  and  obligation  of 
every  railroad  company  to  him,  whetlier  in  IMaine  or  California,  in 
Michigan  or  Texas. 

Right  liere  let  i.ie  pause  to  call  attention  to  a  harmful  statement — 
though  not  intended  to  be  such — by  Commissioner  Thelen  to  this 
committee.  He  said  that,  so  far  as  he  knew,  the  railroads  might  be 
advocating  Federal  incorporation  by  special  act  of  Congress,  thus 
leading  to  a  swarm  of  railroad  representatives  about  the  Capitol, 
constantly  seeking  from  Congress  special  favors  and  special  consid- 
eration. Now.  I  have  attended  a  great  many  conferences  of  the  rail- 
road executives,  who  have  been  considering  and  trying  to  help  with 
suggestions  for  a  constructive  system  of  legishition,  and  I  never 
heard  a  single  railroad  man  or  a  railroad  lawyer  throughout  this 
whole  time  in  all  these  conferences  suggest  Fi^deral  incorporation 
by  special  act  of  Congress.  We  do  not  want  that  any  more  than 
Commissioner  Thelen  does;  and  certainly  the  first  time  that  I  ever 
heard  of  it  was  when  I  read  it  in  Mr.  Thelen's  statement  before  this 
committee  that  that  might  be  something  that  Ave  are  seeking.  We 
want  a  unified  regulation,  a  regulation  that  will  put  all  corpora' 
tions  upon  the  same  basis,  and  give  notice  to  everybody,  to  every 
investor,  what  railroad  corporations  may  do  and  what  they  may  not 
do,  so  that  in  issuing  securities  there  will  be  but  one  law  to  examine 
and  not  the  laws,  general  and  special  and  otherwise,  of  half  a  dozen 
or  a  dozen  different  States;  so  that  every  corporation  shall  have 
exactly  the  same  rights  and  the  same  obligations  with  respect  to  its 
financial  matters;  so  I  want  to  say  that  we  do  not,  as  Mr.  Thelen 
supposes,  ask  for  any  special  legislation. 

We  believe  that  Congi'ess  has  power  to  provide  by  general  law  for 
the  incorporation  of  all  railroad  companies  engaging  in  interstate 
commerce,  and  to  require  all  existing  companies  to  reincorporate  un- 
der such  law.  I  myself  have  no  doubt  of  it.  I  will  cite,  without 
taking  your  time  to  analyze,  the  decisions  of  the  Supreme  Court, 
which,  in  my  opinion,  make  this  clear:  McCulloch  o.  Marvland 
(4  Wheat..  316)  ;  Uouston  East  &  West  Texas  Railway  v.  United 
States  (234  U.  S.,  342)  ;  Reagan  r.  Mercantile  Trust  Co."  (154  U.  S., 
413,  414,  416)  ;  Smyth  v.  Ames  (169  U.  S.,  466,  519)  :  Minnesota  Rate 
Case  (230  U.  S.,  352,  425)  ;  Thompson  r.  Union  Pacific  Railroad  Co. 
(9  Wall.,  579)  :  California  r.  Central  Pacific  Railroad  (127  U.  S.,  1)  ; 
Interstate  Commerce  Commission  v.  Goodrich  Transit  Co.  (224  U.  S., 
194)  ;  and  Southern  Railway  v.  United  States  (222  U.  S.,  20). 

In  Reagan  v.  Mercantile  Trust  Co.,  dealing  with  the  Federal  char- 
ter of  the  Texas  Pacific  Railway  Co.,  and  in  Symth  v.  Ames,  consid- 
ering the  Federal  charter  of  the  then  Union  Pacific  Railroad  Co.,  it 
was  taken  as  a  matter  of  coui'se  that  in  creating  a  Federal  railroad 
corporation  Congress  had  the  power  to  withdraw  it  from  State  regu- 
lation with  respect  to  even  its  intrastate  rates,  and  the  only  inference 
from  the  Minnesota  Rate  Case  is  that  in  regulating  interstate  rates 
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Congress,  as  incidental  to  siicli  reoulation,  could  regulate  intrastate 
rates,  and  in  the  Shreve})ort  case  (234  U.  S.,  342)  the  court  directly  so 
decided. 

Congress  is  vested  by  the  Constitution  with  power  to  regulate  inter- 
state and  foreign  commerce,  to  establish  post  roads,  and  to  make  war 
and  provide  for  the  national  defense.  In  exercising  these  and  other 
express  powers.  Congress  is  authorized  by  the  last  clause  of  section 
8,  Article  L  of  the  Constitution,  "To  make  all  laws  which  shall  be 
necessary  and  proper  for  cari-ying  into  execution  the  foregoing  powers 
and  all  other  powers  vested  by  this  Constitution  in  the  Government 
of  the  United  States,  or  in  any  department  or  officer  thereof,"  and 
vhe  Constitution  and  the  laws  and  treaties  made  in  pursuance  thereof 
are  the  "  supreme  law  of  the  land."  It  is  easily  demonstrable  that 
the  Avise  and  etfective  regulation  of  interstate  railroad  rates  requires 
the  like  regulation  of  intrastate  railroad  rates.  It  is  familiar  consti- 
tutional law  that  any  power  which  it  is  necessary  for  Congress  to 
exercise  in  carrjdng  out  and  executing  the  powers  expressly  conferred 
upon  it  is  to  be  implied  from  the  last  clause  of  section  8,  Article  I, 
and  thus  follows  the  power  to  regulate  intrastate  rates  whenever  it  is 
necessary  to  the  effective  regulation  of  interstate  rates.  But  I  will 
not  pursue  the  legal  argument,  for  the  question  seems  settled  by  the 
cases  cited. 

Congress  may  go  as  far  as  it  likes  in  the  regulation  of  the  corpora- 
tions created  by  it  and  of  the  railroads  owned  by  them.  It  may  with- 
draw them  entirely  from  regulation  by  the  States  or  it  may  permit 
regulation  to  such  extent  as  it  may  prescribe.  It  is,  of  course,  for 
Congress  to  say  how  far  it  will  go. 

I  have  seen  a  suggestion  from  some  of  the  opponents  of  Federal 
incorporation  that  it  was  a  scheme  of  the  railroads  to  try  to  escape 
taxation  by  the  States.  Possibly,  if  the  regulation  was  being  enacted 
by  Germany  for  us  just  at  this  time,  it  might  be  so  provided ;  but  the 
legislation  is  to  be  enacted  by  the  Congress  of  the  United  States, 
which  does  not  represent  the  railroads  merely,  but  represents  the 
whole  people  of  the  United  States,  and  the  suggestion  that  the  Con- 
gress of  the  United  States  would  withdraw  that  source  of  revenue 
from  the  States  and  would  exempt  the  railroads  from  taxation  by  the 
States  is  not  at  all  credible. 

My  own  opinion  is  that  it  is  entirely  practicable  for  Congress  to 
provide  for  the  taxation  of  these  railroads  by  the  States  in  a  manner 
that  will  provide  for  a  fair  and  equitable  distribution  of  the  taxes 
between  the  different  States,  rather  than  to  allow  each  State  or  one 
State  to  pile  on  three  or  four  times  as  much  as  it  should  and  another 
not  as  much  as  it  should.  Congress  could  require  the  railroads  run- 
ning through  several  States  to  be  taxed  as  a  whole,  and  to  be  appor- 
tioned by  the  different  States  on  mileage,  or  any  other  basis  that  it 
wanted  t:o.  We  are  not  advocating  anything  of  the  sort,  and  possibly 
it  would  be  unwise  in  the  original  legislation  to  undertake  it.  It  is 
something  that  ought  to  be  studied.  We  are  not  asking  it  and  not 
advocating  it,  but  speaking  from  my  own  individual  views  I  believe 
it  would  be  a  good  thing  for  the  States  and  for  the  whole  country  if 
that  were  done.  I  am  sure  it  would  not  decrease  the  taxes  of  the 
railroads:  it  might  increase  them:  but  there  would  be  a  more  equitable 
distribution  among  the  different  States.  But  I  wish  to  be  understood 
as  not  advocating  that  at  all. 
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We  believe  that  exclusive  congressional  regulation  of  the  issue 
and  sale  of  stock,  bonds,  and  other  securities,  of  the  rates  to  be 
charged  for  the  transportation  of  passengers  and  property,  and  of  all 
matters  of  transportation  is  absolutely  necessary  in  order  to  provide 
an  adequate  system  of  transportation  for  the  country  and  to  check 
the  growing  fear  that  rapidly  increasing  State  regulation  will  lead 
to  conditions  seriously  impairing  the  service  as  well  as  the  credit  of 
the  railroads. 

Let  me  refer  again,  and  emphasize  if  I  can,  to  the  recent  develop- 
ment of  this  State  regulation,  within  the  last  five  years  largely,  and 
that  we  do  not  yet  realize  or  appreciate  the  full  effect  of  it. 

The  most  urgent  feature,  in  my  judgment,  is  the  exclusive  regu- 
lation by  Congress  of  the  issue  oi  securities,  with  provision  for  the 
proper  establishment,  maintenance,  and  financing  of  all  interstate 
,  railroad  systems,  without  reference  to  the  conflicting  and  peculiar, 
if  not  selfish,  requirements  of  some  one  or  more  of  the  States 
traversed. 

The  consensus  of  opinion  of  the  railroad  executives  who  have 
been  considering  this  matter  was  that  the  regulation  of  all  matters 
essentially  local  and  incidental,  not  impairing  the  service,  and  all 
matters  of  taxation  should  remain  Avith  the  iStates,  as  at  present.  The 
corporation  should  not  be  entitled  to  remove  suits  to  the  Federal 
courts  by  reason  of  being  a  Federal  corporation. 

Experience,  I  am  quite  sure,  will  demonstrate  the  wisdom  of  every 
step  which  Congress  may  take  extending  its  regulation  of  interstate 
railroads,  in  lieu  of  conflicting  State  regulation. 

You  may  well  ask  wdiether  it  is  necessary  to  federalize  all  railroad 
companies  by  requiring  them  to  reincorporate  under  an  act  of  Con- 
gress, in  order  to  enable  Congress  to  regulate  their  securities,  their 
transportation  charges,  and  their  service.  My  own  opinion  is  that  it 
is  not.  That  is  to  say,  I  believe  it  would  be  practicable,  with  proper 
care,  to  draft  a  law  by  which  Congress  could  regulate  State  corpora- 
tions engaged  in  interstate  railroad  transportation  in  the  particulars 
mentioned.  But  it  is  not  clear  that  this  could  be  done.  I  am  sure, 
however,  that  the  object  could  be  accomplished  more  effectively,  with 
less  friction  and  confusion,  and  with  better  results  to  the  public  and 
everybody,  by  requiring  Federal  incorporation.  I  will  illustrate 
briefly  some  important  differences  in  the  two  systems. 

It  is  elemental  law  that  a  corporation  derives  its  corporate  powers 
from  the  government  that  creates  it  and  can  exercise  none  not  con- 
ferred— especially  none  prohibited — by  that  government.  Now,  let 
us  take  for  illustration  some  well-known  railroad — one  near  us — say, 
the  Baltimore  &  Ohio.  That  company,  I  believe,  is  a  corporation  of 
the  State  of  Maryland.  It  can  exercise  only  such  powers  as  the 
State  of  Maryland  confers  upon  it.  It  can  exercise  even  these  in 
some  other  State  only  by  consent  of  such  State.  But  it  can  not  exer- 
cise in  any  other  State  any  more  than  in  Maryland  powers  denied  to 
it  by  Maryland,  the  State  of  its  creation.  Ordinarily  a  State  specifies 
the  maximum  amount  of  capital  stock  a  corporation  may  issue  and 
prescribes  how  it  shall  be  issued  and  disposed  of  and  regidates  in 
detail  its  corporate  functions,  particularly  in  tlie  matter  of  capitaliza- 
tion. Let  us  suppose  that  Congress,  in  regulating  the  finances  of  the 
railroads  of  the  United  vStates,  prescribes  corporate  procedure  entirely 
different  from  and  in  direct  conflict  with  that  prescribed  for  the 
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BaltiiHore  &  Ohio  by  the  State  of  Maryhind.  Suppose  the  hiws  of 
the  State  of  Maryhind  expressly  deny  its  creature,  tlie  Baltimore  & 
Ohio,  the  necessary  power  to  do  the  financing  provided  for  by  the 
laws  of  Congress.  May  the  Baltimore  &  Ohio  proceed  to  do  things 
l^rohibited  by  the  la^vs  of  the  State  that  created  it  and  exercise 
powei-s  denied  by  that  State?  My  own  opinion  is  that,  within  the 
act  of  Congress,  it  may.  But  the  question  is  doubtful  and  able  lawyers 
disagree.  Without  taking  the  time  to  argue  the  question,  my  reasons, 
'  briefly,  are  that  we  live  under  a  dual  government ;  that  the  National 
Government  operates  directly  on  the  citizen,  the  corporation,  all 
property,  and  everything  within  its  territory,  precisely  as  the  State 
laws  do;  that  the  laws  of  Congress  are  paramount;  that  Congress  has 
plenary  power  to  regulate  interstate  connnerce  and  all  the  instrumen- 
talities thereof;  and  that,  if  Congress  declares  bv  a  proper  enact- 
ment, that  a  railroad  company,  or  other  instrumentality  of  interstate 
commerce,  shall  possess  and  may  exa-cise  certain  pov/ers,  that  declara- 
tion is  the  supreme  law,  and  any  State  law  inconsistent  with  it  must 
yield. 

But  I  am  much  troubled  by  this  consideration :  Many  States  have 
reserved  the  power  to  repeal  railroad  and  other  charters  granted  under 
their  laws.  Suppose  the  State  repeals  the  charter  of  the  railroad 
company.  It  might  be  within  its  rights ;  it  might  not  be  responsible 
to  Congress.  If  the  reservation  of  the  right  was  clear  it  might  not 
even  be  necessary  for  the  State  to  give  a  reason  for  its  exercise.  The 
corporation  would  be  at  an  end.  There  would  be  no  congressional 
act  for  incorporation  to  which  the  railroad  could  turn.  How  would 
you  meet  such  a  situation  in  attempting  to  carry  out  a  national 
policy  by  utilizing  the  existing  State  corporations?  This,  to  my 
mmd,  IS  the  most  serious  and,  indeed,  insurmountable  obstacle  to  any 
plan  for  utilizing  the  State  corporations  in  a  system  of  national 
regulation. 

Mr.  ADA3IS0N.  Has  that  ever  happened,  Judge,  where  a  State  left 
the  property  homeless  and  houseless- by  repealing  the  charter  and 
there  was  nobody  else  ready  to  take  it  up  and  renew  it? 

Mr.  LovETT.  It  is  about  to  happen  in  Texas,  Judge  Adamson.  My 
information  is  that  a  bill  Avas  introduced  in  the  Texas  Legislature  to 
repeal  the  charter  of  any  corporation  of  that  State  that  obeys  the 
Interstate  Commerce  Commission  instead  of  the  State  commission. 
That  IS  what  it  amounts  to.  because  of  a  controversv  that  has  grown 
out  of  the  decision  in  the  Shreveport  case;  and  I  should  not  be  at  all 
surprised  if  Congi-ess  passes  a  law  authorizing  and  permitting  a  State 
railroad  corporation  to  issue  bonds  when  the  policy  of  that  State  is 
not_  to  allow  it  to  issue  them,  that  some  State  would  take  measures 
to  forfeit  the  charter  of  the  corporation  that  obeyed  the  Federal  law 
rather  than  the  State  law. 

You  could  not,  in  an  act  of  this  sort,  compel  the  corporation  to 
issue  the  bonds.  The  most  you  could  do  would  be  to  give  it  the  right 
to  issue  them;  and  the  State  might  say,  just  as  they  sometimes  say 
to  the  corporations  about  their  interstate  rates,  "  Yes ;  you  have  the 
power  to  do  that :  you  have  the  power  under  the  act  of  Consress  to 
issue  these  securities,  but  if  you  do  it,  we  will  exercise  our^power. 
the  power  which  we  have,  to  take  awav  your  charter." 

Mr.  Adamson.  Would  you  compel  the  directors  of  a  Federal  cor- 
poration to  issue  bonds  and  stocks  if  they  did  not  want  to? 
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Mv.  LovETT.  I  would  not ;  but  I  would  put  the  directors  of  a  Fed- 
eral corporation  where  they  could  exercise  this  riaht  provided  for 
in  the  national  interest,  without  coercion  from  any  State. 

So  long  as  the  States  would  content  themselves  with  a  mere  refusal 
to  g'rant,  or  even  a  prohibition  of  the  power  to  issue  securities  and 
take  other  action  contemplated  by  an  act  of  Congress,  the  difficulty 
would  not  be  impossible,  because,  for  the  reasons  stated,  the  law  of 
Congress  would  prevail.  But  the  States  which  have  reserved  in  their 
constitutions,  or  by  other  valid  law,  the  right  of  alteration,  amend- 
ment, and  repeal  of  corporation  charters,  as  most  of  them  have,  could, 
in  my  judgment,  effectively  coerce  all  railroad  corporations  created 
by  them  in  submitting  to  all  the  restraints  and  restrictions  imposed 
by  them  uj)on  such  corporations,  however  ample  might  be  the  right 
anvd  power  conferred  by  an  act  of  Congress. 

I  come  back,  therefore,  to  the  proposition  that  a  general  law  pro- 
viding for  the  incorporation  of  all  new  and  the  reincorporation  of 
all  existing  railroad  companies  engaged  in  interstate  commerce,  with 
such  limitations  and  restrictions  upon  corporate  powers  as  Congress 
may  prescribe,  is  the  only  effective  means  for  regulating  the  financial 
operations  of  railroad  companies,  and  providing  a  method  by  which 
they  can  reestablish  their  credit  and  get  the  money  that  will  be  abso- 
lutely necessary  for  the  continued  growth  and  development  of  the 
transportation  facilities  of  this  country-. 

I  do  not  bother  myself  with  any  legal  theories  as  to  whether  the 
reincorporation  under  an  act  of  Congress  of  an  existing  State  railroad 
company  works  a  dissolution  of  the  corporation.  That  is  merely 
dealing  with  legal  fictions.  Nor  do  I  care  much  about  the  theories 
as  to  the  rights  of  stockholders  to  object  to  fundamental  changes.  It 
is  enough  that  ever}'^  railroad  was  built  and  engaged  in  interstate 
commerce,  and  every  stockholder  has  enjoyed  the  benefits  with  fuU 
knowledge  of  the  power  of  Congress  to  regulate  that  connnerce  and 
every  instrumentality  of  it.  Congress  has  regulated  it  already  in 
various  wa3'S,  including  its  bookkeeping  with  respect  to  strictly 
intrastate  as  well  as  interstate  transactions  (Interstate  Commerce 
Commission  v.  Goodrich  Transit  Co.,  224  U.  S.,  194)  ;  the  character 
and  equipment  of  its  cars  even  not  engaged  in  interstate  connnerce 
(Southern  Railway  v.  United  States,  222  U.  S.,  20)  ;  and  the  manner 
in  which  it  shall  treat,  in  its  accounts,  abandoned  property,  even 
though  this  deprives  certain  preferred  stockholders  of  dividends 
which  thev  might  otherwise  get  (Kansas  Citv  Southern  Railway  Co. 
V.  United\States,  231  U.  S.,  423).  No  stockholder  of  a  railroad  en- 
gaged in  interstate  and  foreign  commerce  ever  had  any  right  to 
withdraw  such  instrumentality  of  interstate  commerce  from  business 
whenever  the  method  of  regulation  did  not  suit  him.  If  Congress 
chooses  to  make  the  corporation  ow^ning  a  railroad  a  Federal,  instead 
of  a  State  corporation,  it  is  merely  exercising  its  right  to  determine 
the  means  and  agencies  for  the  better  regulation  of  such  commerce ; 
and  I  can  not  see  that  a  stockholder  has  any  more  right  to  object 
than  when  Congress  choses  cars  of  certain  designs  and  equipped 
with  certain  appliances,  instead  of  those  selected  by  the  owners  of 
the  railroad. 

With  respect  to  existing  corporations.  Congress  should  require 
them  to  reincorporate  by  filing  with  the  designated  agency  of  the 
Government  articles  of  reincorporation,  which  should  contain  the 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  693 

statements  and  declarations  Congress  may  prescribe;  and  thereupon 
they  should  become  Federal  corporations,  instead  of  State  corpora- 
tions, and  possess  the  powers  which  Congress,  by  the  act  for  rein- 
corporation declares  such  corporations  shall  possess. 

Mr.  Adajmsox.  Judge,  would  it  answer  your  purpose  to  apply  the 
compulsion  to  the  new  corporations,  and  only  permit  the  old  corpora- 
tions to  reincorporate  whenever  they  saw  proper? 

Mv.  LovETT.  No,  sir;  it  would  not.  It  would  serve  my  purpose, 
but  I  do  not  think  it  would  serve  the  purposes  of  the  public. 

Mr.  Adamson.  I  mean  the  purpose  you  have  in  view. 

Mr.  LovETT.  Xo,  sir.  It  would  not," for  the  reason  that  to  make  it 
nierely  optional  with  the  railroad  company  whether  or  not  it  should 
incorporate  under  the  act  of  Congress  Avould  be  giving  that  corpora- 
tion the  power  to  supersede  the  laws  of  a  State  at  its  pleasure.  If  it 
were  optional,  the  Union  T^acific  could  run  along  in  obedience  to  the 
State  laws  until  it  made  up  its  mind  to  change,  and  then  it  would 
supersede  absolutely  the  State  laws  relating  to  its  corporate  affairs. 
I  do  not  believe  that  option  ought  to  be  given  to  any  corporation. 
I  do  not  think  it  could  be.  because  I  do  not  believe  an  act  of  Congress 
that  left  it  optional  would  be  constitutional.  In  order  to  supersede 
the  State  laws  it  requires  the  paramount  power  of  Congress.  So  I 
do  not  believe  it  would  be  constitutional  nor  do  I  believe  it  would  be 
right.  In  some  States,  where  the  State  laws  are  not  as  oppressive 
as  others,  the  corporations  would  probably  stay  in. 

Mv.  Adamsox.  You  are  an  older  and  better  looking  lawyer  than  I 
am,  but  I  believe  I  would  follow  your  constitutional  law  in  the  re- 
verse direction.  I  think  your  coiupulsion  would  be  more  of  a  consti- 
tutional difficulty  than  your  voluntary  scheme. 

Mr.  LovETT,  I  hate  to  be  shaken  in  my  own  opinion,  Judge  Adam- 
son,  but 

Mr.  Adamsox.  I  can  not  shake  you,  but  I  am  trying  to  learn  about 
this  tiling. 

Mr.  LovETT.  I  have  thought  a  great  deal  about  this  subject.  It  has 
been  considered  by  a  great  many  very  able  lawyers,  and  I  believe 
they  are  all  agreed  on  that  point,  many  of  them  very  much  against 
their  will.  When  the  railroad  executives  first  took  up  the  discussion 
of  this  I  believe  a  large  majority  were  in  favor  of  having  it  optional, 
but  they  were  all  forced  to  the  other  view  because  they  were  con- 
vinced that  it  would  not  only  not  be  constitutional,  but  that  the 
reason  for  the  law  would  very  largely  disappear,  to  leave  it  optional 
to  a  railroad  to  change  its  government  or  not,  at  its  pleasure. 

The  obligations  to  creditors  and  all  other  private  rights  and  rela- 
tions should  continue  as  before,  and  the  stock  and  the  certificates 
representing  it  should  remain  as  before  until  transfers  are  made  in 
the  usual  manner;  and,  of  course,  the  certificates  would,  in  form  as 
well  as  in  fact,  represent  stock  of  the  reincorporated  company.  Some- 
one has  discovered  in  this  suggestion  a  scheme  for  validating  invalid 
stock.  Such  would  not,  and  certainly  need  not,  be  the  effect,  for  it 
could  be  provided  in  the  act  that  such  reincorporation  should  not, 
as  between  the  corporation  and  its  stockholders  and  creditors,  create 
any  new  rights  or  obligation  or  validate  anything  already  invalid. 
In  short,  on  a  given  day  to  be  specified  in  the  act  of  Congress,  all 
railroad  corporations  of  the  United  States  would  cease  to  be  State 
corporations    and    would    become    Federal    corporations    with    the 
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powers  set  forth  in  the  act  of  Congress;  and  would  thereafter  be 
bound,  with  respect  to  all  corporate  powers  and  action,  by  the  terms 
of  such  act,  rather  than  by  the  various  State  statutes  and  special 

Mr.  Adamsox.  Then  the  act  of  Congress  would  be  the  charter  of 
each  corporation? 

Mr.  LovETT.  In  effect ;  yes,  sir.  ,     ■      ■  ^ 

Federal  incorporation,  or  complete  Federal  regulation  in  any  form, 
will  of  course,  add  enormously  to  the  work  of  commission  super- 
vision, and  I  have  already  pointed  out  that  the  Interstate  Commerce 
Commission  is  even  now  hopelessly  overburdened. 

How  is  this  problem  of  supervision  to  be  solved?  Railroad  execu- 
tives have  thoudit  of  it  a  great  deal.  All  realize  that  supervision 
has  come  to  stay,  and  none  would  abolish  it  if  he  could.  But  how- 
can  it  be  made  workable?  There  have  been  proposals  that  the  mem- 
bershi])  of  the  commission  be  enlarged,  and,  indeed,  that  it  be  en- 
larged to  such  an  extent  that  it  may  subdivide  itself  into  several  com- 
missions sitting  separately.  We  see  no  objection  to  the  enlargement 
of  the  commission  to  such  an  extent  as  Congress  may  deem  advisable, 
but  we  believe  it  would  be  extremely  unwise  to  attempt  to  solve  the 
problem  by  having  the  commission  divide  itself  into  several  sections. 
Suppose  that,  instead  of  creating  circuit  courts  of  appeal  and  other 
tribunals,  the  Supreme  Court  of  the  United  States  had  been  enlarged 
and  divided  into  sections  for  the  final  decision  of  cases?  It  is  not 
certain  that  there  would  have  been  confusion  and  uncertainty  and  a 
great  loss  of  character  for  the  court,  and  that  it  would  not  have 
attained  that  confidence,  respect,  and  esteem  of  the  people  which  is 
now  so  universal?  .     .  . 

Moreover,  the  Interstate  Commerce  Commission  under  existing 
law  is  clothed  with  different  functions  which  are  so  inconsistent  as  to 
greatly  impair  its  use  to  the  countrj'.  It  is  charged  with  the  duty 
of  detection  and  punishment,  and  at  the  same  time  of  hearing  and 
deciding.  In  reorganizing  the  commission  we  believe  it  would  be  wise 
to  separate  these  inconsistent  functions,  which  violate  one  of  our 
fmidamental  principles  of  government,  and  that  such  separation  will 
also  lead  to  a  better  organization. 

We  believe  that  several  commissions  are  necessary,  ihe  present 
Interstate  Commerce  Commission  should  be  vested  with  the  higher 
powers  and  duties  arising  under  the  interstate-commerce  act  and 
other  laws  of  Congress  regiilating  commerce,  such  as  the  power  of 
hearing  and  deciding  complaints,  and  over  the  rates  and  the  regula- 
tions o*f  the  carriers  and  the  issue  of  securities ;  and  that  the  remam- 
ino-  duties,  such  as  inspection,  detection,  prosecution,  and  correction, 
safety-appliance  requirements,  statistics,  etc.,  should  be  conferred 
upon  a  new  commission  with  some  other  name— for  instance,  "Federal 
railroad  commission."  But  in  order  to  coordinate  and  harmonize  the 
system  of  regulation  the  Interstate  Commerce  Commission  should 
have  the  right,  but  should  not  be  required,  to  review  any  action  of 
the  additional  commission.  i  v  i    j  j. 

We  also  believe  that  regional  commissions  should  be  established  to 
assist  the  Interstate  Commerce  Commission  in  exercising  its  jurisdic- 
tion, and  to  that  end  should  make  all  such  investigations  and  hear  and 
determire  all  such  complaints  and  perform  such  other  duties  as  the 
higher  commission  shall  direct.    The  orders  of  the  regional  comniis- 
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sion  should  not  become  eti'ective  iiuiil  approved  by  the  Interstate 
Connnerce  Connnission.  but  shouhl  stand  approved  as,  of  course — 
unk>ss  excepted  to  at  a  time  to  be  limited — somewhat  analouous  to 
the  practice  with  respect  to  masters  in  chancery.  The  re<2;ions  ought 
to  be  created  with  reference  to  traffic  territories  rather  than  geographi- 
cally: and  there  should  be  a  sufficient  nnmber  of  them  to  alfortl  an 
opportunity  to  promptly  hear  and  determine  the  comj)laints  of  every 
locality,  and  as  near  the  comi)laining  locality  as  practicable.  We 
believe  that  all  the  conmiissioners  shotdd  be  appointed  by  the  Presi- 
dent, with  the  consent  of  the  Senate,  for  long  terms,  and  shoidd  re- 
ceive good  salaries.  It  is  necessary  not  only  to  get  good  men  bnt  to 
pre\ent  them  from  becoming  mere  clerks  of  the  principal  commis- 
sion, which  is  an  evil  feature  of  the  present  system  of  hearing  and 
deciding  cases. 

The  reorganization  of  the  connnissison  along  such  lines  would,  in 
our  judgment,  provide  a  sufficient  number  of  intelligent  and  able 
agencies  for  the  prompt  decision  of  all  questions  and  quick  perform- 
ance of  all  the  duties  devolving  upon  the  commission  under  the  law, 
and  avoid  those  long  delays  that  are  so  hurtful  in  the  decision  of  com- 
mercial matters.  Questions  of  rates  and  commerce  can  not  endure 
delay.  That  is  one  of  the  most  important  questions  in  Government 
regulation  of  railroad  rates.  Changes  in  trade  and  trade  relations  are 
frequent  and  rapid,  and  rates  must  be  adjusted  to  them.  Any  system 
of  regulation  which  does  not  provide  for  a  prompt  decision  of  such 
questions  will  bear  heavily  upon  commerce  and  business.  The  plan 
suggested  for  a  commission  to  deal  with  and  enforce  the  purely 
administrative  and  punitive  provisions  of  the  law  and  for  a  sufficient 
number  of  regional  commissions  to  assist  the  Interstate  Commerce 
Commission  admits  of  such  expansion  as  the  growth  of  the  Avork  and 
the  extension  of  the  law  may  require.  The  utter  inadequacy  of  the 
present  organization  to  do  the  work  imposed  upon  it  can  be  better 
understood  when  it  is  realized  that  but  two  additional  members  have 
been  added  to  the  Interstate  Commerce  Commission  since  it  was  cre- 
ated 30  years  ago,  although  the  duties  of  the  commission  have  been 
multiplied  many  fold  bj^  the  amendments  and  additions  to  the  inter- 
state commerce  act  since  it  was  originally  passed  and  by  the  enormous 
growth  of  the  railroads  and  the  commerce  handled  by  them. 

Finally,  gentlemen,  I  wish  to  say  that  the  responsibility  for  the 
railroad  development  of  this  country,  for  providing  the  necessary 
transportation  facilities  for  the  rapidly  growing  population  and 
commerce  of  this  country,  no  longer  rests  with  the  railroad  officers  and 
railroad  managers  entirely.  We  have  our  share,  but  it  rests  primarily 
on  Congress.  Whenever  the  Government  regulates  the  rates  and 
regulates  the  financial  administration  of  railroads,  and  regulates  the 
borrowing  of  money  and  the  issuance  of  securities,  it  relieves  the  rail- 
road officers  of  the  responsibility  of  providing  and  developing  trans- 
portation systems  except  within  the  limits  of  the  revenue  that  can  be 
realized  from  such  rates  and  under  such  restrictions. 

Now,  we  do  not  complain  of  this  regulation.  I  am  distinctly  in 
favor  of  Government  regulation.  I  think  the  greatest  blessing  that 
ever  befell  the  railroads  of  this  country  since  my  connection  with 
them  was  the  act  of  1906,  which  gave  the  commission  the  power  to 
send  its  inspectors  to  the  offices  of  the  railroads  and  effectively  detect 
and  punish  rebates. 
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That  put  an  end  to  the  greatest  and  most  blighting  evil  in  the  rail- 
road business.  There  are  many  other  advantages  from  Government 
reguhition  to  the  public  as  Avell  as  to  the  railroads,  and  that  leave  no 
doubt,  at  least  in  my  mind,  that  Government  regulation  has  been  a 
great  blessing  to  tlie  railroads,  and  we,  of  course,  all  know  that  no 
back  track  is  going  to  be  taken  on  it. 

But  the  overwhelming  necessity  is  to  have  a  unified  system  of  regu- 
lation. Instead  of  a  multitude  of  governments  each  establishing  its 
own  regulation,  its  own  system,  most  of  it  prompted  by  some  particu- 
lar evil,  most  of  it  designed  to  punish  and  restrain  and  restrict  the 
exercise  of  corporate  powers ;  never  any  conference  or  cooperation  or 
coordination  of  these  systems  of  regulation — it  is  impossible  to  pro- 
vide this  country  with  the  railroad  transportation  facilities  necessary 
under  such  conflicting  L^ws.  Let  me  say,  again,  at  the  risk  of  being 
tedious,  because  it  is  vastly  important,  we  do  not  realize  and  do  not  ap- 
preciate' vhe  extent  of  this  State  regulation,  because  it  is  so  new.  Think, 
for  a  moment,  that  10  years  ago  the  great  trunk  lines  were  unre- 
stricted in  their  financial  operations.  This  great  territory  lying  be- 
tween the  Potomac  and  Dhio  Rivers  on  the  south  and  Canada  on 
the  north,  and  including  New  York  on  the  east  and  Illinois  on  the 
west,  within  only  the  last  10  years  has  been  subjected  to  this  con- 
flicting regulation,  and  much  of  it  within  the  last  three  or  four 
years.  We  have  not  yet  realized  the  full  extent  of  this  regulation, 
and  the  commissions  have  not  yet  gotten  into  full  action.  We  ought 
to  have  a  complete  system  of  regulation,  a  uniform  system,  aj^plying 
throughout  the  country,  with  all  the  administrative  agencies  to  ef- 
fectively enforce  it,  and  to  hear  and  determine  every  complaint.  Let 
the  existing  State  commissions,  if  they  choose — and  most  of  them  are 
already  authorized — be  alert  to  look  out  for  the  interests  of  their 
own  people,  and  when  there  is  anything  in  the  situation  which  they 
think  is  wrong,  submit  it  to  the  Interstate  Commerce  Commission. 

Mr.  Adamson.  Will  you  enumerate  some  of  the  things  you  think 
might  be  left,  that  these  State  commissions  might  do,  if  your  plan 
were  adopted? 

Mr.  LovETT.  I  shall  be  glad  to  do  so. 

Mr.  Adamson.  If  you  do  not  leave  much  for  them  to  do,  Ave  might 
turn  them  off  and  save  their  salaries. 

Mr.  LovETT.  You  might  employ  them  as  regional  counnissioners. 
Will  you  indulge  me  a  moment? 

Chairman  Thelen,  of  the  California  commission,  in  his  statement 
before  this  committee,  at  page  536  of  the  record,  stated  that  during 
the  year  ended  June  30,  1916,  the  following  utilities  of  various 
classes  filed  reports  with  the  commission : 

Steam  railroads,  operative ^ 48 

Steam  railroads,  lessor 13 

Steam  railroads,  under  construction 4 

Electric  railroads,  operative 35 

Electric  railroads,  lessor 2 

Express    companies 3 

Car    companies 2 

Water   carriers 18 

Electric    companies 91 

Gas    companies 35 

Gas  and  electric  companies 17 

Telephone    companies 114 

(There  seems  to  be  some  activity  in  the  telephone  business.) 
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Mr.  Ada:msox.  That  conmiissioii  evidently  had  some  d\ities  other 
than  those  which  rehited  to  raih-oads. 
Mv.  LovETT.   (Continuing  readinij:) 

Tolepliono  (•oiDpaiiies 114 

Tolcfri'iipli  coinicinles 3 

Tolt'i)li()iu'  niul  teleg;niph  companies 7 

Wiitcr  (•(iiiiicuiies 329 

■\Viirehousenien 183 

Wliarttiifrers 13 

Total 1)17 

Of  which  totaL  only  48  were  operating  steam  railroads;  that  is, 
railroads  which  woidd  come  under  the  supervision  of  the  Interstate 
Commerce  Connnission. 

Mr.  Ada:msox.  What  I  suggested  was.  would  there  be  any  duties 
left  for  them  to  perform  in  connection  with  these  highways  of  traffic? 

]Nfr.  LovETT.  There  would  be.  Judge  Adamson.  The  Texas  Rail- 
road Commission  is  expressly  required  by  the  act  creating  it,  to  keep 
posted  about  all  the  affairs  of  the  railroad  companies,  and  to  regu- 
late those  that  are  Avithin  its  jurisdiction;  that  is.  within  the  State. 

Mr.  Adamsox.  ^Voulcl  not  a  Federal  incorporation  take  it  out  of  that 
jurisdiction  ? 

Mr.  LovETT  (continuing).  And  to  file  complaints  with  the  Inter- 
state Commerce  Commission  with  respect  to  any  matters  within  the 
jurisdiction  of  the  Interstate  Commerce  Commission  they  should 
deem  proper. 

Xow.  these  commissions,  aside  from  their  other  duties,  could  be 
alert  for  the  interests  of  their  States,  and  could  take  proceedings  be- 
fore the  Interstate  Commerce  Commission,  whenever  a  matter  that 
affected  interstate  rates,  affected  the  interests  of  their  States,  arose. 
There  would  be  no  doubt  that  many  matters,  like  grade  crossings, 
and  a  multitude  of  things  affecting  interstate  railroads,  purely  of  a 
local  character  that  should  be  left  under  their  jurisdiction.  That 
would  depend,  of  course,  on  how^  far  Congress  wished  to  go. 

Mr.  TiiOM.  Taxation  would  be  another  thing. 

Mr.  LovETT.  Yes:  taxation. 

Mr.  Adamsox.  Judge,  if  you  did  not,  in  the  original  act.  put  in 
there  all  those  things,  the  question  would  be  always  open  and  there 
would  be  agitation  to  get  rid  of  them  after  you  once  incorporated 
under  the  Federal  law. 

Mr.  LovETT.  It  would  rest  entirely  wdth  Congress  how  far  they 
would  go. 

I  have  but  few  words  more,  Mr.  Chairman  and  gentlemen.  It  seems 
hardly  necessary  to  emphasize  the  importance  of  the  railroads  to  this 
countr3\  The  European  countries  existed  and  grew  up  before  there 
were  any  railroads.  The  towns  and  cities  and  business  and  popula- 
tion were  all  practically  set  or  placed  before  there  were  any  railroads. 
They  have  more  or  less  water  transportation,  whereas  in  this  country 
we  have  almost  none ;  the  country  was  built  on,  and  to  a  considerable 
extent  by,  the  railroads. 

The  population  is  adjusted  to  the  railroads :  the  agriculture  is  de- 
pendent upon  the  railroads;  manufacturing  and  everything  is  de- 
pendent upon  the  railroads  and  railroad  transportation.  There  is 
scarcely  a  village  in  the  United  States,  and  I  am  sure  there  is  no 


698        INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

town  of  over  10.000  population  that  is  not  dependent  upon  some  rail- 
road, almost,  for  its  life.  There  is  no  country  in  the  world  which  is 
more  dependent  upon  proper  railroad  transportation  than  the  United 
States;  and  it  does.  I  submit,  reflect  somewhat  on  our  capacity  for 
self-government  to  allow  transportation  facilities  as  vital  as  oiirs  is 
to  the  life  of  this  Nation  to  be  torn  and  discouraged  and  demoralized 
by  such  a  medley  of  regulation  as  we  have,  and^'as  we  have  rapidly 
developed  in  recent  years  instead  of  establishing  one  complete  system 
for  the  regulation  of  all  the  railroads  in  the  interests  of  all  the  people 
of  all  the  States.  ^     ^ 

Sooner  or  later  Congress  must  take  hold  of  this.  It  may  not  be 
done  noAv,  in  this  term  or  at  this  session,  or  the  next  year  or  the  year 
after;  but  the  time  is  coming  when  Congress  will  have  to  take  "con- 
trol of  the  railroads  of  the  United  States  and  regulate  them  in  the 
interest  of  all  the  people  of  this  country,  and  the  sooner  it  is  done  the 
better. 

I  regret  to  have  taken  so  much  of  your  time,  and  I  am  very  grateful 
for  the  patient  courtesy  you  have  shown  me.  Of  course.  I  am  ready 
now  to  answer  any  questions. 

Mr.  Adamson.  Mr.  Chairman,  do  you  wish  now  to  go  on  with  the 
cross-examination?  It  is  near  adjournment  time,  and  possibly  the 
judge  would  prefer  to  rest. 

The  Chairman.  I  would  prefer  to  go  on  now  for  half  an  hour. 
Mr.  LovETT.  It  is  perfectly  satisfactory  to  me. 

The  Chairmax.  You  stated.  Judge  Lovett,  that  the  Union  Pacific 
was  a  Federal  corporation  and  its  property  was  sold  out  under  fore- 
closure, and  that  in  reorganizing,  inasmuch  as  there  was  no  Federal 
incorporation  act,  you  were  obliged  to  go  to  a  State  for  vour  charter. 
Do  you  know  why  the  Union  Pacific  Co.  went  to  the  State  of  Utah 
for  its  charter? 

Mr.  LovETT.  I  was  not  connected  with  the  property  at  that  time, 
Mr.  Chairman,  but  my  information  is  that  they  wanted  power  to  ac- 
quire everything  that  the  Federal  corporation  owned,  including  the 
stocks  of  certain  coal  mines  and  various  other  properties,  and  that 
power  was  not  obtainable  under  the  laws  of  any  other  States  in  wdiich 
the  line  was  situated.  That,  however,  is  hearsay.  The  laAv  of  Utah 
authorized  it  to  ]uirchase  whatever  was  sold  at  the  foreclosure  sale  of 
the  Union  Pacific  properties. 

The  Chairman.  Was  there  a  special  act  of  incorporation  passed  in 
Utah,  or  did  you  incorporate  under  the  general  law  ? 
Mr.  LovETT.  Under  the  general  law. 

The  Chairman.  Did  that  general  law  contain  the  powers  which 
3^ou  desired? 

Mr.  LovETT.  Yes,  sir. 

The  Chairman.  In  how  many  States  did  the  Union  Pacific  operate 
before  this  new  corporation  was  formed,  and  how  many  after,  and 
what  States? 

Mr.  LovETT.  low^a,  Missouri,  Nebraska,  Kansas,  Colorado,  Wy- 
oming, and  Utah.  I  speak  only  of  the  Union  Pacific  proper  and  not 
of  its  subsidiary  companies. 

The  Chairman.  That  is  seven  States. 
Mr.  LovETT.  Yes,  sir. 
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The  Chairman.  And  in  how  many  corporations  did  it  hold  such  a 
controlling  interest  in  the  stock  as  to  enable  it  to  control  their  opera- 
tions— and  I  am  speaking-  now  of  railroad  corporations — and  in  what 
States? 

Mr.  Lovirrr.  Ai-e  3'ou  speakino-  now 

The  CiiAiior.AX.  Prior  to  the  Utah  incorporation. 

Mr.  LovKTT.  The  Union  Pacific  Railway  Co.,  the  original  Federal 
corporation,  the  Kansas  Pacific  Railroad  Co.,  a  Federal  corporation, 
or  possibly  a  Kansas  corporation 

The  CiiAiinrAN.  I  do  not  ask  you  to  recapitulate  the  corporations, 
but  I  Avould  like  to  ask  you  to  state  how  many  States,  outside  of 
these  seven,  you  operated  in  through  the  ownership  or  control  of 
other  corporations. 

Mr.  LovETT.  It  controlled  companies  that  are  now  embraced  in  the 
Oregon  Short  Line  Railroad  Co. 

The  Chairman.  Yes. 

Mr.  LovETT.  That  operated  in  the  States  of  Utah  and  Nevada  and 
Idaho,  Montana,  and  extending  a  short  way  into  Oregon.  I  am  not 
sure  it  controlled,  prior  to  the  receivership,  the  lines  of  the  Oregon 
Railroad  &  Navigation  Co.  in  Oregon  and  Washington.  I  was  not 
connected  with  the  company  at  that  time,  and  am  therefore  not  as 
familiar  with  those  old  historical  facts  as  I  might  have  been. 

The  Chairman.  It  now  controls  the  lines  to  wdiich  yon  have  last 
referred  ? 

^Ir.  LovETT.  Yes. 

The  Chairman.  Now,  since  the  Utah  incorporation,  has  the  area 
of  its  operations  been  contracted  or  enlarged? 

Mr.  LovETT.  Been  enlarged. 

The  Chairman.  In  wdiat  States? 

Mr.  LovETT.  In  all  the  States  in  which  it  operates,  except  in  Mis- 
souri and  Iowa,  where  it  has  merely  terminals,  it  has  been  enlarged 
by  the  construction  of  new  lines,  by  the  purchase  of  a  few  independ- 
ent lines,  and  by  the  construction  of  various  extensions  under  separate 
corporations,  which  were  afterwards  merged  into  the  main  company. 

The  Chairman.  In  how  many  States  does  it  operate  now,  outside 
of  the  seven  to  which  you  just  referred? 

Mr.  LovETT.  Including  the  seven,  it  operates  in  11  States,  and  in 
addition  to  that,  it  owns — no,  it  does  not  operate  in  Nevada.  It  op- 
erates now  in  11  States,  including  all  of  those  previously  named,  ex- 
cept Nevada.  It  also  owns  half  the  stock  and  half  the  bonds  of  the 
Los  Angeles  &  Salt  Lake  Railroad  Co.,  which  operates  in  Nevada 
and  California,  as  well  as  in  Utah. 

The  Chairman.  That  is  the  road  that  stretches  from  Salt  Lake 
City  to  Los  Angeles? 

^Ir.  LovETT.  Yes. 

The  Ciiair:\ian.  Have  you  dropped  the  operation  of  any  systems 
or  roads  during  this  period? 

Mr.  LovETT.  No :  I  should  add  that  before  this  insolvency  of  the 
Union  Pacific,  through  some  form  of  stock  ownership  with  which 
I  am  not  familiar,  because  I«have  never  had  occasion  to  investigate 
it.  it  controlled  the  Union  Pacific,  Denver  &  Gulf  Railroad,  and 
other  companies,  including  the  St.  Joseph  &  Grand  Island  Railroad, 
which,  however,  recently  it  has  since  reacquired. 
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The  Chairman.  Did  it  at  any  time  control  the  Sonthern  Pacific  ? 

Mr.  LovETT.  Yes. 

The  Chairman.  After  the  organization  under  the  hiws  of  Utah 
or  before  ? 

Mr.  LovETT.  Afterwards. 

The  Chairman.  And  the  control  of  the  Southern  Pacific  meant  the 
control  also  of  the  Central  Pacific,  did  it  not? 

Mr.  LovETT.  Yes. 

The  Chairman.  You  lost  that  control  through  a  court  decision, 
did  you  not  ? 

Mr.  LovETT.  Yes.  The  Supreme  Court  of  the  United  States  held 
it  was  a  violation  of  the  Sherman  Act,  and  that  control  terminated 
on  the  1st  of  February,  1913. 

The  CHAIR3HAN.  It  is  contended  now,  is  it  not,  that  the  Southern 
Pacific  is  holding  the  Central  Pacific  in  violation  of  the  Sherman 
Act? 

Mr.  LovETT.  It  is  so  contended  by  the  Attorney  General. 

The  Chairman.  And  that,  I  believe,  has  been  decided  against  the 
Government  in  the  circuit  court? 

Mr.  LovETT.  So  I  understand. 

The  Chairman.  How^  many  shares  of  ordinary  stock,  common 
stock,  and  how  many  shares  of  preferred  stock,  and  what  amount  of 
bonds  are  outstanding? 

Mr.  LovETT.  May  I  use  dollars  instead  of  shares,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  LovETT.  The  total  common  stock  of  the  Union  Pacific  Eailroad 
Co.  outstanding,  by  which  I  mean  is  owned  by  the  public,  is  $222,- 
291,600  par  value ;'  of  preferred  stock,  $99,543,500.  The  bonds  held 
by  the  public  and  issued  by  the  Union  Pacific  Eailroad  Co.  and 
its  various  constituent  companies  aggregate  $334,629,850. 

The  Chairman.  What  rate  of  interest,  as  a  rule,  do  your  bonds 
pay? 

Mr.  LovETT.  Mostly  4  per  cent. 

The  Chairman.  What  rate  of  interest  is  paid  upon  vour  preferred 
stock? 

Mr.  LovETT.  Four  per  cent. 

The  Chairman.  And  what  on  the  common  stock? 

Mr.  LovETT.  From  October,  1906,  to  1914  it  paid  10  per  cent. 
From  1914  to  January,  1916,  the  regular  dividend  was  8  per  cent. 
There  was  an  extra  dividend  during  that  time,  payable  in  stock  of 
other  corporations  held  b}'  the  Union  Pacific — a  certain  number  of 
shares,  without  stating,  I  believe,  their  value.  In  December,  1916, 
there  was  declared,  in  addition  to  the  2  per  cent  quarterly  on  the 
common  stock,  an  extra  dividend  of  2  per  cent;  and  another  extra 
dividend  of  one-half  of  1  per  cent,  payable  April  1,  has  been  de- 
clared. 

The  Chairman.  I  observe  that  your  preferred  stock  bears  the  same 
rate  of  interest  as  your  bonds.  What  price  is  your  preferred  stock 
quoted  in  the  market? 

Mr.  LovETT.  It  has  been  quoted  for  h.  long  time  at  about  82  per, 
cent  of  its  par  value. 

The  Chairman.  Then,  4  per  cent  will  not  hold  that  at  par? 

Mr.  LovETT.  Oh,  no. 

The  Chair:sian.  Under  present  conditions? 
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]Mr.  LovETT.  No. 

The  Chairman.  Does  4  per  cent  hold  your  bonds  at  par? 

Mr.  LovETT.  Xo ;  they  are  a  little  under  par.  They  have  been  for 
some  time.  Formerly  they  Avere  above  par — our  first-mortgage  bonds — 
because  they  were  sa\ings-bank  investments  in  many  of  the  States 
and  many  of  our  bonds  are  available  as  savings-bank  investments,, 
and  that  naturally  adds  to  their  price. 

The  CiiAimiAN.  "Was  your  preferred  stock  issued  at  par,  do  you 
know  ? 

Mr.  LovEiT.  It  was  issued  in  the  reorganization  following  the 
receivership,  and  I  am  not  able  to  say  just  what  it  was  issued  for. 
It  was  issued  to  the  reorganization  committee  along  with  some  com- 
mon stock  and  all  of  the  bonds  under  a  plan  of  reorganization. 

The  Chairman.  Your  bonds  Avere  negotiated  at  a  very  favorable 
time  in  the  money  nuirket,  were  they  not^ 

Mr.  LovETT.  I  so  imderstand.  I  was  not  then  connected  with  the 
company. 

The  Chairman.  If  those  bonds  were  to  become  due  to-day  could 
you  dispose  of  them  at  the  4  per  cent  rate  at  par  ? 

Mr.  LovETT.  We  could  not. 

The  Chairman.  What  rate  of  interest  would  they  require? 

Mr.  LovETT.  At  this  time,  in  order  to  realize  par  for  them,  we 
should  probably  have  to  increase  the  interest  rate  to  around  5  per 
cent. 

The  Chairman.  Xow  suppose  you  should  issue  preferred  stock  to- 
day for  par,  in  order  to  command  par  what  rate  of  interest  would 
you  have  to  pay  on  that  ? 

Mr,  LovETT.  I  should  say — it  depends,  of  course,  on  the  amount. 
To  issue  the  same  amount  and  with  the  same  rights  as  the  present 
preferred  stock  we  vs'ould  have  to  pay  considerably  above  5  per  cent 
in  order  to  realize  par. 

The  Chairman.  And  if  you  were  to  issue  a  lot  of  conunon  stock, 
what  rate  of  interei^t  would  be  required  in  the  shape  of  dividends 
to  sustain  that  stock  at  par  under  present  conditions? 

]Mr.  LovETT.  Our  present  common  stock  is  selling  from  $135  to 
$140.  While  I  am  not  making  any  predictions,  of  course,  as  to  our 
dividend  policy,  many  holders  of  the  stock  expect  that  extra  dividend 
to  continue  for  a  long  time,  which  with  the  regular  dividend  makes 
10  per  cent  on  the  stock.  Notwithstanding  the  10  per  cent  dividend, 
the  stock  is  selling  at  $135  to  $140.  which,  I  should  say  roughly,  is 
jnelding  about  7  per  cent. 

The  Chairman.  Then,  under  present  conditions,  in  order  to  main- 
tain bonds,  preferred  stock,  and  common  stock  at  par,  there  would 
have  to  be  assurance  as  to  the  bonds  that  they  would  pay  5  per  cent, 
as  to  the  preferred  stock  that  it  would  pay  6  per  cent,  and  as  to  the 
common  stock,  that  it  would  pay  7  per  cent.  Would  that  be  about 
the  relative  interest  that  the  market  would  expect  in  order  to  sustain 
the  securities  at  par  with  a  good  road  that  had  an  established  business 
and  valuable  assets? 

Mr.  LovETT.  I  would  not  say  the  preferred  stock  would  have  to 
pay  as  much  as  6  per  cent.  It  would  have  to  pay  more  than  5  per 
cent.  With  that  modification  and  with  conditions  as  they  exist  at 
this  time,  I  should  say  your  statement  was  about  right. 
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Mr.  Adamson.  In  order  that  I  may  understand  this,  pardon  me 
if  I  asli:  you  or  Judge  Lovett.  I  understand  the  common  stock  is 
sold,  and  it  depends  for  its  dividends  on  earnings? 

The  Chairman.  Yes. 

Mr.  Adamson.  Now  the  preferred  stock,  is  the  dividend  on  that, 
.like  bonds,  limited  to  the  rate  of  interest  specified,  or  does  it  partici- 
pate in  dividends  ? 

Mr.  LovETT.  It  is  limited  to  4  per  cent. 

Mr.  Adamson.  It  is  just  like  a  bond. 

Mr.  LovETT.  Yes;  and  is  not  cumulative.  In  other  words,  the 
bonds  must  have  their  interest  whether  it  is  earned  or  not.  The  pre- 
ferred stock  can  not  get  more  than  4  per  cent. 

Mr.  Adamson.  And  will  not  get  that  unless  it  is  earned? 

Mr.  Lovett.  Exactly. 

The  Chairman.  Preferred  stock  is  generally  cumulative,  is  it 
not? 

Mr.  LovETT.  Well,  there  are  all  kinds  of  preferred  stock,  Senator. 

The  Chairman.  Not  so  in  yours? 

Mr.  LovETT.  I  should  say  the  majority  of  railroad  stock  is  not 
cumulative,  but  that  is  a  guess.     I  do  not  know. 

Mr.  Adamson.  The  reason  I  interrupted,  the  chairman  mentioned 
7  per  cent  on  common  stock  and  I  did  not  think  common  stock  ever 
had  a  specified  rate  of  profit. 

The  Chairman.  No;  but  I  mean  to  say  in  order  to  maintain  it  at 
par  there  would  have  to  be  a  reasonable  expectation  that  it  would 
earn  7  per  cent. 

Now,  Mr.  Lovett,  in  considering  the  question  of  national  incorpora- 
tion, what  is  your  expectation  as  to  the  form  that  mergers  accom- 
plished under  a  Federal  act  would  take?  Would  these  corporations 
be  likely  to  be  merged  within  a  given  region  corresponding  to  the 
traffic  areas  that  you  have  evolved  in  railway  management,  or  would 
they  be  likely  to  be  continental  in  character  from  coast  to  coast  and 
from  the  Lakes  to  the  Gulf?  What  has  been  the  tendency  thus  far 
in  the  merger  and  consolidation  thus  far  accomplished  in  the  railway 
systems  of  the  country  ? 

Mr.  LovETT.  The  consensus  of  opinion  of  railroad  executives  who 
have  been  considering  this  matter,  according  to  my  understanding 
of  it.  is  that  the  rule  with  respect  to  consolidation  of  competing  lines 
would  continue  with  only  slight  modification:  that  whenever  a  case 
was  presented  where  the  public  interest  would  be  better  subserved 
by  the  merging  of  two  lines  which  were  slightly  competitive  than 
by  their  continued  separate  operation  and  the  Interstate  Conunerce 
Commission,  or  whatever  commission  Congress  authorized  to  pass 
upon  the  matter,  would  find  that  fact  and  approve  consolidation  in 
the  public  interest,  that  it  would  be  authorized. 

I  have  never  heard  any  suggestions  that  there  will  be  any  whole- 
sale consolidation;  that  certainly  there  never  would  be  any  con- 
solidation of  large  systems,  but  we  all  believe  that  there  never  wdll 
be  any  more  separate  railroad  construction  in  this  country.  I  say, 
we  all.  I  am  sure  the  majority  of  the  railroad  executives  believe, 
and  I  have  never  discussed  it  with  one  who  did  not  believe,  that  the 
new  railroads  have  got  to  be  provided  by  the  existing  systems.  That 
may  be  either  from  the  building  by  the  systems  themselves  or  by  ab- 
sorbing some  of  the  roads  that  had  been  built  independently.    Some- 
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times  the  only  Avay  men  can  be  convinced  that  the  railroad  business 
is  not  always  velvet  is  to  let  them  try  it,  and  men  do  make  an  effort 
and  they  always  wdll,  and  you  will  find  enterprising  men  who  will 
undertake  to  build  a  new  railroad.  But  we  who  have  been  dealing 
with  the  problem  believe  that  generally  those  efforts  will  fail  finan- 
cially— sometimes  they  do  not — and  they  will  then  drop  into  some  of 
the  large  systems. 

So  I  have  expressed  the  opinion  that  the  real  new  construction,  the 
substantial  construction  of  new  lines,  wall  probably  have  to  be  by  the 
existing  systems  or  their  successors,  and  in  the  expansion  of  those 
systems  will  be  consolidations. 

Personally  I  am  a  strong  believer  in  the  competitive  principle  in 
railroad  business,  not  in  rates.  I  do  not  believe  in  competition  in 
rates;  it  is  not  possible.  You  can  not  have  competition  in  rates 
without  rebates  and  discriminations.  But  you  can  have  competition 
in  service  and  facilities,  and  personally  I  believe  in  that  because  I 
believe  it  will  promote  railroad  development  and  that  the  abolition 
of  all  competition  in  facilities  and  service  would  tend  more  or  less  to 
stagnation  than  development. 

The  CHAiR:NrAN.  Do  you  find  as  a  matter  of  experience  that  that 
competition  in  facilities  and  service,  not  in  rates,  has  been  secured 
under  the  consolidations  that  have  thus  far  taken  place? 

Mr.  LovETT.  Certainly  it  has. 

The  Chairman.  I  observe  that  the  consolidations  that  have  thus 
far  taken  place  have  been  mainly  regional;  that  is  to  say,  the  great 
New  York  Central  system,  the  Pennsylvania  system,  the  Baltimore  & 
Ohio  system,  and  the  Chesapeake  &  Ohio  system,  are  mainly  con- 
fined to  the  region  north  of  the  Ohio  River  and  east  of  the  Mississippi 
and  of  the  Great  Lakes  and  of  Chicago.  And  that  the  consolidations 
that  have  taken  place  toward  the  South  have  been  south  of  the  Ohio 
River  and  south  of  Washington,  and  that  the  other  consolidations 
that  haA^e  taken  place  are  west  of  Chicago  and  of  the  Mississippi 
River.  Is  that  the  fact?  How  many  regions  do  the  railroad  men 
consider  there  are  now,  or  traffic  areas? 

IVIr.  LovETT.  Five,  are  there  not  ? 

The  Chairman.  I  mean  in  the  large.  There  is  one  traffic  area,  I 
believe,  that  includes  two  or  three  subordinate  ones.  Would  you  give 
the  five  or  their  boundaries? 

^Ir.  Loat:tt.  I  could  not.  Senator.  I  know,  in  a  general  way,  of 
those  regions,  but  I  do  not  carry  the  boundaries  in  my  mind. 

The  Chairman.  Have  you  observed,  as  a  matter  of  fact,  whether 
the  consolidations  thus  far  effected  have  been  within  the  boundaries 
of  these  particular  traffic  areas,  and  have  not  expanded  to  any  ma- 
terial degree  beyond  them? 

]Mr.  LovETT.  I  can  not  say  wiiether  it  is  true,  but  if  it  is  true  I 
think  it  is  a  coincidence  rather  than  the  effect  of  traffic  regions. 
Each  system  that  extends  through  absorbing  another  line  is  actu- 
ated by  the  extension  of  its  traffic  influence,  and  that  is  done  with- 
out any  regard  to  the  traffic  territories.  That  is  a  system  that  is 
worked  out  by  the  commercial  interests  of  the  country  and  by  the 
traffic  men.    I  am  not  very  familiar  with  it. 

I  should  like  to  add  "to  that,  Senator,  that  I  am  not  familiar 
with  the  railroads  and  the  railroad  relations  in  the  southeasterr  ter- 
ritory and  in  the  New  England  and  northeastern  territory  as  I  '/n. 
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with  the  conditions  in  the  West  and  Middle  West  and  in  the  trunk- 
line  territory ;  as  I  have  had  no  connection,  or  very  little  connection, 
with  the  railroads  in  the  southeastern  States,  and  none  with  the 
railroads  in  the  New  England  States,  outside  of  the  New  York 
Central,  of  which  I  am  a  director. 

The  Chairman.  The  Union  Pacific  Eailroad  not  only  owns  rail- 
roads, but  also  holds  the  stock  of  subsidiary  corporations,  does  it  not? 

Mr.  Lovi;tt.  Yes ;  and  also  the  stock  of  corporations  which  are  not 
subsidiary,  but  which  it  holds  practically  as  an  investment. 

The  Chairman.  The  laws  of  Utah  permit  corporations  chartered 
under  those  laws  to  hold  the  stock  of  other  corporations  ? 

Mr.  LovETT.  Yes.  For  the  Union  Pacific  is  a  financial  organization 
as  well  as  a  railroad  company. 

The  Chairman.  Yes.  Taking  the  question  of  national  incorpo- 
ration, and  considering  the  natural  inclination  and  disposition  of 
the  States  to  maintain  the  present  form  of  State  incorporation  of 
railways,  would  it  not  serve  the  purpose  you  have  in  view,  in  per- 
fecting the  organization  of  our  railway  system,  if  we  should  have  a 
national  incorporation  act,  which  would  provide  only  for  holding 
shares  of  State  corporations  owning  the  railways  ? 

Mr.  LovETT.  It  would  not  only  fail  to  accomplish  the  object  that 
we  have  in  view,  Senator,  but  I  can  not  see  that  there  would  be  any 
value  in  such  a  corporation.  The  Union  Pacific,  under  its  charter, 
arising  under  the  Utah  law,  has  that  power ;  and  the  Southern  Pa- 
cific, for  instance,  has  the  power  to  own  the  stock  of  Texas  railroad 
companies ;  but  the  State  that  creates  the  corporation  and  the  State 
in  which  the  railroad  is  situated,  absolutely  controls  all  of  the 
corporate  functions  of  the  company  that  owns  and  operates  the  rail- 
road. It  does  not  remedy  the  difficulties  that  I  have  been  discussing 
at  all. 

The  Chairman.  But  from  the  standpoint  of  the  public  interest  do 
you  not  think  that  the  corporation  which  is  organized  for  the  pur- 
pose of  unifying  individual  railroads  organized  under  State  laws 
would  better  serve  the  public  interest  if  that  corporation  should  be 
organized  under  a  Federal  charter  and  controlled  by  the  National 
Government,  which  has  an  interest  in  all  the  States,  rather  than  by 
a  single  State,  which  has  no  interest  to  serve  beyond  its  own  bound- 
aries and  no  public  interest  to  protect  beyond  its  own  boundaries  ? 

Mr.  LovETT.  For  a  corporation  merely  to  act  as  a  holding  com- 
pany, to  acquire  and  hold  the  stock  of  other  companies,  I  am  wholly 
unable  to  see  where  the  public  or  anybody  else  would  be  benefited 
by  a  Federal  corporation.  Possibly  it  might  benefit  the  corporation 
to  the  extent  that  such  a  corporation  could  not  be  taxed  without  the- 
consent  of  Congress,  and  the  securities  held  by  it  might  escape  taxa- 
tion to  which  they  are  now  subject  in  the  State  which  creates  the  " 
corporation  that  constitutes  the  present  holding  company;  but  I 
can  not  see  where  a  corporation  created  by  Congress  would  meet 
any  of  the  difficulties  of  the  present  situation  confronting  the  rail- 
roads or  be  of  any  value  to  the  public  or  anybody  else,  except  possibly 
on  the  question  of  making  a  little  clearer  the  matter  of  taxation. 

The  Chairman.  Do  you  not  think  it  would  be  the  natural  inclina- 
tion of  the  managers  and  controllers  of  a  number  of  railroads  which 
might  deem  it  desirable  to  consolidate  to  go  to  the  State  that  had  the 
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least  restrictions  upon  the  corportate  powers  of  corporations  or- 
ganized under  its  laws,  and  is  not  that  to  the  public  disadxantace? 

Mr.  LovETT.  I  do  not  see  that  the  public  cares  anything  al)out  that, 
so  long  as  the  State  that  creates  the  railroad  corporation  has  power 
over  that  corporation  and  can  regulate  its  railroad  and  all  of  its 
corporate  functions. 

Mr.  Adamson. — In  the  one  minute  remaining  before  1.30  I  move 
that  we  adjorn  until  10  o'clock  to-morrow^  morning. 

The  Chairman.  If  there  is  no  objection,  we  will  adjourn  until 
that  hour — 10  o'clock  to-morrow. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  joint  subcommittee  ad- 
journed until  to-morrow,  Wednesday,  March  21,  1917,  at  10  o'clock 
a.  m.) 
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WEDNESDAY,  MARCH  21,  1917. 

Ukited  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  subcommittee  met  at  10  o'clock  a.  m.,  Senator  Francis  G. 
Newlancls  (chairman)  presiding;  also  Vice  Chairman  William  C. 
Adamson. 

Mr.  Adamson.  Mr.  Chairman,  before  the  Avitness  proceeds  I  would 
like  to  raise  one  point.  I  do  not  know  that  it  need  be  made  of  record. 
It  is  evident  that  we  can  not  always  have  all  the  members  present, 
and  sometimes  we  do  not  have  a  quorum  present.  I  should  just  like 
to  have  an  understanding  with  the  committee.  If  there  are  members 
of  the  committee  present,  whether  it  is  three  or  four  or  five  or  one 
or  two,  shall  we  go  on  with  the  hearing  always  ? 

The  Chairman.  If  there  is  no  objection,  that  order  will  be  made. 

Mr.  Adamson.  And  whatever  members  of  the  conunittee  are  here 
when  the  times  comes,  at  any  time,  they  need  not  wait  for  a  quorum, 
but  go  ahead  with  the  examination? 

The  Chairman.  Yes. 

I  will  state  that  I  am  called  to  San  Francisco  on  a  very  important 
matter,  and  I  shall  be  obliged  to  leave  this  evening,  to  be  away  for 
about  two  weeks,  and  during  my  absence  Judge  Adamson  will  pre- 
side. 

Mr.  Adamson.  The  suggestion  I  made,  Mr.  Chairman,  was  in  view 
of  the  transaction  of  business,  because  it  is  impossible  for  all  of  us 
to  be  here  always,  and  I  see  no  reason  why  we  should  have  to  have  a 
quorum  in  order  to  take  evidence. 

The  Chairman.  Judge  Lovett,  are  you  ready  to  proceed  ? 

Mr.  Lovett.  I  am  ready,  Mr.  Chairman. 

STATEMENT  OF  R.  S.  LOVETT— Resumed. 

The  Chairman.  Judge  Lovett,  I  refer  you  to  part  5  of  the  hear- 
ings, page  288,  and  the  part  I  particularly  refer  you  to  is  the  quota- 
tions from  a  bill  for  the  national  incorporation  of  railroads,  intro- 
duced by  me  in  1905,  and  covering  the  questions  of  capitalization, 
taxation.  State  police  and  State  rates,  acquisition  of  State  railroads, 
accident  and  insurance  fund,  board  of  conciliation,  dividends,  juris- 
diction of  suits  by  and  against  railway  companies,  etc.,  being  the 
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loading  provisions  of  the  act  referred  to.  Have  you  the  hearing 
before  you  ? 

Mr.  LovETT.  I  have  a  copy  before  me,  Senator. 

The  Chairman.  First,  with  reference  to  the  capitalization,  in  sec- 
tion 3  of  the  bill  referred  to,  provision  is  made  for  the  issue  of 
bonds  and  stocks,  the  latter  presumably  with  the  usual  par  value. 
Your  suggestion  is  that  instead  of  having  shares  at  par  value,  the 
shares  should  simply  represent  a  certain  interest  in  the  assets  of  the 
corporation  after  the  debts  are  paid? 

Mr.  LovETT.  Yes ;  I  deem  that  very  important,  Senator. 

Tlie  Chairman.  The  advantage  of  that,  I  imagine,  would  be  that 
it  would  do  away  with  the  necessity  of  the  valuation  of  the  property 
of  a  railroad  owned  by  a  State  corporation  in  transferrino-  it  to  a 
national  corporation;  would  it  not?  ^ 

Mr.  LovETT.  I  had  not  thought  of  that  as  one  of  the  advantages. 
Senator.  I  stated  in  my  main  testimonv  the  principal  advantages 
which  I  considered  resuhed  from  the  issue  of  capital  stock  without 
par  ^alue. 

The  Chairman.  Would  that  be  an  advantage— that  it  would  facili- 
tate the  transfer  of  property  from  a  State  corporation  to  a  national 
corporation? 

Mr.  LovETT.  I  do  not  believe  that  would  be.  I  think  the  con- 
version of  State  corporations  into  national  corporations  would  re- 
sult in  the  same  way,  and  the  same  proceeding  would  be  taken, 
whether  the  stock  had  par  value  or  not.  My  idea  of  the  most  con- 
venient and  practicable  method  of  transferring  a  State  corporation 
to  a  Federal  corporation  would  be  to  leave  the  amount  of  capital 
stock,  the  debts,  everything,  between  the  corporation  and  its  share- 
holders and  the  corporation  and  its  creditors,  and  all  questions  of 
liability,  and  all  questions  as  to  the  validity  of  any  of  the  securities 
wholly  unaffected.  The  corporation  would  file  with  the  Interstate 
Commerce  Commission  or  such  other  department  of  the  Federal 
Government  as  Congress  should  designate  a  certificate  of  incorpora- 
tion or  reincorporation,  somewhat  in  the  form  of  the  ordinary  cer- 
tificate of  incorporation,  specifying  the  amount  of  its  capital,  the 
number  of  shares  into  which  it  is  divided  (I  would  not  state  any  par 
value),  the  railroads  that  the  corporation  was  at  the  time  operating, 
the  number  of  its  directors,  location  of  the  principal  office  or  domicife 
of  the  company,  and  other  matters  that  are  usual  in  certificates  of 
incorporation.  Upon  the  filing  of  this  certificate,  or  upon  a  given 
day,  the  corporation  would  cease  to  be  a  State  corporation  and  would 
become  a  Federal  corporation,  with  the  powers  specified  in  the  act 
of  Congress  providing  for  the  incorporation.  And  that  act,  I  as- 
sume, would  provide  that  the  amount  of  capital  stock,  the  indebted- 
ness, and  all  other  corporate  relations  should  remain  as  they  were, 
and  all  questions  as  to  the  validitv  or  invalidity  of  anv  obligation 
or  any  security  should  remain  unaffected  by  the  change.  "^ 

Xow,  if  any  change  in  the  corporate  enterprise  is  found  to  be 
necessary,  if  any  increase  of  the  capital  stock,  a  reduction  of  the  capi- 
tal stock,  or  an  extension  of  the  lines  owned  at  the  time,  or  any 
other  change  is  considered  advisable,  or  any  consolidation  contem- 
plated, let  all  that  come  afterwards  by  an  amendment  of  the  articles 
of  incorporation,  as  may  be  provided  for  bv  Congress.  Every  con- 
solidation or  change  afterwards  should  be  passed  upon  by  the  Inter- 
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state  Commerce  Commission  or  some  other  Federal  commission.  If 
you  attempt  to  change  any  of  the  relations,  the  intercorporate  rela- 
tions or  internal  relations  of  a  corporation,  in  effecting  the  transfer 
from  State  to  Federal  authority,  there  will  be  endless  complications 
and  room  for  litigation  and  controversies;  whereas  my  idea  is  that 
every  railroad  corporation  in  the  United  States  on  a  given  date 
should  cease  to  be  a  State  corporation  and  should  become  a  Federal 
corporation,  with  precisely  the  same  powers  as  every  other  Federal 
corporation. 

The  Chairman.  Take  the  Union  Pacific,  whose  ownership  consists 
partlv  of  the  phvsical  properties  of  railroads  and  partly  of  the  shares 
and  bonds  of  State  railway  corporations.  Wliat  action  would  you 
take  with  reference  to  the  latter — the  shares  and  the  bonds  ? 

Mr.  LovETT.  Each  constituent  company  of  the  Union  Pacific  sys- 
tem would  take  precisely  the  same  proceeding.  The  Union  Pacific 
Eailroad  Co.  would  become  a  Federal  corporation;  the  Oregon  Short 
Line  Eailroad  Co.  would  become  a  Federal  corporation;  the  Oregon 
Railroad  &  Navigation  Co.  would  become  a  Federal  corporation,  all 
at  the  same  time.  The  stocks  would  be  undisturbed;  they  would 
stand  as  they  are. 

The  Chairman.  I  see.  Then  the  Federal  corporation  would  be 
both  an  owning  and  a  holding  corporation,  just  as  the  Utah  cor- 
poration is  at  present? 

Mr.  LovETT.  Precisely ;  and  if  it  was  deemed  advisable  at  any  time 
to  eliminate  some  of  these  corporate  organizations  and  merge  them 
the  act  should  provide  for  consolidating  corporations  under  the  ap- 
proval of  the  Federal  commission,  and  that  thereafter  the  three  com- 
panies, or  any  number  of  them,  might  be  consolidated,  just  as  they 
might  to-day,  to  the  extent  authorized  by  the  Federal  act. 

The  Chairman.  And  in  that  event  would  it  be  your  expectation 
that  in  the  end  the  Union  Pacific  Eailroad.  instead  of  being  both  an 
owning  and  a  holding  corporation,  would  be  simply  an  owning  cor- 
poration, the  properties  of  the  subsidiary  corporations  being  trans- 
ferred to  it  and  stock  issued  for  it  ? 

Mr.  LovETT.  I  think  the  Union  Pacific,  under  the  plan  I  have  m 
mind,  would  have  no  more  and  no  less  corporate  powers  than  every 
other  railroad  company  in  the  United  States.  Such  powers  as  it  may 
have  under  the  State  corporation  that  would  not  be  covered  in  the 
Federal  act  of  incorporation  would  cease  to  exist. 

I  think  the  effect  of  Federal  incorporation  would  be  to  largely 
eliminate  holding  companies. 

Tlie  Chairman.  But  it  would  be  done  by  a  gradual  process? 

Mr.  LovETT.  Yes.  It  would  be  impossible  to  do  it  as  part  of  the 
process  of  converting  a  State  corporation  into  a  Federal  corporation, 
because,  in  the  first^  place,  I  fancy  the  Federal  Government  would 
want  to  scrutinize  some  of  these  organizations  to  see  whether  or  not 
they  embraced  consolidations  or  embraced  control  that  might  be 
against  the  policy  of  Congress  as  indicated  by  the  trust  laws;  and 
Congress.  I  take  it,  would  not  want  to  provide  for  practically  .an 
automatic  consolidation  without  knowing  what  was  in  the  bag. 

The  Chairman.  Yes. 

Mr.  LovETT.  And  so,  after  requiring  all  existing  State  corporations 
to  become  Federal  corporations,  provision  should  then  be  made  under 
such  restrictions  as  Congress  may  specify  in  the  act  for  such  con- 
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solidations  as  were  to  the  ])ul)lic  interest,  and  Avliich  should  be  ap- 
proved by  the  Federal  commission. 

I  am  quite  sure  that  a  g-reat  many  holdinfj  com[)anies  have  been 
created  for  the  })uri)ose  of  estal)lishin;2:  systems  that  could  not  be 
established  l)y  direct  ownership.  Foi-  example,  the  Texas  situation — 
that  seems  to  aiford  a  ])recedent  for  almost  everything"  in  the  Ava}^  of 
railroad  regulation — the  Southern  Pacific's  continuous  line  from  New 
York  via  Xew  Orleans  and  Galveston  to  the  Pacific  coast,  can  not 
exist  except  by  reason  of  the  fact  that  the  Southern  Pacific  is  a  hold- 
ing company  and  can  take  the  stock  of  the  Texas  companies,  because 
the  laws  of  Texas  prohibit  any  foi-eign  corporation  from  owning  or 
operating  a  railroad  within  its  territory. 

The  Chaikmax.  The  Union  Pacific  is  operating  in  11  Sta:tes? 
Mr.  LovETT.  Yes. 

The  Chairman.  In  how  many  of  those  States  does  it  hold  the 
physical  properties — or  own  them,  rather? 

Mr.  LovETT.  Iowa,  Missouri,  Nebraska,  Kansas,    Colorado,    Wy- 
oming, and  Utah — seven. 
The  Chairman.  Seven? 
Mr.  LoA-ETT.  Yes. 

The  Chairman.  Now.  as  a  matter  of  practical  administration, 
would  you  prefer  to  own  the  physical  properties  of  the  corporations 
of  which  you  now  hold  the  stock  or  would  you  prefer  the  present 
s^'stem  ? 

Mr.  LovETT.  As  a  matter  of  operation,  I  should  prefer  the  owner- 
ship of  the  physical  properties,  but  there  is  no  reason  why  we  could 
not  do  that  under  the  existing  State  laws.  Those  States  permit  the 
consolidation  of  these  three  constituent  companies.  There  have  been 
certain  sentimental  reasons,  however,  that  have  delayed  consolidation 
in  tlu^  case  of  the  Union  Pacific.  I  need  not  go  into  it  very  far,  but 
I  do  not  want  the  Union  Pacific  to  appear  more  a  Northwestern  line 
than  a  California  line,  and  for  that  reason  we  have  held  the  Union 
Pacific  Railroad  proper  as  being  a  main  line  from  the  Missouri  River 
to  Ogden,  Utah,  and  the  lines  in  the  Northwest  as  subsidiary  com- 
panies. That  is  largely  sentimental,  however,  and  there  is  not  much 
importance  to  it,  and  the  probabilities  are  that  we  will  merge  those 
three  companies,  because  now  we  have  to  pay  a  double  income  tax. 
The  Oregon  Railway  &  Navigation  Co's  stock  is  owned  by  the  Oregon 
Short  Line,  and  the  Oregon  Short  Line's  stock  is  owned  by  the  Union 
Pacific.  If  the  Oregon  Railroad  &  Navigation  Co.  makes  a  dividend 
it  pays  it  to  the  Oregon  Short  Line,  and  the  income  tax  on  it,  and 
then  the  Oregon  Short  Line  pays  its  dividends  to  the  Union  Pacific, 
with  an  income  tax  on  that,  and  then  the  Union  Pacific  pays  an  in- 
come tax  also. 

The  Chairman.  That  makes  three  taxes? 

Mr.  LmT:TT.  Yes;  and  it  is  very  burdensome.  We  will  be  forced 
to  consolidate  those  lines  if  that  tax  continues. 

The  Chairman.  Referring  to  the  tentative  incorporation  act  which 
I  introduced  in  1905,  section  17,  you  will  observe,  provides : 

National  corpoi-ations  duly  organized  under  this  act  are  hereby  declared  to 
be  military  and  post  roads  and  instrumentalities  for  the  regulation  of  inter- 
state commerce.  The  franchise,  stocks,  bonds,  fixed  evidences  of  indebtedness, 
operations,  and  traffic,  and  the  corporation  itself,  shall  be  exempt  from  all  taxa- 
tion by  any  State  or  Territory,  other  than  as  provided  in  this  act,  but  the 
property  of  such  corporation,   including  its  right  of  way,   track,   real  estate, 
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stations,  office  buildings,  and  equipment,  shall  be  subject  to  assessment  and 
at  such  average  percentage  of  th(4r  actual  value  as  shall  be  customary  with 
reference  to  other  property  in  such  State  or  Territory.  In  lieu  of  such  tax 
any  State  or  Territory  may  impose  a  tax  not  exceeding  four  per  centum  on 
such  proportion  of  the  gi-oss  receipts  of  such  corporations  as  the  number 
of  miles  of  track  in  such  State  or  Territory  bear  to  the  total  miles  of  track 
operated  by  such  corporation.  In  estimating  the  miles  of  track,  each  mile  of 
second  track  shall  be  regarded  as  equal  to  one-half  mile  of  track  and  each 
mile  of  third  or  fourth  track  or  siding  shall  be  estimated  as  equal  to  one-third 
of  each  mile  of  main  track.  For  the  purpose  of  computation  by  each  State  the 
Interstate  Commerce  Commission  shall  certify  to  taxing  authorities  of  each 
State  or  Territorv  the  gross  receipts  for  the  preceding  year  of  the  total  mileage, 
as  aforesaid,  and  the  proportion  of  such  total  mileage  operated  in  each  State 
or  Territory. 

Now,  I  wish  to  ask  yoit,  with  reference  to  that,  whether  you  would 
regard  that  as  a  fair  scheme  of  taxation  ? 

Mr.  LovETT.  It  is  probably  fair,  Senator,  but  I  think  it  would  be 

unwise. 

The  Chairman.  In  what  respect  ? 

Mr.  LovETT.  I  believe  the  power  of  the  States  with  respect  to  the 
taxation  of  railroads  would  better  1)e  left  in  the  hands  of  the  States. 
A  perfectly  just  and  fair  system  would  be  to  have  every  railroad 
treated  as  a  unit  and  to  have  its  value  apportioned  between  the  dif- 
ferent States  according  to  mileage,  and  perhaps  have  some  commis- 
sion or  some  tribunal  determine  the  value  of  the  unit  and  appor- 
tion it  on  the  basis  of  track  mileage.  I  would  not  treat  a  double 
track  or  additional  track  as  half  a  mile  of  track.  I  would  apportion 
it  on  track  mileage — yard  tracks,  terminals,  and  every  track— and  let 
the  State  fix  its  own  rates  of  taxation  rather  than  fix  a  tax  based  upon 
the  gross  earnings,  because  rates  of  taxation  are  higher  m  some  States 
than  others  and  there  is  a  greater  need  of  taxes  in  some  States  than 
in  others.  So,  while  I  believe  it  would  be  a  just  system  to  have  a 
national  valuation  of  a  single  railroad  as  a  unit  and  let  the  commis- 
sion certify  that  valuation,  yet  leave  it  entirely  to  each  State  to  de- 
termine its  own  form  and  rate  of  taxation.  That,  however,  I  regard 
more  as  an  ideal  than  as  a  present  practical  object.  I  think  that  if 
you  federalize  these  corporations  and  establish  a  just  system  of  regu- 
lating their  securities,  their  financial  operations,  their  rates,  and  their 
consolidations,  and  operations  of  that  character,  it  will  be  enough  to 
undertake  in  one  piece  of  legislation.  I  believe  it  would  be  wise  to 
let  the  question  of  taxation  rest  as  it  is  now— in  the  hands  of  the 

States at  least  until  we  smooth  out  some  of  the  difficulties  that  may 

be  encountered  in  the  other  changes. 

The  Chairman.  You  would  expect,  then,  a  better  system  of  taxa- 
tion to  come  by  a  process  of  evolution  ? 

Mr.  LovETT."^  And  study  and  development. 

The  Chairman.  Yes.  You  realize,  do  you  not,  noAv,  the  compli- 
cated and  multiform  methods  under  which  taxation  is  now  imposed 
on  railroad  properties  and  shares  and  bonds? 

Mr.  LovETT.  I  do,  and  it  is  very  serious. 

The  Chairman.  You  would  regard  it  as  a  step  in  the  direction  of 
recommending  railway  securities  at  lower  rates  of  interest,  to  secure 
some  definite  and  scientific  method  of  taxation,  would  you  not? 

Mr.  LovETT.  Yes;  it  is  desirable.  It  is  one  of  our  problems,  and 
it  is  a  serious  one ;  but  we  have  so  many  others  that  are  more  urgent 
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that  this  does  not  sooni  to  us,  rchitively,  as  important  as,  perhaps,  it 
really  is. 

The  Chairman.  As  it  is  now,  the  shares  of  subsidiary  corporations 
in  the  hands  of  holding  companies  are  subject  to  taxation  in  many 
of  the  States,  are  they  not  ^ 

Mr.  LovETT.  Yes. 

The  Chairman.  As  intangibles? 

Mr.  LovETT.  Yes;  or  as  tangibles  representing  the  property. 

The  Chairman.  Are  they  clas^-ed  as  intangibles  or  tangibles,  as  o 
rule  ? 

Mr.  LovETT.  I  do  not  think  there  is  any  rule  for  taxation  in  this 
country.  Senator.  Some  effort  is  made  to  tax  stock  held  by  a  holding 
company'  in  some  places,  as  they  would  tax  it  in  the  hands  of  an  indi- 
vidual— property  owned  by  him — and  the  situs  of  which  is  the  domi- 
cile of  the  owner.  In  other  States  it  is  called  "  intangible.''  That  is 
a  very  liberal  term,  and  it  is  frecpiently  employed  when  some  more 
exact  term  is  not  available.  It  is  dealt  witli  in  various  ways  in  differ- 
ent States  and  localities. 

The  CiiAiiniAN.  Have  you  found,  in  your  experience  in  the  State 
of  Utah,  that  there  has  been  any  effort  to  tax  the  shares  and  the  lionds 
held  by  your  company  ? 

Mr.  LovETT.  Xo. 

The  Chairman.  In  subsidiary  corpoi-ations  ? 

Mr.  LovETT.  No. 

The  Chairman.  Do  you  know  of  any  great  holding  company  in 
which  an  attempt  has  been  made  to  do  that? 

]Mr.  LovETT.  When  I  was  connected  wdth  the  Southern  Pucific  Co. 
some  years  ago — the  Southern  Pacific  Co.  is  a  Kentucky  corpora- 
tion— there  was  some  litigation  over  that  in  the  State  of  Kentucky. 
An  effort  was  made  to  tax  the  shares  of  the  subsidiary  companies  of 
the  Southern  Pacific  Co.  in  Kentucky,  although  none  of  them  was  in 
Kentucky. 

The  Chairman.  Was  that  successful? 

Mr.  LovETT.  I  forget  the  disposition  there.  There  was  litigation 
over  it.  For  instance,  in  one  case  I  know  they  attempted  to  tax  in, 
Kentucky  the  steamships  operated  by  the  Southern  Pacific  between 
Xew  York  and  Galveston  and  Xew  Orleans,  and  there  was  litigation 
over  that,  and  I  think  it  went  to  the  Supreme  Court,  but  I  do  not 
remember  just  what  the  result  of  it  was. 

The  Chairman.  Now,  assuming  that  all  the  physical  property  of 
a  subsidiary  corporation  is  assessed  and  taxed  in  the  various  States 
in  which  that  property  lies,  and  then  assume  that  the  shares  in  those 
subsidiary  corporations,  held  by  a  holding  company,  are  also  assessed 
and  taxed  by  the  State  under  the  laws  of  which  the  holding  corpora- 
tion is  organized;  that  would  be  double  taxation,  would  it  not? 

Mv.  LovETT.  It  goes  even  further  than  that.  Senator.  In  some 
States  they  proceed  to  tax  the  shares  of  the  holding  company  held  by 
the  stockholders,  which  makes  a  tax  three  times  upon  the  same 
property. 

The  Chairman.  Yes. 

Mr.  LovETT.  That  happens. 

The  Chairman.  Yes.  Now,  in  some  of  the  States,  these  so-called 
intangible  shares  and  bonds  are  taxed  at  the  usual  rate  imposed  upon 
all  property,  are  they  not? 
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Mr.  LovETT.  I  think  so,  though  usually  the  States  in  which  the 
holding  companies  are  created  do  not  have  such  taxation.  I  fancy 
that  is  the  reason  why  some  of  the  States  are  preferred. 

The  Chairman.  Yes. 

Mr.  LovETT.  I  think  those  States  which  have  the  fairest  tax  laws 
do  not  tax  the  stock  of  such  corporations. 

The  Chairman.  And  naturally  railroad  organizations  seeking  a 
home  for  a  holding  companj^  would  look  up  the  State  that  had  the 
fairest  tax  laws,  would  they  not? 

Mr.  LovETT.  I  should  think  so. 

The  Chairman.  And  with  a  view  to  escaping  these  double  and 
triple  burdens? 

Mr.  LovETT.  Yes. 

The  Chairman.  That  might  be  imposed? 

Mr.  LovETT.  Yes.  Of  course  the  fair  system  of  taxation  is  to  tax 
the  property  represented  by  the  stock  to  its  full  value  where  it  is 
located. 

The  Chairman.  Yes. 

Mr.  LovETT.  And  then  the  stock  and  bonds  ought  not  to  be  taxed. 

The  Chairman.  Yas. 

Mr.  LovETT.  But  that  is  an  ideal  that  I  do  not  expect  to  see.  ac- 
complished. 

The  Chairman.  That  is  what  I  had  hoped  to  accomplish  by  this 
act,  if  it  is  ever  enacted,  my  idea  being  that  if  that  were  done  the 
public  itself  would  get/ the  benefit  of  a  reduced  rate  of  taxation  upon 
railway  securities. 

Mr.  LovETT.  Yes;  it  is  a  very  desirable  system,  and  it  would  be  a 
just  system,  but  I  do  not  have  much  hope  of  seeing  that  succeed.  I 
think  probably,  in  time,  the  people  who  make  the  tax  laws  will  realize 
that  any  State  that  indulges  in  double  taxation  will  probably  keep  as 
nonresidents  people  who  own  very  much  corporate  stock  and  shares 
and  who  have  their  money  invested  in  corporate  securities  returning 
4  or  5  per  cent.  They  will  not  seek  residence  in  those  States.  Pos- 
sibly he  is  an  undersirable  citizen,  but  he  will  not  seek  residence  in 
a  Stat©  or  in  a  town  where  they  will  tax  his  securities  at  full  value, 
and  thus  take  one-half  of  his  income  or  even  more.  That  is  the 
effect  of  the  present  SA^stem.  Those  States  that  consider  that  the 
property  itself  has  been  taxed  enough  and  do  not  tax  the  securities 
or  stock,  will  be  preferred  by  those  who  have  their  means  invested 
in  corporate  securities. 

The  Chairman.  Now,  section  18  of  the  bill  referred  to  has  to  do 
with  the  police  powers  and  State  rates.    It  reads : 

Nothing  herein  contained  shall  be  construed  as  interfering  with  the  police 
laws  of  any  State  regarding  railroads  incorporated  under  this  act  and  operat- 
ing in  such  States,  nor  shall  anything  herein  contained  be  construed  as  affecting 
the  right  and  power  of  each  State  to  regulate  purely  State  .commerce  on  rail- 
i-oads  organized  luider  this  act.  But  the  Interstate  Commerce  Commission 
may  hold  conferences  from  time  to  time  with  the  regulating  power  of  any  State 
with  a  view  to  such  harmonious  adjustment  and  regulation  of  State  commerce 
and  interstate  commerce  as  will  i)rotect  the  public  against  abuses  or  extortion, 
and  the  railroads  iigainst  inadequate  returns  upon  their  investment,  and  pro- 
mote the  efficiency  of  such  corporations  as  common  carriers. 

Now,  with  reference  to  that,  I  observe  your  contention  seems  to  be 
that  these  national  corporations  should  be  relieved,  either  wholly  or 
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in  part,  from  the  exercise  of  the  State  police  powers,  and  particularly 
from  the  power  of  lixino-  the  rates  upon  jourel}^  State  traffic. 

Mr.  LovETT,  I  did  not  mean  to  be  understood  as  going  so  far  as  to 
sa}'  that  the  Federal  corporations  shoidd  be  relieved  from  the  State 
police  power  in  purely  local  matters.  It  is  impossible  to  define  police 
power.  AVe  believe  that  in  purely  local  matters  the  corporation 
should  remain,  as  it  is  noAv,  subject  to  State  laws,  but  I  do  not  regard 
the  making  of  intrastate  rates  as  a  local  matter.  We  consider  that 
the  rate  situation  and  rate  problem  should  be  dealt  with  as  a  whole, 
and  in  order  to  make  etl'ective  interstate  rates  and  avoid  discrimina- 
tions, the  rate-making  power  ought  to  be  unified,  and  that  the  Fed- 
eral Commission  should  make  the  intrastate  as  well  as  the  interstate 
rates.  As  a  matter  of  fact,  in  most  of  the  States  the  people  of  each 
State  are  vastly  more  interested  in  interstate  rates  than  in  State 
rates;  most  of  their  business  is  handled  on  interstate  rates,  which 
is  alread}^  vested  in  the  Federal  Commission.  So  it  is  not  going 
very  much  further  to  give  that  same  commission  the  power  to  regu- 
late intrastate  rates,  the  minor  part  of  the  business  the  people  are 
interested  in,  provided,  of  course,  in  the  form  of  regional  commis- 
sions or  otherwise  there  are  tribunals  sufficient  in  number  to  readily 
hear  and  determine  all  complaints  the  people  have  in  respect  to 
rates. 

Now,  all  other  local  matters,  or,  rather,  all  local  matters — because 
I  contend  that  intrastate  rates  are  not  local  matters — we  think  the 
regulating  power  should  be  left  with  the  States,  as  now. 

The  next  feature  of  this  provision,  Senator — if  I  may  say  a  word 
about  it — Avhich  you  have  just  read,  requiring  the  cooperation  of  the 
State  and  interstate  commissions:  I  do  not  understand  there  is  any 
constitutional  warrant  or  even  theory  in  our  form  of  government  for 
cooperation  between  the  States  and  the  Federal  Government.  Either 
one  or  the  other  is  exclusive.  On  national  matters  the  Federal  au- 
thority is  exclusiA^e.  1  believe  it  would  be  a  very  great  mistake  to 
divide  the  responsibility  with  respect  to  rate  regulation  between  the 
Federal  commission  and  the  State  commissions.  Delay  is  one  of  the 
greatest  evils  in  any  system  of  governmental  regulation  of  rates,  be- 
cause prompt  action  in  rate  regulation  is  essential  to  the  public. 
To  try  to  bring  about  a  system  or  form  of  cooperation  between  a 
Federal  commission  and  a  State  commission  would  greatly  multiply 
the  evils  resulting  from  delay  and  besides  being,  according  to  my 
view  of  it,  a  departure  in  our  system  of  govermnent,  which,  accord- 
ing to  my  conception  of  it  with  respect  to  legislative  matters,  is  ex- 
clusive either  in  the  States  or  in  the  Federal  Government. 

The  Chairman.  Are  you  aware  that  now  under  the  existing  system 
it  has  been  the  practice  of  the  Interstate  Commerce  Commission  to 
bring  together  the  State  commissions  at  an  annual  conference  in 
Washington,  in  which  a  committee  from  the  Interstate  Commerce 
Commission  has  participated,  so  far  as  possible  as  debate  is  con- 
cerned, but  without  vote?  Do  you  not  think  that  those  conferences 
have  been  beneficial  in  bringing  about  some  harmony  of  view  and  of 
action  between  these  sovereigns,  the  national  sovereign  on  the  one 
hand  and  the  State  sovereignties  on  the  other  ? 

Mr.  LoA-ETT.  They  have  been  successful  socially,  I  think,  Senator. 

The  Chairman.  But  not  in  any  practical  way? 
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Mr.  LpvETT.  I  am  not  prepared  to  say  that  they  have  accomplished 
anything  m  furtherance  of  wise  regulation. 

The  Chairman.  Well,  you  realize,  of  course,  that,  so  far  as  the 
Constitution  is  concerned,  it  reserves  in  the  States  the  regulation  of 
purely  State  commerce,  just  as  it  grants  to  the  National  Government 
the  regulation  of  interstate  commerce? 

Mr.  Adamson.  We  are  glad  to  have  that  indorsement  of  the  Consti- 
tution from  the  chairman. 

The  Chairman.  Yes;  I  have  never  questioned  that  at  all.  Xow, 
my  mam  idea  has  been  that  here  has  been  granted  to  two  sets  of 
sovereignties  control  over  parts  of  the  whole,  and  that  as  the  juris- 
diction of  the  national  sovereignty  over  interstate  commerce  was 
undoubted  and  the  jurisdiction  of  "the  States  over  State  commerce 
was  undoubted,  and  both  had  to  be  conducted  by  the  same  corporate 
instrumentality,  that  it  wr;uld  be  wise  for  them  to  get  together  by 
some  system  of  comity  rather  than  to  force  control  by  the  absolute 
absorption  of  the  jurisdiction  of  the  one  sovereign  by  the  national 
sovereign. 

Mr.  LovETT.  I  do  not  understand,  Senator,  that  there  is  more  than 
one  sovereign.  I  take  it  that  the  Federal  Government  is  the  sover- 
eign with  respect  to  all  interstate  matters. 

The  Chairman.  Undoubtedly. 

Mr.  LovETT.  And  I  take  it  that  the  State  is  the  sovereign  with  re- 
spect to  the  purely  State  matters,  subject  to  certain  limitations  as  to 
personal  rights.  But  the  question  arises  as  to  what  is  purely  a  State 
matter.  Now,  I  understand  that  wherever  Congress  has  jurisdiction 
of  the  subject  it  has  all  the  power  necessary  to  make  that  jurisdic- 
tion effective,  and  if  any  State  right  is  inconsistent  with  the  proper 
exercise  of  that  power  of  Congress  the  State  power  yields,  because 
the  Federal  power  is  paramount.  So  I  do  not  understand  there  is 
any  conflict  of  authority.  I  do  not  agi'ee  at  all  that  there  are  differ- 
ences between  the  State  and  Federal  Governments  to  be  reconciled 
by  negotiation  or  treaty  or  otherwise.  Either  one  or  the  other  has 
the  authority,  and  it  is  not  a  matter  for  negotiation.  That  is  why  I 
say  I  do  not  understand  there  is  any  theory  in  our  form  of  govern- 
ment that  admits  of  a  case  where  it  is  necessary  for  the  State  and 
Federal  Governments  to  come  to  an  agreement.  The  Constitution 
settles  that. 

The  Chairman.  And  I  presume  your  contention  is  that  the  United 
States  courts  have  practically  settled  the  question  in  the  manner 
you  suggest? 

Mr.  LovETT.  That  is  my  view  of  it. 

The  Chairman.  That  was  not  so  apparent  in  1905,  when  this  bill 
was  framed.  I  believe  those  decisions  have  been  subsequent  to  that 
time,  have  they  not,  in  the  main? 

Mr.  LovETT.  I  think  they  are  very  old.  Senator.  I  do  not  remem- 
ber when  they  started,  but  probably  it  has  been  amplified,  been  made 
clearer  since  1905  through  new  cases  that  have  arisen.  But  I  think 
that  always  has  been  the  theory  recognized  by  the  Supreme  Court. 

The  Chairman.  But  I  mean  to  say  it  has  only  been  practically 
applied  by  the  Supreme  Court  to  these  railroad  cases  within  the 
last  10  years,  has  it  not? 

Mr.  Lo\t:tt.  I  do  not  know  just  when  it  was  first  applied  to  rail- 
road cases.    It  is  a  very  old  principle. 
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f      The  Chairman.  Oh,  yes;  we  admit  that. 

Mr.  LovETT.  But  there  have  been  new  applications  in  recent  years. 

Mr.  Adaimson.  It  is  the  same  old  constitution  we  have  had  all 
the  time. 

The  Chairman,  Now,  you  say  that  the  interstate  traffic  is  on  the 
average  about  85  per  cent  ? 

Mr.  LovETT.  That  varies  greatly.  Senator,  in  different  States. 

The  Chairman.  But  throughout  the  United  States  would  it  not 
be  safe  to  say  the  interstate  traffic  is  about  85  per  cent  and  the  State 
traffic  about  15  ])er  cent? 

jNIr.  LovETT.  No :  I  would  not  say  that,  because 

The  Chairman.  What  would  be  the  relative  percentage? 

Mr.  LovETT.  I  know  what  it  is  on  the  Union  Pacific;  the  inter- 
state freight  traffic,  as  I  stated  here  is  in  effect  88  per  cent  of  the  total 
freight  revenue,  and  of  the  revenue  from  passenger  traffic  68  per  cent 
is  derived  from  interstate  traffic.  In  other  States,  particularly  States 
on  the  ocean,  say  like  Texas,  for  example,  it  is  less.  Texas,  because 
of  its  vast  area  and  because  much  of  the  commerce  goes  to  the  Texas 
ports  for  expo]-t,  has  a  very  much  larger  percentage  of  intrastate 
traffic  than  most  States.  In  the  Union  Pacific  territory,  however, 
much  of  the  traffic  that  oiiginates  on  the  line  goes  entirely  off  the 
system,  seeking  markets  in  the  East  or  in  the  West,  and  much  of  the 
tratHc  that  has  destination  on  our  lines  originates  in  the  East  off  the 
line.  In  our  territory  perhaps  the  percentage  of  interstate  traffic  is 
larger  than  in  most  territories,  though  the  condition  of  the  Union 
Pacific  may  be  fairly  representative  of  the  Middle  West.  But  along 
the  Gulf  coast,  particularly  in  large  States,  the  percentage  of  intra- 
state traffic  is  perhaps  larger;  I  know-  it  is  in  Texas,  and  probably 
it  is  in  California. 

Mr.  Sims.  Can  you  state  approximately  what  it  is  in  Texas? 

Mr.  LovETT.  I  had  occasion  to  deal  with  that  subject  a  number 
of  years  ago  in  a  litigation  with  the  Texas  commission.  Judge  Sims, 
and  I  can  speak  only  from  memory.  My  recollection  is  it  was  ap- 
proximately 40  per  cent  on  the  line  I  dealt  with,  which  is  ^.  north 
and  south  line,  the  Houston  &  Texas  Central,  running  from  the 
northern  boundary  of  the  State  to  the  Gulf.  Something  like  40  per 
cent  of  the  traffic,  freight  and  passenger,  of  that  line  was  intrastate. 
That  Mould  not  be  true,  however,  of  some  of  the  other  lines,  like  the 
Texas  &  Pacific,  for  example,  which  carries  its  business  to  New  Or- 
leans rather  than  to  the  Gulf  at  Galveston.  It  would  not  be  true  of 
a  number  of  other  lines,  but  I  should  say  that  the  intrastate  traffic 
of  most  Texas  lines  would  be  probably  around  25  per  cent.  But  bear 
this  in  mind  in  considering  Texas:  She  allows  no  foreign  corpora- 
tions to  operate  in  that  State.  She  does  not  allow  corporations  to 
consolidate  with  corporations  of  other  States.  They  are  all  local 
except  the  Texas  &  Pacific,  and  I  am  dealing  only  with  the  Texas 
division  or  section  of  the  property. 

The  Chairman.  Now,  Judge  Lovett,  the  percentage  of  State  traffic 
being  so  small  as  compared  with  the  interstate  traffic,  why  is  it  de- 
sirable to  interfere  with  the  regulation  of  that  traffic  by  local  com- 
missions when  the  power  exists  in  the  United  States  courts  of  an- 
nulling the  action  of  the  local  commissions  if  it  unduly  burdens  or 
impedes  interstate  traffic? 
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JNIr.  LovETT.  First,  as  to  the  relative  importance  of  the  intrastate 
traffic,  I  do  not  know  anything,  Senator,  that  is  more  far-reaching 
in  its  disturbance  than  a  small  rate  cut.  A  rebate  will  throw  the 
traffic  situation  of  a  vast  territory  out  of  line,  something  apparently 
of  small  importance.  Suppose  a  certain  product  is  produced  in  a 
certain  State  and  tlie  State  cuts  that  rate  to  a  port  on  the  border  of 
that  State,  that  product  is  competing  with  a  like  product  in  many 
other  States  and  on  other  lines.  The  shippers  of  that  product,  suf- 
fering from  this  discrimination  in  favor  of  the  State  rate,  will  appeal 
to  the  traffic  officers  serving  their  territory  and  say,  "'  You  must  put 
me  on  an  equality ;  you  have  got  to  remove  this  discrimination,"  and 
they  will  cut  the  rate  and  put  him  on  an  equality.  We  have  seen 
that  many  times  in  Texas.  Not  so  much  of  recent  years,  but  in  the 
early  days  of  the  Texas  commission  they  would  make  a  reduction  in 
the  rates  on  grain,  for  example,  that  would  apply  to  the  grain-grow- 
ing districts  of  northern  Texas.  Lines  from  Kansas,  Oklahoma,  and 
Nebraska  would  say,  "  We  have  got  to  protect  our  shippers  and  meet 
that  rate."  Take  a  jobber's  rate  from  a  place  like  Dallas  or  Fort 
Worth.  Jobbers  of  those  cities  are  in  competition  with  jobbers  of 
St.  Louis,  Chicago,  and  Kansas  City.  If  the  Texas  commission  re- 
duces the  rate  on  certain  goods,  that  discriminates  against  and  puts 
the  St.  Louis,  the  Kansas  City,  and  the  Chicago  jobbers  in  an  unfair 
position,  or  what  they  consiclei^  to  be  an  unfair  position,  and  they 
demand  of  the  lines  extending  to  Texas  to  put  them  on  an  equality, 
and  they  generally  do  it.  And  we  have  seen  in  the  Shreveport  rate 
case  what  a  disturbance  a  State  commission  can  create.  The  Texas 
commission  wanted  the  jobbers  of  Dallas  and  Houston  to  do  the 
business  rather  than  Shreveport  jobbers.  In  other  words,  they 
wanted  to  shut  the- Shreveport  jobbers  out  of  Texas.  They  made  a 
system  of  rates  to  do  it,  and  demanded  of  the  railroads  that  they 
maintain  their  interstate  rates  from  Shreveport  to  Texas  points  at  a 
certain  figure.  The  commission  then  cut  the  State  rate  so  as  to  prac- 
tically exclude  the  Shreveport  jobbers  from  doing  business  in  Texas 
much  nearer  to  Shreveport  than  Dallas  or  Houston.  That  is  not  an 
unusual  performance  for  the  Texas  commission. 

Then  we  frequently  see,  in  the  matter  of  interstate  rates,  where  a 
State  Avill  cut  a  passenger  rate.  A  man  can  buy  a  ticket  from  Chi- 
cago to  East  St.  Louis  for  something  like  $1,50  less  than  he  can  buy 
a  ticket  from  Chicago  to  the  city  of  St.  Louis,  just  across  the  river. 
That  matter,  I  believe,  has  been  before  the  commission  or  is  in 
litigation. 

But  by  making  these  rates — rates  within  the  State — interstate  rates 
can  be  dislocated  and  disarranged.  Discriminations  will  be  built  up. 
We  have  a  case  of  our  own.  The  Nebraska  commission  established 
a  system  of  local  rates  that  enabled  the  Omaha  jobbers  to  practically 
shut  out  the  jobbing  interests  of  Council  Bluffs,  across  the  river,  and 
to  shut  out  St.  Joseph,  Mo.  I  could  give  almost  any  number  of 
illustrations ;  but  I  do  not  think  it  will  be  denied  that  the  State  com- 
missions are  doing  that  right  along.  We  have  in  Kansas,  in  Ne- 
braska, and  in  many  other  States,  a  '2  cents  a  mile  passenger  rate  for 
State  business,  Avhereas  the  Interstate  Commerce  Commission  has 
made  higher  rates — 2|,  2|  cents,  or  something  like  that. 

When  the  Interstate  Commerce  Commission  in  the  early  days  of 
the  European  war  gave  these  eastern  lines  an  increase  in  rates  bo- 
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cause  of  their  financial  distress — I  understood  at  the  time — the  Penn- 
sylvania commission,  immediately  following  the  increase  made  by 
the  Interstate  Commerce  Commission,  made  a  cut  in  the  coal  rates 
to  tidewater  points  in  Pennsylvania  practically  sufficient,  or  about 
sufficient,  to  absorb  all  the  increase  granted  by  the  Interstnte  Com- 
merce Commission  to  Pennsylvania  lines — T  do  not  mean  the  Penn- 
sylvania Railroad. 

So  it  is  the  experience  Avith  the  activity  of  the  State  commissions 
purely  from  the  local  point  of  view  that  satisfies  railroad  men  that 
it  is  impossible  to  maintain  any  rate  adjustment  that  will  prevent 
discriminations  unless  the  rate-making  power  is  unified  in  a  single 
control. 

]\Ir.  Adamson.  If  the  chairman  will  pardon  me,  you  referred  to 
that  Pennsylvania  coal  matter.  Was  that  case  not  similar  to  the 
trouble  in  Texas,  where  you  had  so  much  trouble  about  the  Shreve- 
joort  case? 

Mr.  LovETT.  I  am  not  sure  of  the  circumstances.  I  only  know, 
Judge  Adamson,  in  a  general  way,  that  they  did  make  a  reduction. 
Wliat  the  motive  was  I  do  not  know. 

Mr.  Adamson.  The  coal  mines  all  being  in  the  State  of  Pennsyl- 
vania ? 

IMr.  LovETT.  I  do  not  know,  but  it  may  have  been  to  preserve  a 
differential,  or  it  may  have  been  simply  to  reduce 

Mr.  Adamson.  I  do  not  speak  of  the  motives;  I  speak  of  the  case 
presented  for  consideration  by  the  Commerce  Commission  to  the 
court. 

Mr.  LovETT.  I  am  not  familiar  with  the  circumstances.  The  pomt 
that  struck  me  was  that  the  Interstate  Commerce  Commission,  having 
alloAved  an  increase  to  relieve  financial  distress,  the  State  commis- 
sion had  made  a  reduction,  as  I  was  told,  about  sufficient  to  absorb 
the  increase  allowed  by  the  Interstate  Commerce  Commission. 

The  Chairman.  And  your  contention  is  that  we  should  positively 
legislate  upon  that  subject? 

Mr.  LovETT.  Yes. 

The  Chairman.  And  indicate  by  our  action  that  the  State  com- 
missions are  not  to  make  State  rates  at  all  ? 

Mr.  LovETT.  Yes;  my  idea  is  that  the  rate-making  powers  should 
be  vested  exclusively  in  the  Interstate  Commerce  Commission  which 
now  controls  the  rates  for  the  great  bulk  of  the  commerce  of  the 
country. 

The  Chairman.  Don't  you  think  it  would  work  as  well  to  leave  it 
as  it  is  now  ?  The  Supreme  Court  has  practically  determined  that 
although  the  Constitution  vests  in  the  National  Government  juris- 
diction only  over  interstate  commerce  and  reserves  to  the  States 
jurisdiction  over  the  State  commerce,  that  the  National  Government 
is  practically  the  lord  paramount  and  they  are  not  equal  sovereign- 
ties, and  that  wherever  the  action  of  the  State  is  contradictory  to 
that  of  the  Nation,  or  involves  a  burden  upon  or  an  impediment 
to  interstate  commerce,  that  the  State  action  falls.  Now,  why  is  it 
not  better  to  leave  that  situation  as  it  is  now,  under  the  decision  of 
the  courts  ? 

Mr.  LovETT.  Because,  Senator,  Congress  can  not  escape  the  re- 
sponsibility.    The  power  to  regidate  interstate  commerce  is  vested 
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in  Congress,  and,  if  the  State  authority  to  make  rates  is  to  be  super- 
seded, it  is  only  because  Congress  T\'ill  determine  that  in  order  to 
make  its  interstate  regulation  effective  it  must  take  exclusive  juris- 
diction of  the  subject.  I  understand  the  Supreme  Court  has  held,  in 
the  Minnesota  Rate  case,  that  the  State  rates  there  were  not  void, 
because  Congress  had  not  acted;  that  Congress  had  not  determined 
to  take  control  of  the  Avhole  subject — had  not  occupied  the  field,  to 
use  one  of  the  Supreme  Court's  expressions — of  regulation.  If  Con- 
gress had  acted,  had  conferred  upon  the  Interstate  Conunerca  Com- 
•mission  the  authority  to  fix  these  rates,  and  the  commission  had  fixed 
them,  then  the  State  rates  would  have  been  invalid ;  but  that  had  not 
occurred. 

NoAv,  in  the  Shreveport  case  the  court  determined  that  Congress 
had  conferred  upon  the  commission  power  to  prevent  discrimination, 
and  that  if  the  commission  acted,  then  that  would  be  an  exercise  of 
the  power  of  Congress  that  Avould  be  exclusive. 

Mr.  Adamsox.  Is  not  this  about  the  situation  the  courts  have  left 
the  matter  in:  That  Congress'  action  draws  the  line  and  the  States 
can  not  help  themseh^es  ? 

Mr.  LovETT.  That  is  as  I  understand  it. 

Senator  Cummins.  Mr.  Chairman,  may  I  ask  a  question  there? 

The  Chairman.  Certainly. 

Senator  Cummins.  jSIr.  Lovett,  do  you  believe  it  is  legally  possible 
for  a  State  rate,  which  is  reasonable  for  the  service  rendered,  to  be 
a  discriminating  rate? 

Mr.  Lovett.  Yes,  Senator. 

Senator  Cummins.  That  is,  a  rate  from  Dallas  to  some  point  in  the 
interior  of  Texas,  applied  to  State  traffic,  in  fact,  and  not  simply  in 
name,  although  it  is  a  reasonable  charge  for  the  service  rendered  by 
the  railroad  company,  can  locally  be  a  discriminating  rate,  as  com- 
pared with  an  interstate  rate,  from  some  point  outside  of  the  State  of 
Texas  into  Texas? 

Mr.  Lovett.  I  have  no  doubt  of  that,  Senator. 

Senator  Cummins.  The  effect  of  it  would  be,  then,  that  the  State 
rate  must  be  either  more  or  legs  than  reasonable  in  order  to  avoid  dis- 
crimination. 

Mr.  LovETT.  It  depends  entirely,  Senator,  on  the  question  of  rea- 
sonableness. I  do  not  understand  that  there  is  any  rule  for  deter- 
mining the  reasonableness  of  a  rate.    A  rate 

Senator  Cummins.  It  is  the  value  of  the  service. 

Mr.  LovETT.  AVell,  that  is— 

Senator  Cuaimins.  I  understand  that  is  the  general  rule. 

Mr.  LoA-ETT.  I  understand  that  there  is  no  rule.  The  situation,  for 
instance,  is  this,  to  illustrate  my  answer  to  you:  A  given  rate  for  a 
given  service,  we  Avill  say,  of  10  cents  a  hundred,  might  be  confisca- 
tory, and  that  would  be  an  unreasonable  rate,  and  would  be  contrary 
to  the  Constitution.  A  rate  for  the  same  service,  that  is  20  cents, 
might  cover  the  cost  of  service  and  might  allow,  we  will  say,  1  or  2 
per  cent — a  small  return  to  the  carrier.  A  rate  of  25  cents,  we  will 
say,  for  the  same  service,  might  afford  a  return  of  4  or  5  or  6  per 
cent.  Now,  there  is  a  wide  margin,  after  you  get  above  a  confisca- 
tory rate — there  is  a  wide  margin  between  a  confiscatory  rate  and  a 
rafe  that  everybody  will  say  is  unreasonably  high.  That  might  range 
anywhere,  we  will  say,  from  10  cents  a  hundred  to  50  cents  a  hun- 
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(Irerl.  EvcMybody  iiiiaht  n^irivc  that  10  cents  a  hundred  will  be  too 
low  and  ovorybody  miaht  a<>Toe  that  50  cents  a  hundred  Avill  be  too 
luofh,  but  Avithm  that  rang-e.  between  10  cents  a  hundred  and  50  cents 
a  huntlrod,  any  rate  would  be  reasonable.  It  is  a  question  of  policy, 
and  as  to  wlio  determines  the  reasonableness  of  the  rate.  In  the  case 
which  you  state,  we  will  say,  that  the  Texas  commission  placed  the 
rate  at  20  cents  a  hundred,  which  is  a  reasonable  rate.  The  Inter- 
state Commerce  Commission  might  place  it  at  40  cents  a  hundred, 
which  also  would  be  a  reasonal)lo  rate,  neither  confiscatory,  and 
neither  so  high  as  to  prevent  the  business  from  moving,  or  to' be  ex- 
tortionate. But  reasonableness  within  those  limits  depends  upon  the 
rate-making  power.  Now,  if  the  Texas  commission  made  a  rate  of 
20  cents— a  reasonable  rate— and  the  Interstate  Commerce  Commis- 
sion made  a  rate  of  40  cents,  the  Texas  rate  would  be  illegal,  in  my 
view  of  the  situation.  It  would  work  a  discrimination  against  the 
outside  man.  because  of  the  paramount  authority  of  the  Federal  Gov- 
ernment to  fix  the  rates  and  prevent  discrimination. 

I  am  sorry  to  have  taken  so  much  time  in  answering  your  question. 

Senator  Cummins.  I  was  not  giving  so  much  attention  to  the  lati- 
tude between  confiscatory  rates  and  a  highly  compensatory  rate,  but  I 
was  assuming  that  the  State  rate  was  one  which  paid  the  cost  of  the 
service  and  returned  a  reasonable  reward  on  the  value  of  the  prop- 
erty, which  rendered  the  service,  and  that  being  the  kind  of  reason- 
able rate  I  had  in  my  mind,  when  I  propounded  the  question,  you  are 
of  the  opinion  that  such  a  rate,  established  by  State  authority,  and  not 
challenged,  as  a  reasonable  rate,  in  and  of  itself,  may,  nevertheless,  be 
increased  by  the  Federal  Government,  in  order  to  allow  a  costlier 
service  from  the  outside,  into  the  State  ? 

Mr.  LovETT.  Yes,  sir;  or  reduced,  simply  because  no  rate  can  be 
tested  by,  in.  and  of  itself.  Every  rate  has  relation  to  some  other 
rate,  and  it  may  be  that  this  reasonable  rate,  in  and  of  itself,  in  its 
relation  to  an  interstate  rate,  may  work  a  discrimination  or  may 
violate  the  Interstate  Commerce  Commission's  conception  of  what 
the  railroad  company  ought  to  earn  from  its  entire  traffic. 

Senator  Cummins.  But  your  view  of  it  is  that  the  rate  must  be 
adjusted  in  the  State  so  that  traffic  outside  of  the  State  can  come  in 
under  competition.  I  ask  this  purely  for  information.  The  reason- 
ableness of  the  rate,  as  such,  in  the  Texas  case,  was  not  investigated 
at  all,  was  it  ? 

Mr.  LovETT.  My  recollection  is  that  it  was  not. 

The  Chairman.  Judge  Lovett 

Senator  Cummins.  I  beg  your  pardon,  Mr.  Chairman,  I  did  not 
intend  to  take  up  so  much  time. 

The  Chairman.  That  is  all  right.  Senator. 

Judge  Lovett.  if  you  take  away  the  power  of  the  State  commis- 
sions over  purely  State  rates,  what  usefulness  would  you  leave  them? 
In  the  public  interests,  what  powers  are  there  that  they  could  exer- 
cise beneficially? 

Mr.  Lo^-ETT.  That  depends.  Senator,  on  the  local  conditions.  I  am 
not  sure  whether  there  is  or  not  a  State  commission  is  a  matter  of 
great  concern  or  ought  to  be  of  great  concern.  There  is  a  question 
whether  or  not  they  are  necessary  in  the  public's  interest.  If  they 
are  not.  let  them  dissolve. 
117900— 19— VOL  2 46 
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I  called  attention  yesterday — and  I  believe  you  were  present — to 
the  duties  of  the  California  commission  as  enumerated  by  the  chair- 
man of  that  connnission.  Apparently  they  have  some  other  things  to 
do,  and  I  think  most  State  commissions,  with  the  possible  exception 
of  the  Texas  commission,  have.  I  believe  its  activities  so  far  have 
been  confined  to  railroads,  but  most  of  the  State  commissions  have 
duties  to  perform  with  respect  to  all  public  utilities.  They  could  be 
occupied  ni  that  way.  With  respect  to  the  railroads  I  think  they 
would  probably  be  on  the  lookout  for  the  Avelfare  of  their  own  State's 
interests  in  tliese  rate  adjustments  and  could  represent  their  own 
States. 

The  Chairman.  You  think  there  would  be  a  field  of  activity  for 
them  in  presentino-  their  cases  before  the  Interstate  Commerce  Com- 
mission or  before  these  regional  commissions? 

Mr.  LovETT.  Yes,  sir;  I  believe  that  could  be  handled  as  well  by 
the  commercial  bodies  of  the  different  States,  but  ])erhaps  the  States 
would  rather  have  their  own  commissions  act  in  that  matter. 

JSIr.  Sims.  Is  it  not  a  matter  for  the  States  to  determine  for  them- 
selves ? 

Mr.  LovETT.  Yes;  I  think  so. 

The  Chairman.  With  reference  to  California,  my  observation  is — 
and  I  may  be  mistaken — that  since  the  creation  of  the  new  commis- 
sion there  its  activities  have  led  to  a  better  understanding  betw^een 
the  community  and  the  railroads. 

Mr.  LovETT.  I  have  no  doubt  of  that.  Senator.  I  think  the  Cali- 
fornia commission — -I  will  not  say  it  is  the  best — but  I  believe  it  is 
one  of  the  ablest  State  commissions  in  the  country.  As  far  as  I  have 
been  able  to  observe,  it  is  wide  awake,  progressive,  and  it  has  not  been 
hostile.  It  has  been  strict,  and  it  has  been  exacting,  but  I  believe  it 
has  very  greatly  improved  the  relations  between  the  railroads  and  the 
public,  because  the  public  understands  that  there  is  a  conunission 
there  looking  out  for  their  interests.  How  long  that  kind  of  a  com- 
mission will  last  I  do  not  know.  I  hope  it  will  last  always,  but  it  is 
not  so  much  what  the  commission  actually  does,  but  what  it  may  do. 
In  the  case  of  some  commissions  it  is  what  they  do. 

The  Chairman.  With  reference  to  grades  and  grade  crossings,  etc., 
would  you  expect  that  the  police  powers  of  the  State  would  be  opera- 
tive or  that  those  matters  should  come  under  the  direction  and  con- 
trol of  the  Xational  Government? 

Mr.  LovETT.  Well,  I  think  the  railroad  executives  all  contemplate 
that  should  be  left  to  the  State  commissions,  but  the  time  may  come 
when  the  National  Government  would  have  to  take  hold  of  that 
question.  In  that  connection  I  should  like  to  state  that  I  was  im- 
pressed by  a  notice  posted  in  the  station  at  Locust  Valley,  Long 
Island,  where  I  live,  by  the  Pennsylvania  Railroad,  appealing  to  the 
public  to  be  patient  in  the  matter  of  grade  crossings  and  stating  the 
number  of  grade  crossings  on  the  Pennsylvania  system  at  that  time 
and  the  average  cost  of  separating  a  grade  crossing.  It  was  stated 
that  if  the  Pennsylvania  Railroad  crossings  were  required  to  be  elimi- 
nated— all  grade  crossings  on  its  systems — it  would  cost  it  six  hun- 
dred and  fifty-odd  millions  of  dollars,  and  in  view  of  this  large 
expenditure  this  was  an  appeal  made  to  the  public  to  be  patient;  that 
they  were  eliminating  grade  crossings  and  expected  that  to  be  their 
policy  in  the  future;  that.it  was  impossible  to  eliminate  all  grade 
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crossings  at  6nce,  and  people  must  remember  that  there  were  other 
grade  crossings  than  the  one  they  were  interested  in. 

This  question  of  grade  crossings  is  a  very  expensive  proposition. 
I  think,  generally,  the  State  commissions  have  been  reasonable  about 
it.  and  I  should  hope  that  they  should  continue  to  be  so,  but  it  might 
be  necessary  in  time  to  come  to  give  the  Interstate  Commerce  Com- 
mission some  supervisory  power  with  respect  to  that,  although  I  do 
not  think  that  is  necessary  now. 

Tlie  Chairman.  With  reference  to  clearances,  there  has  been  a 
great  deal  of  agitation  of  that  subject  by  the  railroad  brotherhoods  of 
late.  Changes  in  that  resj^ect,  in  order  to  secure  greater  safety  of 
trains  and  for  the  operatives  on  the  trains,  are  likely  to  cost  a  very 
large  capital  expenditure,  are  they  not? 

Mr.  LovETT.  Yes. 

The  Chairman.  Would  .you  expect  those  matters  to  be  under  the 
jurisdiction  of  the  State  commissions  as  a  matter  of  police  regulation 
or  under  the  jurisdiction  of  the  national  commission? 

jNIr.  LovETT.  I  rather  think  they  ought  to  be  under  the  Interstate 
Commerce  Commission,  because  they  are  tied  up  very  closely  with 
the  question  of  the  emploj^er's  liability  act  and  the  safety  of  opera- 
tives on  the  trains. 

The  Chairman.  You  consider  those  questions— the  question  of 
clearances  and  the  question  of  grade  crossings — your  view  is  that 
ultimate]}^  that  power  and  that  control  will  have  to  rest  in  the 
national  commission.  Now,  what  is  there  left  for  the  State  com- 
missions? 

Mr.  LovETT.  I  think  grade  crossings  should  be  left  much  longer 
wdth  the  State  commissions,  because  the  safety  only  of  the  local 
people  of  the  community,  the  citizens  of  the  community,  is  involved 
in  grade  crossings,  whereas  in  the  matter  of  clearances  the  safety 
of  the  train  operatives  on  interstate  railroads  is  involved. 

The  Chairman.  What  other  subjects  would  come  under  the  police 
powers  of  the  States  ? 

Mv.  LovETT.  I  suppose  the  matter  of  stations  and  station  accom- 
modations. 

The  Chairman.  You  mean  the  size  and  the  character  of  the  sta- 
tions ? 

Mr.  LovETT.  Yes. 

The  Chairman.  Construction? 

Mr.  LovETT.  Yes. 

The  Chairman.  Location? 

Mr.  LovETT.  Yes. 

The  Chairman.  Is  not  that  a  pretty  big  power? 

Mr.  LovETT.  It  is. 

The  Chairman.  You  would  leave  that  in  the  hands  of  the  States! 

Mr.  LovETT.  Yes;  I  would  try  it.  It  is  in  the  hands  of  the  States 
now,  and  sometimes  they  are  pretty  exacting ;  but  we  have  managed 
to  live  under  it;  and,  of  course,  if  the  time  should  ever  come  when 
there  would  be  a  competition  between  the  different  States  in  building 
at  the  expense  of  the  national  service  ornate  stations  beyond  reason, 
and  so  as  to  impair  the  revenues  of  the  roads,  it  might  become  neces- 
sary. I  believe,  however,  that  is  very  remote,  and  probably  there. 
would  be  relief  in  the  courts  against  orders  of  that  sort.  But  I 
think  that  should  be  left  to  the  States. 
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The  Chairman.  What  other  things  can  you  suggest? 

Mr.  LovETT.  Well,  shipping  facilities,  perhaps,  in  the  way  of  sid- 
ings and  things  of  that  sort.  I  am  not  prepared  to  call  out  offhand 
what  the  Supreme  Court  of  the  United  States  has  never  been  able 
to  define;  that  is,  the  police  power  of  the  States.  It  is  rather  a  big 
undertaking.  I  might  observe,  however,  that  even  if  there  should  be 
nothing  left  for  the  State  commission  to  do,  that  would  not  be  a 
good  reason  for  Congress  to  refrain  from  exercising  its  power  of 
regulation. 

The  Chairman.  I  admit  that. 

Mr.  Adamson.  I  think  I  can  give  you  a  definition  of  the  police 
power  of  the  States — whatever  authority  Congress  leaves  for  them 
to  exercise. 

The  Chairman.  You  have  spoken  with  reference  to  these  State 
commissions.  I  want  to  ask  you  a  few  questions  regarding  the 
regional  commissions  that  you  have  spoken  of.  How  many  regions 
would  you  think  it  advisable  to  have? 

Mr.  LovETT.  I  should  start  with  not  less  than  five.  I  might  find 
out  that  20  or  25  were  necessary. 

The  Chairman.  Would  those  regions  be  adjusted  practically  to 
the  traffic  areas  that  now  exist  ? 

Mr.  LovETT.  Yes.    I  would  ignore  geographical  lines. 

The  Chairman.  You  would  ignore  geographical  lines,  and  would 
you  ignore  State  lines? 

Mr.  LovETT.  Absolutely;  and  adjust  the  territories  with  reference 
to  transportation  territories  and  transportation  systems. 

The  Chairman.  And  at  first  you  would  follow  practically  the 
traffic  areas  that  now  exist  ? 

Mr.  LovETT.  Yes.  I  am  not  so  sure  but  that  it  would  be  a  good 
idea  to  convert  the  various  State  commissions  into  regional  commis- 
sions, in  such  a  way  as  to  let  them  exercise  Federal  power  rather 
than  State  power. 

The  Chairman.  Then  that  would  make  a  region  of  each  State, 
would  it  not  ? 

Mr.  LovETT.  No;  I  would  not  extend  its  territory.  Well,  confine 
it  to  the  State,  if  that  would  be  a  way  of  solving  it.  I  do  not  care 
so  much,  Senator,  how  many  regional  commissions  there  are  or  what 
the  territorial  limits  of  their  jurisdiction  are,  provided  they  are  all 
a  part  of  one  unified,  systematic  sj'^stem  of  regulation,  exercising 
authority  under  the  same  law  and  exercising  the  same  power ;  that  is, 
from  the  same  source.  It  is  the  unification  of  the  system  of  regu- 
lation. 

The  Chairman.  Is  there  any  method  that  you  could  suggest  of 
merging  the  State  commissions  into  regional  commissions  ? 

Mr.  LovETT.  I  do  not  know  of  any  way  except  by  appointment 
from  the  President  and  confirmation  by  the  Senate,  as  members  of 
the  regional  commission. 

Mr.  Sims.  And  Congress  could  hardly  provide  for  a  process  of 
that  sort. 

Mr.  Lo\^TT.  It  could  not.  The  selection  would  be  with  the  Presi- 
dent and  the  Senate. 

Mr.  Adamson.  Why  not  just  combine  three  or  four  States  and 
State  commissions  and  make  a  central  federation  ? 
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Mr.  LovETi'.  Is  that  addressed  to  me,  Judge  Adamson? 

Mr.  Adamson.  To  the  Chairman. 

The  Chairman.  I  will  postpone  my  answer  until  the  report 
comes  in. 

^fr.  LovETT.  As  to  the  agencies  for  carrying  this  out,  Senator.  I 
consider  that  a  detail.  Of  course,  it  would"  have  to  be  provided  for, 
but  they  w^ould  have  to  be  Federal  agents,  under  my  conception  of  it. 

The  Chairman.  You  Mill  observe  that  section  19  of  the  bill  to 
which  I  have  referred  provides  for  the  acquisition  of  State  railways. 
It  reads : 

Such  corporation  may,  with  the  consent  of  any  State,  upon  the  approval 
of  the  Interstate  Connnerce  ronunission.  acquire  the  raih-oad  of  any  corporation 
now  organized  under  the  laws  of  such  State — 

And  so  forth.    And  later  on — 

With  the  consent  of  the  State  under  which  any  railroad  corporation  is  or 
may  be  organized,  merger  between  such  corporation  and  a  corporation  organized 
under  this  act  may  be  accomplished  under  this  act — 

And  so  forth.  Your  proposal  is  that  this  national  incorporation 
shall  be  accomplished  without  the  consent  of  the  State.  You  realize, 
do  you  not,  the  great  difficulty  that  we  will  have,  even  those  who 
believe  m  national  incorporation,  in  passing  such  a  bill  ? 

Mr.  Lo^^TT.  Of  course,  my  conception  of  it  is  that  the  States  have 
already  given  their  consent;  that  they  gave  that  when  they  formed 
the  Constitution,  and  that  Avhether  or  not  Congress  will  exercise  the 
power  conferred  upon  it  by  the  Constitution  Congress  must  deter- 
mine. But  I  think  it  would  be  a  mistake  for  Congress  to  attempt  to 
devise  a  plan  dependent  upon  the  consent  of  the  States.  I  do  not 
think  it  would  solve  the  problem. 

Mr.  Adamson.  I  think  the  judge  misapprehended  the  question, 
Mr.  Chairman.  I  understood  you  to  refer  to  the  difficulty  of  passing 
the  measure  through  Congress? 

The  Chairman.  Yes. 

Mr.  Adamson.  As  long  as  the  Members  are  elected  bv  the  people 
I  think  that  is  a  very  wise  suggestion  that  you  made  to  the  judge. 

Mr.  Lo^TSTT.  I  beg  your  pardon;  I  did  not  understand  that.  I 
rather  think  the  committee  is  better  able  to  judge  of  that  than  I  am. 
All  I  can  do  is  to  give  my  view's  as  to  what  I  believe  is  necessarv  to 
effectually  regulate  these  railroads  and  to  devise  a  svstem  that  will 
be  Avorkable.  There  may  be  some  other  method  than  that  which  I 
have  been  advocating  and  discussing.  Whether  it  can  be  enacted 
or  not  I  do  not  know. 

The  Chairman.  When  I  framed  this  bill  I  recognized  that  diffi- 
culty and  felt  that  it  was  better  to  resort  to  persuasion  rather  than 
force  in  order  to  accomplish  national  incorporation,  and  mv  assump- 
tion was  that  inasmuch  as  the  States  had  thus  far  assented  to  the 
incorporation  of  State  railways  in  great  national  systems,  through 
holding  companies  organized  in  other  States,  they  w^ould  see  the 
some  instances  given  their  consent  to  such  merger  with  corporations 
act  and  would  gradually  give  their  consent,  though  in  the  first  in- 
stance there  might  be  great  opposition.  I  also  observed  that  in  some 
of  the  Southern  States,  where  they  are  peculiarly  tenacious  of  State 
rights  and  functions,  they  had  by  legislation  given  consent  to  the 
merger  of  railroads  incorporated  under  their  laws  in  a  larger  cor- 
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poration  organized  under  the  laws  of  another  State,  and  they  had  in 
some  instances  given  their  consent  to  such  merger  with  corporations 
organized  under  the  laws  of  the  United  States.  That  was  true  cer- 
tainly in  one  instance,  and  I  think  in  several,  from  my  examination 
of  the  matter  at  that  time,  with  reference  to  the  Southern  Railway 
system.  The  question  therefore  occurs  to  me  as  to  whether,  assum- 
ing that  national  incorporation  is  desirable  and  should  be  accom- 
plished as  quickly  as  possible,  it  is  wise  to  attempt  to  force  it,  which 
possibly  would  arouse  opposition  in  Congress  to  the  passage  of  the 
act,  or  whether  it  would  not  be  wiser  simply  to  frame  a  permissive 
act,  in  the  wisdom  of  which  the  States  would  gradually  acquiesce. 
What  is  your  view  about  that  ? 

Mr.  LovETi'.  I  do  not  believe  any  State  will  voluntarily  give  up 
any  power  it  has,  any  more  than  am'  tribunal,  whether  it  is  a  court 
or  a  commission  or  any  other  tribunal,  will  give  up  power.  I  have 
never  heard  yet  of  any  tribunal  or  any  public  bod}^  voluntarily  sur- 
rendering any  power.  Now,  I  do  not  believe  a  bill  such  as  you  sug- 
gest here,  making  such  a  system  dependent  upon  the  consent  of  the 
States,  would  get  anywhere.  I  think  the  State  commissions,  most 
of  them,  would  oppose  it. 

The  CnAiRaiAN.  And  you  think  the}'  would  be  influential  with  their 
respective  States? 

Mr.  LovETT.  I  rather  think  they  would. 

The  Chairman.  If  they  are  influential  with  their  respective  States 
in  such  a  way  as  to  defeat  the  operation  of  a  permissive  act,  is  not 
that  opposition  likely  to  be  equally  effective  in  preventing  the  origi- 
nal passage  of  a  compelling  act  by  Congress? 

Mr.  LovETT.  That  may  be.  Senator,  I  say,  I  can  not  tell  whether 
that  proposition  would  appeal  to  Congress  or  not.  I  am  compelled 
to  assume,  and  do  assume,  that  Congress  is  here  to  legislate  for  the 
Nation  and  not  for  the  States,  or  any  particular  State,  and  that  in 
dealing  with  a  national  subject  whatever  the  national  interests  require 
will  be  done. 

I  should  like  to  say  one  thing  in  answer  to  your  suggestion,  if  I 
may,  about  the  attitude  of  the  Southern  States  with  reference  to 
this  matter.  I  believe  I  know  something  about  the  sentiment  of  the 
Southern  States,  and  I  do  not  believe  they  are  any  more  contentious 
for  State  rights  than  any  other  States  in  the  Union. 

The  Chairman.  I  supposed  they  were,  and  that  that  fact  arose 
from  the  peculiar  status  bearing  on  the  race  question. 

Mr.  Adamson.  No,  sir;  it  arises  over  any  commercial  considera- 
tion or  any  other,  and  whenever  the  shoe  pinches  every  State  in  the 
iCFnion  will  kick.  Sometimes  it  takes  financial  interest  at  home  to 
make  them  do  it. 

The  Chairman.  Now,  Judge  Lovett,  you  will  observe  that  section 
20  of  the  bill  referred  to  provides  for  an  accident  and  insurance 
fund.    It  reads : 

It  shall  be  a  condition  of  tlio  grant  and  continuance  of  any  franchise  to  do 
business  under  this  act  that  the  corporation  holding  such  franchise  shall  set 
aside  annually  1  per  cent  of  the  gross  receipts  of  said  corporation,  to  be  held 
as  a  fund  in  the  Treasury  of  the  United  States  for  the  payment  of  pensions  to 
the  employees  of  such  corporation  who  shall  have  been  disqualified  for  active 
service,  either  by  injury  in  the  service  or  by  age.  The  amount  and  time  of 
payment,  the  investment  of  the  fund,  the  disbursing  of  the  same,  and  the  entire 
management  tliereof  shall  be  under  rules  and  regulations  to  be  made  and  from 
time  to  time  altered  by  the  Interstate  Commerce  Commission. 
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One  per  cent  of  the  gross  revenue  of  the  railroads  at  present  would 
i!ni<>unt  to  between  three  millions  and  three  millions  and  a  half 
annually.  In  ease  we  legislate  upon  this  subject  and  frame  an  incor- 
poration act,  what  Avould  you  say  about  the  wisdom  of  incorporating 
such  a  provision  in  it.  and  what  Avould  be  vour  view  as  to  its  provi*^ 
sions  ? 

Mr.  LoAETT.  I  ha^e  no  objection,  I  should  say,  to  some  scheme  of 
benefits  for  disabled,  injured,  and  ill  employees  to  be  incorporated  in 
the  act.  I  think  it  could  be  dealt  with  better  as  a  separate  proposi- 
tion. 1  think  progress  is  being  made  in  those  matters  now.  A  num- 
ber of  companies  are  making  much  more  liberal  provisions  than  are 
contemplated  here.  I  believe  the  development  is  going  to  be  rapid. 
The  CiiAiRMAX.  And  they  are  doing  that  voluntarily  ? 
Mr.  LovETT.  Yes.  I  do  not  like  to  speak  so  much  of  our  own  com- 
pany, but  we  put  into  eifect  on  the  1st  of  January  a  system  of  life, 
accident,  and  health  insurance  that  costs  a  good  deal  of  money. 
(.)ther  companies  are  doing  the  same. 

The  Chairman.  Do  you  think  it  will  cost  1  per  cent  of  the  gross 
receipts  ? 

Mr.  Hamilton.  In  that  connection  will  you  mention  the  other 
companies  ?    Can  you  do  so  easily  ? 

Mr.  LovEiT.  I  can  not  give  a  complete  list  from  memory,  but  I 
can  have  a  list  prepared. 

Mr.  Ha.viilton.  If  you  will,  just  incorporate  that  in  your  remarks 
AN  hen  you  revise  them. 

Mr.  LovETT.  Yes.  I  know  that  a  number  of  companies  are  consid- 
ering measures  of  that.  sort. 

Mr.  AoAMSON.  Mr.  Chairman,  may  I  make  a  suggestion  to  the 
witness  in  your  time  ? 
The  Chairman.  Certainly. 

Mr.  Adamson.  I  have  understood  heretofore  that  the  court  has 
held  that  insurance,  pure  and  simple,  was  not  a  matter  of  interstate 
commerce.  Now,  if  carriers  begin  to  carry  on  insurance  in  connec- 
tion with  their  business  as  carriers,  will  not  that  change  the  situation 
of  that  insurance  and  make  it  a  part  of  interstate  commerce? 

]SIr.  LovETT.  I  am  not  able  to  answer  that,  Judge  Adamson.  I 
mention  our  system  as  a  concrete  case.  We  adopted,  on  the  1st  of 
January,  a  system  by  which  we  procured  life  insurance  for  each 
employee  receiving  a  salary  of  not  over  $4,000  equal  to  one  year's 
wages,  with  a  minimum  of  $500  and  a  maximum  of  $2,500 ';  also 
accident  insurance  to  the  amount  of  not  exceeding  $2,500,  and  with 
disability  benefits  running  as  far  as  two  years,  and  insurance  against 
illness. 

Mr.  Adamson.  Health  policies? 

Mr.  LoAT.TT  (continuing).  To  the  extent  of  half  pay,  with  a  mini- 
mum of  $5  a  week,  and  a  maximum,  I  think,  of  $2,500.  We  do  not 
carry  the  insurance  ourselves.  We  got  a  life  insurance  company  to 
provide  the  life  insurance,  and  an  accident  insurance  company  to 
provide  the  health  and  accident  insurance. 
Mr.  Adamson.  And  you  pay  the  premium? 

]Mr.  LovETT.  We  pay  all  the  premiums.  We  are  going  to  experi- 
ment Avith  it.  All  settlements  are  made  through  us,  and  if  Ave  find 
after  a  year  or  more  that  Ave  can  do  it  cheaper  oursehes,  we  Avill 
do  it  ourseNes.    We  knoAv,  of  course,  just  what  it  will  cost,  because 


726  INTERSTATE  AND  rOREIGN  TKANSPORTATION. 

we  know  what  the  premiums  amount  to.  and  we  will  know  from  the 
payments  to  employees  made  through  us  how  much  it  is  costing  the 
insurance  companies;  so  Ave  have  a  close  check. 

Mr.  Ada:mson.  Various  propositions  have  been  made  to  us  in  the 
last  20  years  to  legislate  about  insurance.  We  have  refrained  on 
the  idea  that  it  was  not  interstate  commerce,  and  it  was  suggested  to 
me  that  if  the  carriers  themselves  were  going  to  take  up  the  matter  of 
insuring  employees,  it  might  alter  the  situation,  but  if  you  merely 
l)atronize  the  old  companies  and  pay  the  premiums  I  do  not  Imow 
that  that  would  change  the  situation. 

Mr.  LovETT.  I  should  say,  as  an  offhand  opinion,  that  it  is  not 
insurance;  it  is  a  matter  of  employment. 

Mr.  Adamson.  A  part  of  your  contract  ? 

Mr.  LovETT.  A  part  of  our  contract.  This  benefit  accrues  to  every 
man  who  has  been  one  year,  or  who  shall  have  been  one  year  in  the 
service,  and  in  addition  to  this  we  have  the  pension  system ;  that  is 
also  supplied  by  the  company. 

Mr.  Adamson.  All  that  is  figured  as  compensation? 

Mr.  LovETT.  All  that  we  figure  as  part  of  our  expenses,  and  we 
are  charging  these  payments  as  part  of  our  operating  expenses. 

Mr.  Hamilton.  If  that  is  considered  as  part  of  the  contract  of 
hiring,  under  the  decision  of  the  Supreme  Court  of  v^esterday  on  the 
Adamson  law,  it  might  possibly  become  a  matter  relating  to  inter- 
state commerce. 

Mr.  LovETT.  Well,  we  reserved  the  right  to  abolish  this  system 
any  time  Ave  Avanted  to.  and  the  benefit  is  forfeited  Avlien  a  man 
leaves  the  service.  We  can  not  and  Avould  not  undertake  to  abolish 
it  as  to  any  particular  individual ;  Ave  Avould  abolish  it  as  a  Avhole. 
We  liaA^e  also,  as  most  roads  have,  a  hospital  SA'stem  that  is  supported 
by  the  emploj^ees  to  the  extent  of  monthly  contributions,  and  Ave 
supply  any  deficit  that  arises.  With  the  large  companies  employing 
a  great  many  men,  the  hospital  systems  are  usually  self-supporting. 
Small  companies  sometimes  have  a  deficit.  Sometimes  there  is  a 
deficit  Avith  us,  but  Avhen  business  is  heaA'y  there  is  no  deficit. 

Mr.  Adamson.  Then,  if  in  a  general  strike  all  the  men  quit,  all 
these  benefits  Avould  cease? 

Mr.  LovETT.  Yes.  There  are  a  good  many  motives  entering  into 
it.    We  Avant  to  make  the  service  attractive  to  the  men. 

Mr.  xA^DAMSON.  Mr.  Chairman,  I  am  much  obliged  to  you. 

Mr.  Sims.  All  of  AA'hich  is  paid  for  by  the  public  Avho  patronize  the 
road  ? 

Mr.  LovETT.  Yes.  We  Avant  to  make  the  service  attractive  to  the 
men,  and  Ave  also  Avant  the  men  to  feel  that  some  provision  is  made 
for  them.  We  think  the  families  of  the  men  are  about  the  most 
important  part  of  the  men,  and  Ave  Avant  them  to  feel  that  some  pro- 
vision is  made  not  only  for  death,  but  for  illness  and  accidents. 

Mr.  Sims.  But  Avithout  a  sufficient  freight  rate  you  could  not  keep 
this  up  ?    I  mean  revenues  ? 

Mr.  LoA^ETT.  Oh,  it  is  going  to  run  to  a  large  sum  of  money  each 
year,  but  compared  Avith  our  total  disbursements  it  is  not  large. 

Mr.  Hamilton.  Of  course  that  Avould  all  run  back  to  the  old 
proposition  that  the  consumer  pays  the  tax? 

Mr.  LovETT.  Yes,  sir.  We  can  not  get  aAvay  from  that,  Mr. 
Hamilton.    Whatever  is  done  the  shipper  has  got  to  pay  for. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.        727 

The  Ciiair:max.  The  purpose  of  this  provision  was  mainly  to  pro- 
vide for  the  employees  who  were  subject  to  the  great  risks,  and  to 
frankly  impose  the  cost  of  it  as  an  operating-  charge  upon  the  public? 

Mr.  *Lov?:tt,  I  believe  the  situation  of  the  railroad  operatives  in 
every  May  has  been  very  rapidly  improving,  and  I  think  railroad 
companies  have  been  doing  a  great  deal  in  recent  years  to  improve 
the  situation  of  their  men.  I  know  we  have,  in  club  houses  and 
otherwise,  and  we  think  it  is  money  not  only  for  the  company  but 
that  it  has  done  a  very  great  deal  of  good  which  can  not  be  measured 
in  dollars  and  cents. 

The  Chairman.  In  the  case  of  your  company,  does  the  estimate 
you  have  made  of  the  cost  of  this  equal  1  per  cent  of  your  gross 
receipts  ? 

Mr.  LovETT.  What  is  1  per  cent  of  $104,000,000?  That  was  our 
gross  receipt  for  last  fiscal  year. 

The  Chairman.  One  per  cent  would  be  approximately  a  million 
dollars. 

Mr.  LovETT.  Approximately  a  million  dollars  a  year.  Our  gross 
earnings  in  the  fiscal  year  ending  June  30  were  unusually  large. 
The  estimated  cost  of  this  insurance  plan  would  be  a  little  less  than 
that,  but  it  would  be  more  than  1  per  cent  on  our  gross  earnings  for 
some  years.  I  would  rather  not  give  the  exact  estimated  cost  of  this 
at  this  time,  because  I  do  not  know. 

The  Chairman.  The  next  section,  section  21,  provides  for  a  board 
of  conciliation.     It  reads : 

The  Interstate  Commerce  Commission  is  hereby  empowered  and  directed  to 
act  as  a  board  of  conciliation  between  corporations  organized  under  this  act 
and  their  emploj^ees  as  to  any  dispute  arising  between  said  corporation  and  its 
employees  in  the  matter  of  compens.-ition,  hours  and  conditions  of  hibor,  the 
protection  of  life  and  limb  of  said  employees ;  and  such  power  shall  be  ex- 
ercised by  such  commission  in  accordance  with  rules  and  regulations  to  be  made 
and  from  time  to  time  altered  by  said  commission. 

AMiat  is  your  view  as  to  the  wisdom  of  intrusting  the  power  of 
settling  disputes  between  railroads  and  their  employees? 

Mr.  Lc'VETT.  I  do  not  care  much  for  a  board  of  conciliation ;  but  I 
am  very  strongly  in  favor,  as  I  stated  yesterday,  of  some  tribunal 
that  will  decide  questions  between  railroads  and  their  train  em- 
ployees and  of  a  law  that  will  make  that  decision  effective.  Whether 
that  is  done  by  the  Interstate  Commerce  Commission  or  by  some 
other  commission  I  do  not  care,  provided  it  is  by  a  commission  of 
high  character  appointed  by  the  President. 

The  Chairman.  What  do  you  think  about  the  wisdom  of  intrust- 
ing this  power  of  settling  these  disputes — not  simply  by  a  board  of 
conciliation,  but  of  settling  these  disputes? 

Mr.  LovETT.  To  the  Interstate  Commerce  Commission? 

The  Chairman.  Yes. 

Mr.  LovETT.  I  should  favor  it.  Of  course  the  Interstate  Com- 
merce Commission  under  the  existing  law  could  not  give  much  time 
to  questions  of  that  sort  and  perform  its  other  duties. 

The  Chairman.  It  would  have  to  be  enlarged  and  divided  into 
divisions  ? 

Mr.  LovETT.  It  would  have  to  be  enlarged,  or  through  some  sub- 
sidiary commission 

Mr.  Adamson.  Mr.  Chairman,  the  commission  might  do  that  just 
as  it  does  some  of  its  other  duties — appoint  some  one  else  to  do  it. 
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The  Chairman.  Yes. 

Mr.  LovETT.  But  I  am  distinctly  in  favor  of  giving  some  com- 
mission— ^the  Interstate  Commerce  Connnission,  if  it  is  given  suffi- 
cient time — that  power.  I  say  the  Interstate  Commerce  Commission 
because  we  know  who  the  commissioners  are,  and  regard  them  as 
fair  men,  and  they  would  probably  settle  the  dispute  fairly.  I  would 
also  favor  some  other  high-class  commission  to  decide  such  ques- 
tions.    I  am  distinctly  in  favor  of  it. 

Senator  Cummins.  I  did  not  quite  understand  3'our  answer.  Do 
you  mean  that  you  favor  giving  to  a  commission — the  Interstate 
Commerce  Commission  or  some  other — the  power  to  fix  all  compensa- 
tion to  be  paid  by  the  railway  companies  originally,  or  do  you 
mean  to  give  it  power  to  adjust  disputes  when  they  arise? 

Mr.  LovETT.  To  adjust  disputes.  Where  the  parties  agree  I  do  not 
see  any  occasion  for  taking  the  matter  to  the  commission.  It  perhaps 
ought  to  have  a  veto  power,  as  it  has  with  reference  to  rates  of  trans- 
portation. 

Senator  Cummins.  You  are  familiar  with  what  is  known  here  as 
the  Underwood  proposal  or  amendment 

Mr.  LovETT.  Yes. 

Senator  Cummins  (continuing).  Which  gives  the  Interstate  Com- 
merce Commission  power — makes  it  its  duty  to  fix  all  wages  and 
salaries,  as  well  as  hours  of  labor  and  conditions  of  labor,  from  the 
highest  officer  of  the  corporation  to  the  lowest  employee.  Do  you 
mean  that  you  favor  some  such  proposition  as  that  ? 

Mr.  LovETT.  I  should  have  no  objection  to  that,  Senator;  but  I 
believe  that  is  putting  more  work  on  the  commission  than  is  neces- 
sary. For  the  same  reason  I  believe  that  it  would  be  a  mistake  to 
make  it  the  duty  of  the  commission  to  fix  all  rates. 

Senator  Cummins.  Yes.  The  idea  in  your  mind  was  to  confine  the 
authority  to  the  adjustment  or  settlement  of  disputes  when  they  arise, 
with  regard  to  compensation? 

Mr.  LovETT.  Yes. 

Mr.  Hamilton.  Do  you  understand  that  to  be  the  gist  of  the  de- 
cision of  the  Supreme  Court  of  yesterday  ? 

Mr.  LovETT.  I  do  not  understand  that  decision,  Mr.  Hamilton.  I 
have  not  read  it.  I  have  only  seen  the  newspaper  reports,  which  are 
not  very  clear.  But  my  view  as  to  the  right  of  Congress  to  do  this 
is  wholly  independent  of  that  decision. 

Mr.  Hamilton.  Exactly. 

Mr.  Adamson.  In  other  words,  you  knew  it  before  the  Supreme 
Court  said  it? 

Mr.  LovETT.  No ;  of  course  I  did  not  know  what  the  Supreme  Court 
would  decide,  but  I  understood  the  controversy  in  that  case  was  as 
to  the  power  of  Congress  to  fix  wages,  not  to  require  arbitration. 

Mr.  Adamson.  Oh,  I  thought  he  was  talking  about  arbitration.  I 
beg  your  pardon. 

Mr.  LovETT.  Yes.  Now,  what  I  meant  by  my  statement  that  I 
favored  some  tribunal  to  decide  controversies— — 

Mr.  Adamson.  I  thought  that  was  what  he  was  talking  about.  I 
bog  Mr.  Hamilton's  pardon. 

Mr.  Hamilton.  The  distinction  was  drawn  between  the  fixing  of 
wages  originally  and  the  fixing  of  wages  in  case  of  disagreement,  and 
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I  asked  Judge  Lovett — I  meant  to  ask  him — whether  he  imderstood 
the  recent  decision  of  the  Supreme  Court  to  give  the  power  to  Con- 
gress to  fix  wages  in  case  of  disputes. 

Senator  Cummings.  Do  you  recognize  any  difference  between  .the 
power  that  Congress  has  to  fix  wages  and  the  power  it  has  to  delegate 
to  a  commission  tlic  same  authority? 

'Mv.  Lo^■ETT.  I  do  not,  since  Monday,  when  the  Supreme  Court  de- 
cided that;  because  apparently  Congress  has  the  power  to  fix  wages 
and  to  delegate  it  to  the  commission. 

Senator  Cummims.  I  understand  the  Supreme  Court  has  decided 
that.  I  do  not  think  there  ever  ought  to  have  been  any  question 
about  it. 

Mr.  LovETT.  The  distinction,  in  my  mind,  Senator,  without  taking 
the  time  of  the  committee  to  make  any  argument  on  the  subject,  was 
this :  Undoubtedly  Congress  has  power  to  fix  or  to  authorize  a  com- 
nussion  to  fix  rates,  because  the  rates  of  common  carriers  have  from 
time  immemorial  been  subject  to  be  fixed  by  law.  The  right  to  fix 
wages  never  has  been  regarded,  as  I  understand,  as  a  proper  legis- 
lative power.  That  difference  is  responsible  for  the  controversy  that 
was  decided  by  the  Supreme  Court. 

Senator  Cummins.  Yes, 

Mr.  LovETT.  And  the  Supreme  Court  has,  in  effect,  held  that  Con- 
gress has  the  same  power  to  fix  wages  as  lo  fix  rates. 

Mr.  Hamilton.  The  power  to  fix  rates  was  established  by  common 
law  even  before  it  became  incorporated  in  our  Constitution. 

Mr.  LovETT.  Yes. 

Xow,  applying  this  to  the  question  asked  by  Senator  Cummins, 
I  have  felt  all  along  that  whatever  might  be  the  power  of  Con- 
gress to  fix  wages,  Congress  would  have  power  to  establish  a  tri- 
bunal to  settle  a  wage  controversy,  just  as  a  court  settles  a  contro- 
versy between  two  individuals  with  respect  to  a  piece  of  land 

Senator  Cummins.  I  have  no  doubt  about  that. 

Mr.  LovETT  (continuing).  And  say  that  this  land  belongs  to  A 
and  not  to  B ;  that  Congi-ess  would  have  the  right  to  create  a  tribunal 
to  settle  a  dispute — not  necessarily^  a  court,  but  it  would  be  due 
process  of  law  to  create  a  tribunal  appropriate  to  that  particular 
matter,  to  decide  disputes  between  interstate  carriers  and  their  em- 
ployees over  wages,  and  to  make  that  binding  as  a  decree  of  court  is 
binding,  except,  of  course,  it  could  not  compel  a  man  to  work  who 
did  not  want  to  work. 

Senator  Cummins.  The  point  I  had  in  mind  w\as  this:  When 
we  give  a  commission  authority  to  do  a  thing,  we  must  give  it  a  rule 
which  it  may  apply  to  the  facts,  and  all  the  rule  that  we  could  give  it 
would  in  this  instance  be  that  it  must  fix  wages  which  are  reason- 
able. Now,  is  that  a  sufficiently  definite  rule  to  enable  Congress  to 
work  through  a  commission? 

Mr.  Lovett.  You  are  dealing  now  with  a  commission  fixing  wages 
in  the  absence  of  a  dispute  ? 

Senator  Cummins.  Entirely. 

Mr.  LovETT.  I  should  not  like  to  venture  any  opinion  on  that  sub- 
ject. Senator,  until  I  have  seen  the  opinion  of  the  Supreme  Court, 
because  it  is  a  new  doctrine  to  me. 

The  Chairman.  As  I  understand,  the  decision  of  the  Supreme 
Court  is  based  upon  the  public  character  of  the  employment? 
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Mr.  LovETT.  I  have  not  seen  it ;  I  do  not  know. 

Mr.  Adamson.  Mr,  Chairman,  when  the  judge  was  expressing  the 
idea  that  lie  had  never  until  lately  understood  that  Congress  had 
jurisdiction  over  wages,  I  interrupted  him  and  he  had  not  finished 
his  sentence.  I  want  to  call  attention  to  the  fact  that  in  section  20 
of  the  act  to  regulate  connnerce  there  is  a  long  enumeration  of  things 
which  the  commission  shall  study  to  keep  itself  informed  upon, 
and  among  those  is  the  specific  mention  of  wages,  the  number  of 
people  emploj^ed,  who  they  are,  and  what  they  are  paid.  I  presume 
that  that  enumeration  is  to  aid  the  connnission  in  discharging  its 
duty  in  adjusting  rates.  Now,  is  not  that,  itself  of  long  standing, 
a  recognition  that  Congress  did  have  some  jurisdiction  over  wages? 

Mr.  LovETT.  Well,  Judge  Adamson,  that  was  rather  a  live  ques- 
tion among  the  group  of  railroad  men  of  which  I  was  a  member 
here  last  summer. 

We  recognize  that  the  commission,  upon  an  application,  for  in- 
stance, to  increase  rates,  would  have  a  right  to  say  whether  or  not 
the  increase  should  be  granted  and  to  inquire  into  everything  we 
spend  and  as  to  whether  we  spend  too  much;  and  when  we  were 
urged  to  voluntarily  agree  to  the  miscalled  eight-hour  proposition 
we  were  afraid  that  if  we  agreed  we  would  be  charged  with  ex- 
travagance on  an  application  for  an  increase  in  the  rates.  The  fact 
is  that  a  great  many  of  us  were  swamped  with  telegrams  giving  us 
fair  warning  that  if  we  acceded  to  this  demand  we  need  not  expect 
a  rate  increase  to  reimburse  us,  because  they  contended  it  was  an 
unreasonable  demand.  Under  the  provision  you  mention,  of  course, 
the  commission  keeps  itself  informed  as  to  wages  and  everything  the 
railroads  do  in  connection  with  these  applications  for  rate  increases, 
but  I  do  not  understand  it  was  intended  thereby  to  allow  the  com- 
mission to  fix  wages. 

Mr.  Adamson.  I  understand  the  commission,  while  it  will  con- 
sider wages,  they  will  not  make  an  allowance,  in  fixing  rates,  for 
w^ages  which  they  find  were  improperly  allowed.  That  might  have 
been  a  miscalled  eight-hour  proposition  when  the  President  had  the 
matter  up  with  you  gentlemen ;  but,  to  dispose  of  a  whole  lot  of  state- 
ments and  confusion  about  it,  I  will  say  that,  before  our  committee, 
where  the  law  originated,  it  was  an  eight-hour  law,  and  it  was  re- 
ported on  the  statements  of  the  brotherhoods  that  80  per  cent  of 
your  divisions  were  100  miles  long,  approximately,  and  if  you  let 
them  run  12^  miles  an  hour  they  could  run  them  in  eight  hours  as 
well  as  10  and  there  would  be  no  increase  in  expenses  for  you  except 
that  you  would  have,  probably,  to  run  lighter  trains. 

Mr.  Hamilton.  But  the  Supreme  Court  has  heretofore  said  that 
what  is  said  in  the  law  governs  and  not  what  is  said  about  the  law. 

Mr.  Adamson.  When  you  see  the  full  text  of  the  Supreme  Court's 
decision,  you  will  find  that  they  do  not  combat  the  idea  of  our  com- 
mittee. The  basic  idea  was  an  eight-hour  law,  and  the  brotherhoods 
will  find,  if  the  matter  ever  arises,  that  we  did  not  intend,  by  collu- 
sion or  otherwise,  to  let  them  work  eight  hours  on  one  day  and  then 
M^ork  eight  hours  in  the  same  day  and  get  paid  for  it.  The  proposi- 
tion was  purely  and  simply  an  eight-hour  day. 

Mr.  LovETT.  If  you  had  passed  a  straight  eight-hour  law,  I  am 
afraid  you  would  have  had  a  strike. 
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Mr.  Adamsox.  Well,  they  must  mean  what  they  say.  They  stated 
they  wanted  eight  hours'  work  a  day. 

The  Chairman.  Let  us  ^o  on. 

Mr.  Adamson.  Have  we  not  been  going  on? 

Tlie  Ciiaihmax.  Section  22  refers  to  penalties,  etc. 

Mr.  Adamson.  Can  not  we  facilitate  going  on  by  adopting  the  full 
bill  in  gross? 

The  Chairman.  I  think  so,  but  I  think  it  would  require  a  great 
deal  of  persuasion,  and  I  should  want  to  amend  it  myself. 

Mr.  xVdamson.  I  do  not  think  you  would  want  to  vote  for  it. 

The  Chairman.  Section  23  provides  for  dividends.     I  will  read  it: 

No  such  corporation  shall  pay  or  distribute  to  its  stockholders  in  any  form 
during  any  one  year  a  dividend  or  dividends  exceeding  in  total  amount  5  per 
cent  ujion  tht'  entii'e  Ciipital  stock.  If,  after  the  payment  l)y  such  corporation 
of  its  operating-  expenses,  maintenance,  improvements,  and  betterments,  its 
taxes,  its  interest  on  bonded  or  other  indebtedness,  and  its  contribution  to  the 
accident  and  insurance  fund,  there  shall  be  a  surplus  over  and  al)ove  the 
amount  necessary  to  pay  such  dividend  of  5  per  cent  per  annum,  the  surplus 
shall  be  apportioned  as  follows:  One-half  thereof  shall  be  paid  into  a  guaranty 
fund  in  the  Treasury  of  the  United  States  for  future  dividends  in  case  of  a 
slackening  of  business,  such  fund  to  be  controlled  and  invested  by  the  Inter- 
state ('onnnerce  Commission,  and  one-half  thereof  shall  be  paid  into  the 
accident  and  insurance  fund  provided  for  by  this  act. 

No  reduction  of  rates  as  to  any  given  railroad  shall  be  made  or  ordered 
by  the  Interstate  Commerce  Commission,  or  by  any  other  governmental  agency, 
which  shall  make  it  reasonably  probable  that  such  5  per  cent  dividends  can  not 
be  earned  upon  the  total  capital  stock  of  the  corporation. 

I  will  say,  with  reference  to  that,  I  have  modified  my  views.  I 
would  increase  that  to  T  per  cent. 

Of  course,  the  interest  rates  have  increased  since  the  time  this  bill 
was  drawn,  and  my  view  would  be  to  increase  that  from  5  per  cent 
to  6  or  T  per  cent. 

What  is  your  view  regarding  the  effect  of  limiting  dividends,  with 
reference  to  the  public  interest?  Does  it,  in  your  judgment,  have  the 
effect  of,  or  will  it  have  the  effect  of,  encouraging  the  betterment  of 
the  road  if  the  profits  exceed  the  rate  of  dividend,  and  increase 
wages,  effect  a  diminution  in  hours,  and  general  providence  for  the 
employees  of  the  railroads? 

Mr.  LovETT,  Senator,  that  is  a  very  large  subject,  and  I  believe 
I  could  point  out  many  objections  to  it,  but  I  will  not  undertake 
to  cover  the  whole  field.  I  think  it  would  be  a  very  great  mistake  to 
attempt  anything  of  the  sort,  because  I  am  absolutely  certain  that  it 
can  not  be  successful.  I  think  I  stated  yesterday  that  from  all  of  my 
connection  with  railroads  and  with  rate  making,  I  have  never  yet 
known  a  particular  rate  to  be  made  with  reference  to  dividend  re- 
quirements of  the  companies.  I  do  not  refer  to  the  general  level 
of  rates.  I  will  not  undertake  to  enumerate  all  of  the  objections, 
but  you  see  at  once  that  some  railroads  with  a  given  system  of 
rates  would  earn  a  great  deal  and  others  M^ould  become  bankrupt. 
The  conditions  on  the  roads  varj^  so  that  it  is  impossible  to  fix  rates 
with  reference  to  dividends  of  a  company.  You  have  to  fix  the 
rates  with  reference  to  the  traffic  and  the  needs  of  the  public  and 
not  with  reference  alone  to  the  needs  of  the  railroad  company. 
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Eates,  I  believe,  are  commercial  matters.  I  belieAe  the  development 
of  the  country  in  the  past  and,  I  feel  confident,  the  development  of 
the  future,  will  require  that  rates  continue  to  be  what  they  have 
always  been,  a  commercial  proposition.  The  rates  have  got  to  be 
made  with  reference  to  the  needs  of  commerce. 

We  are  not  starting  out  with  a  new  system  where  the  rates  will 
be  made  all  over  again,  but  the  rates  are  already  made.  They  have 
grown  with  the  railroad  business.  The  relations  have  been  adjusted 
with  reference  to  the  development  of  the  railroads  and  the  commerce. 
You  can  not  disturb  that  by  launching  upon  an  entirely  new  system. 
It  is  entirely  a  matter  of  expert  adjustment.  The  matter  of  rates 
is  largely  dictated  by  the  commercial  necessities  and  by  the  needs  of 
the  traffic  and  the  needs  of  the  different  communities,  by  competition 
of  ports  and  manufacturers  and  markets.  There  is  an  endless  multi- 
tude of  circumstances  that  enter  into  the  making  of  rates,  and  the 
probabilities  are  that  nobody  could  give  lialf  the  reasons  that  actually 
entered  into  the  making  of  any  given  rate  to-day — certainly  not  any 
made  several  years  ago.  Any  attempt  to  base  rates  on  the  value 
of  the  railroads  or  only  on  the  needs  of  the  railroads  for  revenue 
would  be  disastrous.  So,  one  witness  here,  I  believe,  suggested  a 
system  of  rates  that  would  pay  6  per  cent  on  the  value  of  the  roads 
or  the  investment  in  the  roads,  and  that  the  rates  be  put  up  or  down 
as  the  necessity  for  keeping  up  the  6  per  cent  developed.  Of  course, 
I  can  not  imagine  anything  that  would  be  more  distressing  to  the 
business  of  the  country  than  such  system  of  rates. 

Your  question  suggesting  that  a  fund  be  created  to  continue  divi- 
dends in  lean  years — that  would  mean,  I  suppose,  all  the  railroads 
of  the  United  States  would  be  pooled,  because  you  would  have  to 
take  care  of  the  weak  roads  as  well  as  the  strong.  I  suppose  it  con- 
templates that  all  the  railroads  of  the  United  States  be  put  into  one 
ownership. 

The  Chairman.  I  did  not  have  that  in  contemplation  at  all. 

Mr.  LovETT.  I  do  not  see  how  you  can  work  it  unless— — - 

Mr.  Adamson.  Some  railroads  are  lean  all  the  time. 

Mr.  LovETT.  Yes;  some  railroads  are  lean  all  the  time.  I  believe 
more  people  are  served  by  the  lean  roads  than  by  the  fat.  You  can 
not  ignore  the  lean  roads  in  this  matter.  I  should  say  that  rates  must 
be  left  to  the  commercial  interests  of  the  country,  to  the  railroads, 
and  to  supervision  by  the  proper  Government  agencies.  It  is  sim- 
ply one  of  those  things  that  can  not  be  settled.  The  Government 
and  society  are  in  a  constant  state  of  ferment  and  progress,  and  so 
it  is  with  rates.  It  would  be  very  convenient  to  have  a  rule  by  which 
to  measure  rates — to  have  a  commission  sit  down  and  say  this  is 
reasonable  and  this  is  not,  etc.,  but  it  can  not  be  done.  We  have 
tribunals  for  deciding — not  always  justly — but  deciding  these  mat- 
ters. There  is  absolutely  no  rule — and  I  say  it  with  all  tlie  con- 
fidence any  man  can  feel  after  a  great  deal  of  experience  Avith 
rate  controversies — that  there  is  absolutely  no  rule  for  deciding 
rates.  We  know  what  a  confiscatory  rate  is,  and  we  know  what  a 
rate  is  that  will  not  permit  the  traffic  to  move.  It  is  necessary  to  leave 
the  matter  to  be  worked  out  under  commissions  as  they  have  been 
working  it. 
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I  think  the  ph\ii  3'ou  have  isiig«>ested  is  utterly  impracticable,  unless 
you  are  piepariuo-  to  ])o()l  all  of  tlie  railroads  all  over  the  United 
States  and  let  the  strong-  railroads  carry  the  weak  railroads,  and  (hat 
I  do  not  believe  anybody  favors. 

The  CiiAiH.MAN.  I  undersiood  you  to  say  that  in  making  the  rates 
the  needs  of  the  roads  are  not  considered,  and  yet  was  not  that  the 
basis  for  the  application  for  an  increase  of  5  per  cent? 

Mr.  LovETT.  Yes;  but  the  rates  had  already  been  made — the  ad- 
justments had  already  been  made — and  the}'  put  a  certain  increase 
on  certain  commodities.  I  referred  paiticularly  to  original  rates  and 
not  to  a  general  advance  or  decrease  to  a  new  level  as  for  an  emegency. 

The  Chaikma><.  In  doing  that  they  considered  tlie  needs  of  the 
roads.  So,  as  a  matter  of  fact,  they  do  consider  the  needs  of  the 
roads  ? 

Mr.  LovETT.  Yes;  when  an  appeal  is  made  to  the  rate-making 
poAver  for  an  increase  in  rates  they  do  base  it  upon  the  needs  of  the 
roads. 

The  Chairman.  Now,  the  thought  I  had  in  this  section  is  this: 
That  by  a  limitation  of  the  dividends  fixed  at  a  rate  that  would 
attract  capital  into  the  roads,  that  you  would  thereby  automatically 
have  one  of  three  things — if  there  Avas  any  surplus  above  those  divi- 
dends— namely,  the  betterment  of  the  roads,  reduction  in  rates,  or 
improvement  in  the  wages  and  conditions  of  the  men,  or  in  perliaps 
all  of  them.  All  of  those  are  beneficial  purposes.  Then  I  had  in 
view  the  history  of  the  New  York  &  New  Haven  road,  whose  charter 
limited  their  dividends  to  10  per  cent — a  charter  granted  a  long  time 
ago.  So  long  as  they  operated  under  that  charter  and  avoided  the 
scheme  of  expansion  subsequently  developed  the  limitation  of  divi- 
dends resulted  in  an  enormous  betterment  of  the  road,  so  much  so 
that  the  New  York  &  New  Haven  road,  I  believe,  was  regarded  as  the 
best  railroad  in  the  country.  It  resulted  in  the  improvement  of  the 
terminal  facilities,  the  multiplication  of  tracks  and  sidetracks,  and 
it  was  the  most  perfect  machine  in  the  country  for  transportation. 

Now.  they  broke  loose  from  that  charter  restriction.  I  do  not  know 
how  or  whether  it  was  sanctioned  by  law  or  not,  but  they  landed  in 
difficulty  later  on.  You  will  observe  that  this  provision  does  not 
compel  rates  which  will  yield  6  per  cent  dividends — yield  these  divi- 
dends. It  simply  provides  that  no  reduction  in  rates  shall  be  made 
which  shall  make  it  reasonably  probable  that  the  dividends  can  not 
be  maintained,  leaving  it  harder  for  the  road  itself,  I  imagine,  to 
meet  such  conditions  as  might  necessitate  a  reduction  of  rates  in  order 
to  maintain  any  business  or  get  any  business.  I  agree  with  you  that 
you  can  not  by  a  mere  legislative  enactment  give  a  road  business.  It 
has  got  to  meet  the  market  in  some  way ;  but  the  purpose  of  this  was 
to  prevent  the  regulative  power  being  used  in  such  a  way  as  to  dimin- 
ish its  dividends  and  to  limit  the  dividends  in  some  way  as  to  make 
the  surplus  available  either  for  dividends  in  the  lean  years  or  for 
improvement  of  the  roads  or  the  reduction  in  rates  or  the  betterment 
of  the  wages  and  conditions  of  the  men. 

Now,  don't  you  think  that  such  a  provision  as  that  would,  over  a 
series  of  years,  work  out  automatically  a  reduction  in  rates,  better- 
ment of  the  roads,  increases  in  wages,  and  improvement  in  condi- 
tions of  the  workingmen? 
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Mr.  LovETT.  On  the  very  rich  roads — the  strong  roads — it  would 
make  them  better  roads  and  improve  or,  perhaps,  increase  wages  and, 
perhaps,  reduce  rates.  It  would  make  it  still  harder  for  the  weak 
roads  to  live  and  to  meet  their  competition.  I  should  say,  if  you  are 
to  limit  dividends,  you  had  better  pool  the  interests  of  all  the  rail- 
roads. If  the  rich  roads  can  get  onl}'  so  much,  you  had  better  help 
the  weak  roads;  otherwise,  if  you  are  going  to  treat  each  road  sepa- 
ratel}^,  you  will  make  the  good  roads  better  and  the  poor  roads 
poorer. 

The  Chairman.  You  think  it  would  necessarily  have  that  effect  on 
the  weaker  roads? 

Mr.  LovETT.  I  should  think  it  would. 

The  Chairman.  Provided  thej^  have  the  same  traffic  area ;  jes. 

Mr.  LovETT.  The  more  money  spent  extravagantly  on  a  railroad  in 
improving  it,  the  more  attractive  it  will  be  to  the  public,  and  that 
much  more  business  it  will  take  away  from  the  poorer  competitor. 

Mr.  Hamilton.  Would  that  naturally  lead,  in  the  course  of  time, 
to  the  absorption  of  the  poor  competitor? 

Mr.  LovETT.  If  it  is  a  competitor,  then,  under  the  existing  law,  of 
course,  it  could  not  be  absorbed;  but  I  do  not  know  what  would 
become  of  it. 

Mr.  EUmilton.  There  seems  to  be  means  for  what  you  call  indirect 
absorption — selling  out,  perhaps,  to  those  who  want  to  buy. 

Mr.  LovETT.  I  have  not  discovered  any  in  recent  years,  Mr.  Hamil- 
ton. I  think  one  of  the  benefits  of  the  Sherman  law  is  to  diminish 
the  nuisance  value  of  a  good  many  roads. 

Senator  Townsend.  Do  I  understand,  Mr.  Chairman,  that  Sen- 
ators and  Representatives  can  enter  into  your  questions  here?  There 
are  a  lot  of  things  that  I  should  like  to  ask  at  this  time,  but  I  hesi- 
tated to  interrupt  you. 

Mr.  Adamson.  The  rule  adopted  was  that  the  witness  should  make 
his  statement,  his  opening  statement,  without  interruption,  but  that 
on  cross-examination  we  can  mix  it  with  you. 

Mr.  Ha.mieton.  I  do  not  understand  it  as  Judge  Adamson  states, 
although  I  believe  it  would  be  an  excellent  innovation. 

Mr.  Adamson,  The  prohibition  was  only  with  reference  to  the 
direct  statement. 

Mr.  Hamilton.  By  way  of  apology,  I  wish  to  state  that  I  had  an 
illustrious  example.  • 

Mr.  Adamson.  And  your  illustrious  example  was  proceeding  by 
authority. 

The  Chairman.  I  will  only  say  that  I  understood  the  rule  to  be 
that  it  applied  both  to  the  direct  statement  and  to  cross-examination. 

Mr.  Adamson.  This  rule,  I  think,  would  apply  to  the  cross-exami- 
nation— that  we  should  ask  the  chairman's  permission  to  interrupt 
him.    That  I  have  done  in  each  instance. 

Mr.  Sims.  The  rule  was  that  each  conduct  his  own  examination, 
and  should  be  permitted  to  finish  before  interruption. 

Mr.  Adainison.  That  is  not  the  rule  at  all;  but  politeness  would 
require  that  we  ask  the  chairman  for  permission  to  interrupt  the 
examination. 

The  Chairman.  We  will  settle  that  in  executive  session.  As  I 
have  yielded  to  others.  Senator,  I  should  be  glad  to  yield  to  you. 
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Senator  Townsend.  I  do  not  want  to  violate  the  rule,  but  if  we  all 
take  as  much  time  as  you  have  we  would  never  have  time  to  talk  about 
anything.  I  simply  have  a  feAv  questions  which  I  should  like  to  put 
at  this  time  to  develop  certain  features  of  this  matter.  Of  course  we 
are  never  going  to  get  through  with  the  examination  if  we  each  take  as 
long  as  the  chairman  has  and  proceed  in  this  way. 
Senator  Cummins.  Our  rule  is  in  writing. 

Mr.  Hamilton.  We  have  not  all  got  bills. 

The  Chairman.  I  will  proceed.     I  will  close  in  a  few  minutes. 

Mr.  Adamson.  The  rule  we  adopted  was  for  the  convenience  of  the 
witness  as  well  as  for  the  acceleration  of  business.  The  rule  was  that 
he  should  make  his  direct  statement  without  interruption,  and  when 
the  examination  begins  it  was  only  necessary  to  ask  permission  to  inter- 
rupt, as  both  Senator  Cummins  and  I  have  done. 

Mr.  Hamilton.  I  did  not  have  that  interpretation  of  the  rule. 

Mr.  Sims.  Judge  Lovett  will  stay  with  us  until  the  next  strike  any- 
way. 

Mr.  Lo^^TT.  I  am  in  no  hurry. 

Mr.  Chairman.  I  will  close  my  examination  in  a  few  moments. 

Judge  Lovett,  we  have  already  spoken  of  the  police  powers  of  a 
State.  I  realize,  of  course,  the  embarrassment  for  a  great  system  of 
railroads  to  be  under  the  direction  and  control  of  10  or  11  sovereign- 
ties, one  the  national  sovereignty  and  the  other  the  State  sovereignties. 
In  the  exercise  of  these  police  powers  by  the  various  States  do  you  find 
they  exercise  them  with  reference  to  crews  and  other  conditions  of 
service  in  such  a  way  as  to  embarrass  interstate  operations  ? 

Judge  Lovett.  Speaking  for  the  Union  Pacific,  Senator,  I  should 
say  no,  except  that  one  State  on  our  line  has  passed  what  is  commonly 
known  as  the  ''full-crew  law,'-  which  has  subjected  us  to  an  absolutely 
useless  expense.  Beyond  that  we  have  no  trouble  with  the  police  pow- 
ers as  exercised  by  the  various  States.  We  are  quite  as  anxious  as 
they  are  for  reasonable  measures  of  safety.  They  require  some  things 
of  us  sometimes  that  we  do  not  agree  with — building  some  depots 
which  we  think  are  not  necessary — but  generally  they  are  not  large 
items.  I  stated  at  the  outset  that  very  few  States  in  our  territory  have 
laws  regulating  the  issue  of  securities — only  three — and  with  those 
States  we  have  had  absolutely  no  trouble.  They  have  assented  to  what 
we  sought  to  do.  The  only  real  grievance  in  our  territory  is  on  ac- 
count of  some  2-cent-fare  laws.  But  so  far  as  the  police  powers  are 
concerned  we  have  had  no  difficulty  and  have  no  complaint. 

The  Chairman.  In  your  experience,  when  the  State  commissions 
act  do  they  have  hearings  in  the  immediate  communities  that  are  af- 
fected, or  do  they  hold  hearings  at  some  central  place  ? 

Mr.  Lo^^TT.  Generally  at  the  capital. 

The  Chairman.  Have  you  observed  both  systems? 

Mr.  Lo\t:tt.  Do  you  mean  where  they  are  held  in  the  immediate 
locality  ? 

The  Chairman.  Yes. 

Mr.  Lo\t:tt.  Yes. 

The  Chairman.  How  does  it  work? 

Mr.  Lovett.  I  think  it  was  satisfactory  to  everybody — to  the  public 
and  to  the  roads. 
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The  Chairman.  Such  hearings  are  likely  to  become  common  meet- 
ings? 

Mr.  Lo\TETT.  Yes ;  they  are. 

The  Chairman.  Public  sentiment  is  both  expressed  and  becomes 
formed  ? 

Mr.  LovETT.  Yes;  generally  they  are  like  town  meetings,  and  they 
are  generally  held  at  the  capital ;  sometimes  in  some  other  locality. 

The  Chairman.  Do  not  those  meetings  serve  the  purpose  of  bring- 
ing about  a  better  understanding  between  the  railroads  and  the  com- 
munities ? 

Mr.  Lo\TETT.  Yes.  I  think  they  are  very  good.  I  am  not  objecting 
at  all.  Any  system  of  regulation  that  is  devised  ought  to  be  brought 
close  to  the  people.  That  is  why  I  suggest  these  regional  commis- 
sions— call  them  regional  or  call  them  anything  you  like. 

The  Chairman.  But  if  we  should  have  a  region  comprised  of  10  or 
12  States,  it  would  be  rather  difficult,  would  it  not,  to  get  into  imme- 
diate relations  with  the  different  communities,  as  the  State  commis- 
sions do? 

Mr.  LovETT.  No ;  I  think  not.  I  see  no  reason  why  these  regional 
commissions  should  not  go  Avherever  there  is  any  matter  to  hear.  It 
would  be  very  much  better  than  now.  People  are  brought  from  all 
over  the  country  to  Washington  or  other  great  centers  to  appear  before 
the  Interstate  Commerce  Commission. 

The  Chairman.  It  would  be  an  improvement,  of  course,  upon  the 
present  system  ? 

Mr.  Lo^^:TT.  Yes;  a  very  great  impiovement. 

The  Chairman.  But  could  j^ou  bring  a  regional  commission  into 
direct  touch  with  the  various  communities,  as  the  State  commissions 
are  brought? 

Mr.  Lo\^TT.  Not  to  the  same  extent.  They  would  not  be  candidates 
for  office,  for  instance.  Candidates  travel  over  States  sometimes  for 
campaigns. 

The  Chairman.  I  mean  in  the  discharge  of  their  duties. 

Mr.  Lo\^TT.  It  depends  on  how  many  regional  commissions  there 
are. 

The  CiiAiRaiAN.  That  is  what  I  wanted  to  know.  I  want  your  own 
view  on  that  subject  as  to  whether  five  is  enough. 

]\Ir.  LovETT.  There  ought  not  to  be  less  than  five,  and  if  I  were  fram- 
ing the  law  I  should  provide  that  there  should  be  not  less  than  5  nor 
more  than  20,  and  leave  the  Interstate  Commerce  Commission  to  define 
the  territories  they  should  be  appointed  in,  and  I  should  provide  some 
method  by  which  more  could  be  created. 

The  Chair:man.  Could  you  suggest  in  the  laAv  itself  any  field  of  ac- 
tivity for  the  State  commissions  ? 

Mr.  LovETT.  As  State  commissions  ? 

The  Chairman.  As  State  commissions,  I  mean,  in  presenting  the 
interests  of  their  States  before  the  commission. 

Mr.  LovETT.  In  my  conception  of  the  relations  of  the  States  and  the 
Federal  Government  I  would  not  mix  the  State  officers  and  Federal 
officers  dealing  with  the  same  subject. 

The  Chairman.  Yes ;  but  if  you  had  one  acting  as  the  counsel  and 
the  other  as  the  judge,  there  would  be  no  conflict,  would  there? 
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Mr.  LovE'rr.  I  think  \a>ii  imist  leave  to  the  State  commissions  the 
functions  they  will  exercise.     That  is  a  matter  for  the  State  law. 

The  CiiAiKMAN.  We  could  in  a  law  facilitate  that  and  perhaps  pro- 
vide for  part  of  the  expense. 

Mr.  LovETT.  I  see  no  objecticm  to  that. 

The  Chairman.  Another  thing.  The  law,  I  believe,  at  i)i'esent  re- 
(juires  that  the  decisions  shall  be  in  writing,  does  it  not  'i 

Mr.  LovETT.  I  think  so. 

The  Chairman.  Do  you  think  it  would  facilitate  the  determination 
of  these  questions,  speed  the  business,  if  that  requirement  of  the  law 
were  left  out  ? 

Mr.  LovETT.  I  am  inclined  to  believe  it  would.     I  know  it  would. 

The  Chairman.  Would  it  work  as  satisfactorily,  do  you  think? 

Mr.  LovETT.  I  think  it  would. 

The  Chairman.  Both  to  the  public  and  to  the  carriers  ? 

Mr.  LovETT.  Yes;  I  believe  so.  Unlike  most  lawyers — perhaps 
because  I  am  not  so  active  as  a  lawyer  now — I  am  very  much  in  favor 
of  abolishing  most  of  this  opinion  wa-iting  in  the  courts,  as  w^ell  as  by 
commissions  and  officers. 

The  Chairman.  Judge  Lovett,  would  it  be  possible  for  you  to  give, 
in  a  tabulated  statement  of  some  kind,  an  idea  of  how  national  incor- 
poration would  work  with  reference  to  your  company,  so  that  it  would 
be  condensed  and  concise,  with,  perhaps,  a  diagram  showing  how  the 
organization  would  be  accomplished? 

Mr.  LovETT.  I  am  not  sure  that  I  could  put  it  in  tabulated  form, 
Mr.  Chairman,  but  I  could  put  it  in  a  few  w^ords. 

The  Chairman.  If  you  could  prepare  carefully  some  such  state- 
ment, I  think  it  would  be  of  service  to  the  committee. 

Mr.  Lovett.  I  endeavored  to  do  that  generally  in  respect  to  cor- 
j)orations  in  my  statement  on  yesterday. 

The  Chairman.  Judge  Aclamson,  do  you  wish  to  examine  the 
witness  ? 

jNIr.  Adamson.  In  the  outset  of  your  statement,  Judge,  I  under- 
stood you  to  indicate  that  on  your  system  of  roads  you  would  have 
had  very  little  difficulty. 

Mr.  LovEiT.  Yes. 

Mr.  Adaimson.  You  worked  smoothly  with  the  State  governments 
and  the  State  regulations  ? 

Mr.  LovETT.  Generally ;  yes. 

Mr.  Adamson.  The  only  specific  difficulty  I  remember  you  men- 
tioned was  where  one  State  had  passed  a  full-crew  law  possibly  some 
other  had  adopted  a  2-cent  rate.  The  Federal  regulation  up  to  date— 
you  register  no  specific  objection  to  it,  do  you?  It  is  the  State  regu- 
lation you  desire  to  exempt  yourselves  from? 

Mr.  LovETT.  My  objection  to  the  Federal  regulation  up  to  date  is 
principally,  I  should  say,  because  of  the  delay  due  to  the  inability  of 
the  commission  to  promptly  dispose  of  cases 

Mr.  Adamson.  I  understand  that. 

Mr.  LovETT.  And  in  the  resultant  suspension  of  proposed  increases 
in  rates. 

Mr.  Adamson.  I  understand  that  you  think  the  business  is  clogged, 
and  I  agi^ee  with  you ;  and  twice  our  committee  has  passed  a  bill  and 


738  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

sent  it  to  the  Senate  to  relieve  that  necessity  by  increasing  that  com- 
mission, but  the  Senate  has  not  seen  proper  to  agree  with  us  as  to  the 
necessity.  But,  aside  from  that  piece  of  machinery,  what  I  mean  is 
the  acts"' of  Congress  up  to  this  date  to  regulate  interstate  commerce, 
you  make  no  particular  objection  to  them^ 

Mr.  LovETT.  I  object  further  to  the  combination  in  one  body  of  these 
various  inconsistent  functions. 

Mr.  Adamson.  That  is,  in  the  same  piece  of  machinery.  I  under- 
stand your  objection  to  that.  You  think  the  body  that  passes  on  the 
rates  and  practices  ought  not  to  perform  the  duties  purely  adminis- 
trative and  the  duties  of  prosecuting  for  violations? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Aside  from  that,  the  acts  of  Congress  that  have  been 
made  from  time  to  time  you  think  are  generally  wise,  do  you  not? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  You  mentioned  only  one,  I  believe,  and  that  was  the 
prohibition  of  rebates.  Of  course,  that  was  the  most  crying  evil  at 
that  time  and  hurt  the  railroads  as  much  as  it  hurt  anybody  else. 

Mr.  LovETT.  Yes:  as  between  the  acts  of  Congress  as  they  exist 
to-day  and  the  unrestricted  rule  of  the  railroad  men,  I  should  a  thou- 
sand times  prefer  the  acts  of  Congress. 

Mr.  Adamson.  You  stated  that  the  difficulties  about  which  you  were 
testifying  were  applicable  to  other  roads  and  not  to  your  own  system? 

Mr'.  LovETT.  Not  to  the  Union  Pacific  so  much,  because,  as  I  ex- 
plained, the  State  that  incorporated  the  Union  Pacific  and  which 
confers  its  corporate  powers  has  never  had  a  railroad  commission  until 
this  month.  Utah  created  one  this  month,  but  has  not  given  it  any 
supervision  over  securities.  Several  of  the  States  in  our  territory 
have  no  commissions,  and  those  that  have  commissions  have  always 
been  fair  and  cooperative.  Therefore  we  have  no  complaint  against 
the  commissions  in  those  States,  except,  as  I  said,  some  2-cent  rate 
laws  and  "  full-crew  "  laws  and  some  minor  regulations.  Some  had 
required  us  to  run  trains  we  do  not  think  we  should  run, 

Mr.  Adamson.  I  take  it  that  the  fact  the  States  have  not  deemed 
it  necessary  to  enact  any  further  regulatory  legislation  is  that  the 
administration  of  your  system  is  giving  local  satisfaction. 

Mr.  LovETT.  Well,  that  is  claiming  a  good  deal  more  than  my  mod- 
esty will  permit. 

Mr.  Adamson.  Is  it  not  your  observation  that 

Mr.  LovETT,  There  are  other  railroads  in  our  territory,  and  I  should 
have  to  also  claim  it  for  them. 

Mr.  Adamson.  That  may  be  true  of  thern.  But  you  are  talking 
about  yours.  Now,  it  is  your  observation,  is  it  not,  that  this  local 
legislation,  which  you  find  objectionable,  usually  results  from  some 
local  complaint  as  to  the  conduct  and  administration  of  the  road  ? 

Mr.  LovETT.  No,  sir ;  that  is  not  my  observation.  My  observation 
of  State  regulation  of  railroads  in  many  instances  is  not  influenced  by 
any  mismanagement  or  misconduct  of  the  roads  in  that  territory,  as 
far  as  I  can  observe  it. 

Mr.  Adamson.  Do  they  not  think  so,  and  is  that  not  the  reason  they 
legislate  ? 

Mr.  LovETT.  I  could  not  answer  as  to  their  ideas. 
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Mr.  Adamson.  You  do  not  think  they  would  just  willfully  pro- 
ceed to  leo;i8l;\te  afjiiinst  you  because  you  were  easy  marks  Avhen 
they  w^ere  not  dissatisfied  and  saw    no  reason  for  legislation? 

Mr.  LovETi'.  I  think  most  of  the  oppressive  legislation  against  rail- 
roads is  due  to  lack  of  infornuition  ujion  the  part  of  the  public,  due 
also  to  misconduct  of  some  railroads — some  of  it  very  ancient,  liow- 
evei- — and  some  conspicuous  cases  perhaps  of  unjust  practices 

Mr,  Adamsox,  I  have  no  doubt  you  find  it  true  that  an  injury,  real 
or  imagined,  rankles  for  a  long  time  in  the  public  mind,  and  also 
that  one  injustice  is  oftentimes  remembered  and  visited  on  innocent 
railroads.     I  have  no  doubt  of  those  two  facts. 

]Vfr,  LovETT.  I  am  quite  sure  that  some  very  harmful  State  legis- 
lation existing  to-day — I  will  not  specify — is  due  entirely  to  a  case 
of  dishonesty  and  oppressive  acts  of  a  railroad  officer  about  30  years 
ago;  and  there  has  not  been  another  case  like  it  in  that  State  in  30 
years. 

Mr.  Adamson.  Speaking  of  the  ratio  between  the  local  and  inter- 
state business,  you  stated  that  the  proportion  of  interstate  business  on 
your  road  was  very  large,  some  88  per  cent  of  the  whole.  That  is 
due  to  the  condition  of  your  road,  that  it  is  a  transcontinental  road 
and  so  much  of  your  business  is  long  hauls,  is  it  not? 

Mr.  Lo^'ETT.  J  do  not  believe  our  percentage  on  interstate  business 
is  much  larger  than  most  other  large  systems,  except  in  certain  States. 
I  mentioned  Texas  because  of  its  immense  area  and  that,  as  an  out- 
let, it  reaches  the  Gulf  ports.  I  mentioned  California  as  another 
example.  But  take  the  eastern  roads.  I  apprehend,  without  know- 
ing, that  quite  as  large  a  percentage  of  the  l)usiness  of  the  Pennsyl- 
vania Railroad,  the  New  York  Central  Eailroad.  the  Baltimore  & 
Ohio  Eailroad,  and  the  Southern  Railroad  is  interstate  as  on  the 
Union  Pacific. 

Mr.  Adamson.  Well,  they  are  somewhat  similar  to  your  road.  The 
three  you  mention  in  the  East  go  through  the  populous  part  of  a  route 
that  serves  the  Union  Pacific  Road. 

Mr.  LovETT.  I  am  sorry  to  say  they  do  not  handle  much  Pacific 
business. 

Mr.  Adamson.  Yet,  from  Chicago  and  St.  Louis  to  the  East  they  do 
have  long  hauls? 

Mr.  LovETT.  Oh,  yes. 

Mr.  Adamson.  You  stated  that  in  all  probability  undertakings  for 
construction  and  extension  would  be  confined  to  the  activities  of 
existing  roads.  It  would  not  be  likely  that  independent  roads  would 
be  constructed  in  the  future.  Would  not  the  Federal  incorporation 
which  you  seek  insure  that  condition? 

Mr.  LovETT.  I  do  not  think  it  would  have  any  effect  on  it. 

Mr.  Adamson.  Of  course  you  must  be  aware  of  the  fact,  as  an 
observer  of  men  and  measures,  that  old  railroads,  firmly  established, 
having  prestige,  can,  whether  they  openly  assert  it  or  publicly  declare 
it  or  not,  deter  the  construction  of  other  lines  of  railroads  where  it 
would  interfere  with  their  existing  business;  and  if  you  are  fortified 
by  this  act  compelling  all  railroads  which  engage  in  interstate  com- 
merce to  be  incorporated  by  the  Federal  Government,  and  the  fur- 
ther fact  that  a  road  could  not  live  on  a  12  or  15  per  cent  of  business 
allowed  by  your  estimate  of  local  business,  I  do  not  see  how  it  would 
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be  possible  to  ever  construct  another  road  unless  one  of  ycAir  old 
corporations  gave  its  consent. 

Mr.  LovETT.  Dividing  that  question.  Judge  Adamson,  and  answer- 
ing first  as  to  the  ability  of  old  established  roads  to  prevent  the  con- 
struction of  new  roads,  that  is  not  my  experience.  I  know  that 
independent  roads  are  being  built  in  what  we  regard  as  our  territory, 
and  we  can  not  prevent  it. 

Mr.  Ada:msox.  Possibly  you  have  been  fnir  and  have  not  tried  to 
prevent  it. 

Mr.  Lov^TT.  Xo.  If  I  could  do  it,  I  would  do  it,  because  I  believe* 
the  roads  are  unnecessary  and  that  they  are  not  going  to  do  the 
community  any  good. 

Mr.  Adamsox.  Right  there  is  where  you  encounter  another  differ- 
ence of  opinion,  is  it  not? 

Mr.  LovETT.  Yes. 

Mr.  Adamsox.  Some  of  these  States  think  that  the  railroads  have 
done  wrong  and  pass  local  statutes,  and  you  think  you  have  not  done 
wrong  and  think  those  statutes  are  oppressive? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  I  may  know  of  a  large  section  of  the  country,  which 
I  do  know  of,  which  has  the  right  to  be  built  up.  It  is  not  a  finished 
territory  like  some  of  yours.  It  is  there  under  all  the  blessings  of 
Providence  and  surrounded  by  three  or  four  railroads  which  do  not 
think  a  new  railroad  is  necessary,  and  although  we  have  organized 
three  or  four  enterprises,  when  we  have  gone  into  the  money  markets 
to  get  money,  somehow  the  people  that  had  money  were  quietly  ad- 
vised by  somebody  that  that  road  was  not  necessary  and  ought  not 
to  be  built ;  and  I  know  one  that  was  built  in  spite  of  all  that.  It 
relieved  the  monopoly  in  six  or  eight  diffeient  places  where  it  was 
constructed,  but  it  had  litigation  at  every  point ;  was  opposed  at  every 
point  by  the  old  roads;  its  finances  were  crippled;  and  finally  it  went 
into  the  hands  of  a  receiver  before  it  was  finished.  It  has  triumphed 
through  the  desire  of  the  people  and  is  there  nmning,  although  not 
very  profitably.  Now,  if  you  succeed  in  passing  a  law  compelling  all 
corporations  to  take  Federal  charters,  I  wonder  if  it  would  be  insisted 
that  the  commission  could  compel  any  of  them  to  become  parts  of  a 
joint  through  route,  with  a  joint  rate  in  interstate  commerce. 

Mr.  Lo\'ETT.  To  continue,  if  I  may,  Judge  Adamson,  my  answer 
to  your  first  question.  I  do  not  understand  that  Federal  incorpora- 
tion would  discourage  the  building  of  local  roads.  My  judgment  is 
it  would  proniote  it.  The  provisions  of  the  act  of  Congress  for  incor- 
poration, I  take  it,  would  be  simple,  and  it  woidd  be  quite  as  easy  for 
a  man  or  group  of  men  to  prepare  their  articles  of  incorporation,  send 
them  to  the  Interstate  Commerce  Commission,  and  file  them  as  it 
would  be,  for  instance,  if  it  were  in  your  State,  to  get  a  charter  in 
Georgia. 

It  would  tend  to  promote  them  further  in  this  respect.  A  man 
in  Georgia  may  be  familiar  with  the  Georgia  laws  and  know  the 
processes  for  incorporation  of  companies  and  their  rights  and  powers 
as  Georgia  corporations,  but  a  nonresident  may  not — probably  does 
not.  So,  imder  Federal  law  every  man  in  the  United  States  would 
be  controlled  by  the  same  law  in  incorporating  railroad  companies, 
and  outsiders  could  more  readily  go  to  your  State  and  incorporate 
and  build  a  railroad,  and  you  would  get  capital  in  there  in  that  way. 
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I  can  not  conceive  it  possible  that  there  would  be  less  buildin<2:  of 
local  lines  under  Federal  incor|)oration  than  under  State  law. 

Mr,  Adamson.  I  understood  you  to  state,  in  answer  to  the  chair- 
man, that  when  you  once  secured  the  act  compellino;  all  to  go  into 
Federal  incorporation  that  then  you  could  amend  and  perfect  it  in 
detail  as  experience  and  study  indicated.  If  that  be  true,  why  you 
might,  after  you  once  passed  this  law,  then  do  something  in  a  pro- 
gressive way,  and  this  is  the  crux,  as  I  imderstand  it,  of  the  trouble 
T  am  putting  to  you  right  now.  If  in  that  original  law  you  provided 
or  omitted  to  provide  that  the  commission  may  compel  any  local  road 
to  become  a  part  of  a  through  route  or  a  joint  rate 

jMr.  LovETT.  I  never  meant  to  suggest  that  they  become  a  part  of 
any  system.  The  independent  road  would  be  where  it  is  now,  except 
that  it  would  be  subject  to  the  Interstate  Commerce  Commission  in 
respect  to  its  rates. 

Mr.  Adamsox.  Of  course,  at  this  time  we  all  want  them  to  go  into 
interstate  commerce  and  put  an  end  to  through  routes  and  joint  rates. 
If  one  of  them  builds  up  to  a  station  where  there  is  another  inter- 
state road  and  takes  a  passenger  or  a  package,  it  is  already  interstate 
business.  If  you  are  going  to  compel  everything  to  go  into  interstate 
commerce  and  the  existing  companies  are  going  to  do  all  the  extend- 
ing, and  there  is  only  10  or  12  per  cent  interstate  business,  if  a  local 
company  does  not  go  into  interstate  business  it  can  not  live  on  12  to 
15  per  cent. 

]\Ir.  LovETT.  That  is  going  to  be  true  whether  you  have  Federal 
incorporation  or  not,  because  the  situation  is  such  that  there  are  very 
few  companies  under  the  restrictions  that  exist  in  the  various  States 
which  can  build  and  succeed,  and  that  is  wholly  without  reference 
to  whether  you  have  Federal  incorporation  or  not. 

You  mentioned  a  road  that  was  commenced,  or  that  attempted  to 
operate,  or  an  attempt  was  made  to  float  it,  and  they  could  not  get  the 
money;  and  you  assumed  that  was  upon  the  advice  of  somebody, 
probably  of  some  existing  railroad. 

Mr.  Adamson.  I  do  not  think  that  is  an  assumption  in  the  case  I 
mentioned. 

Mr.  LovETT.  Perhaps  not.  But  you  must  bear  in  mind  that  when 
a  man  goes  to  New  York,  where  most  people  go  to  raise  money  for 
railroad  enterprises,  he  is  going  into  a  community  where  there  are 
on  the  market  millions  and  millions  of  securities  Imown  to  be  of  value. 
The  business  man  who  wants  to  invest  his  money — an  investment,  not 
as  a  speculation — can  find  all  of  the  absolutely  good  railroad  securi- 
ties he  probably  wants  to  buy.  If  he  is  to  take  up  a  new  railroad 
project  that  may  or  may  not  succeed,  he  wants  something  more  than 
an  investment ;  and  under  Government  regulation  that  speculative  ele- 
ment can  not  be  given  him  any  more.  That  is  why — or  one  of  the 
main  reasons  why — new  railroads  can  no  longer  be  floated  inde- 
pendently. It  will  require  the  credit  and  backing  of  the  existing  sys- 
tems. Why  should  you,  being  in  New  York,  or  elsewhere  for  that 
matter,  take  5  per  cent  bonds  on  a  new  railroad  down  in  Georgia — 5 
per  cent  bonds  or  6  per  cent  bonds  at  par — on  a  railroad  that  may  be 
a  failure,  when  you  can  invest  all  the  money  you  have  in  first-class 
gilt-edge  established  railroad  securities  at  that  rate? 

Mr.  Adamson.  I  understand  your  reasoning  in  that  case;  but  sup- 
pose you  take  a  certain  premise  and  say  three  or  four  other  corpora- 
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tions  in  that  community  who  have  their  bankers  in  New  York — and 
all  the  money  is  akin  all  over  this  country — and  those  three  or  four 
existing  corporations  having  bankers  that  understand  one  another 
simply  say,  "  That  is  not  necessary  because  we  can  do  the  business." 
That  is  the  trouble  I  speak  of,  and  that  is  liable  to  be  the  case. 

Mr.  Lo^^TT.  I  have  been  rather  intimate  wath  certain  banking 
circles  in  New  York  now  for  about  15  years,  and  maybe  it  is  because 
the}^  do  not  care  for  it,  but  I  do  not  recall  that  they  ever  asked  my 
advice  about  taking  up  a  new  railroad  proposition.  They  need  no 
advice. 

Mr.  Adamson.  I  do  not  think  you  would  say  anything  against  us 
if  they  had.  Judge  Lovett. 

Mr.  Lovett.  I  am  not  sure  I  am  so  good  as  that.  But  they  know ; 
those  men  do  not  need  to  be  told  by  railroad  men.  You  can  not  get 
bankers  in  New  York — at  least,  large  banking  houses — to  take  up  a 
new  and  unknown  and  unestablished  railroad  enterprise  when  they 
are  to  get  only  4  or  5  per  cent  on  their  money,  when  they  can  invest 
all  they  wish  in  securities  they  know  to  be  good.    Why  should  they  ? 

Mr.  Adamson.  I  have  such  a  good  opinion  of  you,  I  so  like  your 
statement,  that  I  honestly  believe,  without  asking,  that  you  run  good 
local  trains  so  as  to  accommodate  the  local  people  as  well  as  the 
through  passengers,  stopping  at  the  stations.    Is  that  not  true? 

Mr.  LovETTF.  Well,  I  am  not  so  sure  of  that.  Chairman  Bristow,  of 
the  Kansas  commission,  is  present,  and  he  made  us  run  some  trains 
that  we  would  not  have  run  otherwise. 

Mr.  Adamson.  That  is  one  of  the  most  potent  influences  that  cause 
dissatisfaction  of  the  people  of  the  State  with  these  consolidated 
systems.  They  forget  about  the  local  communities  and  give  their 
attention  to  the  through  travel  and  let  the  local  people,  who  have  to 
make  the  verdicts  for  them,  who  give  them  a  local  patronage,  and 
on  whom  they  depend  a  great  deal,  let  them  have  second-class  cars 
and  let  them  go  in  town  before  day  and  return  after  night,  and  run 
all  their  good  trains  through  at  top  speed.  That  is  the  most  provok- 
ing thing  I  have  seen  operated  in  local  communities.  Through  that 
the  railroads  arouse  a  great  deal  of  what  they  call  unjust,  oppressive 
legislation. 

Mr.  LovT^TT.  Undoubtedly  that  is  true.  It  costs  a  lot  of  money  to 
run  trains,  especially  on  the  eight-hour  basis,  but  we  do  try  to  take 
care  of  our  local  business.  Our  business  comes  from  them,  whether 
State  or  interstate.  The  business  arises  on  our  line,  and  we  try  hard 
to  take  care  of  it,  and  we  do  a  good  deal  of  it  that  does  not  pay  us. 
We  do  not  always  do  as  much  as  some  of  the  commissions  thinly  we 
should,  and  perhaps  not  as  much  as  we  should,  but  we  try. 

Mr.  Adamson.  If  you  have  a  couple  of  good  towns  within  100 
miles  of  each  other,  doing  a  tremendous  business  and  paying  you 
lots  of  money,  you  can  afford  to  accommodate  the  people  between, 
you  know,  because  the  doctrine  that  the  two  cities  ought  to  keep  up 
the  wagon  road  between. 

Mr.  Lovett.  We  are  very  keen  to  develop  our  local  business. 

Mr.  Adamson.  It  is  apparent  to  you  and  to  the  chairman,  who  is 
a  most  advanced  apostle  of  this  innovation,  who  admits  there  will 
be  some  difficulty  in  getting  the  people  and  Congress  to  agree  to 
this  scheme  at  once — and  it  may  be  an  indefinite  length  of  time  before 
it  is  secured — in  view  of  those  difficulties  had  we  not  better  sort  of 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  743 

study  about  what  we  certainly  can  do  and  try  to  do  the  things  that 
are  needed — reguhition  of  commerce,  keeping  the  raih-oads  alive  and 
prosperous?  For  instance,  do  you  know  of  any  power,  any  regu- 
latory power,  that  Congress,  direct  or  through  a  commission,  could 
exercise  over  Federal  incorporations  that  it  can  not  now  exercise  in 
controlling  the  local  corporations,  in  regulating  them,  if  it  makes 
up  its  mind  to  do  it? 

Mr.  LoMiTT.  Yes ;  I  am  afraid,  as  I  indicated  in  my  statement  yes- 
terday, that  a  State  might  be  able  to  repeal  the  charter  of  its  corpora- 
tions and  in  that  way  defeat  the  object  of  Congress. 

(Thereupon,  at  1  o'clock  p.  m.,  the  committee  adjourned  until  to- 
morrow, Thursday,  March  22,  1917,  at  10  o'clock  a.  m.) 
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THURSDAY,  MARCH  22,   1917. 

United  States  Senate, 
Joint  Subco:mmittee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  committee  met  at  10  o'clock  a.  m..  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  Judge  Lovett.  there  is  no  consideration  of  courtesy 
now  that  prevent  us  going  ahead.  I  secured  the  order  of  the  com- 
mittee yesterday  that  whoever  was  here  might  go  ahead  and  meet. 

When  we  suspended  yesterday  you  were  answering  a  question 
about  the  Texas  situation.  I  had  asked  you  if  it  were  not  possible 
at  present,  if  Congress  so  willed,  to  regulate  all  the  carriers  as 
effectually  as  if  they  were  under  Federal  charters;  and  you  said 
except  in  the  case  of  Texas,  where  they  threatened  to  forfeit  the 
charter  if  they  complied  with  Federal  regulation. 

Mr.  Lovett.  I  do  not  recall  that  I  specially  mentioned  Texas  in 
that  connection,  but,  however,  that  may  be 

Mr.  Adamson.  Here  is  the  way. you  stated  it:  That  a  State  might 
forfeit  a  charter  and  that  Texas  had  already  threatened  to  do  it. 

Mr.  Lovett.  Yes;  but  I  had  not  finished  my  answer  to  your 
question. 

Mr.  Adamson.  Very  well;  proceed. 

Mr.  Lovett.  I  have  no  doubt  that  Congress  has  the  power  to 
accomplish  all  the  objects  I  have  indicated  as  being  necessary  by 
legislation  with  respect  to  State  corporations,  except  where  States 
have  reserved,  either  in  the  constitution  or  in  the  charter  of  the 
company  or  in  some  general  law  under  which  railroad  companies 
have  been  incorporated,  the  right  to  alter,  amend,  or  repeal  the  char- 
ter of  railroad  companies — and  most  of  them  have  reserved  that 
power.  In  those  cases,  as  I  indicated  in  my  direct  statement,  I 
believe  it  would  be  possible  for  a  State  to  repeal  the  charter  of  any 
railroad  company  which  issued  securities  or  obeyed  a  Federal  law 
with  respect  to  the  issue  or  sale  of  securities  rather  than  the  law 
of  the  State.  That,  to  my  mind,  is  the  only  substantial  difficulty. 
I  will  not  say  "  It  is  the  only  substantial  difficulty,''  but  it  is  the  most 
serious  difficulty  that  occurs  to  me  in  the  way  of  legislation  by  Con- 
gress designed  to  carry  out  these  reforms,  by  operating  upon  the 
existing  State  corporations.  There  are  a  great  many  inconveniences 
and  handicaps  that  I  can  foresee  would  occur  but  which  would  not 
defeat  the  object  of  Congress.  For  instance,  I  believe  one  great 
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advantage  of  Federal  incorporation  would  be  in  the  fact  tliat  every 
railroad  corporation  in  the  TTnited  States  would  have  the  same  power 
and  be  ^o^•erned  by  the  same  law  with  respect  to  the  issue  and  sale 
of  securities. 

Mr.  Adamson.  But  I  said  "  Con^jress  ";  I  did  not  say  "  the  present 
laAv,"  you  know.  I  said  the  present  instrumentalities  could  be  as 
effectually  regulated  through  the  power  of  Congress  as  if  they  were 
Federal  corporations.  For  instance,  the  charter  you  speak  of  is  a 
State  law ;  and  any  reservation  in  it  is  a  State  law.  Anything  that 
Congress  does  to  regulate  interstate  commerce  is  a  Federal  law,  to 
which  every  State  law  must  bow.  Now,  if  we  see  proper  to  legis- 
late just  as  fully  as  Congress  desires  to  do — it  may  be  to  the  extent 
you  wish,  that  they  shall  do  so  about  stocks  and  bonds — would  it 
make  any  difference  whether  a  State  railroad  charter  stood  in  the 
face  of  that? 

Mr.  LovETT.  In  other  words,  you  ask  whether,  with  such  a  law  by 
Congress,  the  State  could  repeal  that  charter — which  would  kill  the 
corporation  ? 

Mr.  Adamsox.  Could  anything  in  that  charter  stand  in  t4ie  way  of 
regulation  by  Congress  if  Congress  attempted  to  regiilate  that  carrier 
as  it  now^  exists? 

Mr.  LovKTT.  I  am  afraid  the  right  of  repeal  would  stand  in  the 
way. 

Mr.  Adamsox.  The  power  to  regulate  commerce  applies  univer- 
sally in  a  plenary  manner  to  eveiy  instrumentality  engaged  in  inter- 
state commerce,  whether  it  is  a  corporation,  an  artificial  ])erson,  or 
a  natural  person.  As  I  understand  it,  the  Federal  law  superadds, 
if  I  may  so  speak,  to  the  duties  and  requirements  of  the  State  law. 
whether  it  is  an  individual  or  a  corporation,  and  nullifies  every  local 
requirement  inconsistent  with  the  Federal  law.  For  instance,  you 
say  the  State  could  repeal  the  charter,  which  would  kill  the  cor- 
poration. A  State  may  kill  a  man,  but  if  it  is  in  violation  of  a 
Federal  law  it  can  not  do  so;  we  take  it  to  the  Federal  court  and 
save  him.  Now,  it  seems  to  me — and  I  just  ask  you  if  you  will  not 
agree  with  me — that  if  a  State,  in  resistance  of  a  regulation  by 
Congress,  should  pass  a  law  repealing  a  charter,  the  property  rights 
in  that  road  could  not  appeal  to  a  Federal  court  and  have  a  receiver 
appointed  and  an  order  eiitered  that  that  road  be  operated  until 
the  matter  could  be  settled  and  thus  nullify  entirely  the  act  repealing 
the  charter  in  that  way? 

Mr.  LovETT.  If  the  State  should  repeal  the  charter,  undoubtedly 
a  receiver  would  be  appointed.  That  would  have  to  be  done  in  order 
to  administer  the  road.  But  that  would  not  accomplish  the  financing 
of  the  enterprise. 

Mr.  Adamson.  I  understand. 

Mr.  LovETT.  To  answer  your  question  further,  it  is  quite  possible 
that  if  an  act  of  Congress  should  go  so  far  as  to  declare  that  any 
State  law  or  any  action  of  any  State  designed  to  repeal  the  charter 
of  a  railroad  company  should  be  void  as  an  interference  with  inter- 
state commerce,  that  might  meet  the  difficulty.  But  that  would  be 
going  too  far. 

Mr.  Adamson.  Well,  I  do  not  know.  Your  proposition  is  to  com- 
pel, without  even  a  vote  of  the  directors  or  stockholders  or  the  con- 
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sent  of  the  State  or  anyone  else,  all  these  people  to  change  their 
clothes  and  make  them  a  Federal  corporation.  I  do  not  see  how 
anything  could  go  further  than  that. 

Mr.  Lo\-ETT.  That  is  not  going  as  far  as  your  proposition,  T  think. 

Mr.  Adamson.  If  that  does  not  nullify  a  State  charter,  I  do  not 
know  what  would. 

Mr.  LovETT.  Oh,  yes ;  it  would  nullify  State  charters.  But  what  I 
mean  is  that  maybe  there  are  some  State  charters  that  ought  to  be 
forfeited  by  the  State  some  time;  and,  in  order  to  prevent  a  State 
from  forfeiting  a  charter  for  obeying  a  Federal  law,  you  would  have 
to  make  your  prohibition  so  broad  that  it  would  prevent  the  for- 
feiture of  a  charter  for  any  purpose. 

Mr.  Adamson.  I  do  not  want  to  submit  any  drafts  of  proposed  law 
to  you  in  view  of  the  bad  luck  our  illustrious  chairman  had  in  sub- 
mitting his  bills  to  you  yesterday. 

Mr.  LovETT.  They  were  interesting. 

Mr.  Adamson.  But  I  suppose  Congress,  in  passing  a  general  provi- 
sion for  the  regulation  of  securities,  should  do  something  like  this — 
I  do  not  say  just  this:  If  the  charter  of  any  carrier  engaged  in  inter- 
state commerce  shall  be  forfeited,  repealed,  impaired,  or  restricted 
in  any  way  by  State  action,  because  of  interstate  regulation  by  the 
Federal  Government,  a  receiver  shall  at  once  be  appointed  by  the 
United  States  court  and  the  receiver  shall,  under  the  direction  of  the 
court,  operate  the  property  under  the  terms  of  the  original  charter 
and  in  compliance  with  the  requirements  of  Federal  regulation  until 
the  railroad  company  shall  be  reorganized  under  either  State  or 
Federal  charter? 

Mr.  LovETT.  I  think,  Judge,  that  Avould  be  making  effective  the 
action  of  the  State  in  forfeiting  the  charter  of  the  company.  In 
other  words,  take  a  State  railroad  corporation  in  a  situation  pre- 
sented under  such  a  law  as  that.  The  State  authorities  would  inti- 
mate to  the  railroad  company  that  "  If  you  issue  these  securities  we 
will  take  steps  to  forfeit  your  charter."  The  railroad  company 
would  see  that  in  case  the  charter  was  forfeited  it  would  lose  con- 
trol of  its  property,  and  a  receiver  would  take  charge  of  it  indefi- 
nitely, they  certainly  would  not  issue  the  securities  and  thereby  incur 
the  disaster  of  a  receivership. 

Mr.  Adamson.  They  would  operate  under  Federal  regulation. 

Mr.  LovETT.  No.  The  receiver  would  operate  for  them.  They 
could  not  issue  stock  or  bonds;  in  other  words,  the  receivership 
would  mean  bankruptcy  for  the  road. 

Mr.  Adamson.  I  will  make  two  more  suggestions.  The  alternative 
you  stated  yourself,  and  therefore  I  do  not  propose  it  in  submitting 
this  to  you;  that  is,  that  it  would  prevent  the  forfeiture  of  any 
charter,  which  of  course  would  simpl}?^  mean  that  from  now  on  these 
corporations  are,  in  effect.  Federal  corporations.  Now,  your  proposi- 
tion is  to  have  a  general  incorporation  act  and  to  compel — I  did  not 
mean  to  say  "  your  proposition,"  but  I  will  say  "  your  suggestion  " — 
all  common  carriers  at  present  to  incorporate  under  Federal  law.  If 
that  can  be  done  at  all,  why  have  so  much  machinery  and  circumlocu- 
tion about  it?  Why  not  just  declare  them,  in  effect,  Federal  cor- 
porations and  be  done  with  it?  For  instance,  why  not  have  some- 
thing like  this — short  and  sweet :  "All  carriers  subject  to  the  act  to 
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regulate  commerce  shall  immediately  register  with  the  Interstate 
Commerce  Commission  as  Federal  corporations  and  shall  immediately 
become  Federal  corporations,  with  all  the  powers  and  privileges  con- 
ferred by  their  charters  and  such  others  as  may  be  imposed,  directly 
or  indirectly,  by  Congress,  but  shall  be  exempt  from  all  duties  and 
requirements  of  their  charters  and  all  State  laws  inconsistent  with 
complete  Federal  regulation."  What  is  the  reason  that  would  not  do 
your  work  in  short  order? 

Mr.  LovETT.  That  would  be  satisfactory  to  me. 

Mr.  Adamson.  I  should  think  so.  I  will  favor  that  in  preference  to 
the  other  myself. 

Mr.  LovETT.  I  am  not  in  favor  of  any  circumlocution  about  it. 
My  idea  would  be  that  there  should  be  a  law  that  would  define  the 
IDOwers  of  these  corporations 

Mr.  Adamson.  Do  you  not  believe.  Judge,  that  you  would  divest  the 
subject  of  more  difficulties  and  smooth  the  path  for  Federal  corpora- 
tion by  putting  it  this  way :  "Any  existing  State  corporation  engaged 
in  transporting  interstate  commerce  may,  on  unanimous  vote  of  the 
directors  and  stockholders  and  with  the  consent  of  the  State  which 
chartered  it,  register  with  the  Interstate  Commerce  Commission  as  a 
Federal  corporation  and  shall  immediately  become  a  Federal,"  etc., 
just  reading  as  the  other  did?  One  would  be  optional  and  the  other 
compulsory. 

Mr.  LovETT.  I  believe  the  State  in  many  cases  would  not  consent, 
and  therefore  I  do  not  believe  that  would  get  us  anywhere. 

Mr.  Adamson.  Then,  would  you  not  encounter  an  insurmountable 
constitutional  difficulty  if  you  attempted  to  compel  Federal  incor- 
poration when  the  State  which  chartered  it,  and  together  with  it 
grew  up  in  reciprocal  rights,  and  without  the  consent  of  the  stock- 
holders— do  you  not  think  that  would  be  depriving  the  people  of 
something  improperly  without  due  process  of  law  and  without  their 
consent  ? 

Mr.  LovETT.  No.  I  believe  it  is  perfectly  consistent  with  the  Con- 
stitution, and  I  can  not,  myself,  see  any  constitutional  objection.  I 
believe,  Judge  Adamson,  if  you  will  allow  me 

Mr.  Adamson.  I  understand  your  argument.  Judge,  that  when 
we  signed  the  Constitution,  we  agreed  to  be  regulated  by  Congress, 
but  that  means  reasonable  regulation;  and,  that  being  true,  do  you 
think  the  court  would  hold  so  revolutionary  a  course,  without  the 
consent  of  anybody,  to  be  valid?  That  would  amount  to  just  taking 
it  out  of  the  State  jurisdiction  and  putting  it  into  the  Federal  juris- 
diction. 

Mr.  LovETT.  I  am  about  as  confident  as  one  can  be  about  the  deci- 
sion of  a  court,  that  they  would  sustain  that.  I  believe.  Judge 
Adamson,  that  a  very  important  factor  in  any  system  of  Federal 
incorporation  of  railroad  companies  is  that  it  shall  be  uniform;  that 
it  shall  apply  to  all  railroad  companies;  that  everybody  who  deals 
with  the  corporation  shall  know  exactly  the  powers  that  it  has;  shall 
know  the  steps  by  which  it  must  proceed  to  issue  securities,  and  how 
it  is  regulated.  Instead  of  having  investors  considering  conflicting 
laws  and  questions  of  power  under  a  great  many  different  States  it 
is  simplified  if  all  is  embraced  in  one  act  of  Congress,  and  flows  from 
one  source,  with  all  corporations  on  precisely  the  same  footing,  so 
far  as  their  corporate  powers  with  respect  to  financial  operations  are 
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concerned.  I  believe  that  is  a  very  important  aspect  for  any  system 
of  Federal  incorporation.  Instead  of  merely  allowing  the  privilege 
of  becoming  a  Federal  corporation,  with  the  powers  conferred  by 
the  State,  and  with  such  as  may  be  added  by  Congress,  compel  it 
and  give  all  the  same  rule. 

Mr.  Ada:mson.  Xow,  you  insist,  as  I  understand  you — and  the  Su- 
preme Court  has  said  some  things  that  you  think  squint  in  that 
direction — that  if  you  have  a  Federal  charter  it  will  abolish  the  dis- 
tinction between  interstate  and  intrastate  transportation? 

Mr.  LovETT.  That  can  be  abolished  without  a  Federal  charter. 

Mr.  Adaimsox.  Do  you  mean  to  say  that  you  understand,  from  cases 
like  the  Shreveport  case  and  others,  that  it  is  necessary  to  the  regula- 
tion of  interstate  commerce  that  the  people  within  each  State  should 
have  just  the  same  rates,  under  similar  circumstances  and  conditions, 
that  other  States  have  on  intrastate  transportation? 

Mr.  LovETT.  Oh,  no;  not  at  all. 

Mr.  Adamsox.  Do  you  mean  to  say  that  in  a  haul  between  two 
points  a  -hundred  miles  apart  in  Georgia,  the  rates  and  practices 
should  be  equivalent,  if  the  circumstances  and  conditions  are  the 
same,  as  between  two  points  a  hundred  miles  apart  in  Alabama  ? 

Mr.  LovETT.  Not  at  all. 

Mr.  Adamsox.  Then,  what  you  mean  is  that  the  intrastate  rates  in 
a  State  shall  be  practicallv  equivalent  to  the  interstate  rates  in  that 
State? 

Mr.  LovETT.  No ;  I  do  not  mean  that, 

Mr.  Adamsox.  Then  why  do  you  insist  that  it  is  necessary  to  inter- 
fere with  orders  inside  of  a  State  in  order  to  regulate  interstate  com- 
merce ? 

Mr.  LovETT.  Under  the  existing  system  of  regulation  by  the  Inter- 
state Commerce  Commission  it  is  not  pretended,  and  never  has  been, 
that  the  same  rate  per  ton  per  mile,  or  the  same  rate  for  the  same 
distance,  shall  apply  everywhere. 

Mr.  Adamsox.  Oh,  not  exactly  the  same. 

Mr.  LovETT.  Nor  substantially  the  same.  There  is  the  same  variety 
in  the  rates  now  as  there  was  under  the  private  management  of  the 
traffic  men.  In  various  sections  of  the  country  the  schedule  of  rates 
or  the  general  level  of  rates  is  much  higher  than  in  another  section. 
The  rates  are  adjusted  with  reference  to  trade  relations  and  competi- 
tion of  markets,  etc.  All  the  circumstances  that  enter  into  a  rate 
and  to  the  relations  of  rates  exist  under  the  present  system  of  regu- 
lation as  under  the  private  rate-making  system.  What  I  mean  is 
this — to  make  a  general  answer  to  your  question — that  railroads  en- 
gaged in  interstate  commerce  are  instrumentalities  of  interstate  com- 
merce. Congress  has  the  right  to  regulate  them  as  such,  and  it  has 
the  right  if  it  deems  it  necessary  in  order  to  make  the  regulation 
effective  to  exclusively  regulate  them.  In  my  view.  Congress,  with- 
out creating  a  Federal  corporation,  can  take  absolutely  the  regulation 
of  existing  railroad  companies  away  from  the  States.  How  far  Con- 
gress willgo  in  that  direction  is  a  matter  intrusted  to  the  discre- 
tion of  Congress,  which  is  almost  unlimited  with  respect  to  interstate 
commerce. 

Now,  if  Congress  concludes  or  authorizes  the  commission  to  decide 
whether  it  is  necessary  to  take  control  of  the  State  rates,  in  order  to 
make  interstate  regulation  effective,  I  believe  it  has  the  power  to 
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do  it — which  comes  from  the  fact,  as  I  indicated  in  my  direct  state- 
ment, that  Congress  is  vested  by  the  Constitution  with  the  power  to 
regidate  interstate  commerce,  with  the  right  to  establish  post  roads, 
with  the  duty  of  providing  for  the  national  defense,  with  the  power 
of  making  war;  and  all  of  these  powers  enter  into  this  question. 
Now,  if  Congress  should  conclude  that,  in  carrying  into  effect  these 
powers  that  are  expressly  granted,  it  is  necessary  to  take  over  the 
exclusive  regulation  of  railroads  as  instrumentalities  of  interstate 
commerce,  and  as  agencies  for  these  other  purposes,  why,  it  supersedes 
the  control  of  that  su})ject  by  the  States. 

Mr.  Adamson.  Then,  your  idea  is  that  the  control  applies  to  the 
instrumental  vehicle  through  its  whole  course? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  And  that  the  regulation  should  be  under  that  con- 
trol, for  the  same  reason? 

Mr.  LovETT.  It  ought  to  be,  in  order  to  be  effective. 

Mr.  Adamson.  Why  should  the  control  of  a  rate  between  Atlanta 
and  Macon,  Ga.,  have  anything  to  do  with  a  rate  from  New  York  to 
either  one  of  those  points? 

Mr.  LovETT.  I  am  not  familiar  with  the  rate  situation  in  that 
particular  locality. 

Mr.  Adamson.  Well,  any  other  State;  just  point  to  any  State. 

Mr.  Lo\'ETT.  I  know  of  a  great  many  situations  where  the  interstate 
rate  adjustment  is  controlled  entirely  by  State  rates.  I  can  imagine 
that  a  rate  between  Buffalo,  N.  Y.,  and  New  York  City  might  upset 
the  whole  rate  situation  in  trunk-line  territory. 

Mr.  Adamson.  If  New  York  State  is  so  prosperous,  and  the  busi- 
ness is  so  prosperous  that  the  railroad  can  operate  more  cheaply  be- 
tween two  points  in  that  State,  is  it  right  to  make  them  pay  for  the 
deficiencies  in  some  other  State  through  which  the  railroad  runs  ? 

Mr.  LovETT.  When  the  Constitution  was  adopted  certain  special 
and  peculiar  rights  that  a  particular  State  might  enjoy  with  respect 
to  interstate  commerce,  were  surrendered  as  a  consideration  for  other 
rights,  resulting  from  the  Union. 

Mr.  Adamson.  Reasonable  regulation. 

Mr.  Lo^t:tt.  So  I  should  answer  your  question  by  saying  that  if 
New  York  is  so  situated  that  it  can  make  a  rate  that  will  benefit  it, 
and  injure  all  the  rest  of  the  country,  it  ought  not  to  be  allowed  to 
make  it. 

Mr.  Adamson.  I  am  speaking  of  local  traffic.  Is  it  right  that  she 
should  not  be  allowed  to  do  her  local  business  at  a  lower  rate? 

Mr.  LovETT.  Not  if  it  injures  the  rest  of  the  country. 

Mr.  Adamson.  How  would  it  injure  the  rest  of  the  country? 

Mr.  LovETT.  I  can  imagine,  for  instance,  on  grain 

Mr.  Adamson.  Before  you  answer  that,  if  I  understand  correctly, 
in  the  Sherevport  case  there  was  a  point  in  one  State  which  made  a 
lower  rate  to  a  point  in  that  State  than  it  did  to  a  point  out  of  the 
State,  other  circumstances  and  conditions  being  similar,  and  that 
did  affect  interstate  commerce,  but  not  the  New  York  case. 

Mr.  LovETT.  Let  me  say,  at  tlie  outset,  that  I  do  not  limit  my 
reason  for  Congress  to  regulate  this  subject  merely  to  its  right  to 
regulation  of  the  instrumentality.  It  has  the  right  to  regulate  the 
rate  and  the  interstate  commerce  included  in  it ;  and  included  in  that 


750  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

is  the  ri^ht  to  regulate  all  the  instrumentalities  of  interstate  com- 
merce. The  Shreveport  case,  as  I  understand  it,  arose  from  the  fact 
that  the  Texas  commission  made  certain  rates  fi'om  Dallas  and 
Houston,  cities  and  jobbing  centers  in  that  State,  to  certain  points, 
whereas  the  prevailing  interstate  rates  from  Shreveport  to  those 
points  were  very  much  higher,  and  the  Texas  commission  coerced 
the  railroads  into  maintaining  this  relative  rate  situation.  They 
intended  that  Houston  and  Dallas  should  do  the  business  of  that 
territory,  and  the  railroads  well  understood  that  if  they  reduced  the 
interstate  rates  so  as  to  permit  Shreveport  to  enter  that  territory,  the 
Texas  commission  would  further  cut  the  local  rates  so  as  to  preserve 
the  relative  difference  against  Shreveport.  That  is  the  situation,  as  I 
understand  it. 

Mr.  Adamsoist.  That  was  differentiating  between  two  points  in  the 
State,  and  one  point  in  the  State  and  one  point  out  of  the  State ;  in 
other  words,  interstate  commerce. 

Mr.  LovETT.  To  state  it  entirely  accurately,  it  was  shutting  Shreve- 
port out  of  the  jobbing  business  of  Texas. 

Mr.  Adamson,  That  was  the  effect  of  it. 

Mr.  LovETT.  And  the  object. 

Mr.  Adamson.  And  the  way  by  which  that  was  effected  was  to  put 
a  lower  rate  into  the  State  than  there  was  coming  from  the  other 
State? 

Mr.  LovETT.  That  is  the  way  it  was  made  effective,  yes. 

Mr.  Adamson.  Now,  Judge,  I  understand  that  the  way  States  un- 
settle or  interfere  with  interstate  rates  is  by  making  the  intrastate 
rates  too  low.    That  is  generally  the  manifestation  of  it,  is  it  not? 

Mr.  LovETT.  I  have  known  of  instances  where  a  railroad  company 
joined  in  an  interstate  rate  or  accepted  as  its  share  of  an  interstate 
rate  certain  divisions  which  were  necessary  for  the  interstate  rate  to 
be  made,  whereupon  the  commission  reduced  that  road's  local  rates 
on  entirely  different  articles  as  punishment. 

Mr.  Adamson.  Are  you  ever  troubled  by  intrastate  rates  that  are 
made  too  high? 

Mr.  LovETT.  Intrastate  rates? 

Mr.  Adamson.  Yes.  You  never  encounter  intrastate  rates  that  are 
too  high  to  interfere  with  the  regulation  of  interstate  commerce,  do 
you? 

Mr.  LovETT.  I  do  not  recall  any  such  case. 

Mr.  Adamson.  I  do  not. 

Mr.  LovETT,  They  may  exist. 

Mr.  Adamson.  The  troublesome  rates  are  the  rates  that  they  make 
too  low? 

Mr.  LovETT.  I  do  not  know  any  railroad  company  that  has  suffered 
from  rates  that  were  too  high. 

Mr.  Adamson.  I  understand. 

Mr.  LovETT,  There  may  be  such  cases,  but  if  a  rate  is  kept  up  on 
one  road  and  cut  on  another,  the  road  with  the  high  rate  would  suffer. 

Mr.  Adamson.  I  understand;  but  I  just  wanted  to  understand 
clearly  the  source  of  the  trouble  about  these  intrastate  rates  that 
dislocate  the  interstate  rates.  It  is  always  that  the  State  commis- 
sions or  authorities  make  them  too  low,  and  never  too  high  within 
the  State.  Now,  Judge,  you  stated  the  other  day  something  about 
whether  or  not  rates  were  ever  based  on  the  consideration  of  secur- 
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ities — stocks  and  bonds.  I  do  not  remember  accurately  wliether  you 
said  the  conmiission  never  did,  or  whether  the  roads,  in  making  the 
initial  rate,  never  did  it.    Which  was  that? 

Mr.  LovETT.  What  I  meant,  Mr.  Chairman,  was  that  I  have  never 
known  a  case  where  raih-oads  themselves  made  rates  based  upon  the 
amount  of  stock  or  bonds,  or  paid  any  attention  to  the  amount  of 
stock  or  bonds,  in  making  rates.  Of  course,  I  have  known  of  cases 
where,  in  controversies  with  regulating  tribunals,  the  question  of 
revenue  was  in  litigation,  and  the  amount  of  stock  and  bonds  and 
fixed  charges  and  dividends  required,  etc.,  entered  into  the  discus- 
sion and  into  the  consideration.  But  I  have  never  known  w^here  any 
traffic  manager  or  rate-making  authority  of  a  railroad  company  paid 
any  attention  to  tlie  amount  of  securities.  I  believe  it  is  safe  to  say, 
from  my  knowledge  of  the  men  and  from  my  connection  with  rate 
making,  that  probably  up  to  15  years  ago  the  majority  of  traffic  men 
who  made  the  rates  really  did  not  know  how  much  stock  and  bonds 
the  company  had  or  what  the  dividend  or  interest  requirements  were. 
They  did  not  deal  with  that  subject.  Within  the  last  15  or  20  years 
under  Government  regulation  they  have  had  to  pay  more  attention 
to  stork  and  bonds,  etc. 

■  Mr.  Adamson.  When  you  initiate  a  rate — of  course,  some  people 
sarcastically  say  that  you  take  "  all  the  traffic  will  bear  " — I  presume 
it  is  true  that  you  consider  the  traffic  situation  and  fix  a  rate  accord- 
ing to  the  circumstances  which  you  think  will  be  remunerative  and 
excite  the  least  opposition  and  objection? 

Mr.  LovETT.  J.  C.  Stubbs,  w^ho  is,  I  believe,  generally  held  re- 
sponsible for  that  phrase  "  all  the  traffic  will  bear " — though  he 
denies  that  and  makes  some  modification  of  it  by  saying,  "  wdiat 
the  traffic  ought  to  bear  "—relates  an  incident  wdiich  I  think  illus- 
trates rate  growth  very  well,  if  I  may  take  the  time  to  recite  it. 

He  said  that  many  years  ago  a  gardener  or  ranchman,  as  they  are 
called  in  California,  came  into  his  office  when  he  was  the  head  of  the 
traffic  department  of  the  Southern  Pacific  and  told  him  that  he  had 
grown  some  raisins  and  he  would  like  to  try  a  shipment  to  the  East, 
and  wanted  to  know  what  the  rate  would  be.  At  that  time  the  charge 
for  foreign  raisins  from  the  East  to  California  was  $3  per  hundred. 
Stubbs  asked  the  man  what  rate  he  thought  he  ought  to  pay  for 
raisins  per  carload  eastbound.  The  man  told  him  he  could  afford  to 
pay  $1.50  per  hundred,  and  the  rate  was  at  once  fixed  at  $1.50  per 
hundred;  and  the  rate  ever  since  for  raisins  from  California  to  the 
East  has  not  been  over  $1.50,  whereas  the  westbound  rate  was  $3 
per  hundred. 

I  fancy  that  if  you  could  go  back  into  the  history  of  every  rate 
made  it  would  be  found  that  it  was  largely  prescribed  by  the  shipper. 

Mr.  Adamson.  Judge,  if  this  transition  is  made  from  State  to  Fed- 
eral incorporation,  I  supose  it  w^ould  be  expected  that  provision 
would  be  made  for  acquiring  other  roads,  extending  the  road,  making 
mergers  with  extension  lines,  just  as  they  may  do  at  present? 

Mr.  LovETT.  I  assume,  of  course,  that  such  a  law  would  provide, 
first,  for  the  incorporation  of  new  companies.  Then  it  would  pro- 
vide for  the  reincorporation  of  existing  companies.  It  would  then 
prescribe,  I  assume,  what  the  powers  of  these  corporations  should 
be,  specify  them  in  the  terms  with  which  we  are  familiar  in  various 
117900— 19— VOL  2 48 
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State  laws,  and  specify  the  powers  that  the  corporations  should 
have,  whether  new  companies  or  reincorporated  companies.  I  as- 
sume it  would  also  provide  for  the  merging  or  consolidation  either 
of  new  companies  or  of  existing  companies  or  of  new  companies 
with  existing  companies;  and  I  take  it  that  in  that  connection  it 
would  not  permit  any  merger  or  consolidation  or  the  acquisition  of 
one  railroad  by  another  except  upon  approval  of  the  Interstate  Com- 
merce Commission. 

Mr.  Adamson.  I  understand.     It  would  provide  a  method? 

Mr.  LovETT.  Yes;  and  it  would  also  specify  to  what,  if  any,  ex- 
tent the  acquisition  or  consolidation  of  lines  that  were  competitive 
should  be  allowed.  I  assume  it  would  not  allow  the  consolidation 
of  lines  that  are  substantial^  competitive.  My  own  judgment,  as  I 
indicated  the  other  day,  would  be  against  the  consolidation  of  com- 
peting lines. 

Mr.  Adamsok.  You  would  not  want  to  repeal  the  antitrust  law 
while  you  were  getting  rid  of  the  State  regulations? 

Mr.  LovETT.  I  would  not.  I  do  not  believe,  though,  that  it  ought 
to  apply  to  railroads  to  the  same  extent  it  does  to  a  good  many  other 
interests.  I  suppose  some  other  interests  think  the  very  reverse. 
But  I  believe  the  Interstate  Commerce  Commission  should  be  au- 
thorized, when  an  application  is  made  for  consolidation  of  lines  that 
are  in  a  remote  degree  competitive,  to  consider  whether  the  public 
interest  will  be  promoted  by  the  advantages  of  the  consolidation 
more  than  it  would  be  by  the  competition  that  exists. 

Mr.  Adamson.  The  reason  I  asked  you  in  regard  to  the  consoli- 
dation and  acquirement  of  other  roads  was  not  to  go  into  the  details 
of  organization  but  as  a  foundation  for  a  further  question.  As  I 
understand,  your  idea  of  transferring  a  company  from  one  authority 
to  another  is  that  you  would  not  affect  the  relative  position  of 
creditors  and  debtors  and  stockholders,  but  simply  change  the  name 
and  the  control,  and  let  the  status  quo  be  maintained.  Now,  that 
being  true,  that  company's  credit  would  be  just  like  it  was  before; 
but  if  you  acquire  another  company,  the  first  one  being  like  this  south- 
western company  reported  by  the  Commerce  Commission — I  believe 
they  said  it  was  worth  $12,000,000;  it  had  cost  $30,000,000,  and  it 
was  bonded  for  $42,000,000^f  you  take  that  in  as  a  Federal  corpo- 
ration, as  it  is,  its  credit  or  discredit  would  remain  the  same.  But, 
then,  suppose  it  proceeds  to  merge  or  acquire  another  road  that  is 
solvent.  Would  you  bring  it  in  on  the  same  basis  or  would  you 
average  up  the  two,  or  how  would  you  do  that  to  improve  the  credit 
of  either? 

Mr.  LovETT.  I  would  not,  as  I  indicated  yesterday,  undertake  to 
provide  for  any  consolidation  in  the  process  of  federalizing  the 
companies.  I  would  first  have  them  become  Federal  corporations. 
I  should  be  careful  in  the  act  to  have  a  provision  that  would- leave 
all  questions  as  to  the  validity  of  their  stock  or  the  bonds  and  all 
questions  as  to  liability  precisely  as  they  are, 

Mr.  Adamson.  Judge,  I  understand  you  on  that,  and  I  want  to  ask 
you 

Mr.  Hamilton.  I  beg  your  pardon,  but  I  understood  Judge  Lovett 
was  going  a  little  further  in  answering  your  question. 

Mr.  LovETT.  I  was. 
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Mr.  HAjvni.TON.  I  sliould  like  to  hear  that,  if  you  have  no  objection. 
Mr.  Ada^ison:  I  beg  your  pardon ;  I  understood  that  he  was  merely 
referring  to  what  he  said  yesterday.    Go  ahead. 

Mr.  Lo\E'rr.  I  was  stating  that  as  a  basis  for  a  further  answer  I 
was  going  to  make  to  your  question. 

After  these  corporations  are  federalized,  and  they  come  to  a  point 
where  it  is  proposed  to  merge  the  corporations  you  have  described, 
by  consolidation  or  otherwise,  that  subject  should  be  dealt  with 
specially.  Whether  the  merger  or  consolidation  of  an  insolvent 
corporation  with  a  solvent  corporation  is  to  be  allowed  is  a  question 
for  the  Interstate  Commerce  Commission ;  and  it  ought  to  be  left  to 
the  Interstate  Commerce  Commission  to  determine  whether  such  con- 
solidation ought  to  be  allowed  under  such  circumstances.  You  can 
not  foresee— nobody  can  foresee — the  various  questions  that  will  arise 
m  working  out  any  system  of  consolidation.  It  must  be  dealt  with 
at  the  time  by  a  tribunal  that  you  would  intrust  it  to. 

Mr.  Adamson.  Of  course,  you  can  not  foresee  all  of  those  things. 
But  this  committee  is  not  legislating ;  it  is  only  going  to  advise  Con- 
gress. Congi-ess  will  ask  us  a  lot  of  questions  when  we  report  about 
what  is  going  to  happen,  and  some  are  going  to  say.  "  Yes ;  the 
very  thing  Judge  Lovett  states  is  what  we  are  afraid  of,  that  they 
will  blindfold  us  and  slip  this  thing  through  into  Federal  authority, 
and  afterwards  you  will  amend  the  law  and  do  all  the  rest  to  us." 
That  is  exactly  what  they  will  say.  But  this  is  what  I  mean:  You 
have  a  right,  and  we  have,  although  we  can  not  prescribe  the  legis- 
lation, to  foresee  what  the  subsequent  steps  might  be;  and  you  say 
that  the  main  purpose  of  this  is  to  help  the  finances  of  the  railroads ; 
that  is  the  great  desideratum.  Now,  if  you  take  in  that  insolvent 
corporation  that  I  have  mentioned — and  there  are  others  similar  to 
it  in  the  country — its  credit  certainly  is  not  helped  by  the  transition 
from  State  to  Federal  incorporation.  Then,  if  it  is  going  to  be 
allowed  by  subsequent  legislation  to  merge  with  other  companies, 
these  questions  will  arise  about  how  you  are  going  to  arrange  them, 
11  nd  how  that  is  going  to  help  the  credit  of  either,  and  bearing  in 
nimd  the  necessity  for  financing  these  railroads,  I  think  it  proper 
for  us  to  anticipate  and  consider  all  of  these  things. 

Mr.  LovETT.  The  only  answer  to  that.  Judge  Adamson,  is  that  as 
it  is  now,  Congress  has  no  control  over  them ;  no  agency  to  pass  upon 
consolidations  at  all.  The  matter  is  left  entirely  to  the  States.  All 
the  things  done  in  the  past  have  been  done,  of  course,  under  authorit}/ 
of  the  States.  These  dangers  you  apprehend  are  dangers  that  exist 
now.  Perhaps  there  are  more  restrictions  upon  some  of  them  now 
than  formerly. 

Mr.  Adamson.  That  is  exactly  what  I  say.  Judge.  I  say  we  will 
avoid  the  apprehension  by  just  doing  it  directly,  under  present  con- 
ditions. 

Mr.  Lovett.  The  laws  of  the  States  vary.  Some  States  will  permit 
almost  any  kind  of  consolidation. 

Mr.  Adamsox.  I  am  talking  about  a  law  of  Congress. 
Mr.  Lovj:tt.  I  do  not  know  any  State  that  in  authorizing  consolida- 
tions undertakes  to  review  the  validity  of  the  securities  or  to  deter- 
mine whether  there  is  wind  and  water  in  the  stocks  and  bonds,  but 
they  generally  content  themselves  Avith  providing,  I  believe,  that  in 


754  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

the  process  of  consolidation  the  aggregate  amount  par  value  of  se- 
curities shall  not  be  increased.  . 

Mr.  Adamson.  But,  judge,  we  are  not  comparnig  the  present  action 
of  the  States  with  what  may  be  done  on  either  line  by  Congress, 
What  we  are  comparing  in  your  proposition  for  Federal  incorpora- 
tion and  my  proposition  to  exercise  the  existing  power  of  Congress 
under  the  Constitution  to  regulate  them  as  they  are. 

Mr  LovETT.  As  I  have  answered  earlier  to-day,  I  believe.  Congress 
has  power  to  deal  with  the  subject  just  as  fully  with  existing  corpo- 
rations as  it  can  bv  Federal  incorporation,  but  not  as  well,  not  as 
effectively,  not  as  orderly ;  not  without  a  great  many  more  dilhcuities 
and  complications  than  would  be  encountered  under  Federal  incorpo- 
ration. But  so  far  as  dealing  with  consolidations  under  the  act  of 
Cmi<yress,  my  judgment  would  be  to  intrust  that  to  the  Interstate 
Commerce  Commission  when  it  is  called  upon  to  approve  the  con- 
solidation. 

Mr.  Adamsox.  Under  either  plan? 

Mr  LovETT.  Under  either  plan.  You  have  got  to  do  it.  Congress 
can  not  itself,  I  taek  it,  deal  with  such  a  complex  subject  to  meet  eyerv 
possible  case.  I  think  this.  Judge  Adamson,  if  I  may  be  permitted 
one  further  observation :  The  great  trouble  the  railroads  are  sutiermg 
from  is  that  in  most  of  this  regulating  legislation  the  eye  of  the  law- 
making power  is  centered  upon  some  apprehended  evil,  such  as  you 
apprehend  with  respect  to  these  mergers,  and  the  legislation  built 
with  that  central  idea.  In  that  way,  perhaps,  you  reach  and  stop 
(me,  two,  or  half  a  dozen  crooked  transactions.  While  you  are  doing 
that  you  are  hampering  99  per  cent  of  the  transportation  interests 

of  the  country.  ,       .       ,    .  .     .  .  n         +i 

Mr.  Adamsox.  Your  legislation  m  that  instance  follows  the  un- 
fortunate example  of  the  one-eyed  doe  gi^azing  with  her  blind  side 
next  to  the  ocean,  not  knowing  that  people  can  slip  around  in  a  boat 
and  shoot  her  in  the  water.  .i    -  -d 

^Ir.  LovETT.  I  remember,  if  I  may  refer  to  Texas  again,  that  Kev. 
Mr.  Parker  was  elected  to  the  legislature  some  years  ago  from  Pales- 
tine, which  is  a  point  on  the  International  &  Great  Northern.  The 
trains  that  run  from  Galveston  to  St.  Louis  leaving  Galveston  m 
the  early  evening  would  pass  Palestine  at  a  very  inconvenient  hour 
in  the  night  or  morning.  The  first  bill  he  introduced  when  he  got  to 
Austin  was  to  prohibit  anv  railroad  company  from  starting  a  train 
from  anv  station  between'  10  o'clock  at  night  and  6  o'clock  m  the 
morning!  He  was  thinking  of  Palestine  only.  Much  of  our  legisla- 
tion is  framed  with  an  eve  to  a  single  situation. 

Mr.  Adamson.  I  know  several  towns  m  that  State,  and  1  am  m 
sympathv  with  that  perfectly.  . 

Jud^e,"  I  interrupted  the  chairman,  by  his  permission,  when  he  was 
cross-e'xamining  you  vesterdav,  to  ask  you  about  what  remnants  of 
conduct  your  proposition  would  leave  to  the  State  commissions,  and, 
as  I  understand  you,  you  decided  a  areat  many  benevolent  acts  of  a 
public  nature  that  thev  might  perform,  but  I  do  not  remember  any 
of  them  that  related  to" railroads.  Is  it  y(nir  idea  that  you  are  willing 
for  the  State  commissions  to  regulate  everything  but  railroads  i 

Mr  LovETT.  No.  I  stated  vesterdav— and  I  could  add  a  great 
many  items  to  the  list,  and  I  will  add  some  now— I  stated  yesterday 
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that  they  would  have  the  right  to  regulate  the  matter  of  grade  cross- 
ings.   They  should  have  the  right  to  regulate  the  matter  of  stations. 

Mr.  Adamson.  Is  it  necessary  for  Congress  to  leave  that  to  them  ? 

Mr.  LovEi'r,  AVhy,  I  take  it  that  it  depends  entirely  upon  the  act 
of  Congress, 

Mr.  Adamson.  Of  course;  we  are  talking  about  making  an  act  of 
Congress. 

Mr.  LovETT.  Yes.    Now,  it  is  for  Congress  to  say  what  shall  be  left. 

Mr.  Adamson.  That  is  the  purpose  for  which  we  are  sitting  here. 

Mr.  LovETT.  I  think  Congress  should  leave  those.  If  Congress  in- 
corporates a  railroad  company  it  ouglit  to  say  what  the  powers  of 
that  railroad  company  shall  be  and  to  what  extent  it  shall  be  subject 
to  reguhxtion  by  the  States.  I  believe  that  all  of  these  local  matters — 
and  it  is  impossible  to  forecast  all  of  them — ought  to  be  left  to  the 
States.  I  will  run  over  some  of  them  for  a  moment:  The  matter  of 
grade  crossings,  the  matter  of  stations,  the  matter  of  sidings  and  fa- 
cilities for  shippers,  the  matter  of  trains  blocking  crossings.  I  may 
mention  another  matter  about  which  I  am  sure  you  and  I  are  in  ac- 
cord, the  '•  Jim  Crow "'  law.  Personally  I  should  be  very  much  op- 
posed to  any  law  of  Congress  incorporating  railroads  that  did  not 
leave  in  the  States  full  power  over  the  classification  of  passengers  on 
trains.  I  would  not  disturb  the  "  Jim  Crow  "  law.  There  are  a 
great  manv  other  purelv  local  matters  that  I  think  ought  to  be  left 
to  the  States. 

Mr.  EscH.  Sanitation  of  depots? 

Mr.  LovETT.  Yes.    It  is  impossible  to 

Mr.  Hamilton.  You  mentioned  taxation,  did  you  not? 

Mr.  LovETT.  Taxation ;  I  should  leave  taxation  to  the  States. 

Mr.  Adamson.  I  am  talking  about  the  powers  of  the  State  com- 
missions now.    They  do  not  regulate  taxation. 

Mr.  I^)VETT.  Well,  I  am  leaving  it  to  the  States;  the  States  are  en- 
titled to  adopt  any  agency  they  choose.  They  can  leave  it  to  the  com- 
mission if  they  wish.  Many  of  the  State  commissions  do  deal  with 
the  question  of  taxation  by  fixing  the  value  of  the  railroads. 

Mr.  Adamson.  Do  you  think  you  would  adhere,  on  reflection,  to  the 
response  you  made  Mr.  Esch  that  the  sanitation  of  depots,  the 
matter  of  public  health  accompanying  interstate  transportation, 
should  be  left  to  the  States? 

Mr.  LovETT.  I  see  no  reason  why  the  States  should  not  be  permitted 
to  regulate  that. 

Mr.  Adamson.  We  have  a  Public  Health  Service  here,  built  up  on 
tlie  idea  that  our  control  over  interstate  commerce  carried  with  it  the 
obligation  to  protect  the  health  along  that  commerce. 

Mr.  Lo^'EiT.  If  Congress  prefers  it  that  way,  of  course  it  is  for 
Congress  to  say. 

Mr.  EscH.  If  you  will  pardon  me,  I  think  the  Public  Health  Serv- 
ice now  looks  after  the  water  supply  on  passenger  trains,  and  I  think 
it  has  some  supervision  with  reference  to  cleaning  up  Pullman  sleep- 
ing cars,  and  so  on. 

Mr.  LovETT.  I  do  not  think  so.  Mr.  Markham,  you  know  about 
that. 

Mr.  Adamson.  The  House  passed  a  bill  twice,  I  believe,  which 
failed  to  meet  with  a  response  in  the  Senate,  to  authorize  the  Public 
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Health  Service  to  clean  up  all  these  depots  on  interstate  transporta- 
tion lines. 

Mr.  Lo^t:tt.  I  do  not  understand  that  there  is  any  national  regu- 
lation of  sanitation  of  trains  or  stations.    That  is  left  to  the  States. 

Mr.  Adamson.  Judge,  it  might  be  that  some  local  conduct,  either 
under  State  statute  or  without  it,  would  interfere  with  interstate 
transportation  at  the  grade  crossings.  It  is  necessary,  to  be  compe- 
tent, for  Congress  to  take  charge  of  that,  is  it  not? 

Mr.  LovETT.  That  depends,  Judge  Adamson.  As  it  is  now,  the 
States  require  a  good  many  things — the  matter  of  stations,  and  vari- 
ous local  measures — that  some  railroad  men  think  are  a  little  unjust. 
But  they  are  not  vital,  and  I  believe  the  States  should  be  left  the 
regulation  of  all  local  matters  that  are  not  vital  to  the  system  of 
national  regidation.  It  is  possible  that  some  State  might  become  so 
discriminating  and  so  unjust  in  its  taxation — might  seek  to  make 
other  States  contribute  through  the  railroads  to  its  revenues — ^that 
Congress  would  finally  conclude  to  take  over  the  subject  of  fixing 
taxation ;  not  take  it  away  from  the  States,  but  prevent  discrimina- 
tion. I  think  that  is  extremely  remote.  They  might  become  so  op- 
pressive in  their  local  requirements  that  it  would  be  unjust  to  other 
States  interested  in  the  transportation  line,  but  that  is  very  remote, 

Mr.  Adamson.  What  is  your  idea  as  to  provision  for  litigation? 
Would  all  those  corporations  have  to  be  sued  in  Federal  courts  ? 

Mr.  LovETT.  No;  not  one.  I  would  distinctly  provide — I  stated 
that  in  my  direct  statement  to  the  committee — that  removal  of  suits 
to  Federal  courts  by  these  corporations  by  reason  of  the  fact  that 
they  are  Federal  corporations  should  not  be  permitted.  As  a  matter 
of  fact,  under  my  idea  of  Federal  incorporation,  there  would  be  very 
much  less  litigation  carried  to  the  Federal  courts  than  is  now  carried 
there.  As  it  is  now,  the  corporation  created  in  one  State  and  operat- 
ing in  several  other  States  can  remove  to  the  Federal  courts  its  litiga- 
tion in  the  other  States.  If  it  were  a  Federal  corporation,  then  under 
my  idea  of  what  the  Federal  law  should  provide  it  could  not  remove 
any  of  those  suits  to  the  Federal  courts.  I  would  not  permit  it  to 
remove  any  suit  to  the  Federal  court  that  any  individual  would  not 
be  allowed  to  remove.  In  other  words,  I  would  confine  it  to  con- 
stitutional questions,  question  under  the  Federal  law. 

Mr.  Adamson.  Judge,  so  far  as  constitutional  questions  are  con- 
cerned, a  Federal  charter  enacted  by  Congress  would  merely  be  a 
law  of  Congress. 

Mr.  LovETT.  Yes, 

Mr.  Adamson.  Whether  under  that  changed  system  or  this  system, 
would  any  constitutional  question  be  changed  as  between  a  State  and 
Federal  authority?  Would  not  the  Federal  corporation  be  subject 
to  the  same  constitutional  questions  that  the  State  corporation  would 
be  subject  to? 

Mr.  Lo\t:tt.  I  should  think  so.  Of  course,  that  is  a  far-reaching 
question. 

Mr.  Adamson.  If  there  is  any  reason  in  the  Constitution  now  why 
the  Federal  Government  could  not  do  something  because  a  State  has 
exclusive  authority,  would  not  it  remain  so?  Has  the  paternity  of 
the  corporation  anything  to  do  with  its  powers  under  the  Constitu- 
tion? 
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Mr.  LovETT.  I  should  thinlc  not.  I  would  like  to  state  there,  Mr. 
Chairman,  if  I  may,  that  the  central  idea,  the  controlling  thought 
with  me,  and  with  the  other  railroad  executives,  so  far  as  I  know, 
is  to  unify  the  system  of  regulation.  So  far  as  I  am  concerned,  I  am 
perfectly  willing  that  instead  of  Congress  exercising  the  power  you 
may  give  the  whole  power  to  some  particular  State ;  I  do  not  care. 

Mr.  Adamson.  So  it  is  one  authority  ? 

Mr.  LovETT.  So  it  is  one  authority.  I  do  not  care  who  exercises 
the  authority.  But  it  ought  to  be  a  single  authority.  It  is  a  subject 
that  can  not  properly  be  regulated  by  a  dozen  or  half  a  dozen  differ- 
ent governments.  It  ought  to  be  regulated  by  one  only,  and  so  far 
as  I  am  concerned  I  do  not  care  which  one. 

Mr.  Adamson.  A  good  deal  has  been  said  during  your  testimony 
about  taxation,  and  some  gentleman  suggested  that  there  be  a  gen- 
eral arrangement  under  the  law  of  Congress  so  as  to  apportion  the 
line  among  the  States,  and  some  other  gentleman  suggested  that 
they  collect  and  pay  back  to  the  States  a  portion. 

Mr.  LovETT.  That  was  Senator  Newlands's  suggestion,  I  think. 

Mr.  Adamson.  You  think  it  would  be  better  just  to  leave  the  ques- 
tion of  taxation  alone,  do  you  not  ? 

Mr.  LovETT.  I  do.  This  is  a  difficult  enough  problem  as  it  is.  I 
would  not  at  this  stage  undertake  to  change  the  system  of  taxation, 
I  do  not  believe  anybody  has  ever  dreamed  that  the  taxes  of  a  State 
would  be  lessened  in  any  way  by  Federal  incorporation.  Certainly 
we  expect  nothing  of  that  sort,  I  would  leave  the  question  of  taxa- 
tion precisely  where  it  is,  I  am  not  sure  but  what  it  would  be  fairer 
and  more  just  to  everybody  if  every  railroad  was  valued  as  a  unit — 
because  we  all  know  that  that  is  what  it  is — and  that  aggregate  value 
apportioned  for  the  purpose  of  taxation  or  assigned  for  the  purpose 
of  taxation  to  the  various  States  in  which  it  was  situated  on  a  track- 
mileage  basis.  But  that  is  a  theory  that  perhaps  was  not  worth  while 
to  mention. 

Mr.  Adamson.  But  you  would  not  think  it  necessary  or  wise  for 
Congress  to  assume  to  become  the  administrator  for  the  States  to 
collect  and  pay  back  the  taxes? 

Mr.  LovETT.  I  certainly  would  not. 

Mr.  Adamson.  Judge,  are  you,  in  advocating  this  Federal  incor- 
poration, acting  for  yourself,  or  did  your  stockholders  or  directors 
delegate  you  to  do  it? 

Mr,  LovETT.  I  am  acting  for  myself. 

Mr.  Adamson.  Has  the  matter  of  approval  of  an  attempt  to  ob- 
tain a  law  for  Federal  incorporation  of  railroads  been  submitted  to 
your  board  of  directors? 

Mr.  LovETT.  It  has  not. 

Mr.  Adamson,  Has  your  board  adopted  a  resolution  ? 

Mr,  LovETT,  No. 

Mr,  Adamson.  Have  the  stockholders? 

Mr.  LovETT.  No.  I  do  not  know  whether  the  stockholders  like  it, 
and  I  do  not  know  whether  the  directors  like  it.  I  might  go  further, 
but  I  will  not. 

Mr.  Adamson.  You  have  taken  no  steps  looking  to  that? 

Mr.  LovETT.  No  steps. 

Mr.  Adamson.  You  simply  give  that  as  your  opinion? 
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Mr.  LovETT.  Simply  as  my  opinion  as  a  citizen,  based  upon  my 
experience  in  railroad  administration,  as  to  what  I  think  is  best  for 
the  interest  of  the  railroads  and  for  the  whole  country. 

Mr.  Sims.  Simply  as  a  private  citizen  ? 

Mr.  LovETT,  Simply  as  a  private  citizen. 

Mr.  Adamson.  Do  you  not  think  the  change  proposed  is  a  very 
fundamental  change? 

Mr.  LovETT.  It  is.  It  may  be  that  my  board  of  directors  and  my 
stockholders  object  to  it  very  strenuously ;  I  do  not  know  and  I  can 
not  help  it.  I  can  not  control  them  and  I  am  not  binding  them.  I 
am  speaking  my  own  opinion. 

Mr.  Adamson.  Do  you  believe  that  a  general  sweeping  law  such 
as  some  of  you  advocate  here,  compulsory  on  all  companies,  to  go  into 
the  Federal  incorporation,  ought  to  be  enacted  without  the  action 
and  consent  of  the  people  interested? 

Mr.  LovETT.  I  do  not  say  that,  because  I  think  the  people  inter- 
ested are  the  public  as  well  as  the  railroads.  But  I  think  it  ought 
to  be  enacted  without  the  approval  or  consent  of  the  stockholders  or 
directors. 

Mr.  Adamson.  Do  you  not  think  the  stockholders  and  directors  in 
that  railroad  have  a  sufficient  interest  to  give  them  a  right  to  be  con- 
sulted before  changing  the  organic  form  of  their  control  ? 

Mr.  LovETT.  They  have  a  sufficient  interest,  or  a  very  large  inter- 
est ;  but  they  ought  not  to  be  allowed  to  decide  the  question.  I  think 
Congress  should  decide  it. 

Mr.  Adamson.  Probably  they  would  not  have  subscribed  to  the 
stock  if  it  had  been  in  one  corporation  instead  of  the  one  it  is  in. 

Mr.  LovETT.  Possibly  not;  but  they  did  subscribe,  and  they  did  it 
with  the  knowledge  that  Congress  had  the  power  to  do  this,  or, 
rather,  they  are  presumed  to  have  had  the  knowledge. 

Mr.  Adamson.  They  were  presumed  to  have  the  knowledge  with 
regard  to  reasonable  regulation  by  Congress;  but  what  I  am  asking 
you  is:  Is  such  a  fundamental  change  as  this  without  their  consent 
reasonable  ? 

Mr.  LovETT.  I  believe  it  is. 

Mr.  Adamson.  You  do  not  propose  to  secure  the  consent  of  any 
State  that  chartered  them? 

Mr.  LovETT.  No;  I  think  the  States  have  already  consented. 

Mr.  Adamson.  Touching  the  question  of  litigation,  do  you  not 
think  that  an  effort  of  this  sort,  without  the  consent  of  anybody, 
would  produce  more  litigation,  and  longer  and  more  bitter,  than 
almost  any  other  proposition  you  could  submit? 

Mr.  Loi'ETT.  I  think  not.  I  believe  there  would  be  very  little  liti- 
gation about  it. 

Mr.  Adamson.  And  is  there  not  danger  that  pending  these  changes 
in  the  possible  litigation  the  financial  status  of  some  of  these  com- 
panies might  suffer  instead  of  being  improved  ? 

Mr.  LovETT.  I  think  not.  I  believe  that  the  consolidation  of  the 
New  York  Central  and  the  Lake  Shore  a  year  or  two  ago  caused  more 
litigation  than  this  measure  would  cause. 

Mr.  Adamson.  Judge,  the  committee  of  executives,  of  which  you 
are  a  member — how  many  does  that  committee  consist  of  ? 

Mr.  LovETT.  I  beg  your  pardon. 
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Mr.  Adamson.  The  committee  of  executives  that  prepared  this 
statement  ? 


Mr.  LovETT.  How  many 

Mr.  Adamson.  How  many  are  on  that  committee? 

Mr.  LovETT.  Fifteen. 

Mr.  Adamson,  How  many  railroads  are  interested  in  it? 

Mr.  LovETT.  Have  you  got  the  list,  Mr.  Trumbull  ? 

Mr.  Trumbull.  I  think  it  has  been  printed  in  the  record. 

Mr.  LovETT.  May  I  refer  to  the  list  that  was  submitted  by  Mr. 
Thom  on  the  first  day  of  the  hearings  ? 

]Mr.  Adamson.  Yes;  if  any  man  remembers,  all  right.  I  just 
wanted  to  get  it  in  my  head. 

Mr.  Sims.  Mr.  Chairman,  Judge  Lovett  just  appeal's  here  as  a 
private  citizen,  and  what  difference  does  it  make  how  many  men 
constitute  this  committee? 

Mr.  Thom.  Over  90  per  cent,  Mr.  Chairman,  of  the  gross  earnings 
of  the  railroads  which  earn  as  much  or  more  than  a  million  dollars 
a  year. 

Mr.  Adaimson.  How  many  railroads  are  represented  on  the  com- 
mittee ? 

Mr,  Thom.  I  have  undertaken  to  file  in  the  record  a  list  of  them. 

Mr.  Adamson.  I  can  not  undertake  to  know  that  now.  I  am  ex- 
amining the  witness  right  now. 

Mr.  Thom.  About  60  systems,  Mr.  Trumbull  says.  He  is  chairman 
of  the  committee. 

Mr.  Adamson.  Fifteen  men  represent  all  of  them  ? 

Mr.  Thom.  Yes. 

Mr.  Adamson.  Some  are  just  representatives  and  not  officers  of 
the  roads? 

Mr.  Thom.  I  have  been 

Mr.  Adamson.  I  am  trying  to  find  out'  how  many  individual  rail- 
roads have  representatives  on  this  committee. 

Mr.  Thom.  Fifteen ;  and  each  man  is  a  railroad  executive. 

Mr.  Adamson.  He  must,  then,  represent  some  other  railroads  than 
the  one  with  which  he  is  connected. 

JSIr.  Thom.  Yes ;  but  this  committee  representing  60,  say 

Mr.  Adamson.  Well,  I  understand  there  are  15  men  who  represent 
personally  15  railroads,  and,  by  selection,  they  represent  some  other 
railroads. 

Mr.  Thom.  But  some  of  those  men  may  be  connected  with  more 
than  one  system — have  an  office  with  them. 

Mr.  LovETT.  I  think  I  can  clear  up,  if  I  may  be  permitted  to  do  so, 
the  matter  which  you  have  in  mind.  Several  years  ago  the  situation 
with  respect  to  the  railroads,  as  affected  by  legislation,  seemed  to  be 
so  bad  that  a  number  of  us  thought  we  ought  to  consider  it  in  con- 
ference and  try  to  work  out  some  system  of  constructive  legislation 
to  suggest.  There  were  a  number  of  conferences,  and  a  number  of 
railroad  officers  joined  in  them.  At  first,  I  believe,  Mr.  Walker  D. 
Hines  was  chairman  of  the  committee,  or  perhaps  he  was  counsel  for 
the  committee.  Certain  railroad  officers  were  on  the  committee  with 
him,  including  Mr.  Trumbull,  from  the  first;  and  the  various  rail- 
roads were  invited  into  the  organization,  if  we  may  call  it  such,  to 
deal  with  these  questions.  We  had  meetings  occasionally,  and  there 
was  some  expense.    We  had  to  employ  clerks  and  counsel  and  incur 
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other  expenses,  which  are  all  open,  and  all  subject  to  anybody's  in- 
spection. Finally,  we  considered  that  we  should  deal  with  it  in  a 
more  thorough  manner  than  had  been  done  up  to  that  time;  and 
there  was  a  committee  selected,  composed  of  Mr.  Loree,  of  the  Dela- 
ware &  Hudson,  Mr.  Johnson,  of  the  Norfolk  &  Western,  and  myself, 
to  consider  the  kind  of  organization  or  association  we  should  have. 
We  considered  the  matter  and  agreed  that  there  should  be  an  advisory 
committee  of  railroad  executives,  and  consider  and  advise  from  the 
standpoint  of  the  railroads ;  and  also  that  there  should  be  a  law  com- 
mittee to  consider  legal  questions.  Thus  this  advisory  committee 
was  formed,  composed  of  15  members,  whose  names  have  been  given. 
I  am  a  member  and  Mr.  Trumbull  is  chairman.  The  law  committee 
was  formed,  with  Mr.  Thom  as  chairman.  The  various  officers  of 
the  railroads  were  invited  to  attend  the  conferences  and  to  join  this 
association.  We  did  not  have  any  articles  of  association.  I  think 
nearly  90  per  cent,  as  represented  by  the  gross  earnings  of  the  rail- 
roads of  the  United  States,  joined. 

Mr.  Adamson.  How  about  the  number  of  railroads? 

Mr.  LovETT.  I  can  not  answer  as  to  that. 

Mr.  Adamson.  I  think  a  gentleman  said  85  per  cent  of  the  number. 

Ml .  LovETT.  How  many,  Mr.  Trumbull  ? 

Mr.  Trumbull.  There  are  about  60  systems.  I  do  not  know  how 
many  corporations  there  are.     There  are  a  number  of  corporations. 

Mr.  LovETT.  We  apportion  such  expenses  as  are  incurred  on  the 
basis  of  gross  earnings,  each  company  contributing  to  the  expenses 
in  proportion  to  its  gross  earnings.  A  full  account  is  kept  of  the 
expenses  for  counsel  fees,  and  all  other  purposes,  and  generally,  about 
once  a  year,  there  is  a  report  made  of  the  expenses,  and  the  accounts 
are  audited. 

Mr.  Adamson.  I  do  not  doubt  the  regularity  of  all  of  that. 

Mr.  LovETT.  As  I  said  a  moment  ago,  anybody  can  see  the  accounts 
covering  the  expenses. 

Mr.  Adamson.  I  do  not  care  about  that. 

Mr.  LovETT.  Then  this  committee  considered  how  to  solve  the  rail- 
road problem. 

Mr.  Adamson.  Are  they  unanimous — that  committee  of  15 — on  the 
proposition  which  you  have  enunciated? 

Mr.  LovETT.  No;  we  had  various  conferences,  not  only  with  the 
15,  but  the  various  officials  representing  the  railroads  were  called  in, 
and  a  general  program  was  submitted.  What  we  finally  agreed  to 
recommend  was  the  result  of  discussion  of  the  subject  by  various 
men,  and  involved  concessions  of  particular  views.  There  are  many 
railroad  companies  that  really  would  prefer  to  continue  as  they  are. 

Mr.  Adamson.  How  many  of  the  board  of  15  failed  to  agree  with 
you  on  the  Federal  incorporation  idea! 

Mr.  LovETT.  I  believe  all  are  in  agreement  as  to  what  should  be 
done  in  the  interests  of  the  country.  I  do  not  want  to  claim  any 
undue  patriotism  for  the  railroads 

Mr.  Adamson.  I  know. 

Mr.  LovETT.  In  this  matter,  but  I  am  very  greatly  impressed  with 
the  patriotic  manner  in  which  it  has  been  dealt  with  by  the  railroads. 

Mr.  Adamson.  The  question  I  have  asked,  however,  is  whether  the 
15  members  of  this  committee  agreed  to  this  Federal  incorporation 
plan? 

Mr.  LovETT.  I  so  understand. 
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Mr.  Adamson.  How  many  of  them  were  backed  by  the  action  of 
their  boards  of  directors  and  stockholders— any  of  them? 

Mr.  LovETT.  I  do  not  know  whether  any  of  them  submitted  it  to 
their  boards  of  directors.  Some  of  them  may  have  done  so.  But, 
as  I  remember,  some  said,  "If  I  agree  to  this  plan,  I  do  not  know 
whether  my  board  of  directors  will  support  it  or  not.  My  directors 
may  object  to  it."  My  own  opinion  was — and  I  think  it  was  the 
generally  accepted  view — that  every  man  was  acting  for  himself, 
and  that  when  he  should  appear  here  as  a  witness  he  would  be 
stating  his  own  views. 

Mr.  Adamson.  I  am  examining  you  as  a  witness  now.  I  asked 
if  you  know  whether  any  of  the  other  representatives  were  supported 
or  backed  by  their  boards  of  directors  and  stockholders? 

Mr.  LovETT.  I  do  not  know. 

Mr.  Adamson.  I  want  to  know  if  you  know  whether  any  of  these 
railroad  companies — if  their  boards  of  directors  and  stockholders 
have  been  consulted  about  it  or  not? 

Mr.  LovETT.  I  do  not  know  about  that. 

Mr.  Adamson.  Do  you  know  why  these  other  railroad  companies 
which  are  left  out  did  not  participate  with  you  in  that  movement? 

Mr.  LovETT.  No;  I  do  not  know  what  their  reason  was. 

Mr.  Adamson.  Judge,  are  you  a  large  stockholder  in  your  com- 
pany ? 

Mr.  LovETT.  No ;  I  am  not.    I  own  some  stock. 

Mr.  Adamson.  Are  the  15  members  of  this  connnittee  large  stock- 
holders of  their  companies? 

Mr.  LovETT.  I  do  not  know. 

Mr.  Adamson.  Is  it  not  true  that  most  of  these  officials  are  simply 
elected  for  their  merit  as  executive  officials  and  do  not  own  much 
interest  in  their  companies  ? 

Mr.  LovETT.  I  believe  that  is  true  of  practically  all  of  them,  east 
and  west. 

Mr.  Adamson.  At  least  for  their  merits,  whether  they  own  much 
or  not? 

Mr.  LovETT.  I  do  not  know  the  extent  of  their  investments. 

Mr.  Adamson.  I  believe  you  said  that  this  committee  of  executives 
was  composed  of  presidents  and  managers — high  officers  of  the  rail- 
roads ? 

Mr.  LovETT.  Yes. 

Mr.  Thom.  Entirely  of  presidents  and  chairmen  of  boards  of  di- 
rectors. 

Mr.  Adamson.  Well,  high  officials. 

Mr.  Lo^^TT.  Executive  officers,  whatever  their  title  may  be. 

Mr.  Adamson.  Your  plan,  so  far  as  ji-our  ideas  are  concerned,  does 
not  contemplate  progress  toward  Government  ownership? 

Mr.  Lo^TETT.  No. 

Mr.  Adamson.  You  would  not  advocate  that? 

Mr.  LovETT.  No. 

Mr,  Adamson.  But  Federal  incorporation  would  greatly  facilitate 
it,  if  the  Government  should  conclude  to  do  it,  would  it  not? 

Mr.  Lo%t:tt.  I  do  not  see  that  it  would. 

Mr.  Adamson.  I  suppose  it  is  unnecessary  to  discuss  with  you  in 
detail  as  to  what  you  would  put  in  your  charter,  your  idea  being 


762  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

that  if  we  once  get  the  transition  we  can  do  what  Congress  wants 
to  do? 

Mr.  Lo^TETT.  Yes;  I  should  think  that  the  details  were  a  matter 
for  Congress  to  determine.  I  am  interested  only  in  the  subject  of 
unified  regulation. 

Mr.  Adamson.  You  would  want  to  retain  the  provision,  I  suppose, 
Judge,  that  matters  passed  on  by  the  railroad  commissions  could  be 
challenged  in  the  courts,  as  now  ? 

Mr.  LovETT.  I  think  that  right  ought  to  be  preserved.  It  is  not 
worth  a  great  deal  practically,  but  still  it  ought  to  be  preserved. 

Mr.  Adamson.  Judge,  if  the  commission  is  not  materially  in- 
creased and  relieved,  it  would  put  the  entire  burden  of  financing  the 
roads  on  them,  and  under  either  of  our  plans  it  would  delay  financ- 
ing them,  would  it  not? 

Mr.  LovETT.  Yes;  it  would  be  impossible  for  the  commission,  as 
at  present  constituted,  to  take  on  any  additional  amount  of  work 
without  detriment.  The  matter  of  securities  is  provided  for  in  the 
present  bill 

Mr.  Adamson.  I  am  very  much  obliged  to  you.  Judge,  for  your 
courteous  answers  to  my  interrogatories.    I  will  pass  you  on  now. 

Mr.  Sims.  I  want  to  ask  a  question  or  two  right  along  that  line. 
It  is  Senator  Cummins's  turn,  but  I  would  like  to  have  permission  to 
ask  the  questions  now. 

Mr.  Adamson.  You  may  do  so. 

Mr.  Sims.  But  it  is  Senator  Cummins's  turn. 

Mr.  Adamson.  I  will  yield  to  you  in  my  time. 

Mr.  Sims.  You  stated  you  appear  here  as  a  private  citizen,  and 
as  such  giving  your  views  without  any  authorization  of  your  stock- 
holders or  those  whom  you  represent.  Now,  are  we  to  understand 
that  this  executive  committee  of  which  you  are  a  member  is  not 
being  represented  by  you  here  at  this  time  ? 

Mr.  LovETT.  Is  the  executive  committee 

Mr.  Sims.  The  committee  of  executives,  of  which  you  say  you  are 
a  member? 

Mr.  LovETT.  I  am  here  as  an  individual  and  as  a  member  of  that 
committee  and  am  expressing  my  own  views,  which  I  understand 
to  be  the  views  of  the  committee  also. 

Mr.  Sims.  That  is  what  I  want  to  know.  Are  you  not  speaking 
in  harmony  with  the  views  of  the  committee  of  executives  or  repre- 
sentatives of  the  60  systems,  according  to  Mr.  Thom  ? 

Mr.  LovETT.  I  understand  that  we  are  in  accord.  I  do  not  recall 
that  I  have  presented  any  view  here  that  generally  is  not  shared  by 
tlie  members  of  that  committee. 

Mr.  Sims.  Are  you  not  acting  as  an  agent  or  representative  or  a 
member  of  that  committee,  in  addition  to  what  interest  you  may  feel 
in  the  matter  as  a  private  citizen  ? 

Mr.  LovETT.  That  may  be  a  little  more  of  a  refinement  than  I  can 
appreciate.  Judge.  While  I  am  a  member  of  the  advisory  commit- 
tee of  executives,  I  am  expressing  my  own  individual  views.  I  would 
not  express  any  view  here  or  offer  any  suggestion  here  that  I  do  not 
personally  approve. 

Mr.  Sims.  I  did  not  mean  that  for  a  moment,  but  I  do  certainly 
think  we  should  know  the  capacity  in  which  you  appear. 

Mr.  Adamson.  He  is  a  witness,  of  course. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.        763 

Mr.  Sims.  I  know;  hut  he  also  appears  as  a  member  of  a  commit- 
tee which  is  represented  by  an  attorney,  Mr.  Thom,  before  this  body, 
and  who  has  represented  them,  I  think,  very  ably  and  very  capably. 

Mr.  LovETi'.  1  am  sure  of  that. 

Mr.  Sims.  And  I  believe  I  ought  to  attach  more  weight  to  you,  as 
being  a  railroad  executive,  than  would  be  attached  to  a  mere  citizen, 
who  has  had  countiy-wide  experience. 

Mr.  LovETT.  1  am  a  member  of  the  advisory  committee  of  which 
Mr.  Trumbull  is  chairman,  and  I  am  expressing  my  individual  views, 
which  I  understand  to  be  in  accord  with  the  views  of  that  committee. 
Xow,  as  I  said  a  moment  ago,  all  the  railroad  executives  will,  when 
they  come  here  as  witnesses,  come  as  individuals,  as  witnesses  must 
come  and  onl}^  as  they  can  come,  expressing  their  individual  views. 

Mr.  Hainiilton.  You  are  not  authorized  bj^  any  action  of  the  com- 
mittee to  appear  as  representing  the  views  of  that  committee? 

Mr.  LovETT.  No;  I  am  simply  expressing  my  views,  which  are  in 
accord  with  the  views  of  the  committee.  I  am  not  authorized  by 
anybod}^  to  appear. 

Mr.  Sims.  I  do  not  want  you  to  misunderstand  me.  I  do  not  want 
anyone  to  misunderstand  it  and  let  it  go  to  the  country  that  way. 

Mr.  LovETT.  I  have  no  doubt  that  a  great  many  railroad  executives 
have  talked  Avith  their  boards  about  this  matter. 

Mr.  Sims.  I  think  we  might  as  well  be  candid.  It  is  collective  in 
substance  and  fact,  is  it  not? 

Mr.  LovETT.  Undoubtedly.  AVe  feel.  Judge  Sims,  that  probably 
for  the  first  time  most  of  the  railroads  of  the  country  are  entirely 
in  accord  in  proposing  or  presenting  and  suggesting  some  method 
of  dealing  with  the  railroad  question.  In  the  past  the  railroads  were 
too  much  given  to  contenting  themselves  with  denouncing  the  legisla- 
tors and  Congressmen  and  criticizing  and  condemning  legislation 
without  proposing  anything.  We  felt  that  not  merely  as  a  commit- 
tee, but  as  men  experienced  in  the  railroad  business,  it  was  our  duty 
to  submit  what  we  thought  ought  to  be  done  toward  the  settlement 
of  the  railroad  problem.  Whether  it  is  politically  practical  or  not, 
or  however  much  it  may  prejudice  the  cause  to  have  suggestions 
emanate  from  that  source,  we  resolved  to  give  our  deliberate  judg- 
ment as  to  what  is  best  for  the  country  and  the  railroads. 

Mr.  Sims.  I  do  not  see  why  concerted  action  on  your  part  should 
prejudice  the  matter. 

Mr.  LovETT.  Mr.  Thom  stated  fully  to  the  committee  at  the  outset 
the  sentiment  of  this  advisory  committee  and  was  expressing  the 
composite  views  of  this  committee,  and  the  remedies  he  suggested 
were  the  suggestions  of  this  advisory  committee,  and  in  my  state- 
ment, if  you  have  observed  it,  I  have  generally  said  ''  we  "  in  speaking 
of  what  Ave  thought  ought  to  be  done.  But  I  am  expressing  my  indi- 
vidual views. 

Mr.  Adamsox.  If  Judge  Sims  is  through,  before  I  turn  the  matter 
over  to  Senator  Cummins  I  wish  to  state  that  while  I  appreciate 
the  wisdom  of  your  suggestion  for  unification  in  regulation  it  ap- 
peals to  me  that  this  is  a  matter  which  affects  the  railroads  and  the 
public  more  than  Avould  a  purely  executive  or  administrative  matter, 
and  my  views  are  that  when  you  come  here  suggesting  legislation  of 
this  character,  legislation  of  such  a  fundamental  character  that  the 
executives  are  going  rather  far  without  consulting  their  boards  of 
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directors  and  stockholders.  This  strikes  me  as  being  really  a  propo- 
sition that  goes  beyond  the  administration  of  your  railroads. 

Mr.  LovETT.  That  may  be ;  but  I  do  not  think  a  man  loses  his  right 
to  express  his  views 

Mr.  Adamson.  I  am  talking  to  you  now,  Judge  Lovett,  as  a  witness. 

Mr.  LovETT.  And  I  am  answering  you  as  a  witness. 

Mr.  Hamilton.  In  that  connection  you  appear  here,  then,  with  the 
knowledge  and  consent  of  the  committee  and  with  the  full  under- 
standing of  the  committee  that  you  are  expressing  the  general  views 
and  understanding  on  your  part  that  you  are  expressing  the  general 
views  of  the  committee.    Is  that  true? 

Mr.  LovETT.  I  was  invited  by  the  joint  committee  to  appear  here, 

Mr.  Hamilton.  I  think  that  ought  to  go  into  the  record. 

Mr.  Thom.  And  you  were  invited  also  by  the  advisory  committee  ? 

Mr.  Hamilton.  I  think  that  is  an  important  element. 

Mr.  LovETT.  I  should  not  say  I  was  invited  by  the  advisory  com- 
mittee.   I  am  a  member  of  the  advisory  committee. 

Mr.  Hamilton.  The  importance  of  your  testimonj^  is  increased 
somewhat  by  the  fact  that  you  represent  and  express  the  opinion  of 
these  experts?  ♦ 

Mr.  EscH.  Mr.  Thom,  in  opening  these  hearings,  used  this  lan- 
guage : 

We  shall  be  ready  to  appear  at  the  order  of  the  joint  comniittee  and  to  meet 
its  convenienc(\  hut  would  lilce  to  have  the  opportunity  of  presenting  our  views 
in  the  light  of  what  may  he  developed  by  those  gentlemen  who  appear,  as  I 
understand  it,  in  the  public  int(>rest.  and  not  as  the  representatives  of  any  par- 
ticular body. 

Mr.  Adamson.  Judge  Lovett  is  here  as  a  witness,  subpoenaed  by 
the  committee,  and  we  are  glad  to  have  him  here,  and  we  are  glad 
to  have  heard  him.  My  object  was  for  the  purpose  of  discovering 
whether  he  had  obtained  any  vote  giving  him  any  authority  to 
speak — from  the  board  of  directors  or  his  stockholders. 

Mr.  LovETT.  I  am  willing  to  give  the  committee  my  full  pedigree 
if  desired,  but  I  shall  have  to  ask  the  committee  to  set  its  own  value 
on  what  I  have  said. 

Mr.  TiiOM.  I  think  it  may  be  stated  here — I  think  Mr.  Lovett  has 
overlooked  it — that  Mr.  Lovett  and  several  others  were  invited  not 
only  by  this  committee  but  by  the  advisory  committee  of  railway 
executives  to  appear  to  discuss  the  railroads'  views. 

Mr.  Sims.  And  you  do  not  think  he  is  misrepresenting  them,  either, 
do  you  ? 

]VIr.  Thom.  No.* 

Mr.  Adamson.  I  do  not  think  there  has  been  any  attempt  to  im- 
peach the  regularity  of  the  committee  of  executives  by  this  commit- 
tee, but  my  purpose  was  to  show  that  he  had  no  authority  from  the 
boards  of  directors  or  stockholders  to  ask  for  this  revolutionary 
change  in  railroad  matters. 

Mr.  Lovett.  I  have  such  decided  views  that  if  I  had  not  been 
afforded  an  opportunity  to  appear  here  I  should  have  asked  for  it. 

Mr.  Al)a:mson.  Senator  Cummins,  it  is  your  turn. 

Senator  Cummins.  Judge  Lovett,  I  did  not  hear  your  direct  state- 
ment, unfortunately,  and  I  do  not  intend  to  interrogate  5'^ou  about 
either  the  Federal  incorporation  of  raih'oads  or  the  reorganization 
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of  the  commission.  There  is  one  phase  of  the  subject  of  regulation 
that  has  always  perplexed  me  above  all  others,  and  I  think  it  is  fun- 
damental ;  and  I  think,  with  your  permission,  I  shall  ask  your  view 
on  that  subject,  if  you  are  willing  to  give  it. 

Mr.  LovETT.  I  shall  be  very  glad,  Senator,  to  answer  any  questions 
I  can. 

Senator  Cummins.  I  assume  that  the  most  important  thing,  after 
all,  to  be  accomplished  in  regulation  of  common  carriers  is  that 
the  charge  for  the  service  rendered  to  the  people  shall  be  reasonable. 

Mr.  LovETT.  And  the  facilities  adequate. 

Senator  Cumimins.  I  was  about  to  come  to  that. 

Mr.  LovETi'.  I  beg  your  pardon. 

Mr.  Adamson.  Senator  Cummins,  consider  yourself  in  the  chair, 
j^lease. 

Senator  Cummins.  Disregarding  all  the  technicalities  of  defini- 
tions— I  do  not  want  to  get  lost  in  any  maze  of  niceties — the  charge, 
to  be  reasonable,  must  be  sufficient  to  bea.r  all  the  cost  of  operation 
and  maintenance  and  make  such  return  on  the  value  of  the  prop- 
erty rendering  the  service,  or  the  capital  invested,  as  will  be  adequate, 
and  that  will  attract  further  investment  as  additional  facilities  are 
required  ?     Have  I  stated  that  proposition  with  reasonable  accuracy  ? 

Mr.  LovETT.  I  think  so. 

Senator  Cummins.  You  recognize,  I  assume,  that  there  are  strong 
roads  and  weak  roads? 

Mr.  LovETT.  Undoubtedly. 

Senator  Cummins.  It  is  also  a  matter  of  common  knowledge  that 
these  roads  must  all  render  their  service  substantially^  at  the  same 
rates 

Mr.  LovETT.  They  do. 

Senator  Cummins.  For  they  are  nearly  all  competitiA^e  in  some 
form  or  in  some  way  with  each  other. 

Mr.  LovETT.  That  is  true. 

Senator  Cummins.  Now^,  I  will  not  ask  you  to  affirm  my  hypothesis 
or  basis — and  I  use  it  largely  for  illustration — but  suppose  at  any 
given  time  the  roads  carrying  80  per  cent  of  the  traffic  have  sufficient 
revenue  under  existing  rates  to  accomplish  all  these  purposes — that  is, 
pay  the  cost  of  maintenance  and  operation,  accumulate  whatever 
surplus  may  be  required,  return  to  the  owners  of  the  property  ade- 
quate rewards — and  that  the  roads  carrying  20  per  cent  of  the  traffic 
need,  we  will  say,  $50,000,000  more  than  they  are  receiving.  The 
question  that  is  uppermost  always  in  my  mind  is  how  to  give  to  these 
weak  roads  that  need  $50,000,000  more  without  giving  to  the  roads 
that  do  not  need  any  more  $200,000,000.  I  would  like  your  answer  to 
that  question. 

Mr.  LovETT.  I  can  not  answer  that.  Senator.  I  do  not  know  of 
any  way  in  which  it  can  be  done. 

Senator  Cummins.  You  recognize,  do  you  not,  that  that  is  the 
real,  fundamental,  unsolved  problem  in  the  regulation  of  railroads  in 
private  ownership? 

Mr.  LovETT.  It  can  not  be  done  in  the  way  in  which  you  pro- 
pose in  any  way  that  I  know  of;  but  if  you  remove  one  restriction 
you  put  on  it  can  be  done. 


766  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

Senator  Cummins.  Under  the  jsresent  system  it  is  utterly  impos- 
sible to  do  it,  is  it  not? 

Mr.  LovETT.  Under  the  present  system? 

Senator  Cummins.  Yes. 

Mr.  LovETT.  No ;  it  is  not. 

Senator  Cu3imins.  I  am  not  now  speaking  of  comparing  the  sys- 
tem of  private  owiiership  with  the  system  of  Government  ownership, 
but  I  am  speaking  of  the  present  distribution  of  private  ownership 
and  the  present  grouping  of  railroads. 

Mr.  LovETT.  I  can  not  answer  your  question,  Senator,  without 
making  rather  a  full  statement. 

Senator  Cummins.  There  is  nothing  that  would  help  me  more  in 
reaching  a  conclusion  as  to  what  should  be  done  than  to  have  some 
one  Avith  your  experience  and  study  devote  a  few  minutes  to  that 
subject. 

Mr.  LovETT.  Well,  the  impossible  factor  in  the  problem  which  you 
present  is  the  statement  that  the  proposition  is,  or  what  is  desired  is, 
to  give  these  roads  that  constitute  20  per  cent  of  the  mileage  the 
revenue 

Senator  Cummins.  I  am  not  speaking  of  20  per  cent  of  the  mileage, 
mark  you,  but  20  per  cent  of  the  business — the  roads  that  do  20  per 
cent  of  the  business, 

Mr.  LovETT.  The  revenue  they  need  without  giving  the  other  roads 
that  do  not  need  the  revenue.  That  can  not  be  done  in  any  way  I 
know  of.  I  think  you  are  assuming  a  status  with  respect  to  the 
returns  on  railroad  capital  that  has  never  been  adopted  by  this 
country  as  a  whole  or  sustained  by  the  Supreme  Court.  You  are 
assuming  tliat  the  earnings  from  a  railroad  company  must  abso- 
lutely be  limited  to  a  certain  basis  or  a  certain  per  cent.  I  do  not 
understand  that  that  is  an  accepted  theory  in  our  railroad  regulation. 
I  understand  the  doctrine  of  the  Supreme  Court  to  be  that  the  rail- 
roads are  entitled  to  a  return  upon  the  value  of  their  property,  and 
in  determining  that  value  you  are  not  to  consider  the  cost  of  repro- 
duction, merely,  but  all  the  elements  that  enter  into  the  value  of  the 
railroad. 

For  that  reason  I  do  not  understand  that  we  have  come  to  the  point 
of  limiting  a  return  to  any  certain  per  cent  on  the  stock  or  bonds  or 
on  the  cost,  or  on  the  cost  of  reproducing,  and  that  there  is  abso- 
lutely no  fixed  return  upon  a  railroad.  I  think  the  only  basis  is  the 
return  on  its  value,  and  that  all  these  elements  which  have  been 
enumerated  by  the  Supreme  Court  and  many  others  must  be  taken 
into  account  in  determining  their  value. 

Now,  applying  my  view  to  your  problem:  If  the  railroad  com- 
panies that  are  carrying  80  per  cent  of  the  traffic  of  the  country  are 
so  situated,  even  though  they  are  earning  a  large  return  upon  their 
property,  that  without  unreasonable  charges,  without  extortion,  not 
with  reference  merely  to  their  return,  but  without  unreasonable 
charges  and  at  reasonable  rates,  the  rates  are  so  adjusted  that,  even 
though  they  earn  more  than  these  other  roads  can  earn.  I  see  no 
reason  why  they  should  not  be  allowed  the  earnings  if  the  traffic  can 
stand  it  without  prejudice  or  injury.  But  there  are  some  roads,  and 
always  will  be  roads,  that  carry  a  portion  of  the  traffic  that  can  not 
under  any  system  of  rates  devised  earn  enough  money  to  provide  the 
facilities  thev  ought  to  furnish.    Those  roads  are  simply  insolvent. 
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It  Wiis  a  mistake  to  build  them,  and  the  owners  will  have  to  lose 
their  money. 

If  the  policy  of  the  Government  is  to  go  fnrther  and  say  that  every 
railroad  must,  without  reference  to  its  earning  capacity,  provide 
certain  facilities  for  conmiunities  that  are  not  provided  with  rail- 
road facilities,  and  the  opportunity  to  make  money  is  not  sufficient 
to  justify  the  investment  of  capital,  then  Congress  will  have  to  make 
some  special  provision  or  the  Government  will  have  to  provide  the 
facilities  itself. 

Senator  Cumjiixs.  You  have  observed,  of  course,  that  in  my  ques- 
tion I  used  the  words,  "the  value  of  the  property."  I  am  not  at- 
temi)ting  to  settle  here  the  rule  which  shall  be  applied  to  railway 
property  in  determining  its  value,  nor  am  I  attempting  to  determine 
what  return  on  the  value  of  the  property  w'ould  be  fair  and  reason- 
able. I  am  assuming  that  80  per  cent  of  the  roads  are  earning 
enough  now  and  that  20  per  cent  are  not,  and  that  the}^  will  have  to 
have  $50,000,000  more  each  year  in  order  to  keep  them  alive;  and 
they  must  be  kept  alive,  because  the  territory  which  they  serve  can 
not  be  abandoned,  and  we  shall  have  to  find  some  way  in  which  these 
weak  roads  can  be  not  only  preserved  but  improved. 

Mr.  Lo^^ETT.  I  do  not  know  ^ny  way,  in  that  case,  except  Govern- 
ment aid. 

Senator  Cummins.  That  is,  it  is  apparent  that  it  would  be  vastly 
more  economical,  if  you  please,  to  make  an  appropriation  of  $50,- 
000,000  and  distribute  it  among  these  railroads,  than  it  would  be  to 
give  the  very  large  proportion  of  the  railroads  $200,000,000,  wdiich  I 
am  assuming  they  do  not  need. 

Ml'.  Adamson.  Does  not  the  commission  now  permit  certain  rail- 
roads to  charge  different  passenger  fares,  owing  to  circumstances  and 
conditions  ? 

Senator  Cummins.  Oh,  certainly;  there  is  nothing  that  prevents 
different  rates  being  put  in  on  different  roads.  The  Baltimore  .& 
Ohio  could  be  authorized  to  charge  more  than  the  Pennsylvania  Cen- 
tral, but  it  could  not  do  it  and  get  the  business.   > 

Mr.  LovETT.  The  field  in  wdiich  such  a  privilege  can  be  availed  of 
is  very  narrow. 

Mr.  Adamsox.  Yes;  and  I  take  it,  as  applied  to  the  great  bulk  of 
the  carrs'ing  business,  the  rates  must  be  the  same  as  between  com- 
peting roads? 

Mr.  LovETT.  Yes;  that  is  perfectly  true. 

Senator  Cummins.  Now,  I  have  a  suggestion,  for  I  do  not  believe 
that  the  Government  would  be  willing  to  make  an  annual  appropria- 
tion to  the  railroads  which  can  not  under  natural  conditions  sustain 
themselves.  But  is  there  not  a  way  by  which  the  railroads  of  this 
country  could  be  grouped  and  consolidated  that  would  distribute 
this  burden  so  that  the  public  would  not  be  compelled  to  pay  more 
than  the  required  amount  and  the  investors  in  railroads  would  not 
suffer?  In  other  words,  could  you  not  take  the  railroad  system  of 
this  country,  considering  it  as  a  whole,  and  so  group  it  that  the 
strong  railroad  would  be  coupled  up  with  the  weaker  ones,  and  what- 
ever advance  in  rates  were  required,  if  any  are  required,  would  be 
sufficient  only  to  make  good  the  shortage  which  I  am  assuming  now 
exists  ? 
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:Mr.  LovETT.  Personally  I  do  not  see,  Senator,  how  that  could  be 
done  short  of  Government  ownership.  A  road  that  is  so  situated  that 
it  can  make  25  per  cent  profit  under  rates  that  would  cause  a  com- 
peting line  to  starve  ought  not  to  he  required  to  give  up  its  position 
and  bear  the  burden  of  the  unwisely  constructed  line.  The  stock- 
holders in  the  successful  line  ought  not  to  be  required  to  take  the 
burden  of  their  unfortunate  competitor.  So  I  do  not  loiow  any  way 
that  could  be  accomplished  except  by  the  Government. 

Senator  Cummins.  Let  us  see  about  that.  You  have  stated  a  great 
many  times,  and  it  is  absolutely  true,  that  there  is  no  limit  to  the 
power  which  the  Government  has  over  the  railroads  in  regulating 
them  and  in  furnishing  the  service.  Now,  what  prevents  the  Gov- 
ernment from  requiring  a  consolidation  that  would,  even  if  it  clid, 
reduce  the  return  upon  some  of  the  railroads  that  are  now  earning 
more  than  a  fair,  reasonable  rate  upon  the  value  of  their  property? 

Mr.  LovETT.  Because  that  would  be  confiscation.  Let  me  state 
again.  Senator,  coming  back  to  the  problem  involved  in  my  general 
statement  in  answer  to  your  first  question.  If  a  railroad  extending 
from  Washington  to  New  York  were  so  situated  that  under  reason- 
able rates,  rates  that  Avill  permit  the  traffic  to  move  freely,  it  can 
earn  25  per  cent  while  its  competitor  can  not  earn  enough  to  live  on, 
that  road  is  worth  the  25  per  cent,  it  should  be  capitalized  at  25  per 
cent  in  determining  its  value.  That  I  understand  to  be  the  doctrine 
of  the  Supreme  Court  in  Smythe  v.  Ames.  AVe  must  not,  I  take  it. 
at  least  until  the  Supreme  Court  changes  its  decisions,  get  fixed  in 
our  minds  the  idea  that  because  a  railroad  did  not  cost  a  certain 
amount  or  could  be  reproduced  for  a  certain  amount  theoretically, 
you  are  entitled  to  take  that  as  its  value— those  are  only  circum- 
stances. In  determining  the  value  of  that  road  you  must  consider 
its  location  and  its  earnings.  If  you  deprive  it  of  the  advantage  of 
its  position  and  of  its  good  will  and  put  it  on  a  parity  with  a  poor 
road  by  the  side  of  it,  you  will  be  confiscating  the  property. 

Senator  Cummins.  I  realize  that  we  are  possibly  getting  into  a 
doubtful  zone  in  the  law,  but  I  submit  that  you  are  arguing  in  a 
circle.  You  can  not  fix  the  value  of  a  property  by  capitalizing  its 
net  earnings  when  the  public  has  the  right  to  regulate  the  earnings. 
You  must  ascertain  the  value  of  the  property  in  some  other  way 
than  by  merelv  capitalizing  what  it  is  then  earning,  otherwise  the 
authority  to  regulate  the  charges  would  be  of  no  consequence.  The 
very  thing  you  are  trying  to  do,  as  I  understand  it,  is  to  fix  the 
earnings  at  a  reasonable  point. 

Mr.  Haimilton.  May  I  ask  a  question  of  you,  Senator,  so  as  to  get 
the  scope  of  your  inquiry? 

Senator  Cummins.  Yes. 

:Mr.  Hamilton.  Is  it  your  idea  that  by  consolidation  the  stronger 
i-ailroads  should  be  directed  to  purchase  the  weaker  railroad? 

Senator  Cummins.  That  is  the  general  idea,  although  I  do  not 
„ive  it — I  am  simply  groping  around  to  see  if  there  is  not  some  way 
by  which  we  can  reach  this  point,  because  I  say  frankly  if  we  can  not 
reach  that  point  and  protect  it  in  some  form  of  regulation.  Govern- 
ment ownership  is  just  as  certain  as  the  time  is  to  go  on. 

Mr.  Adamson.  Senator,  I  wish  you  or  the  witness,  either  one, 
would  tell  me  whether  or  not  the  authority  of  the  commission  tt)  ap- 
portion througli  joint  rates  over  through  routes  has  oven  been  used 
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to  iiccoiuplish  tlu'  very  lliiiiiz'  voii  s\ii>-gest,  to  make  the  strong  road 
lielp  the  weak  one  '. 

Senator  Cummins.  1  have  no  doubt  it  has,  aUhough  I  have  not 
exanuned  it. 

Mr,  Adamson.  Is  that  not  one  way  to  do  it? 

Senator  Cummins.  Yes;  1  think  that  is  jnst  what  must  be  done.  It 
must  be  true.  Judge  Lovett,  that  if  the  Government  finds  a  railroad 
so  situated,  we  will  assume  that  it  is  earning  25  per  cent  a  year  upon 
any  value  of  })roperty  that  might  be  accepted,  that  the  Government 
can  reduce  the  rates  on  that  railroad  without  confiscation  % 

Mr.  Lo\ETi\  Yes ;  I  agree  with  that. 

Senator  Cummins.  Well,  if  it  can  do  that  directly,  Avhy  can  it  not 
do  it  indirectly  by  compelling  such  consolidations  or  organizations 
as  will  have  that  etfect  ? 

Mr.  LoVETT.  I  do  not  think  the  Government  can  indirectly  con- 
fiscate property.  Take  the  road  earning  25  per  cent;  it  is  doing  it  in 
competition  with  other  lines.  Now,  the  power  of  the  Government  is 
to  fix  ••  reasonable '"  rates,  and  a  reasonable  rate  has  a  very  wide 
range,  as  I  indicated  yesterday.  Certainly  in  case  of  a  road  earning 
25  per  cent  the  Government  could  reduce  its  rates.  But  if  it  reduces 
that  road's  rates  in  competitive  territory  and  keeps  them  up  on  the 
other  lines  it  will  increase  the  road's  revenue.  The  Government, 
by  the  exercise  of  that  poAver,  can  not  accomplish  its  object.  Its 
power  is  to  reduce  the  rate,  not  to  confiscate. 

Senator  Cummins.  Of  course  it  goes  w^ithout  saying  that,  employ- 
ing those  terms,  the  Government  can  not  confiscate  anything. 

Mr.  Lovett.  Xo. 

Senator  Cummins.  But  that  is  possibly  begging  the  question,  be- 
cause the  inquiry  is,  Does  it  confiscate  the  property  of  the  railway 
company  to  bring  about  this  result  'I  I  do  not  intend  to  pursue  it.  but 
to  me — I  simply  suggest  it  to  those  who  represent  the  railroads  here — 
it  is  infinitel}'  of  more  consequence  than  the  question  of  Federal  in- 
corporation, because  that  is  a  detail  in  a  sense,  although  a  very  impor- 
tant detail,  and  the  work  of  the  commission  likewise.  I  hope  that 
those  who  have  gone  into  the  question  with  care  and  given  it  great 
reflection  will  before  we  have  finished  try  to  find  some  solution  of 
that  problem,  which  I  regard  as  the  vital  thing  in  Government 
legulation  as  distinguished  from  Government  ownership. 

Mr.  LovETT.  In  case  a  railroad  is  so  unfortunately  situated  that  it 
can  not  pay  its  way  under  rates  that  are  reasonable  for  other  lines 
with  which  it  is  competing  the  great  question  of  public  policy  arises 
whether  Congress,  in  order  to  let  it  live,  wall  allow  other  roads  to 
earn  more  than  absolutely  necessary  to  give  them  a  fair  return.  If 
Congress  does  not  want  to  do  that,  then  the  road  is  a  failure,  and  we 
shall  have  to  bear  the  consequences. 

Senator  Cuimmins.  Of  course  that  is  the  very  question.  One  could 
easily  mention  a  dozen  of  the  roads,  oi'more,  which  supply  the  needs 
of  a  great  body  of  peo^^le  and  of  a  large  territory.  Xow,  those  roads 
must  live,  and  they  must  be  reasonably  efficient. 

Mr.  Adamson.  If  the  Scriptures  applied  to  railroads,  your  prob- 
lem would  be  solved,  because  the  Scriptures  say,  "  Bear  ye  one 
another's  burdens." 

Senator  Cummins,  We  have  got  to  do  something  to  sustain  them. 
If  we  have  to  sustain  them  bv  giving  them  rates  wdiich  will  make  the 
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capital  invested  in  them  reasonably  remunerative,  which  at  the  same 
time  will  allow  80  per  cent  of  the  business  of  the  country-  rates  which 
are  excessive,  as  determined  b,y  the  returns,  we  are  confronted  with  a 
pretty  serious  proposition,  and  I  believe  that  is  the  exact  situation. 
Of  course  manv  of  vou  will  not  agi^ee  with  me,  but  I  think  that  the 
proof  before  this  committee  Avill  show  before  we  have  finished  that 
80  per  cent  of  the  carrying  business  of  this  country  is  now  being  done 
with  fair  remuneration. 

Mr.  LovETT.  But  there  is  no  hope 

Senator  Cum.mins.  And  that  20  per  cent  of  the  business  is  being 
done  for  a  compensation  that  is  driving  the  roads  into  bankruptcy 
and  will  keep  them  there. 

Senator  Townsend.  I  should  like  to  make  just  one  other  sugges- 
tion. You  have  appealed  to  the  witnesses  to  come  on  to  discuss  that 
question.  There  is  a  corollary  of  that  which  occurs  to  me.  If  it  is 
proposed  tliat  these  bankrupt  roads  shall  be  carried  by  the  successful 
ones,  what  are  we  going  to  do  about  permitting  the  organization  of 
any  more  roads  that  may  be  in  that  same  situation  ? 

Senator  Cummins.  That  is  a  very  important  inquiry.  I  am  not 
prepared  to  assert  it  as  a  well-settled  opinion,  but  I  have  a  hope  that 
the  railroads  of  this  country  can  be  grouped  and,  considering  each 
system  as  a  unit,  can  be  given  rates  that  will  make  the  entire  prop- 
erty remunerative,  but  will  not  require  an  addition  to  the  rates 
greater  than  we  will  be  compelled  to  contribute  from  the  National 
Treasury  if  we  are  trying  to  sustain  the  w^eak  roads  individually; 
and  if  that  were  done,  then  all  the  unoccupied  territory  that  fairly 
requires  railway  service  would  be  filled,  because  capital  would  be 
attracted  sufficiently  to  warrant  the  operation  of  the  roads. 

Mr.  Hamilton.  In  other  words,  if  you  treat  the  systems  as  a  unit, 
there  would  be  certain  parts  of  that  system  actually  running  at  a 
loss,  but  you  would  make  the  rates  applying  to  the  system  so  that 
on  the  whole  the  system  would  be  receiving  sufficient  compensation. 

Senator  Cummins.  Just  as  it  is  now.  I  have  no  doubt  that,  prop- 
erly considered,  there  are  a  great  many  branches  of  the  large  systems 
that  are  utterly  unremunerative. 

Mr.  Lo'STiTT.  There  is  no  doubt  of  that. 

Senator  Cummins.  If  they  were  looked  at  independently,  but  as 
part  of  the  system,  they  receive  the  benefit  of  the  larger  earnings  of 
the  main  trunk  lines.  .  . 

Mr.  LovETT.  There  is  a  way.  Senator,  but  I  have  not  mentioned  it 
because  I  might  be  suspected  if  speaking  in  a  facetious  manner, 
which  I  do  not  mean.  Of  course,  if  the  antitrust  law  were  repealed 
and  all  restrictions  upon  making  of  rates  was  removed,  roads  such 
as  you  have  described  would  develop  a  "  nuisance  value  "  that  would 
tempt  the  strong  roads  to  buy  them.  But  so  far  as,  by  any  lawful 
manner,  requiring  the  other  roads  to  take  over  the  unprofitable 
lines,  forcing  the  other  roads  "to  take  them  over,  I  do  not  see  how  it 
can  constitutionally  be  done. 

Senator  Cummins.  Of  course,  whatever  was  done  would  have  to 
be  done  under  the  direction  of  some  tribunal — the  Interstate  Com- 
merce Commission  or  some  other  function  of  the  Government. 

Mr.  Lo^"ETT.  Yes. 

Mr.  Adamson.  Would  not  somebody  call  that  pooling? 
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Senator  Cummins.  To  me  it  does  not  make  any  difference  whether 
they  call  it  a  pool  or  what  they  call  it.  I  know  there  is  a  great  deal 
of  prejudice  aiiainst  consolidation,  but  that  does  not  terrify  me  in  the 
least. 

Mr.  LovETT.  I  do  not  see  any  escape  from  the  fact  that  if  a  rail- 
road is  so  situated  it  can  not  live  at  rates  that  its  rivals  make,  it  is 
a  bad  investment,  and  the  people  Avho  put  their  mone}'  into  it  will 
lose.  The  poorer  it  is  the  poorer  the  facilities  and  the  poorer  the 
transportation  provided.  Now,  if  public  policy  requires  that  road 
to  be  kept  up  to  a  standard  with  the  others,  the  Government  should 
bear  the  burden.  I  do  not  see  how  you  can  require  the  stockholders 
of  the  fortunate  road  rather  than  the  Government  or  the  people  at 
laroe  to  assume  the  burden  any  more  than  you  can  require  any  other 
group  of  citizens  to  bear  it. 

Mr.  Si:ms.  That  would  destroy  private  ownership  completely  ? 

Mr.  LovEiT.  Yes. 

Senator  Cujimins.  It  does  not  seem  to  me  it  would  go  that  far. 

Mr.  Sims.  I  mean  inducement  to  private  owaiership. 

Senator  Cummins.  I  can  not  easily  imagine,  assuming  w^e  have 
Federal  incorporation,  to  which  I  have  not  given  my  assent  entirely — 
supposing  we  have  Federal  incorporation.  Here  are  certain  gentle- 
men who  incorporate  themselves  under  the  Federal  law  and  they 
proceed  to  condemn  certain  railroads  pointed  out  by  the  Interstate 
Commerce  Connidssion,  and  they  condenni  those  railroads  and  com- 
bine their  ownership  into  one  corporation,  and  I  do  not  think  there 
could  be  any  question  of  confiscation  arise. 

Mr.  LovETT.  But  they  would  have  to  pay  the  value. 

Senator  Cum:mixs.  Oh,  the  value;  but  the  value  would  not  be 
determined  by  what  the  roads  happened  to  be  earning  at  that  moment, 
in  my  judgment. 

]Mr.  LovETT.  If  I  ma}"  be  permitted  to  answ^er  your  suggestion 
that  I  am  reasoning  in  a  circle  about  this  question,  I  should  like  to 
say  that  I  understand  the  Supreme  Court  has  said  that  in  deter- 
mining the  value  of  a  railroad  j'OU  take  the  supposed  cost — that  is, 
the  original  cost,  betterments,  and  additions  since;  the  supposed 
cost  of  reproduction,  the  amount  of  the  stock  and  bonds,  the  market 
value  of  such  stock  and  bonds,  the  supposed  earning  capacity  of 
the  road  under  Government  rates,  and  every  other  circumstance  and 
condition  that  bears  on  value.  I  realize  that  when  the  Government 
has  the  power  to  fix  the  rates  you  can  go  round  the  circle  and  reduce 
rates,  but  those  are  the  elements  the  Supreme  Court  said  must  be 
taken  into  account. 

Senator  Cummins.  Judge  Lovett,  you  will  remember  the  decision 
in  which  those  agreements  were  stated  w^as  rendered  a  great  many 
years  ago. 

Mr.  Lovett.  I  do  not  know  of  any  decisions  inconsistent  with  it 
since. 

Senator  Cummins.  And  the  subject  is  still  in  its  formative  stage 
probably  ? 

;Mr.  Lovett.  Undoubtedly  it  is. 

Senator  Cummins.  I  beg  pardon  for  this  dissertation  rather  than 
examination,  but  I  wanted  Judge  Lovett's  mind  directed  to  that  sub- 
ject, and  I  wanted  his  opinion  upon  the  thing  which  seems  to  me 
more  important  than  all  others  in  trying  to  ascertain  whether  our 
present  s^'stem  of  regulation  is  a  success  or  a  failure. 
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Mr.  Adaivisox.  The  Chair  will  rule  Senator  Cinnmins's  apology  is 
nnnecessary ;  that  information  from  members  of  the  committee  may 
be  just  as  valuable  to  the  committee  as  information  from  a  witness. 

Mr.  Thom.  In  connection  wdth  the  further  consideration  of  your 
suggestion,  Senator  Cummins.  I  should  like  to  ask  you  at  your  leisure 
to  read  the  case  of  the  Monongahela  in  140  U.  S. 

Senator  Cuinimixs.  The  case  on  which  the  locks  and  dams  on  the 
Monongahela  Elver  were  condemned? 

Mr.  TuoM.  Yes ;  do  that. 

Senator  Cuivimixs.  I  am  quite  familiar  with  that  decision. 

Mr.  Adamsox.  Before  you  dismiss  the  subject  of  your  interroga- 
tion I  want  to  call  your  attention  to  the  existing  law  of  recent  enact- 
ment authorizing  the  commission  to  fix  the  rate  at  which  mails  shall 
be  carried,  and  ask  you  if  that  Avould  be  considerable  enough  to  con- 
tribute to  the  solution  of  the  question  you  ask  ? 

Senator  Cu:\rMixs.  I  think  that  legislation  is  founded  on  a  fault, 
in  my  mind. 

Mr.  Adamsox'.  If  the  Post  Office  Department  pay  to  those  weak 
railroads  the  prices  for  carrying  the  mails  they  originally  paid  to  the 
stai'  routes  in  those  communities  they  would  all  be  solvent'^ 

Senator  Cujimix^s.  I  think  so.    That  is  all,  Mr.  Chairman. 

Mr.  Adamsox'.  Before  passing  to  Judge  Sims.  I  forgot  to  refer  to 
a  subject  which  I  think  is  of  some  importance,  and  I  hope  Mr.  Esch, 
when  he  reaches  you  on  examination,  will  take  it  up,  as  he  is  inter- 
ested in  it — that  is  the  question  of  shortage  of  freight  cars.  No  mat- 
ter how  far  the  legislation  recommended  by  this  committee  may  go, 
we  certainly  shall  have  to  legislate  about  that  unless  the  situation 
changes  very  materially.  I  wish  you  would  tell  us  what  the  trouble 
is,  the  fundamental  trouble,  about  the  shortage  of  freight  cars  at  dif- 
ferent ])oints. 

Mr.  LovETT.  I  w'ill  give  you  my  idea  about  it,  Mr.  Chairman.  I 
am  not  an  expert  operating  man,  but  I  will  give  you  my  opinion 
merely  as  a  supervising  executive. 

I  believe  the  trouble  w-ith  the  freight-car  situation  is,  first,  the 
European  war.  That  has  dislocated  all  business,  and  certainly  all 
transportation  problems.  The  destruction  of  shipping  as  a  result 
of  the  war  and  di\'ersion  to  unusual  lines  of  traffic  is,  I  should  say, 
primarily  responsible  for  the  freight-car  situation.  The  enormous 
increase  in  our  export  business  as  the  result  of  the  European  war, 
and  this  occurring  simultaneously  with  an  extraordinary  reduction 
in  ocean  transportation  from  our  ports,  has  resulted  in  a  great  con- 
gestion of  cars  at  ]oorts  loaded  with  export  business. 

Mr.  Adamsox.  Because  they  have  to  stand  on  the  tracks  unloaded, 
owing  to  the  lack  of  ocean  transportation  ? 

Mr.  LovETT.  They  have  to  stand  on  the  tracks  unloaded.  I  put 
down  first,  and  generally  the  European  war,  and  the  destruction  and 
diversion  of  shipping  to  other  than  the  ordinary  lines  of  transpor- 
tation. In  connection  with  the  increase  in  our  export  business  the 
unparalleled  increase  in  our  manufacturing  business  calls  for  greatly 
increased  quantities  of  raw  material,  and  especially  coal,  for  fuel, 
which  employs  a  great  many  cars.  Then  the  movement  of  the  manu- 
factured products  to  ports.  Next  the  system  by  which  long  free  time 
is  allowed  for  loaded  cars  without  demm-rage.  The  free  time  allowed 
at  the  ports  before  charges  accrue  is  very  great.    I  do  not  remember 
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\vliat  it  is — some  of  these  oentleinen  who  are  closer  to  (he  subject 
than  I  am  can  tell  vou  better,  but  probably  ^0  to  25  days  in  some 
places.  Then  the  free  time  at  other  places  allowed  consionees  for 
unloading-  cars,  and  the  abuse  of  that  privilege  by  shippers.  AVhat 
does  a  man  who  orders  a  carload  of  automobiles,  for  example,  care 
for  a  dollar  a  day  or  a  $.")  a  day  denuirrage  on  a  car  of  automobiles? 
Ho  can  use  the  car  for  storage. 

Another  matter  abused  is  the  right  of  diversion  in  transit  accorded 
to  shippers  of  a  great  many  products.  There  ought  to  be  a  change 
in  the  car  service  rules  and  "the  penalties.  Reasonable  time  should  be 
allowed  for  nnloading  to  the  man  who  wants  to  unload,  but  there 
should  be  some  way  of  reaching  with  charges  that  would  stop  the 
practice  of  men  Avho  use  cars  not  merely  for  the  purpose  of  transpor- 
tation, but  for  storage  purposes.  Next,  especially  in  the  West,  is  the 
change  of  lines  of  usual  routes  of  traffic.  Formerly  the  traffic  be- 
tween the  Pacific  and  Atlantic  coasts  passed,  in  a  constantly  increas- 
ing degree,  south  and  across  the  Tehuantepec  line  and  the  Panama 
Railroad.  j\lore  particularly  was  the  increase  over  the  Tehuantepec 
route  by  the  American-Hawaiian  line  of  steamers.  Then  on  the 
opening  of  the  canal  it  started  through  the  canal  in  a  greatly  in- 
creased'volume.  The  canal  was  closed  by  slides  in  the  early  days  of 
the  war  and  the  ships  engaged  in  transporting  this  coastwise  traffic 
between  the  Pacific  coast  and  the  Atlantic  coast,  as  well  as  the  ships 
that  were  before  the  war  engaged  in  carrying  European  traffic  from 
the  Pacific  coast  through  the  canal  or  around  Cape  Horn,  retired 
from  that  business.  Even  since  the  reopening  of  the  canal  there  are 
very  few  ships  carrying  the  business.  Th6  American-Hawaiian  line, 
and  many  other  ships  that  were  engaged  in  that  traffic,  have  been 
leased  and  have  engaged  in  the  traffic  connected  with  the  war. 

Most  all  of  the  grain  on  the  Pacific  coast  that  was  formerly  ex- 
ported went  out  through  the  Pacific  ports.  I  am  told  there  is  no 
record  of  a  carload  of  grain  moving  from  Oregon  or  Washington 
o\-cr  the  Union  Pacific  to  the  Atlantic  seaboard  prior  to  the  autumn 
of  1915.  All  that  grain  was  exported  formerly  through  the  ports  of 
Puget  Sound  or  through  Portland  or  the  California  ports.  I  do  not 
know  just  how  many  thousands  of  carloads  of  grain  were  turned 
eastward  late  in  1915  because  there  were  no  ships  to  carry  it  out 
throuo-h  the  Pacific  ports.  It  was  carried  overland.  We  have  hauled 
many  thousands  of  cars  of  grain  since  the  summer  of  1915  eastw^ard ; 
and  other  lines  have  done  the  same. 

These  cars  would  get  in  the  East  and  be  caught  in  the  jam;  and 
the  activity  in  the  East  was  so  great  that  they  were  needed  there  and 
were  kept  there  even  when  they  were  unloaded.  The  i^enalty  for 
using  a  car  was  45  cents  a  day,  I  believe. 

Mr.  EscH.  That  has  been  increased.  It  was  first  25,  then  45.  and 
now-  it  is  75  cents. 

Mr.  LovETT.  Now,  what  do  railroads  care  for  25  cents  or  45  cents 
or  75  cents  or  $5  a  day  for  a  good  box  car,  when  shippers  are  frantic 
lor  cars,  and  when  the  car  can  be  loaded  and  handled  in  most  profit- 
able business?  The  result  is  that  all  the  car  service  rules  as  between 
railroad  companies  broke  down.    They  were  practically  ignored. 

Take  our  own  situation:  Our  cars  have  been  in  the  East  and  we 
have  never  gotten  them  back.  I  guess  we  held  onto  all  we  could,  but 
our  situation  was  that  a  great  deal  of  the  business,  56  per  cent  of  our 
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freight  traffic  revenue,  is  from  traffic  that  originates  on  our  lines, 
grain,  potatoes,  and  various  foodstuffs,  and  much  of  it  goes  off  our 
lines.  When  cars  left  our  lines  loaded  with  these  products  we  practi- 
cally bade  them  farewell,  at  least  as  long  as  the  congestion  lasts. 

The  car  movement  on  our  line — and  most  of  the  Western  lines — 
is  eastward.  The  westbound  movement  is  very  much  smaller  than 
the  eastbouncl  movement. 

Mr.  Ada^isox.  That  is  more  so  during  the  period  you  have  de- 
scribed? 

Judge  LovETT.  Yes;  and  in  consequence  more  cars  were  moving 
off  the  line  than  coming  on.  Now,  as  to^the  responsibility  that  rests 
on  the  railroads  for  any  part  of  this  condition,  I  do  not  know  the 
opinion  of  railroad  men  generally,  but  I  do  not  believe  myself  that 
there  is  a  material  car  shortage  in  this  country,  aside  from  the  extra- 
ordinary conditions  of  the  European  war.  I  believe  if  there  had  been 
the  usual  amount,  relatively,  of  ocean  shipping,  and  if  there  had  not 
been  such  a  frightful  detention  of  cars  for  storage  purposes,  the  rail- 
roads with  the  equipment  they  have  could  handle  the  enormous  in- 
crease in  products  and  manufactures  of  this  country  without  any  very 
serious  inconvenience. 

Mr.  Adamson.  If  properly  distributed  and  promptly  unloaded, 
there  would  have  been  enough  cars? 

Mr.  LovETT.  Not  with  the  ocean  facilities 

Mr.  Adamsox.  If  they  could  have  been  promptly  unloaded,  I 
mean. 

Mr.  LovETT.  There  would  have  been  some  shortage,  but  I  do  not 
believe  it  would  have  been  serious. 

Mr.  Adamsox.  Is  there  anything  in  the  charge  that  some  railroads 
which  own  lots  of  cars  use  the  facilities  with  which  they  can  offer 
them  to  compete  for  business  and  refuse  them  except  under  condi- 
tions favorable  to  themselves  ? 

Mr.  LovETT.  I  do  not  believe  I  caught  that  question.  Read  the 
question. 

(The  stenographer  repeated  the  question.) 

Mr.  LovET-r.  I  do  not  know.  I  do  not  believe  there  is.  On  the 
Union  Pacific  we  were  very  short  of  cars  and  we  also  had  a  very 
great  increase  of  business  from  the  movement  of  this  unusual  traffic 
and  we  had  the  Avorst  winter  in  our  history.  Our  cars  were  held  in 
the  East  where  they  went  loaded  with  food  products.  We  have  been 
unable  to  get  them  back,  and  have  been  very  short.  There  was  con- 
gestion on  our  line,  and  we  had  to  put  on  an  embargo  for  a  few  days. 
In  times  of  extreme  shortage  we  asked  our  customers  at  competitive 
points,  where  there  were  other  lines,  some  of  them  more  fortunate 
than  we  were  in  cars,  to  give  their  business  to  rival  lines  so  that  we 
would  handle  the  business  at  local  stations  where  the  shippers  had 
no  other  line  to  serve  them. 

Our  competitors  in  the  Northwest  had  rather  a  short  wheat  crop 
last  year  in  Minnesota  and  the  Dakotas,  and  they  did  not  have  the 
same  difficulties  in  that  locality  in  respect  to  cars  that  they  ordi- 
narily have.  Consequently  they  had  more  cars  for  Oregon  and 
Washington  than  we  had.  I  have  described  onr  practice,  and  I 
liave  understood  that  to  be  also  the  practice  of  other  companies 
when  unable  to  furnish  cars.  I  do  not  believe  any  railroad  company 
was  struggling  for  business  when  it  did  not  have  the  facilities  for 
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handling  it;  and  I  should  say.  generally,  without  knowing  what 
every  railroad  company  has  done,  that  the  charge  to  which  you  have 
referred  is  not  true.  Kailroads  have  not  preferred  competitive 
rather  than  local  business. 

Mr.  AoAisrsoN.  You  mention  the  fact  that  the  nio\'ement  on  your 
road  is  eastward  more  than  westward.  Is  it  not  generally  true  that 
on  the  other  systems  it  moves  one  way  rather  than  in  both  direc- 
tions? 

Mr.  LovETT.  I  think  so.    T  have  not  studied  that,  however. 

Mr.  Adamsox.  That  would  result  in  hauling  empty  cars  one  way? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  And  that  \ery  greatly  embarrasses  the  efficiency 
of  freight  cars  ? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Hiive  you  considered  any  system  or  method  by 
which  that  could  be  in  any  large  measure  avoided? 

Mr.  LovETT.  Xo;  I  have  not.    I  do  not  know  how  it  could  be. 

Mr.  Adamson.  Have  you  ever  considered  the  subject  as  analogous 
to  the  Pullman  Co.,  in  mobilizing  the  cars  in  some  way  and  letting 
the  railroads  have  them  as  they  needed  them  ? 

]Mr.  LovETT.  I  have  heard  various  suggestions  about  pooling  the 
cars,  etc.,  but  I  should  say  the  Pullman  Co.  has  to  deadhead  some 
cars  sometimes — not  as  many  as  we  do.  But  if  the  freight  from  a 
certain  territory  moves  in  one  direction  to  the  market,  and  with  a 
much  greater  export  than  import  business,  I  do  not  know  of  any 
way  to  balance  that  trade,  except  in  the  manner  the}^  do  with  the 
international  trade — that  is,  ship  back  gold  and  securities 

Mr.  Adamson.  »We  had  a  subcommittee  to  consider  the  question 
of  private  cars  some  three  years  ago,  and  it  got  on  my  nerves  some- 
what, generally,  because  I  think  I  was  a  wagoner  in  the  early  days 
and  learned  what  it  meant  to  have  to  move  empty  one  way,  and 
learned  how  unprosperous  it  was. 

Judge  Sims,  you  may  have  the  witness. 

Mr.  Sims.  Judge  Lovett,  I  hope  you  will  bear  with  me  in  the 
questions  I  am  going  to  ask,  although  they  may  appear  crude  and 
elemental  ? 

Mr.  LovEi^r.  I  hope  the  answers  will  be  as  intelligent  as  the  ques- 
tions. 

Mr.  Sims.  Of  course,  I  know  from  your  reputation  throughout  this 
country  that  what  you  say  on  this  subject  will  receive  great  weight — 
and  it  ought  to — and  that  what  you  will  say  will  be  studied.  There- 
fore I  feel  it  important  to  ask  you,  perhaps,  many  questions  that  I 
would  not  ask  some  man  who  does  not  enjoy  that  prestige,  and  I  hope 
you  will  not  consider  me  unnecessarily  tedious. 

Mr.  LovE'n\  Judge,  you  embarrass  me  to  such  an  extent  that  I  am 
afraid  my  answers  will  not  be 

Mr.  Si:ms.  Oh,  not  at  all.  I  think  not.  My  first  question  is.  If  this 
movement  to  bring  about  this  legislation  which  3^ou  favor  and  which 
Mr.  Thom  favors  and  which  the  Committee  of  Railroad  Executives 
favor  is  not,  in  fact  and  effect,  a  political  movement? 

Mr.  Lovett.  A  political  movement? 

Mr.  Sims.  I  do  not  mean  a  party  mo^-ement,  but  a  political  move- 
ment. 

Mr.  Lovett.  I  wonder  what  you  mean  by  "  political "? 
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Mv.  Sims.  An  effort  to  secure  legislation  through  public  sentiment 
or  by  affecting-  public  sentiment,  as  well  as  by  directly  appesiring  be- 
fore the  committees  of  Congress? 

Mr.  LovETT.  I  think  this  is  a  fair  answer  to  that  question.  Judge 
Sims :  I  believe  that  if  the  public  were  fully  informed  and  understood 
the  exact  railroad  conditions  public  opinion  would  force  legislation 
along  the  lines  that  we  have  advocated.  I  believe  the  greatest  bless- 
ing that  could  come  to  the  railroads  of  this  country  would  be  for  the 
people — all  the  people— to  know  the  exact  railroad  conditions, 

Mr.  Sims.  To  knoAv  the  exact  facts? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  this  movement,  at  least  in  part,  is  caused  by  a  desire 
by  those  interested  in  railroads — ownership  and  operation — that  the 
people  should  know  the  reasons  they  have  for  the  positions  they 
maintain  and  the  legislation  they  seek. 

Mr.  LovETT.  I  do  not  know  just  what  you  mean  by  "  movement " 
there. 

Mr.  Sims.  I  mean  that  the  movement  is  by  concerted  action  to  ob- 
tain legislation  by  the  railroads — by  these  60  systems. 

Mr.  LovETT.  As  I  understand  the  object — and  certainly  my  object 
is  to  do  everything  I  can  legitimately  to  secure  legislation  along  the 
lines  I  have  indicated.  I  believe  that  it  will  come.  It  may  not  come 
noAv,  but  I  believe  it  is  so  necessary  that  it  will  come  in  time.  I  rec- 
ognize that  Congressmen  are  representatives  of  the  people  and  that 
they  can  not  be  and  are  not  indifferent  to  the  views  of  the  people  on 
any  fairly  debatable  question — and  my  object  now  is  to  secure  this 
legislation.  I  believe,  as  I  said  a  moment  ago,  that  if  the  people 
kneAv  the  conditions  that  this  legislation  w^ould  come.  If  as  a  result 
of  this  examination  the  people  are  better  informed  as  to  the  real  con- 
ditions, I  think  that  will  help  the  cause  of  legislation. 

Mr.  Sims.  My  question  was  not  simply  intended  to  cover  the  serv- 
ices of  the  joint  committee  of  the  two  Houses,  but  the  general  move- 
ment that  preceded  the  organization  of  the  committee  that  helped 
to  bring  it  about. 

Mr.  LovETT.  "General  movement";  let  me  see  just  wdiat  that  can 
refer  to. 

Mr.  Sims.  Just  what  you  mentioned,  to  effect  public  sentiment  and 
to  get  the  benefit  of  public  sentiment  that  may  be  developed  by  giving 
the  information  which  you  have  to  the  public. 

Mr.  LovETT.  To  go  back  a  moment  to  the  beginning  of  what  you 
term  "  this  movement."  AVe  all  felt  the  necessity  of  legislation  deal- 
ing with  this  question  in  a  broad  way.  Most  of  us  had  believed  that 
a  good  way  to  defeat  a  measure  was  for  the  railroads  to  advocate  it, 
because  there  are  a  great  many  people  Avho.  justly  or  not,  suspect  any 
legislation  that  the  railroad  executives  advocate.  We  felt,  while  w^e 
realized  the  importance  of  this  legislation,  that  probably  w^e  would 
hurt  the  cause  more  by  advocating  it  than  otherwise;  but  we  con- 
cluded, after  a  discussion  of  the  subject,  that  it  was  our  plain  duty 
to  present  what  we  believed  was  a  constructive  plan  of  legislation, 
regardless  of  the  consequences.  Because  we  are  convinced  that  the 
responsibility  for  the  future  development  of  the  railroads  of  this 
country  will  fall  on  Congress  rather  than  on  us,  we  felt  it  was  our 
dutj^  to  present  to  Congress  honestly  what  we  think  the  situation 
requires. 
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Mr.  Sims.  But  to  present  it  also  to  the  coiiiitry  in  connection  with 
presenting-  it  to  Congress  ? 

Mr.  LovETT.  Well,  T  wonUl  like  to  see  it  presented  m  every  news- 
paper and  every  household  in  the  United  States. 

Mr.  Siisis.  And  with  that  wish  in  vieAV  you  are  doing  all  you  can 
to  bring  thar  about  ? 

Mr.  Lovprrr.  We  are  not  doing  very  much  about  that,  ihe  sum- 
maries of  the  proceedino-s  or  the  statements  here  are  prepared  and 
sent  out,  as  T  understand,  to  the  newspapers— to  those  newspapers 
lluit  want  them — but  they  are  exceedingly  brief . 

:Mr.  Sims.  But  there  are  a  number  of  organizations  seeknig  to  ad- 
\ance  these  same  views,  are  there  not? 

Mr.  TiO\KTT.  I  do  not  know  of  any  organization  except  this  ad- 
A-isory  committee,  and  I  am  sure  that  the  gentlemen  who  are  han- 
dlino"  this  matter  wonld  be  very  glad  to  file  with  tlie  committee,  if 
the  conmiittee  so  desires,  whatever  summaries  they  send  out. 

Mr.  Sims.  Let  me  read  a  statement.  Mr.  Lovett.  I  am  holding 
here  in  my  hand  a  speech  or  address  delivered  by  Mr.  Jolm  Muir, 
chairman  of  the  Kailway  Investors'  League.  This  address  was  de- 
livered on  December  14,  1916,  at  Evansville,  Ind. 

Mr.  Hamilton.  Delivered  where? 

Mr.  Sims.  At  Evansville,  Ind.  This  pamphlet,  which  is  being 
sent  out,  contains  a  copy  of  that  speech.  It  says  this  in  the  begin- 
ning, and  I  suppose — well,  I  will  read  it: 

Foi-  the  first  tiuif'  in  the  history  of  railroading  a  program  bringing  together 
all  the  complex  elements  which  go  to  make  up  the  railroad  situation  was 
arranged  under  the  auspices  of  the  Evansville  (Ind.)  Chamber  of  Commerce, 
to  take  place  in  that  city  on  December  14  and  15.  Railroad  presidents,  leaders 
of  railway  labor  unions,  members  of  commissions  which  regulate  the  railroads, 
counsels  for  railroads,  shippers,  and  representatives  of  the  great  army  of  in- 
vestors in  railroad  stocks  and  bonds  were  present. 

Among  thos.^  on  the  program  to  make  formal  addresses  were  Alfred»P.  Thom, 
counsel  of  the  railway  executives'  advisory  coiumittee  on  Federal  legislation; 
Mr.  Frank  Trumbull,  chairman  of  the  railroad  executives'  advisory  committee; 
Frank  P.  Walsh,  chairman  of  the  Federal  Commission  on  Industrial  Relations ; 
Clifford  Thorne.  chairman  of  the  Board  of  Railway  Commissioners  of  Iowa; 
W.  G.  Lee,  president  of  the  Brotherhood  of  Railway  Trainmen. 

Those  were  some  of  tlie  gentlemen  present. 

Mr.  Muir  in  his  address^says,  on  page  3,  referring  to — well,  I  wdl 
read  a  little  ahead,  so  that  you  will  know  what  he  referred  to : 

The  investors,  600,000  strong,  the  real  owners  of  the  properties,  scattered 
all  over  this  country,  having  an  inunense  power  vested  in  them,  unorganized, 
4ire  unable  to  come  "forward  with  the  combined  voice  of  even  a  paltry  dozen. 
They  are  uneasy.  They  chafe.  Tliey  hesitate.  They  ask  the  question,  How 
about  future  investments  in  railroads  torn  by  dissention  between  executives 
and  employees? 

Thev  finally  evolve  this  thought:  The  executives  of  the  road  represent  us, 
and,  in  the  main,  do  it  satisfactorily;  but  owing  to  the  fact  that  there  is  a 
prejudice  against  them  in  Congress,  in  the  commissions,  and  in  the  mind  of 
the  public,  they  can't  in  their  official  capacity  exert  as  much  influence  in  certain 
fields  as  we  could  if  we  should  act  for  ourselves  independently.  Let  us  get 
together,  and  let  us,  the  owners  of  the  roads,  show  to  Congress  and  the  commis- 
sions that  political  influence  and  voting  power  are  not  wholly  confined  to 
shippers  and  the  four  brotherhoods. 

That  is  Mr.  Muir,  who  is  the  chairman  of  this  Railway  Investors' 
League.     He  is  speaking  as  the  chairman  of  an  organization  to  let 
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the  country  kno^  that  the  railroads  and  their  owners  have  political 
influence  and  voting  power. 

Now,  I  am  not  criticizing  that.  I  think  that  any  person  who 
has  any  property  that  ma}'  be  affected  adversely  by  legislation, 
either  national  or  State  or  county  or  city,  has  a  right  to  present 
the  facts  in  relation  to  the  property  in  which  he  is  interested.  But, 
as  a  matter  of  course,  we  Eepresentatives  here  must  represent  what 
our  constituents  favor.  If  we  do  not,  we  will  cease  to  represent  them. 
So  this  political  movement  is  started  out  for  the  purpose,  not  to 
affect  this  connnittee — this  committee  was  already  selected  and  was 
at  work  when  this  address  was  presented  and  when  this  organization 
was  formed — but.  to  use  a  plain,  common,  everj^day  expression,  to 
bring  a  back  fire  upon  the  Representatives,  so  that  if  there  are 
those  here  now  who  do  not  voice  the  same  sentiment  and  are  not 
willing  to  legislate  in  that  direction — in  the  direction  which  the 
members  of  this  organization  desire — they  will  be  sure  to  replace 
them  with  those  who  will.  They  have  a  right  to  do  that;  but  I  think 
we  ought  to  look  at  this  movement  as  it  really  is,  and  which  appears 
to  be  an  attempt  to  educate  the  entire  people  of  this  country,  with 
the  advantage  altogether  on  the  side  of  the  railroads,  because  they 
have  the  means  and  the  opportunity  and  the  experts  with  which 
to  do  it. 

Now,  being  a  nonexpert,  and  about  as  "  non  "  as  you  can  find,  and 
representing  a  constituency  which  no  doubt  is  reading  a  great  deaL 
of  this  back-fire  literature,  I  am  going  to  try  to  get  all  the  informa- 
tion I  can  from  you,  because  I  believe  you  are  a  broad-minded  and 
capable  man,  as  Mr.  Thorn  has  shown  himself  to  be  in  answering 
questions.  But,  as  a  fundamental  basis  to  start  with,  there  are  two 
extreme  positions  which  may  be  taken  with  reference  to  railroad 
jjroperty. 

Mr.  feovETT.  Will  you  permit  me  to  interrupt  you  for  a  mo- 
ment  

Mr.  Sims.  Certainly. 

Mr.  LovETT.  To  speak  of  Mr.  Muir's  statement? 

Mr.  Sims.  Certainly.  I  only  wanted  to  read  that  to  show  the 
reason  why  I  am  asking  the  questions. 

Mr.  LovETT.  I  want  to  enter  a  strong  protest  to  being  associated 
with  anything  Mr.  Muir  says.  I  do  not  know  Mr.  Muir.  I  under- 
stand he  is  a  broker  in  New  York,  dealing  in  what  are  called  "  odd 
lots  "  of  stock ;  that  is,  one  share  or  two  shares  or  a  dozen  shares,  but 
usually  small  orders.  Some  of  the  large  brokerage  houses  do  not 
take  orders  for  less  than  100  shares.  He  has  been  trying,  as  I  under- 
stand, for  some  time  to  organize  the  railroad  investors'  league,  mean- 
ing, I  suppose,  the  stockholders  and  bondholders.  I  am  not  criti- 
cizing his  efforts,  because  I  see  no  objection  to  such  an  organization;^ 
but  it  was  presented  to  me,  and  there  was  some  suggestion  that  Mr. 
Muir  would  like  to  communicate  with  our  stockholders  and  cir- 
cularize them,  and  it  was  suggested  that  for  that  purpose  some  one 
engaged  in  such  a  plan  should  have  a  list  of  our  stockholders. 

This  was  not  Mr.  Muir  himself.  Naturally  I  declined  to  furnish 
anybody  a  list  of  our  stockholders.  There  was  then  a  suggestion 
of  sending  out  circulars  to  our  stockholders,  with  some  commenda- 
tion from  us  of  the  movement.     I  declined  to  make  any  suggestion  to 
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our  Stockholders  romnieiidiug  any  plan.  I  said  that  if  Mr.  Muir  had 
something  he  wanted  to  send  to  our  stockholders,  without  telling 
him  who  they  were,  and  it  was  submitted  to  me  and  I  saw^  no  objec- 
tion to  it,  I  might  isend  it.  It  was  never  submitted,  and  I  never 
sent  it.  I  get  circulars,  as  I  suppose  all  railroad  executives  do,  now 
and  then  from  jNIr.  Muir  and  others,  about  such  movements,  but  I 
send  them  to  the  wastebasket,  because  I  think  such  an  organization 
should  rest  with  the  stockholders.  I  see  no  reason  why  it  should 
not  be  formed,  but  I  am  having  no  part  in  forming  it,  in  promoting 
it:  it  is  a  matter  that  rests  entirely  with  our  stockholders.  I  have  de- 
clined even  to  commend  it  to  them.  So  I  do  not  want  to  be  understood 
as  having  any  connection  with  Mr.  Muir  or  his  organization,  although 
in  saying  that  I  do  not  wish  to  criticize  him.  He  can  do  whatever  he 
pleases;  he  is  a  free  citizen;  but  I  am  not  responsible,  and  I  am  quite 
sure  the  advisory  committee  is  not  responsible,  for  Mr.  Muir's  effort. 

Mr.  Sims.  Mr.  Lovett,  I  did  not  know  anything  about  Mr.  Muir 
and  do  not  know  yet — I  mean,  further  than  you  have  told  me — that 
is  the  first  information  I  have  had.  But  this  appears  as  an  address 
before  the  Central  States  Conference  on  Eail  and  Water  Transporta- 
tion, and  I  read  the  names  of  the  other  gentlemen  who  were  to  de- 
liver addresses,  several  of  whom  are  connected  with  this  investiga- 
tion here  and  are  men  of  very  high  character  and  high  standing; 
and  as  this  address  was  delivered  by  this  gentleman  there,  and  this 
Central  States  Conference  on  Rail  and  Water  Transportation,  I 
take  it,  had  invited  him,  naturally  I  judged  him  by  the  company  I 
found  him  in,  and  I  supposed  he  was  a  man  whose  words  were  worthy 
of  consideration. 

■Mr.  LovETT.  I  am  entirely  willing  to  agree  that  he  was  in  proper 
company  and  that  the  company  was  fortunate  in  the  association  with 
him.  As  to  the  presence  of  these  other  gentlemen,  I  understood  they 
-made  addresses  there,  and  I  hojDe  they  will  continue  to  make  them  at 
every  opportunity,  because  I  believe  it  is  a  very  wholesome  public 
service  to  do  everything  they  can  legitimately  to  give  information 
to  the  public  on  this  subject. 

Mr.  Sims.  I  only  referred  to  that  matter  to  show  that  it  was  an 
organized  political  movement;  that  is,  a  movement  to  affect  public 
policies  and  secure  legislation  along  these  lines. 

Mr.  Adamson.  The  witness  has  the  right  to  decline  to  recognize 
Mr.  Muir  as  a  coeducator. 

Mr.  Thom.  Mr.  Chairman,  I  think  it  is  proper  to  state  in  that 
connection  that  as  I  understand  that  conference,  all  phases  of  opin- 
ion were  invited  to  be  represented  on  the  subject.  For  example, 
Mr.  Trumbull  represented  the  executive's  idea  on  this  labor  ques- 
tion; Mr.  Lee,  of  the  railroad  brotherhoods,  represented  the  labor 
side.     They  both  made  addresses. 

Senator  Towxsend.  Do  I  understand,  Mr.  Sims,  that  you  present 
that  as  showing  even  remotely  that  that  was  a  railroad  meeting,  that 
they  instigated  that? 

Mr.  Sims.  No  :  the  meeting  was  the  Central  States  Conference  on 
Rail  and  Water  Transportation.     That  was  what  the  meeting  was. 

Mr.  Hamilton.  What  is  that  ?  Is  that  something  just  gotten  up 
on  paper,  or  what  is  it? 
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Mr.  LovETT.  One  of  the  gentleinen  who  attended  told  me  that  when 
he  Avas  being  introduced  to  make  an  address  it  was  announced  that 
the  purpose  was  to  "  put  Evansville  on  the  map." 

Mr.  Sims.  There  is  no  member  on  this  committee  from  Indiana.  I 
suppose  3'ou  are  safe. 

Mr.  Thom.  In  addition  to  that,  I  received  this  morning  a  full  re- 
port of  the  proceedings  there,  and  the  first  thing  in  it  is  an  indorse- 
ment by  President  Wilson  of  that  conferencee. 

Mr.  SiMs.  Then  it  is  not  to  be  ignored  in  this  hearing. 

Mr.  LovETT.  Not  b}^  you,  Judge  Sims. 

Mr.  Adamsox.  It  was  proposed  as  a  benevolent  effort  to  settle  all 
these  controversies  and  close  the  whole  question.  I  was  present  when 
the  purpose  of  it  was  stated  to  the  President,  and  the  President  de- 
clined to  attend.  He  thought  there  would  be  enough  able  men  there 
without  him,  I  think. 

Mr.  Thom.  But  let  it  be  understood  onte  for  all  that  tlie  railroads 
had  nothing  to  do  with  the  suggestion  or  getting  up  of  that  confer- 
ence.    They  were  merely  invited  to  attend,  as  other  people  were. 

Senator  Toavnsexd.  I  think  that  the  report  that  Mr.  Sims  has  read 
shows  that  clearly. 

Mr.  Sims.  Certainly  ;  it  shows  the  facts.  I  say,  I  judged  of  him  by 
the  company  he  was  in.  as  I  did  not  know  aiiA'thing  about  him. 

Xow,  Mr.  Lovett.  there  are  two  extremes  in  this  matter,  as  I  un- 
derstand. One  is  unregulated,  uncontrolled  private  ownership  of 
public  utilities;  that  is  one  position  which,  of  course,  is  not  being 
maintained  or  sought  to  be  maintained. 

Mr.  Lovett.  I  do  not  understand  that  anybody  advocates  that. 

Mr.  Sims.  I  mean,  that  is  a  position  that  has  been  held  in  the  past 
by  some  railroads  and  some  thinkers.  The  other  is  absolute  Govern- 
ment ownership.  Xow,  we  are  between  these  two  extremes,  having 
left  one  of  them  entirely,  if  we  ever  maintained  it.  Now,  as  I  under- 
stand, the  whole  question  involved  in  your  testimon}'  is  one  of  regu- 
lation, not  regulation  as  a  new  method,  but  the  character  of  the 
regulation.     We  have  regulation  now 

a\Ir.  Lovett.  I  think  you  are  complimentary  to  it,  Judge,  in  calling 
it  regulation. 

Mr.  Sims.  Well,  an  attempt  at  regulation.  We  certainly  do  not 
have  Government  ownership  and  we  do  not  have  unregulated  private 
ownership.     So  we  do  have  regulation 

Mr.  Lovett.  Partial  regulation. 

Mr.  Sims.  We  have  regulation  to  a  certain  extent ;  and  your  belief 
is  that  this  method  of  regulation  should  be  changed  from  what  it  is 
to  the  character  of  regulation  which  you  have  advocated  ? 

Mr.  Loatett.  That  is,  it  should  be  completed. 

]Mr.  Sims.  Yes:  consequently  I  want  to  examine  you  along  that 
line.  And  understand  that  not  for  one  moment  do  I  think  that 
because  a  man  owns  stock  in  a  railroad  company  he  has  no  civil  rights 
or  political  rights,  and  has  not  the  same  right  to  exert  them  that 
anybody  else  has.  That  never  cuts  any  figure  with  me,  and  I  think 
pei'haps  tlicre  is  an  unnecessary  degree  of  modesty  among  men  con- 
nected with  railroads  about  this  matter. 

Mr.  Lovett.  They  are  getting  over  that.  Judge. 

Mr.  Sims.  I  think  they  are.     I  hope  they  will. 
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Now,  YOU  start  out.  as  I  uiulerstaud  it,  tirst  witli  the  claim  that 
nationalizino-  reoiUation  is  a  necessity? 

Mr.  LovETT.  That  is  1113'^  opinion. 

Mr,  Sims.  And  yon  shoAv  that  from  IDOC)  to  1915,  a  period  of  10 
years,  there  was  about  $600.000 ,000  i)er  annum  of  new  capital  re- 
(]nired  during-  that  jiei'iod  for  railroad  purj^oses? 

Mr.  LovKTT.  For  iinj)rovements,  not  counting  the  renewal  or  re- 
fundino-  of  debts  that  matured  dui-ing  that  period. 

Mr.  Sims.  I  was  just  going  to  ask  you  what  you  mean  by  new 
capital.  That  will  give  you  an  opjiortunity  to  state  what  your 
view  is. 

Mr.  Lo\  ETT.  I  mean  those  expenditures  which  under  the  classifica- 
tion of  the  Interstate  Commerce  (Commission  are  not  chai-gecl  to 
operating  expenses. 

Mr.  Sims.  In  other  words,  there  had  to  be  an  addition  to  the  per- 
manent investment  funds  of  the  railroads  to  the  extent  of  $600,000,000 


a  vear 


Mr.  LovETT.  Yes;  about. 

Mr.  Sims.  If  the  railroads  could  not  earn,  under  existing  regula- 
tion, this  $600,000,000  per  annum,  the  only  cliance  to  get  it  was  to 
borrow  it? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  then  you,  from  the  best  information  you  have, 
conclude  that  for  the  next  10  vears.  for  the  same  purposes,  it  will 
require  about  $1,000,000,000  per  annum? 

Mr.  LovETT.  I  did  not  state  definiteh'  any  amount,  Judge  Sims. 

Mr.  Sims.  I  said  "  about." 

Mr.  LovETT.  I  expressed  the  opinion  that  for  the  same  purposes, 
my  judgment  was  it  would  be  more  than  during  the  last  10  years, 
and  that  when  there  was  added  to.  these  expenditures  the  amount 
necessary  to  refund  debts  that  would  mature  during  that  period  it 
would  be  nearly  a  billion  dollars. 

Mr.  Sims.  In  otlier  words,  there  must  be  an  additional  investment 
by  investors  in  railroad  property  for  the  next  10  years  in  order  to 
enable  the  railroads  to  meet  the  requirements  of  tlie  public? 

Mr.  LovETi'.  Some  of  that  mone}-  will  come  out  of  earnings. 

Mr.  Sims.  Well,  you  use  the  words  "  new  money." 

Mr.  LovETT.  I  include  in  "  new  money  "  that  which  according  to 
the  classification  of  accounts  by  the  Interstate  Commerce  Commis- 
sion is  applicable  to  dividends;  that  instead  of  distributing  it  as  divi- 
dends the  company  may  put  it  back  into  the  property. 

]\Ir.  Sims.  In  other  words,  borrow  it  from  the  stocldiolders ;  is  that 
the  idea? 

Mr.  LovETT.  That  is  the  idea. 

Mr.  Si:srs.  But  it  is  an  investment;  it  is  a  permanent  improve- 
ment to  the  property — new  capital? 

Mr.  LovETT.  In  genei-al  it  is  new  capital,  because  the  stockholders 
have  the  right  to  take  all  of  their  earnings  in  excess  of  maintenance 
expenses  as  dividends  if  they  want  to.  But  instead  of  that,  they 
will  put  some  of  it  back  into  the  property. 

Mr.  Sims.  But  in  putting  it  back  into  the  property,  as  it  is  called, 
thev  are  not  incurrino;  a  loss? 
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Mr.  LovETT.  Well,  that  depends.  May  I  interject  just  here  a 
thought  on  that? 

Mr.  Sims.  Certainly:  I  want  information. 

Mr.  LovETT.  Under  the  English  system — at  least,  as  it  formerly 
existed — the  stockholders  of  the  company  would  always  distribute 
as  dividends  all  the  money  each  year  applicable  to  di\ddends,  and 
for  the  new  capital  required  they  would  issue  additional  securities, 
stock  or  something  else.  But  each  English  stockholder  expects,  or 
formerlj'  expected,  a  dividend  to  the  amount  of  the  entire  surplus 
earnings  after  meeting  expenses.  That  has  not  been  the  American 
system.  Any  railroad  that  distributes  what  is  reported  by  the  In- 
terstate Commerce  Commission  as  net  earnings — distributes  all  of  it 
as  dividends — will  sooner  or  later  come  to  grief.  There  used  to  be 
a  theory  in  Wall  Street — I  have  not  heard  so  nnich  of  it  recently, 
though  it  may  still  be  one  of  the  maxims  of  Wall  Street — ^that  one 
half  of  the  surplus  should  go  to  the  stockholdei-s  and  the  other  half 
back  into  the  property.  That  is,  from  the  system  of  accounts  that  is 
kept,  you  could  not  afford  to  distribute  the  entire  surplus  applicable 
by  law  to  dividends  as  dividends,  but  would  have  to  put  some  back 
into  the  property  to  cover  improvements  that  will  neither  increase 
earnings  nor  reduce  expenses. 

Mr.  EscH.  Is  that  one  reason — excuse  me,  Judge  Sims— why  the 
capitalization  per  mile  of  American  roads  is  so  much  less  than  that 
of  Great  Britain? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  Mv  question.  Judge,  was  this :  If  the  amount  of  the  net 
earnings  which  might  be  distributed  in  di\ndends  among  the  stock- 
holders was  not  all  so  distributed,  but  a  portion  of  it  was  retained  in 
the  company's  treasury  and  used  for  the  permanent  benefit  of  the 
properties,  if  there  was  any  loss  to  the  stockholders  of  that  fund? 

Mr.  LovETT.  If  the  stockholders  are  allowed  to  earn  on  that,  I 
answer,  no.  But  the  stockholder  has  this  option.  Take  the  Union 
Pacific ;  we  earned  for  the  fiscal  year  ended  June  30,  1916,  from  the 
railroad  and  from  our  investments,  about  16  per  cent.  We  paid  in 
that  year  a  dividend  of  only  8  per  cent.  We  had  the  right  to  dis- 
tribute all  of  that  as  a  dividend,  and  in  that  case  the  stockholder 
would  have  had  the  money  in  his  pocket.  But  instead  we  put  the  sur- 
plus back  into  the  property,  or  reserved  it,  and  the  stockholder  equi- 
tably and  fairly  is  entitled  to  a  return  on  it,  because  we  could  have 
given  him  the  money  and  issued  new  securities  for  improvements. 

Mr.  Sims.  Is  not  the  property  worth  just  that  much  more  than  it 
would  have  been  if  it  had  all  been  distributed  in  dividends? 

Mr.  LovETT.  We  think  it  is. 

Mr.   Sims.  And  the  stockholder  is  the   owner  of  the  property  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  So,  unless  a  loss  occurs  afterwards,  for  some  reason 
or  other,  it  is  not  a  loss.  It  is  not  a  primary  loss,  to  say  the  least 
of  it,  because  the  property  is  worth  that  much  more,  if  that  surplus 
is  regarded  as  part  of  the  property. 

Mr.  LoNT>TT.  Theoretically  that  is  true.  I  could  express  some 
views  on  the  subject  of  accounting  by  which  this  large  surplus  is 
shown:  but  the  accounting  system  is  prescribed  by  the  Interstate 
Commerce  Commission,  and  it  is  a  complicated  subject  and  I  do  not 
care  to  go  into  a  discussion  of  it. 
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Mr.  SiM.s.  II'  a  railroad  coiiipuuy  did  not  pay  n  cent  of  dividend.s 
in  10  yeara,  but  durin<>-  tliat  time  might  have  done  so,  but  put  all  its 
earnings  into  a  permanent  improvement  of  the  property,  has  the 
stockholder  lost  1  cent,  if  the  property  is  benefited  to  the  extent  of 
the  money  used  ? 

Mr.  LovETT.  I  should  say  he  ought  not  to  h>se.  Of  course,  it  may 
have  been  a  bad  investment  to  put  it  back  into  the  property;  but 
theoretically  he  has  not  lost. 

Mr.  Sims.  Now.  the  question  arises,  as  appeared  in  Mr.  Thom's 
examination,  which  necessarily  appears  in  yours,  that  the  railroads 
in  this  country  for  the  next  10  years  will  have  to  use  a  sum  of  money 
in  permanent  improvements  exceeding  their  earnings,  or  exceeding- 
such  porti()n  of  their  earnings  as  may  be  so  used,  possibly  to  the  ex- 
tent of  $1,000,000,000  i)er  annum:  and  that  the  oi)portunity,  and  the 
only  opportunity,  to  get  that  money  is  by  sale  of  the  bonds  of  the 
compan}',  or  part  of  the  ownership  in  it.  through  stock  certificates. 
That  is  an  admitted  position — not  agreeing  to  the  exact  figures,  but 
that  is  the  position  that  both  you  and  Judge  Thom  take? 

Mr.  LovETi\  Yes;  I  believe  it  will  be  necessary  to  expend  upon 
this  property  the  amount  that  I  indicated  in  my  direct  statement,  in 
order  to  develop  the  railroads.  Some  of  that  will  be  surplus  earn- 
ings if  we  happen  to  have  good  times.  Some  of  it  will  be  borrowed 
on  stock,  and  some  in  one  way  or  another. 

Mr.  Sims.  You  do  not  call  money  obtained  from  stock  borrowed 
money,  do  you? 

jSIr.  LovETT.  It  is  money  put  in  by  the  stockholder.  It  is  theo- 
retical as  to  what  it  is.    It  is  one  way  of  getting  money. 

Mr.  Sims.  He  buys  an  interest  in  the  property  ? 

Mr.  LovETT.  I  Avill  concede  that  technical  distinction. 

Mr.  Sims.  And  the  property  is  under  no  obligations  to  make  him 
any  earnings,  either  in  law  or  morals? 

Mr.  LovETT.  It  is  not  ? 

]\rr.  Sims.  No. 

Mr.  LovETT.  I  will  not  concede  that. 

Mr.  Sims.  I  mean  compulsory  obligation;  because  if  I  pay  $5,000 
for  a  farm,  there  is  no  law,  moral  or  divine,  that  I  know  of,  that  says 
I  must  have  an  earning  out  of  that  per  annum. 

Mr.  LovETT.  I  think.  Judge  Sims,  that  a  man  who  puts  a  dollar 
into  railroad  property,  to  serve  the  public,  is  entitled  to  a  return 
on  it.  whatever  may  be  the  form  3f  the  evidence  he  gets  representing 
it.  whether  it  is  stock  or  bonds  or  what  not. 

Mr.  Sims.  That  brings  up  a  very  important  question  which  I  was 
going  to  ask  you  later  on.  Do  you  mean  that  he  is  entitled  to  an 
earning  on  that  investment,  regardless  of  the  rights  of  the  public 
to  a  proper  service  through  that  piece  of  property  ? 

Mr.  Tx)VETT.  Well,  that  is  rather  a  big  question. 

^Ir.  Sims.  I  know  it  is.  I  was  going  to  come  to  it  later,  but  you 
have  come  right  to  it  yourself,  now. 

Mr.  LovETT.  I  am  ready  to  discuss  it  now.  if  you  prefer,  or  any 
time. 

Mr.  Sims.  The  railroad,  or  any  other  public  utility,  as  I  under- 
stand it,  exists  for  the  public,  and  that  investment  in  these  'itilities 
by  private  individuals  is  not  compulsory;  it  is  a  voluntary  act,  and 

117900— 19— VOL  2 50 


784  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

unless  the  State  or  Government  should  make  some  declaration  or 
promise,  establish  some  policy  that  would  lead  the  citizen  into  mak- 
ing this  private  investment  by  which  the  Government  would  then 
be  estopped  from  regulating  it,  in  such  a  way  as  to  produce  an 
injury,  he  is  simply  taking  a  risk,  as  he  w^ould  in  making  any  other 
kind  of  private  investment,  knowing  full  well  that  it  is  a  public 
utility;  that  its  first  obligation  is  to  the  public,  and  that  if  in  per- 
forming its  obligation  to  the  public  money  is  lost,  even  if  the  invest- 
ment is  lost,  that  he  has  no  remedy,  so  far  as  compulsion  through 
process  of  law^  or  legislation  is  concerned  ? 

Mr.  LovETT.  I  will  state  my  view  in  answer  to  that. 

Mr.  Sims.  Between  the  public  and  the  private  investor,  under  such 
circumstances,  if  either  must  lose  it  must  be  the  private  individual  ? 

]Mr.  LovETT.  Yes.  I  understand  that  an  investor  in  a  railroad 
takes  the  same  chances  that  every  other  investor  takes;  that  he  is  en- 
titled to  engage  in  the  transportation  business  and  to  have  reasonable 
rates  for  that  service;  that  a  reasonable  rate  involves  a  fair  return 
on  his  investment  as  one  of  the  very  first  elements  in  it,  if  he  can  get 
it;  and  that  a  reasonable  rate  and  the  return  that  he  gets  is  not 
merely  what  some  regulating  body  chooses  to  make.  But  let  us  take 
a  railroad  that  is  built  in  competitive  territory ;  under  my  view  of  the 
right  of  the  stockholder,  he  takes  his  chances  in  getting  a  return  on 
his  money  from  such  rates  as  can  be  charged  in  fairness  to  the  public, 
the  shippers,  and  the  travelers,  and  such  as  competitive  conditions 
will  allow;  that  a  reasonable  rate  is  a  judicial  question  to  be  inquired 
into,  and  under  the  circumstances  decided  what  it  ought  to  be;  and 
that  there  is  no  hard  and  fast  rule  by  which  you  can  fix  a  reasonable 
rate.  It  is  not  an  arbitrary  act.  No  commission  has  the  right  arbi- 
trarily to  deprive  a  man  of  return  on  his  property.  Before  they  can 
do  that  they  must  inquire  into  the  circumstances  and  determine,  con- 
sidering the  investment,  what  would  be  a  reasonable  charge.  The 
fundamental  considertion  is  that  the  owner  is  entitled  to  a  reason- 
able rate,  and  there  is  absolutely  no  yardstick  by  which  a  reasonable 
rate  can  be  measured. 

Now,  when  this  man  with  the  dollar  puts  it  into  the  railroad,  he 
exercises  his  judgment  about  it,  just  as  the  man  who  invests  in  any 
other  property.  He  takes  into  consideration  all  the  circumstances: 
he  takes  into  consideration  the  power  of  the  Government  to  deter- 
mine, prima  facie  at  least,  what  is  a  reasonable  rate.  That  is  one  of 
the  difficulties  that  confront  the  raib'oads  for  the  future — the  things 
that  this  man  considers  when  he  puts  in  his  dollar.  He  knows  the 
things  that  you  mention,  and  if  he  does  not  see  any  prospect  of  a 
reasonably  certain  return  on  his  investment,  he  will  not  make  it.  But 
the  man  who  puts  his  money  into  a  railroad,  according  to  my  con- 
ception and  my  understanding,  is  er.titled  to  just  the  same  considera- 
tion for  that  "dollar  as  the  man  who  puts  it  into  Ford  automobile 
stock  or  United  States  Steel  stock,  or  any  other.  You  have  no  right 
to  confiscate  it. 

Mr.  Sims.  In  other  words,  he  has  a  right  to  all  the  benefits  of  pri- 
vate ownership,  with  all  the  benefits  of  sovereign  power  which  is 
given  the  corporation  in  behalf  of  the  public  utility,  to  condemn  pri- 
vate property  and  appropriate  it  ? 

Ml-.  LovETT.  Yes.  He  has  the  right  to  a  return  for  a  reasonable 
rate.    I"'pon  the  man  who  puts  his  money  into  a  private  enterprise. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.        785 

there  is  no  restraint  as  to  what  he  can  charge.  But  to  the  extent  of  a 
reasonable  rate  railroad  property  is  just  as  much  entitled  to  protec- 
tion as  an}'  other;  and  in  detonnining  a  reasonable  rate  vou  must 
consider  the  investment  or  value. 

Mr.  Sims.  I  do  not  think,  really— at  least  perhaps  I  did  not  catch 
It— that  1  have  had  my  question  answered.  My  question  was  this: 
If  a  man  invested  in  a  railroad  doing  interstate-commerce  business, 
which  is  under  the  power  of  Congress  to  regulate  or  to  own,  and  the 
earnings  of  the  road  should  not  be  sufficient  to  pay  him  a  dividend 
and  operate  the  railroad— I  mean  a  remunerative  dividend— does  not 
the  public  for  which  this  road  was  authorized  and  created  have  a 
right  to  have  the  service  performed  regardless  of  the  per  cent  of 
earnings ;  I  mean,  anywhere  above  confiscation  ?  Does  not  the  public 
have  the  right  to  demand  that  the  public  shall  not  be  the  sufferer  as 
between  the  private  investor,  with  this  knowledge,  and  taking  these 
conditions  and  this  property  cum  onere;  is  not  the  public  entitled  to 
hrst  consideration  as  against  the  bondholder  or  stockholder? 

Mr.  LovETT.  If  he  can  not  get  a  return  out  of  a  reasonable  rate,  he 
IS  not  entitled  to  it. 

Mr.  Sims.  Is  there  any  contract  between  the  Government  and  a 
radroad  corporation  when  it  builds  a  railroad  that  it  is  to  have  rea- 
sonable earnings? 

Mr.  Adamsox.  Judge  Sims's  question  was  properly  answered  by 
the  Negro  Avho  said,  "  Poor  pay,  poor  preacher." 
^  Mr.  LovETT.  Xo,  sir ;  but  there  is  a  contract  between  him  and  the 
Government  that  he  is  entitled  to  charge  a  reasonable  rate. 

Mr.  Sims.  But  suppose  the  so-called  reasonable  rate  does  not  make 
earnings;  I  mean  in  connection  with  an  efficient  service  to  the  public. 
Would  he  be  permitted  to  abridge  the  efficiencv  of  his  service  in  order 
to  increase  his  private  gains? 

Mr.  LovETT.  That  depends  on  what  vou  mean  by  "  efficiency." 
That  involves  another  definition. 

Mr.  Sims.  Service  equal  to  the  expectation  and  requirement  of  a 
railroad  located  m  that  locality,  as  compared  with  what  other  rail- 
roads give. 

:Mr.  LovETT.  As  compared  with  what  other  railroads  give?  I  do 
not  think  you  can  require  that.  Judge  Sims,  I  can  not  ]30ssibly  define 
a  reasonable  rate.  I  can  only  tell  you  that  a  man  who  invests  his 
money  m  a  railroad  is  entitled  to  have  that  railroad  charge  a  reason- 
able rate.  That  involves  a  great  multitude  of  circumstances. 
Mr.  Sims.  I  do  not  expect  you  to  go  through  them  all  now. 
Mr.  Adazmsox.  Judge  Sims,  do  you  mean  that  the  accommodation 
must  be  more  than  the  revenues  will  pay  for  and  justify? 

:\Ir.  Sims.  I  mean  this  and  nothing  efse— that  when  a  man  invests 
his  money  m  a  public  utility  he  takes  all  the  chances  of  profit  and 
loss,  no  more  and  no  less  than  goes  with  such  an  investment,  and  that 
it  IS  encumbered  with  the  power  and  sovereigiitv  of  the  Government 
to  place  such  conditions  upon  that  railroad  as  are  required  in  order 
to  perform  tlie  public  service. 

Mr.  LoATJTT.  It  is  entitled  to  place  such  conditions  on  that  railroad 
as  are  necessary  to  establish  a  reasonable  rate. 

Mr.  Si:ms.  Suppose  a  reasonable  rate  did  not  enaljle  it  to  perform 
the  duties  and  services  of  a  public-service  corporation? 
Mr.  LovETT.  Why,  the  owner  would  not  o-et  anv  return. 
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Mr.  S1M8.  Would  lu'  have  a  right  to  cease  operatino-  the  railroad? 

Mr.  LovETT.  He  could  throw  it  over;  let  the  public  take  it. 

Mr.  Sims.  In  other  words,  he  could  lose  his  property  ? 

Mr.  LovETT.  He  could  lose  his  property. 

Mr.  Sims.  But  the  public,  theoretically,  must  not  lose  the  benefit 
of  a  public-utility  service  bv  reason  of  the  financial  inability  of  the 
private  owners  to  operate  it  accordino-  to  the  public  requirements  ? 

Mr.  LovETT.  A  railroad  once  constructed,  as  I  understand,  can  not 
be  taken  up  without  the  public  consent.  If  the  owners  do  not  operate 
it,  the  courts  can  take  it  and  operate  it  by  a  receiver  or  in  some  other 

way. 

Mr.  Sims.  Or  sell  it  ? 

Mr.  LovETT.  Or  sell  it.  The  man  who  invests  in  railroad  property 
makes  a  bad  investment  if  he  can  not  make  a  dividend  on  a  reason- 
able rate;  and  in  determinino-  a  reasonable  rate  you  take  into  account 
the  character  of  the  service.  An  order  that  would  require  one  rail- 
road to  render  the  same  service,  run  the  same  number  of  trains  with 
the  same  frequency  and  with  the  same  e(|uipment  as  i)erhaps  is  run 
by  another,  would  be  an  unreasonable  order  in  some  cases.  I  can 
imagine,  for  instance,  that  an  order  that  would  require  some  roads 
to  run  as  many  trains  and  cars  of  the  same  character  as  the  New  York 
Central  or  tlie  Pennsylvania  run  would  be  an  unreasonable  order. 
It  depends  on  the  circumstances,  and  there  are  a  thousand  of  them 
in  each  case. 

Mr.  Sims.  Now.  then,  if  private  capital  is  seekmo-  an  opportunity 
to  do  a  public  service,  it  gets  it  by  permission,  not  by  right,  and  takes 
it  subject  to  the  known  requirements  of  the  public. 
Mr.  LovETT.  That  is  undoubted. 

Mr.  Sims.  If  the  operation  of  that  railroad  under  reasonable  rates, 
as  determined  by  the  body  authorized  to  determine  them,  whatever 
they  may  be,  caii  not  perform  that  service,  has  he  any  right  to  fail  to 
perform'  the  service  and  yet  retain  the  property  in  his  control? 

Mr.  LovETT.  If  you  chaiige  the  words  "  requirements  of  the  public  " 
to  ^'rights  of  the  public."  I  will  agree  to  your  statement. 

Mr.  Sims.  I  use  the  words  '•requirements"  and  "rights"  inter- 
changeably ;  that  is.  to  perform  the  service  that  a  railroad  ought  to, 
under  those  circumstances  and  conditions.  Then,  whenever  a  bond- 
holder loans  money  on  a  railroad,  he  loans  it  with  a  knowledge  that 
it  is  encumbered  with  this  public  right. 
Mr.  LovETT.  Undoubtedly. 

Mr.  Sors.  And  if  the  railroad  can  not  pay  interest  on  its  bonds 
and  operate  the  railroad  within  these  rights,"  giving  this  reasonable 
public  service,  he  must  lose  his  interest  or  he  must  lose  his  principal, 
or  so  much  of  it  as  may  be  lost  ? 

Mr.  LovETT.  That  is  reinforced.  Judge  Sims,  by  the  data  given  m 
the  last  annual  of  the  Financial  Chronicle,  of  New  York,  which  shows 
that  at  that  time  something  over  11  ]:)er  cent  of  the  railroad  bonds  of 
the  United  States,  of  companies  whose  gross  earnings  exceeded 
$1,000,000  were  in  default. 

Mr.  Si:ns.  Well.  I  am  trying  to  consider  this  matter  in  a  funda- 
mental way. 

Mr.  Lovi/iT.  T  do  not  want  to  apixMir  as  not  wishing  to  answer  your 

question. 
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Mr.  Sims.  Arc  tlieiv  not  sonic  things  that  the  Government  may 
requii'e  of  the  raih-oads  that  may  cost  them  money,  regardless  of  the 
profits  of  the  road  or  the  rates  charged  by  the  roads 

]Mr.  Lo\KTT.  No 

Mr.  Si.Ms.  Yon  stated  that  in  national  incorporation  you  would 
leave  certain  things  with  the  States  to  be  determined  by  them:  one, 
for  instance,  is  grade  crossings.  Now,  suppose  a  State  passed  a  law 
that  recpiired  all  the  railroads  operating  in  that  State  to  abolish 
grade  crossings,  with  a  view  to  avoiding  loss  of  life,  and  a  compliance 
with  that  order  renders  the  railroad  unable  to  pay  dividends  or  in- 
terest on  its  bonds.    Would  that  make  the  order  void  on  that  account  ? 

Mr.  LovETT.  No;  but  it  would  raise  the  question  of  the  validity  of 
the  order.  The  State  would  not  have  the  right  to  confiscate  a  rail- 
I'oad  under  all  circumstances  by  requiring  that  all  grade  crossings  be 
abolished.  That  might  be  regarded  as  an  arbitrary  and  unreasonable 
exercise  of  police  power. 

^Ir.  Sims.  But  it  is  a  police  power? 

jSIr.  LovETT.  Yes. 

Mr.  Sims.  And  you  are  in  favor  of  leaving  that  with  the  State? 

]Mr.  LovETT.  Yes. 

Mr.  SiJis.  How  could  there  be  a  more  important  exercise  of  the 
police  power  than  the  one  I  have  referred  to? 

Mr.  LovETT.  There  are  a  great  many, 

Mr.  Sims.  And  one  that  would  cost  the  railroads  more  ? 

M.  LovETT.  A  great  many,  but  so  far  it  has  not  been  confiscatory, 
and  I  do  not  believe  the  States  would  exercise  it  in  a  confiscatory 
manner ;  and  if  they  did,  there  would  be  a  remedy  in  the  courts. 

Mr.  Sims.  I  am  speaking  of  a  situation  where  I  am  supposing  that 
a  man  who  iAvests  in  railroad  securities  takes  them  with  all  these 
possibilities,  whether  some  of  them  might  be,  in  his  mind,  unjust  or 
unreasonable,  even  if  they  are  reasonable  and  proper  it  affects  the 
market  value  of  the  stocks  and  bonds,  does  it  not  ? 

]\rr.  LovETT.  Yes. 

Mr.  Sims.  If  he  goes  in  and  makes  a  mistake,  the  public  should  not 
suffer  for  his  mistakes;  but  if  anybody  should  suffer,  it  should  be  the 
man  who  makes  the  investment. 

Mr.  LovETT.  If  it  was  the  judgment  of  the  legislature — subject  to 
the  court's  view  as  to  reasonableness — that  the  safety  of  the  public 
required  the  elimination  of  grade  crossings,  they  would  have  to  be 
eliminated  whether  the  stockholder  gets  his  return  or  not. 

Mr.  Sims.  Who  passes  on  that  question? 

Mr.  LovETT.  The  legislature,  primarily  and  ultimately  the  Supreme 
Court  of  the  United  States,  if  it  becomes  confiscator3^ 

Mr.  Sims.  If  it  is  alleged  to  become  confiscatory  ? 

Mr.  LoM2TT.  Yes. 

Mr.  Sims.  Is  there  anything  more  important  to  the  public  than  the 
avoidance  of  accidents,  than  the  frequency  of  accidents,  or  the  infre- 
quency  of  accidents,  so  far  as  the  i^ublic  service  is  concerned  ? 

Mr.'  LovETT.  I  do  not  know^  whether  I  am  very  good.  Judge,  in 
answering  as  to  the  relative  importance  of  things. 

Mr.  Sims.  In  other  w^ords.  has  human  life  a  commercial  value,  to 
be  treated  simply  as  an  asset  ? 

Mr,  LovETT.  Nothing  is  more  important  than  a  man's  life. 
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Mr.  Sims.  To  the  Nation  or  to  himself? 

Mr.  LovETT.  Well,  himself.  But  we  all  know  that  in  the  process  of 
development  of  civilization  lives  are  lost.  We  can  not  build  railroads 
without  losing  lives,  and  accidents  will  occur.  We  can  not  have  auto- 
mobiles without  now  and  then  killing  somebod3^  Any  State  law  that 
would  prohibit  the  operation  of  automobiles  because  a  man  might  be 
killed  some  time  or  prohibit  the  operation  of  trains  loecause  a  man 
might  be  killed  in  the  building  of  the  railroads  would  be  an  unreason- 
able law.  It  is  inconceivable  that  a  State  should  pass  such  a  law. 
You  must  deal  with  these  things  relatively.  If  a  State  law  arbi- 
trarily required  the  elimination  of  all  grade  crossings,  which  would 
bankrupt  some  railroads,  and  do  great  injury  to  the  people  and  dis- 
courage investments  in  railroads  when  there  was  no  pressing  need, 
perhaps,  for  the  elimination  of  any  grade  crossings,  that  would  in- 
volve a  question  of  the  reasonable  exercise  of  the  police  power,  which 
should  be  reviewed. 

Mr.  Sims.  Suppose  the  State  of  Tennessee  or  the  State  of  Texas 
(the  legislature)  decides  that  human  lives,  in  their  estimation,  are 
worth  more  than  property  or  the  earnings  of  the  railroad  companies, 
and  they  provide  that  the  railroads  in  that  State  must  eliminate  all 
grade  crossings  within  a  period  of  10  years,  and  it  is  not  unreason- 
able in  the  sense  that  it  is  impossible  for  the  railroads  to  comply  with 
that  order  in  that  time,  and  it  does  and  will  save  human  life,  and,  in 
a  sense,  be  a  saving  to  the  railroad  companies  themselves,  would  the 
fact  that  that  encroaches  on  the  dividends  or  the  interest  on  the  bonds 
prevent  the  passage  of  such  a  law  by  the  State? 

Mr.  LoATETT.  It  depends  on  the  circumstances.  If  it  is  a  reasonable 
exercise  of  the  police  power,  it  does  not  make  any  difference  whether 
there  is  a  dividend  or  an  interest  payment 

Mr.  Sims.  In  other  words,  the  proper  exercise  of  the  police  power 
is  one  that  must  be  obeyed  regardless  of  expense  to  the  railroad 
companies  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Yet  you  are  willing  to  leave  that  power  with  the  States? 

Mr.  LovETT.  Yes ;  that  is  where  it  belongs.    I  do  not  know  of 

Mr.  Sims.  If  it  is  a  power  that  is  so  great  as  to  absorb  the  earnings 
of  the  railroads  for  a  number  of  years  and  still  be  considered  consti- 
tutional, do  you  think  that  is  not  as  necessary  to  be  vested  in  the 
Federal  Government  as  any  other  power  you  want  to  vest  in  it  ? 

Mr.  LovETT.  I  think  the  danger  of  an  abuse  of  that  power  by  the 
States  is  extremely  remote,  and  if  the  States  do  abuse  it  there  is  a 
remedy  in  the  courts. 

Mr.  Sims.  That  is  only  a  remedy  to  the  extent  of  confiscation. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  That  is,  it  would  have  to  be  confiscation ;  that  is.  an  un- 
reasonable and  arbitrary  requirement  which  involves  confiscation. 

Mr.  LoA^TT.  Judge  Sims,  I  want  it  always  understood  that  I 
realize  that  the  people  govern  this  country  and  always  Avill.  If  we 
can  not  trust  the  people  of  this  country  to  regulate  the  railroads 
properly,  we  can  not  trust  anything.  In  suggesting  Federal  regu- 
lation, iGrreat  Heavens,  I  am  not  suggesting  getting  away  from  the 
people's  regulation,  but  what  I  want  is  a  unified  system  of  regula- 
tion.   As  I  have  said  before,  I  do  not  care  who  the  regulator  is,  pro- 
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vided  there  is  only  one.  I  am  not  in  favor  of  taking  away  from  the 
States  powers  which  ait'ect  purely  local  conditions.  Leave  theni 
where  they  are.  As  long  as  there  is  a  particular  grade  crossing  in 
a  community  that  ought  to  be  eliminated,  it  is  to  be  judged  by  the 
circumstances  of  that  community  and  that  particular  crossing.  That 
is  a  very  different  proposition,  however,  from  allowing  a  State  to 
establish  a  system  of  rates  that  may  affect  the  whole  United  States 
or  a  large  territory  or  to  prohibit  or  restrict  the  issuance  of  securi- 
ties that  do  not  affect  that  particular  locality  perhaps  one-tenth  as 
much  as  it  affects  other  localities. 

]Mr.  Sims.  The  grounds  upon  wdiich  you  seek  to  have  national  in- 
corporation apply  with  equal  force  to  that  p)olice  power  if  the  proper 
and  lawful  exercise  of  that  police  power  will  infringe  or  reduce  the 
ability  of  that  railroad  to  discharge  its  full  duties  as  a  common  car- 
rier through  all  the  States  through  which  it  passes ;  in  other  words, 
it  becomes  vital;  and  now,  if  it  is  vital,  is  it  any  less  vital  than  any 
of  the  other  things  you  have  been  treating  as  vital? 

Mr.  LovETT.  If  an  interstate  railroad  or  any  railroad — I  do  not 
care  how  big  it  is — runs  through  a  community,  it  must  do  what  is 
reasonable  to  protect  the  lives  in  that  community.  The  police  power 
of  a  community  must  not  be  sacrificed  for  the  company's  welfare.  It 
must  be  subserved  and  preserved.  It  is  precisely  the  same  as  if  it 
were  vested  in  the  Federal  Government  or  the  State  government.  If 
the  regulations  are  unreasonable,  the  remedy  would  be  in  the  courts. 

Mr.  Sims.  But  running  through  several  States,  one  State  might 

exercise  this  power  in  such  a  w^ay  as  to  cost  the  railroads  running 

through  it  twice  as  much  money  as  another  or  the  other  States,  and 

>  therefore  would  be  drawing  upon  the  revenues  of  that  railroad  or 

its  abilit}^  to  serve  the  whole  line. 

Mr.  LovETT.  That  is  possible. 

Mr.  Sims.  Consequently,  the  police  power,  wherever  it  is  vital,  or 
where  it  is  exercised  in  such  a  way  as  to  vitally  affect  the  railroads  as 
a  whole,  ought  to  be  in  the  Federal  Government  if  any  of  them  are 
to  be  there. 

Mr.  LovETT.  Well,  I  do  not  quite  follow  that.  I  do  not  see  why 
that  results.  I  do  not  believe  there  is  any  danger  of  that  condition 
arising,  and  if  it  does,  why,  there  is  a  remedy  in  the  courts  for  it. 

Mr.  Sims.  The  assumption  is,  of  course.  Judge,  that  the  nationally 
chartered  railroads  would  comply  with  any  reasonable  order;  and 
if  it  will  why  leave  this  in  the  hands  of  State  legislatures  and  have 
further  political  activity  about  it  in  the  different  States  through 
which  the  system  runs? 

Mr.  LovETT.  I  should  like  to  make  it  clear.  Judge  Sims,  that  my 
position  about  this  is  not  in  hostility  to  the  States  or  to  State  regu- 
lation. I  have  about  as  much  confidence  in  the  average  State  regu- 
lation of  the  subject  as  I  have  in  Federal  regulation;  but  it  is  the 
multiplicity  of  regulation  and  conflicting  regulation  that  I  object  to. 
I  should  about  as  soon  trust  to  the  wisdom  of  the  States  in  this  matter 
as  to  the  wisdom  of  the  National  Government.  It  is  not  in  hostility 
to  the  States.  I  am  personally  willing  to  give  it  to  any  one  State, 
but  I  want  unified  rules  and  regulations. 

Mr.  Sims.  Why  leave  out  so  important  a  thing  as  the  possibility 
of  burdening  the  railroads  by  placing  upon  them  matters  of  grade 
crossings  in  one  State  where  other  States  may  not  do  that  ? 
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]Mr.  LovETT,  I  do  not  give  it  the  importance  that  yon  do. 

Mr.  Sims.  It  maybe  important  enongh  to  resnlt  in  confiscation. 

]Mr.  LovETT.  Yes. 

Mr.  Sims.  And  you  could  not  pa}'  as  much  dividends  or  lay  aside 
as  much  surplus  for  permanent  improvements  as  if  you  did  not 
have  to  meet  the  requirements  of  this  particular  State  over  other 
States. 

Mr.  LovETT.  Of  course,  if  Congress  wants  to  put  that  matter  for 
the  Federal  commission,  of  course  it  is  all  right  with  me. 

Mr.  Sims.  There  is  the  rub.  Even  in  your  proposition,  it  leaves 
a  great  deal  of  power  in  the  States,  touching  railroads  doing  an 
interstate  business,  which  may  be  exercised  within  the  law,  and  yet 
in  such  a  way  as  to  affect  the  total  earnings  of  the  railroads  which 
run  through  the  State,  and  therefore  become  important;  and  why 
make  two  bites  at  the  cherry?  If  we  are  going  into  the  nationaliza- 
tion of  the  railroads,  why  leave  anything  to  the  States? 

Mr.  LovETT.  Experience  is  the  most  Aaluable  guide  in  such  mat- 
ters. I  do  not  know  of  an}^  case  where  that  has  occurred,  and  I  do 
know  of  many,  many  cases  where  the  national  aspect  of  a  situation 
has  been  much  hampered  and  interfered  with  by  State  action. 

Mr.  Si:ms.  An  investor  who  would  be  called  upon  to  buy  stocks 
or  bonds  or  furnish  money  to  make  permanent  improvements — has 
he  not  looked  at  all  of  these  possibilities? 

Mr.  LovETT.  Yes;  but  more  to  the  probabilities. 

Mr.  Sims.  He  gives  more  weight  to  the  probabilities  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  a  railroad  like  yours,  running  through  11  States, 
is  in  this  situation :  You  want  to  improve  the  credit  of  that  railroad ; 
in  other  words,  sell  bonds  at  the  highest  price  or  at  the  least  inter- 
est it  will  bring. 

Mr.  Lo\TETT.  Yes. 

Mr.  Sims.  ^Y[\y  should  anj^  of  the  essential  interstate  elements  of 
that  service  be  left  in  the  States? 

Mr.  LoA^ETT.  Because  it  is  unnecessary  to  deprive  the  States  of 
that  power. 

Mr.  Sims.  Don't  you  think  that  such  a  possibility  would  cause  your 
stocks  and  bonds  to  call  for  a  higher  interest  and  your  stocks  to  sell 
for  a  less  price? 

Mr.  LoA'ETT.  I  do  not.  I  do  not  believe  it  would  affect  the  price 
of  our  stock  or  bonds  one-hundredth  part  of  1  per  cent  whether  this 
power  is  vested  in  the  States  or  in  Congress. 

Mr.  Sims.  But  if  it  gets  to  doing  so,  then  you  will  rely  on  Con- 
gress to  take  action  later  on  ? 

Mr.  Lo\'ETT.  I  think,  Judge  Sims,  that  the  power  of  Congress  to 
interfere  with  these  ]Durely  local  matters  arises  from  its  right  to  regu- 
late commerce,  and  that  this  question  of  grade  crossings  has  not  bur- 
dened interstate  commerce  and  has  not  hampered  interstate  com- 
merce, and  therefore  there  is  no  occasion  for  Congress  to  take  that 
over.  But  the  regulation  of  rates  in  a  certain  manner  has  hampered 
and  disturbed  interstate  commerce,  and  the  regulation  of  the  issuance 
of  securities  has  done  so  as  well  as  the  regulation  of  consolidations 
and  leasing. 

Mr.  Sims.  Now,  getting  back  to  the  question 
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Mr.  LovKi  r.  1  liopi'  1  do  not  apixnir  as  tryiiio-  to  ovadc  yotii-  ques- 
tions. 

Mr.  Sims.  T  do  not  for  a  inoiuent  think  so.  T  am  asking-  for  infor- 
mation. Tender  present  regulation  and  under  regulation  i)roposed  by 
you  and  Mi-.  Thom,  representing  the  raihvay  executives,  the  railroads 
in  the  future  for  increasing  their  facilities,  double-tracking,  quad- 
ruple or  quintuple  tracking,  if  necessary,  the  increased  terminals,  and 
for  such  new  construction  as  the  country  may  require,  must  depend 
upon  tlieir  ability  to  borroAV  money  through  bonds  or  otherwise,  and 
at  such  a  rate  of  interest  as  they  can  afford  to  put  in  this  additional 
construction,  or  upon  the  sale  of  additional  capital— stocks— at  such 
a  price  as  will  enable  them  to  do  it.  Therefore  the  possibility  of  in- 
creasing the  railway  service  of  this  country  equal  to  its  demands  and 
needs  depends  simply  upon  the  chance  of  what  the  market  will  be  for 
the  next  10  years— should  that  be  tlie  period  over  which  this  im- 
provement Avould  go^ — depends  entirely  on  the  mere  accident  of  the 
market  as  to  whether  you  can  do  it  or  not.    Is  that  not  true? 

Mr.  LovETT.  I  would  not  say  as  to  the  accident  of  the  market. 

Mr.  Sims.  I  mean  market  conditions,  due  to  accident  or  otherwise. 

]Mr.  LovETT.  It  is  going  to  depend  on  whether  the  investors  think 
that  the  money  they  put  in  is  going  to  bring  them  a  return. 

Mr.  Si^rs.  Not  simply  a  return,  but  a  better  return  than  some  other 
form  of  investment  offered  to  them  at  the  time? 

My.  Lovett.  Yes.  If  they  believe  the  condition  is  going  to  be  that 
whatever  the  public  require  comes  ahead  of  them,  wdiether  reasonable 
or  not,  they  will  be  rather  slow  to  put  it  in. 

Mr.  Sims.  I  think  you  are  exactly  right  about  that.  But  I  think 
the  public's  interest  is  the  paramount  interest,  and  it  should  be  the 
object  of  Government  and  of  Congress  to  provide  such  facilities  and 
such  efficiency  of  service  as  the  public  needs  require,  regardless  of 
whether  it  pays  or  does  not  pay,  because  there  is  no  compulsory  in- 
vestment in  these  matters.    They  do  not  have  to  invest. 

Mr.  Lovett.  Yes;  and  the  public  is  no  more  successful  than  an 
individual  in  getting  all  it  wants.  The  public  can  not  have  all  of 
the  money  necessary  for  the  improvement  of  the  railroad  facilities 
of  this  country  upon  the  public's  terms.  The  public  must  accord 
to  this  additional  capital  returns  in  order  to  get  it,  because,  as  you 
say,  the  investor  is  not  obliged  to  put  in  his  money,  and  therefore 
the  public  can  not  dictate  the  terms  on  which  it  will  get  the  money. 

Mr.  Sims.  And  the  public  does  not  have  to  have  railroads  privately 
owned  and  operated? 

Mr.  Lovett.  Xot  at  all. 

Mr.  Sims.  So  there  are  two  independent  conditions  ? 

Mr.  Lovett.  Exactly. 

Mr.  Si:ns.  But  I  want  to  see  what  prospects  there  are  to  get  this 
money  in  the  old  way;  that  is,  by  the  sale  of  bonds,  by  borrowing 
lemporarily.  or  by  sale  of  stocks  for  the  next  10  years. 

Mr.  Lovett.  Yes ;  that  is  the  live  question. 

Mr.  Sims.  And  to  me  it  seems  to  be  an  exceedingly  unfortunate 
(luestion.  Is  it  reasonable  to  suppose  that  railroad  securities  in  the 
future  will  sell  better  than  they  have  in  the  past  unless  there  is  an 
increased  earning — I  mean  unless  there  is  an  increased  dividend,  or 
earnings  out  of  which  they  pay  an  increased  dividend — when  they 
have  to  compete  with  every  form  of  other  investment,  the  earnings  of 


792  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

which  have  been  increased  by  reason  of  the  European  war  and  by 
reason  of  so  many  other  kinds  of  activities,  industrial  and  otherwise, 
offering  a  higher  rate  of  interest  or  dividend  ? 

Mr.  LovETT.  I  indicated  in  my  statement  the  other  dsij  that  I 
believe  investment  rates  are  going  to  be  higher  for  several  years  than 
they  were  prior  to  the  European  war,  because  of  the  great  demand 
for  money. 

Mr.  Sims.  Now,  between  the  demand  of  the  people  for  lower  rates 
and  better  service  and  the  demand  of  the  private  investor  for  higher 
interest  is  the  real  conflict? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  you  believe  that  that  conflict  can  be  better  met  by 
having  as  few  regulating  bodies  as  possible  and  unifying  all  the 
regulations  and  by  having  national  charters  for  all  railroads  by 
compulsion  of  law  ? 

Mr.  LovETT.  I  would  not  say  fewer  regulating  bodies.  I  do  not 
care  how  many 

Mr.  Sims.  I  mean  sovereignties. 

Mr.  LovETT.  But,  for  one.  I  am  satisfied  that  money  necessary  for 
railroad  development  can  be  gotten  more  readily  and  upon  better 
rates  by  having  unified  regulation  and  complete  regulation  than  by 
having  the  present  system. 

Mr.  Sims.  You  referred  to  a  very  interesting  matter  in  your  lead- 
ing statement  with  reference  to  the  advanced  rates  in  the  official  clas- 
sification of  territory.  I  remember  with  a  good  deal  of  interest  that 
contest  that  went  on  for  a  long  while,  because  I  undertook  to  make 
what  I  call  a  "  high-brow  "  speech  on  that  subject  the  14th  of  January, 
1914,  in  which  I  took  the  position  that  the  average  5  per  cent  rate 
increase  was  not  needed  by  the  good,  well-to-do  railroad  companies 
of  that  section,  like  the  Pennsylvania,  and  was  not  sufficient  for  the 
weaker  roads.  And  so  I  had  an  opportunity  to  investigate  that  ques- 
tion. Finally,  when  the  war  came  on,  the  commission,  on  account  of 
causes  presenting  themselves  that  had  not  before  j)resented  them- 
selves, granted  the  increase.  Now,  the  railroad  companies  claimed 
that  increase  was  absolutely  necessary. 

Mr. LovETT.  Did  not  your  examination  convince  you  that  it  was? 

Mr.  Sims.  You  mean  at  the  time  that  the  increase  was  made?  It 
did  not  convince  me  before  because,  as  I  say,  I  made  a  speech  in 
opposition  to  it.  But  that  was  a  "  high-brow "  speech,  a  written 
speech.  That  is  what  I  call  a  "  high-brow  "  speech,  one  that  is  pre- 
pared with  care,  which  is  the  best  way  to  prepare  them. 

Now,  I  never  knew  until  to-day  that  the  great  State  of  Pennsyl- 
vania, the  railroads  of  which  State  were  perhaps  benefited  by  that 
increase  more  than  any  other  State  in  the  official  classification  terri- 
tory, by  the  power  of  the  State  commission  nullified  the  action  of 
the  Interstate  Commerce  Commission,  which  the  railroad  companies 
said  was  absolutely  essential.  That  was  not  an  action  by  the  Gov- 
ernment: the  Government  did  not  direct  it  to  be  done  or  make  an 
order  or  anything  of  that  sort,  but  authorized  it  after  three  hearings. 

Mr.  LovETT.  All  I  know  about  it  is  hearsay.  I  heard  at  the  time 
that  the  State  of  Pennsylvania  made  a  reduction  in  coal  rates  that 
applied  to  tidewater  in  Pennsylvania. 

Mr.  Sims.  In  Pennsylvania? 

Mr.  LovETT.  Yes. 
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Mr.  Si:ms.  Which  was  one  of  the  hirgest  items;  in  other  words,  per- 
haps there  was  more  coal  tonnage  than  any  other  tonnage  on  the 
raih'oads  in  that  State? 

Mr.  LovETT.  Yes;  I  suppose  so.  All  I  know  about  it  is  hearsay. 
If  they  reduced  rates  on  coal  in  Pennsylvania  to  tidewater  that  would 
force  a  reduction  on  rates  to  New  York,  and  that  would  be  very  far- 
reaching.  I  think  you  had  better  get  some  man  from  Pennsylvania 
to  tell  you  the  exact  facts  about  that.  That  is  my  understanding  of 
what  transpired.. 

Mr.  Sims.  But  anyway  the  point  is  that  a  State  did  negative  or 
nullify  the  action  of  the  Interstate  Commerce  Commission  in  its  ap- 
plication to  coal? 

Mr.  LovETT.  It  substantially  did;  that  is  my  understanding. 

Mr.  Sims.  Could  it  not  have  done  so  in  reference  to  every  item  con- 
tained in  that  permission? 

Mv.  LovETT.  Yes;  I  should  think  so. 

Mr.  Sims.  And  the  State  judges  of  necessity  making  such  orders 
themselves. 

Mr.  LovETT.  The  State  judges  or  the  State  commissioners? 

Mr.  Sims.  It  is  the  same  thing.  The  commissioners  can  only  exe- 
cute the  law  through  the  power  of  the  State.  What  I  am  trying  to 
get  at  and  understand  is,  how  are  you  going  to  get  all  this  borrowed 
money  in  the  next  10  years  if  the  States  are  to  retain  the  powers  that 
now  exist  and  to  which  they  seem  to  be  entitled  under  the  Con- 
stitution ? 

INIr.  LovETT.  It  is  not  possible  at  all,  iTudge  Sims,  if  they  shall 
retain  the  power  to  do  what  they  did  in  the  Pennsylvania  cases. 

IMr.  Sims.  There  is  no  question  about  the  validity  of  the  power 
that  they  did  exercise  there. 

Mr.  LovETT.  It  was  perhaps  valid  at  the  time.  .  I  do  not  know  as  to 
that.  But  it  would  not  be  valid  if  Congress  said  they  should  not 
exercise  it. 

Mr.  Sims.  By  passing  new  laws  ? 

Mr.  LovETT.  Yes;  that  is  the  point. 

Mr.  Sims.  If  the  legislation  which  Judge  Thorn  so  ably  mapped 
out  here,  and  which  you  have  gone  over,  can  not  be  procured  and  is 
not  procured,  and  regulation  as  has  heretofore  been  practiced  by  the 
States  continues,  does  that  mean  that  we  have  reached  a  period  of 
arrested  development  in  railroad  construction  and  operation  in  the 
United  States? 

Mr.  LovETT.  To  a  considerable  extent.  There  are  many  roads  that 
will  be  able  to  continue  development ;  there  are  many  roads  that  will 
not.  I  do  not  mean  to  say  at  all  that  absolutely  railroad  development 
is  going  to  stop.  As  I  indicated  in  the  very  outset  of  my  statement, 
even  under  existing  conditions,  certainly  we  will  continue  to  develop 
on  the  Union  Pacific. 

Mr.  Sims.  But  you  did  state  there  would  be  no  new  independent 
construction  hereafter,  in  your  judgment? 

Mr.  Lo\t:tt.  No;  and  I  do  not  believe  there  will  be  whether  this 
legislation  comes  or  not.  Of  course,  there  will  be  local  roads  here 
and  there,  but  I  believe  the  railroad  facilities  of  this  country  in  the 
way  of  new  lines  will  have  to  be  provided  in  future  by  existing 
systems. 
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Mr.  EscH.  In  other  words,  you  think  there  is  not  likely  to  be 
another  Henry  Rogers  to  build  the  Virginia  Railroad  or  another 
Moffett  to  biiikl  the  Cut-off? 

Mr.  LovETT.  No. 

Mr.  Adamson.  Gentlemen,  on  yesterday  this  committee  agreed  to 
postpone  the  morning  meetings  until  half  past  10.  We  will  there- 
fore adjourn  now  until  10.30  o'clock  to-morrow^  morning. 

(Thereupon,  at  1.30  o'clock  p.  m.,  the  committee  adjourned  until 
Friday,  March  23,  1917,  at  10.30  o'clock  a.  m.) 
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FRIDAY,   MARCH  23,    1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  siibcoiiimittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adanison  (vice  chairman)  presiding. 

The  Chair^ian.  The  committee  will  come  to  order.  Mr.  Sims,  you 
may  proceed. 

.  Mr.  Sims.  I  thought,  Mr.  Lovett,  that  I  would  go  on  with  the 
national  charter  matter  the  first  thing,  but  I  found  that  there  were 
some  things  in  connection  with  the  powers  that  you  propose  shall 
remain  in  the  States  that  I  had  not  interrogated  you  about.  I  spent, 
I  think,  most  of  the  time  talking  about  the  possibility  of  inordinate 
expenses  being  placed  upon  a  railroad  by  a  single  State  requiring  all 
its  grade  crossings  to  be  abolished.  Now,  if  I  understand  you  cor- 
rectly, my  recollection  is  that  you  said  that  you  favored  leaving  the 
taxing  power  over  railroad  properties  to  the  States,  or  in  the  States, 
as  it  now  exists? 

^Ir.  LovETT.  Yes. 

Mr.  Sims.  And  you  made  no  exceptions  ? 

Mr.  LovETT.  Yes. 

]Mr.  Sims.  Do  you  do  that  because  you  think  it  is  sound  economic 
policy  to  adopt,  or  are  you  suggesting  it  simply  in  order  to  get  it  out 
of  the  way  of  this  general  nationalization  of  railways,  a  matter  that 
you  think  might  prevent  the  States  from  more  readily  accepting  it? 

Mr.  LovETT.  I  do  it  from  my  general  judgment  of  the  situation  as 
to  what  is  best,  bearing  in  mind.  Judge  Sims,  the  general  proposition 
that  I  hope  will  always  be  understood — my  belief  that  all  these  mat- 
ters that  are  necessary  to  be  exercised  by  the  National  Government 
ought  to  be  exercised  by  the  National  Government  and  the  other 
things  that  are  not  necessary  and  are  more  local  than  national  should 
be  left  to  the  States.  I  believe  that  in  the  matter  of  corporate  func- 
tions and  corporate  powers  they  should  all  be  the  same.  I  believe  that 
in  the  regulation  of  the  issuance  of  securities  the  power  should  be 
uniform.  I  believe  that  in  the  matter  of  consolidations  and  leases 
and  sales  they  should  be  uniform,  and  that  rates  ought  to  be  regu- 
lated by  one  authority.  Those  things  are  of  national  concern. 
Almost  everything  else  is  more  or  less  local. 
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Mr.  Sims.  Did  you  not  also  state  in  effect  in  some  portion  of  your 
examination  that  taxation  of  railroads  ought  to  be  uniform  ? 

Mr.  LoA-ETT.  I  stated  this :  That  a  more  ideal  system  would  be  one 
that  would  treat  each  railroad  as  a  unit — a  single  piece  of  property^ 
and  would  provide  for  the  ascertainment  of  the  value  of  that  rail- 
road as  a  whole,  and  then  certify  to  the  different  States  the  portion  of 
that  value  within  that  State  upon  a  track-mileage  basis.  I  think  that 
would  be  an  ideal  system  which  would  result  in  the  taxation  of  every 
railroad  to  its  full  value,  or  rather  in  the  ascertainment  of  the  full 
value  of  each  railroad,  or  of  that  portion  of  the  railroad  in  each 
State,  and  still  leave  each  State  to  determine  how  it  would  tax  it. 
For  instance,  in  Kansas  and  Nebraska,  one  of  those  States — I  am  not 
sure  which — usually  provides  for  the  ascertainment  of  the  full  value 
of  the  railroad,  and  then  taxes  it  one-fifth  or  some  similar  percentage 
of  its  value.  Senator  Bristow,  does  not  Kansas  have  some  such  pro- 
vision ? 

Mr.  Bristow.  No:  it  is  the  full  value  in  Kansas. 

Mr.  LovETT.  Then  I  think  it  is  Nebraska.  But  one  of  those  States 
up  to  a  few  years  ago  would  tax  the  road  one-fifth,  or  some  such 
percentage,  of  the  total  value,  which  was  the  percentage  of  value 
which  other  property  in  the  State  was  taxed;  whereas  the  other 
State  would  tax  it  to  its  full  value.  Now,  if  we  want  to  get  at  the 
value  of  the  property  to  be  taxed,  the  most  reliable  way  is  for  sonre 
(jovernment  tribunal  to  ascertain  the  full  value  and  to  allot  it  among 
the  States.  But  I  am  not  suggesting  that.  I  say  that  is  an  ideal 
system.  I  do  not  believe  it  is  of  sufficient  necessity  to  the  national 
interest  to  require  that  to  be  done.  Therefore,  I  am  in  favor  of 
leaving  to  the  States  this  question  as  all  other  questions  not  of  na- 
tional concern. 

Mr.  Sims.  Did  you  not  also  state  that  the  taxation  by  States  and 
counties  and  cities — in  other  words.  State  taxing  powers — were  gradu- 
ally growing  heavier  all  the  time  ? 

Mr.  LovETT.  Yes ;  and  especially  by  the  National  Government. 

Mr.  Sims.  I  mean  State  taxation,  county  taxation,  and  city  tax- 
ation. 

Mr.  LovETT.  Yes ;  I  think  all  taxes  are  growing  heavier. 

Mr.  Sims.  That  State  taxation  is  growing  heavier  all  the  time? 

Mr.  LovETT.  I  believe  that  is  true. 

Mr.  Sims.  Then  the  burden  of  all  the  railroads  is  being  increased 
by  State  taxation  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  yet  you  would  consider  taxation  as  a  local  matter 
and  negligible  in  the  proposition  that  you  have  for  nationalizing  the 
railroads  by  and  through  national  charters? 

Mr.  LovETT.  I  would  not  say  negligible,  but  something  you  can  not 
remedy. 

Mr.  Sims.  But  so  unimportant  that  you  are  willing  to  leave  it  to 
these  very  taxing  bodies  of  which  you  now  complain  ? 

Mr.  LovETT.  I  do  not  wish  to  be  understood  as  saying  that  tax- 
ation is  unimportant.  Eather,  iii  my  main  statement,  I  emphasized 
its  importance. 

Mr.  Sims.  I  mean  in  its  effect  upon  the  revenues  or  the  earning 
capacity  or  the  ability  to  serve  the  public  by  the  railroads. 
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Mr.  IjC»vktt.  T  do  not  wish  to  say  that  it  is  unimportant.  I  think 
it  is  very  inijiortant. 

Mr.  Adamson.  Judge  Sims.  I  wish  you  would  ask  the  witness  right 
there,  please,  if  uniformity  of  the  system  of  taxation  would  not  be 
just  as  important  as  uniformity  in  all  other  respects. 

Mr.  Sims.  You  can  answer  it. 

■  Mr.  LovETT.  Relatively,  no.    I  ha^e  never  heard  of  any  absolutely 
uniform  system  of  taxation  based  upon  ad  valorem. 

Mr.  Adamsox.  You  have  never  heard  of  any  other  system  or  situa- 
tion like  this,  where  railroads  have  grown  into  a  national  system, 
and  foi-  that  reason  demand  uniformity? 

Mr.  LovETT.  I  can  undei-stand  the  reason  for  wanting  it.  That  is 
possible.  It  is  not  possible  to  obtain,  so  far  as  I  know,  any  absolutely 
uniform  system  of  taxation. 

Mr.  Sims.  Mr.  Lovett,  I  have  an  opinion.  It  may  not  be  worth 
anything,  but  it  will  have  some  effect  on  me.  I  can  not  get  away  from 
the  idea  that  whatever  may  affect  a  system  of  railroads,  as  a  whole, 
in  its  ability  to  serve  the  public,  is  a  matter  of  vital  concern,  and  of 
sufficient  concern  to  be  considered ;  and  if  it  is  important  to  get  away 
from  tlie  power  of  the  States?  to  regulate,  by  forcible  nationalizing 
by  Federal  charters  of  all  railroads,  so  as  to  control  rates  within  the 
States  as  well  as  interstate,  I  can  not  see  why  yve,  should  not  include 
and  take  from  the  States  every  power  that  they  noAv  exercise  which 
may  lie  burdensome  and  operate  without  uniformity  on  different 
portions  of  that  system  of  roads.  That  is  the  reason  wdiy  I  am  talk- 
ing to  you  about  taxation.  Now,  in  a  general  way,  what  possible 
benefit  can  it  be  to  interstate  commerce  as  to  what  kind  of  jails  or 
schoolhouses  a  State  may  have  through  which  a  railroad  runs  ?  Vlhj 
should  an  interstate  transportation  facility  be  burdened  with  the 
building  of  a  certain  kind  of  schoolhouse  in  Illinois,  one  costing  twice 
as  much  as  in  Indiana,  and  another  one-fourth  as  much  in  Ohio? 

'Sir.  LovETT.  Judge,  that  is  getting  pretty  far  afield  for  me. 

Mr.  Sims.  These  public  schoolhouses  are  built  by  taxation,  raised 
by  the  States  and  the  localities,  and  if  these  railroads  can  be  taxed  at 
the  option  of  tlie  State,  in  any  amount,  it  can  make  that  railroad 
help  build  every  single  schoolhouse  and  jail  and  highway  and  bridge. 

Mr.  LovETT.  AYell.  I  think  it  ought  to  help. 

Mr.  Sims.  You  think  it  ought  to  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  But  will  not  that  affect  its  ability  to  render  service,  as  a 
whole  ? 

Mr.  LovETT.  I  do  not  see  that  it  would.  I  believe  that  the  Union 
Pacific  is  as  much  interested  in  the  schoolhouses  and  the  courthouses 
and  the  buildings  and  the  development  of  the  communities  along  its 
lines  as  an^^^body  else,  and  perhaps  more  than  any  other  single 
interest. 

Mr.  Si:ms.  I  am  speaking  about  interstate  commerce.  It  may  be 
interesting  in  developing  business  along  its  lines ;  and,  of  course,  so 
far  as  jails  are  concerned,  in  which  they  mav  imprison  violators  of 
the  law.  it  would  be  better  for  the  Union  Pacific  or  any  other  railroad 
to  have  the  jails  than  not  to  have  them,  with  the  violators  of  the 
law  runnino;  at  larofe.     But  coming  down  strictlv  to  the  ability  of 
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raih-oads  to  establish  and  maintain  credit,  that  depending  upon  the 
amount  of  burdens  that  may  be  Laid  upon  them  bv  (xovernments, 
National.  State,  city,  or  county,  may  it  not  be  very  material  to  have 
such  nnhindered,  nnregulated,  uncontrolled  taxing-  power  of  the 
States  ?  ^ 

Mr.  LovETT.  Judge  Sims,  let  me  sav  again- 


Mr.  Surs.  I  say  now,  is  not  that  a"  possibility,  and  is  it  not  more 
than  likely  a  probability? 

Mr.  LovETT.  I  must  answer  the  question  in  my  own  way. 

Mr.  Siars.  In  your  own  way;  certainly. 

Mr.  LovETT.  Let  me  say  again  that  so  far  as  I  am  c-oncerned.  so 
far  as  my  judgment  goes,  it  is  wholly  immaterial  to  me  whether 
Congress  exercises  this  power  or  leaves  it  to  the  States.  Either  is 
satisfactory  to  me  and  is  consistent  with  the  system  of  regulation 
that  I  am  advocating.  But  when  you  ask  mv  opinion  as  t"o  which 
should  exercise  the  power,  I  say  the  States,  because  I  say,  first,  that 
the  probabilities  are  that  the  result  would  be  the  same  for  the  rail- 
road in  either  case.  In  neither  case  would  there  be  any  reduction  in 
our  taxes  because  of  the  method  under  which  they  are  assessed.  It 
is.  second,  a  local  matter  which  each  State  should  determine  for 
itself,  how  much  revenue  it  wants  to  raise.  It  can  not  very  well 
put  more  on  the  railroads  than  it  }:)uts  on  other  classes  of  property. 
It  ought  not  to.    Sometimes  they  do.  but  as  a  rule  they  do  not. 

Now,  that  being  true,  I  do  not  see  why  that  authority  should  be 
taken  away  from  the  States.  It  is  not  a  matter  of  national  concern. 
I  am  not  advocating  national  incorporation  of  railroads  for  the 
purpose  of  escaping  any  burden  that  the  railroads  ought  to  bear,  but 
to  unify  the  system  of  regulation,  to  unify  the  control  in  those  mat- 
ters that  are  necessary  for  the  development  of  railroad  transporta- 
tion and  that  are  strictly  national  in  concern.  I  do  not  believe,  I 
say  again,  that  this  matter  of  local  taxation  is  a  matter  of  national 
concern.  It  has  not  become  so,  so  far  as  I  have  been  able  to  observe, 
whereas  the  regulation  of  local  rates  in  a  manner  to  disturb  and  dis- 
arrange interstate  rates  is  a  matter  of  national  concern. 

I  should  like  very  much  to  make  an  answer  that  would  cover  the 
point  you  have  in  mind,  but  I  do  not  see  how  I  can  make  my  position 
any  clearer. 

Mr.  Sims.  "  The  power  to  tax  is  the  power  to  destroy  "  is  a  very 
old  statement  by  somebody  in  authority. 

Mr.  LovETT.  But  it  does  not  necessarily  mean  that  the  power  to 
tax  is  going  to  be  exercised  as  a  power  to  destroy. 

Mr.  Sims.  Not  at  all :  and  neither  does  it  mean  that  the  power  of 
the  State  to  do  such  regulating  as  it  is  doing  is  going  to  destroy  the 
railroads  of  this  country  or  prevent  their  further  development, 
judged  by  the  development  that  has  already  occurred,  because  it  has 
all  occurred  under  just  such  regulation. 

Mr.  Adamsox.  Judge  Sims,  do  you  not  understand  the  witness  to 
mean  that  he  does  not  care  to  transfer  to  Federal  control  anything 
except  those  things  that  are  necessary  to  an  efficient,  unified  system? 

Mr.  Lo\-ETT.  That  is  my  point. 

Mr.  Sims.  I  suppose  that  is  his  position.  But  I  suppose  the  rail- 
road owners  and  investors  want  to  have  peace:  that  they  want  to  fret 
their  properties  as  far  from  conflicting  control  of  whatever  affects  its 
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value  and  its  earning  capacity  as  possible.  Now,  if  the  State  of  Illi- 
nois for  instance — because  it  has  an  immense  number  of  railroads — 
should  have  a  tax  on  railroads  twice  as  high  as  Indiana,  which  it 
might  very  easilj^  have,  not  on  the  number  (^f  miles,  but  the  dollar's 
Avorth — or  mileage,  either — it  might  levy  a  tax  of  a  dollar  a  hundred 
or  $2  a  hundred  in  value;  and  Indiana  might  put  it  at  40  cents  per 
hundred.  The  great  mileage  and  the  great  value  of  the  ir.droads  in 
Illinois  would  be  so  large  in  the  amount  of  taxes  to  be  collected  by 
the  State  of  Illinois  and  its  counties  and  numicipalities  as  to  take  so 
large  an  amount  of  the  earnings  of  a  railroad  that  might  run  through 
Indiana  or  some  other  State  as  to  become  in  effect  a  discrimination 
in  favor  of  Illinois,  by  which  it  is  indirectly  getting  back  a  part  of 
the  freight  payments  of  its  citizens;  and  how  such  a  possibility  can 
be  inconsequential  and  negligible  to  the  railroads  and  not  worthy  of 
notice  in  an  effort  to  nationalize  railroads  and  to  make  their  burdens 
equal  and  their  services  equal  to  all  its  patrons  I  can  not  see.  I  can 
not  escape  the  conclusion  that  it  is  important. 

Mr.  LoA^TT.  I  understand.  Judge  Sims,  that,  if  the  State  of  Illi- 
nois needs  ten  times  as  much  in  taxes  as  the  State  of  Indiana,  the 
State  of  Illinois  has  a  right  to  require  the  railroads  in  that  State  to 
pay  ten  times  as  much  taxes  as  the'  State  of  Indiana,  provided  it 
taxes  all  property  without  discrimination  contrary  to  the  Federal 
Constitution. 

Mr.  Sims.  For  the  same  purpose  ? 

Mr.  LovETT.  And  I  understand,  further,  that  the  Federal  Consti- 
tution, the  fifth  amendment — or  the  fourteenth  amendment,  rather, 
as  applied  to  the  States — protects  railroads  against  discriminating 
taxation  with  respect  to  their  property,  and  that  States  can  not  dis- 
criminate unjustly  against  railroads — not  discrimination  as  between 
States  but  discrimination  as  between  property  owners  in  the  State  of 
Illinois. 

Mr.  Sims.  That  is,  between  the  taxpayers  on  the  same  kind  of 
property  ? 

Mr.  LovETT.  Yes.  So  I  say  that  if  Illinois  needs  ten  times  as  much 
in  taxes  as  the  State  of  Indiana,  and  she  levies  it  upon  all  property, 
substantially  the  same,  she  can  compel  the  railroads  to  pay  ten  times 
as  much. 

Mr.  Sims.  And  that  that  will  not  affect  the  railroad  in  its  ability  to 
render  its  services? 

Mr.  LoA^TT.  Yes;  it  may. 

Mr.  Sims.  That  is  what  I  am  asking  you.  Will  it  not  affect  it, 
and  therefore  is  it  not  to  be  considered  in  a  system  of  nationalization  ? 

Mr.  LovETT.  If  Congress  were  to  take  over  the  subject  of  taxation, 
it  is  inconceivable  to  me  that  the  American  Congress  would  pass  a 
law  that  would  prevent  a  State  from  taxing  railroad  property  in  the 
same  way  that  it  taxes  other  property  and  requiring  them  to  pay 
their  just  proportion  of  the  State's  taxes. 

Mr.  Sims.  Indiana  may  be  willing  to  liavQ  wooden  schoolhouses 
and  Illinois  may  want  brick. 

Mr.  LovETT.  "Illinois,  then,  is  within  her  rights  if  she  requires 
brick. 

Mr.  Sims.  But  at  the  same  time  she  inflicts  a  tax  burden  on  the 
same  railroad,  that  serves  the  two  States,  out  of  all  proportion. 

Mr.  LovETT.  No  more  than  upon  other  classes  of  property. 
117900— 19— VOL  2 51 
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Mr.  Sims.  I  know;  but  the  interstate  business  is  affected.  Now, 
Tvhat  I  am  trying  to  find  out  is,  What  is  the  logical  reason  for  per- 
mitting the  States  to  retain  some  powers  which  may  cripple  inter- 
state commerce  in  the  full  exercise  thereof,  and  then  take  from  it 
other  powers  which  they  are  now  exercising  in  a  way  that,  you  think, 
does  cripple  interstate  commerce? 

Mr.  LovETT.  Judge  Sims,  if  I  have  not  demonstrated  the  proposi- 
tion that  a  State  has  the  right  to  tax  railroads  consistently  with  the 
Federal  Constitution  for  the  purposes  of  the  State,  without  reference 
to  what  other  States  may  tax  the  same  railroads,  it  is  impossible  for 
me  to  throw  any  more  light  on  that  subject.  To  my  mind  that  is  a 
perfectly  obvious  proposition,  and  is  not  really  debatable. 

Mr.  Sims.  And,  even  with  national  incorporation,  if  I  catch  your 
meaning,  a  State  would  have  a  right  to  levy  all  taxes  upon  a  railroad 
without  the  power  of  Congress  to  control  it  that  they  would  have,  or 
now  have,  if  this  power  remains  there  ? 

Mr.  LovETT.  Congi-ess  has  the  ♦same  power  to-day  that  it  would 
have  under  national  incorporation  to  deal  with  taxation  of  instru- 
mentalities of  interstate  commerce.  I  assume  that  Congress  would 
not  relieve  the  railroads;  I  certainly  would  not  ask  them  to  relieve 
the  railroads.  I  believe  it  would  be  a  gross  outrage  to  relieve  the 
railroads  of  their  fair  burden  of  taxation  in  each  State  in  which  they 
are  situated. 

Mr.  Sims.  Nobody  wants  that,  I  suppose;  nobody  questions  that. 
But  I  am  talking  about  the  effect  of  unequal  burdens  imposed  by 
different  States  upon  the  same  system,  whereby  they  impair  the 
ability  of  that  system  to  render  an  equal  service  to  all  of  its  patrons 
at  the  lowest  possible  cost. 

Mr.  LovETT.  The  State  is  within  its  rights  to  do  it,  and  would  be 
within  its  rights,  whether  under  Federal  incorporation  or  State  in- 
corporation. And  our  proposal  here  does  not  involve  any  over- 
turning of  the  Constitution  or  anything  that  is' impossible,  so  far  as 
we  can  see. 

Mr.  Sims.  Then,  so  far  as  State  taxation  is  concerned,  you  do  not 
think  Federal  incorporation  would  make  any  difference  at  all  in  the 
power  of  the  State  to  tax  the  property  of  the  railroad  ? 

Mr.  LovETT.  My  confidence  in  the  justice  and  intelligence  of  Con- 
gress is  such  that  I  can  not  conceive  that  it  would  relieve  the  rail- 
roads of  any  burden  of  taxation  they  now  are  subject  to  in  the 
States. 

Mr.  SiMS«.  You  con  not  conceive  of  it ;  perhaps  you  think  it  is  im- 
practical ? 

Mr.  LovETT.  No ;  it  is  unjust. 

Mr.  Sims.  Congressmen,  being  elected  from  the  States,  would  not 
do  that? 

Mr.  LovETT.  It  is  unjust,  Judge  Sims,  as  I  said  a  moment  ago.  I 
think  it  would  be  an  outrage  for  Congress  to  do  anything  of  that 
sort. 

Mr.  Sims.  Do  you  not  think  that  the  people  of  Texas  will  think 
it  is  unjust  and  an  outrage  for  Congress  to  destroy  a  system  of  laws 
which  they  have  built  up  for  their  benefit  touching  railroads? 

Mr.  LovETT.  I  have  such  confidence  in  the  intelligence  of  the  peo- 
ple of  Texas  that  they  will  see  that  Congress  is  within  its  rights. 
They  would  rather  keep  the  privilege  themselves,  but  they  are  exer- 
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cisini?,  in  my  judg-ment,  a  right  that  now  belongs  to  Congress;  and 
while  there  will  be  complaint,  particularly  by  the  commission,  of 
such  a  system,  because  of  the  big  a(l\antage  that  it  affords  Texas,  it 
is  an  advantage  to  wliich  Texas  is  not  entitled. 

Mr.  Sims.  You  believe  in  leaving  to  the  States,  as  I  understand  it, 
all  the  taxing  powers  that  they  now  exercise — of  course,  lawfully 
exercise? 

Mr.  LovETT.  Yes;  that  is  my  idea. 

Mr.  Sims.  I  understood  you  to  make  a  very  serious  complaint — 
that  you  bring  it  up  as  an  evidence  of  the  evils  of  conflicting  taxa- 
tion and  conflicting  control— that  the  State  of  Illinois  placed  a 
tax,  amounting  to  $600,000,  on  the  registration,  I  believe  it  was,  of  a 
mortgage  securing  certain  bond  issues  proposed  by  the  New  York 
Central   Kailroad.     Is  not  that  true? 

Mr.  Lo\ETT.  Yes.  That  Avas  a  license  fee  that  was  charged  for 
doing  business. 

Mr.  Sims.  Well,  it  was  a  tax,  was  it  not? 

Mr.  LovETT.  I  suppose  it  might  be  called  a  tax. 

Mr.  Sims.  Of  course  taxes  are  often  collected  by  way  of  license? 

Mr.  LovETT.  I  suppose  they  are. 

Mr.  Sims.  You  propose  to  leave  that,  then,  just  as  it  is,  after 
nuiking  comf)laint  of  it? 

Mr.  LovETT.  I  do  not. 

Mr.  Sims.  Then,  you  do  not  propose  to  leave  the  States  with  the 
full  powers  of  taxation  that  they  now  possess? 

Mr.  LovETT.  I  mean  the  powers  of  taxing  railroad  properties. 
This  is  a  taxation  of  a  corporate  function.  The  Supreme  Court  de- 
nies the  powers  of  the  States  to  impose  taxes  that  are  a  burden  upon 
interstate  commerce.  We  Inne  pending  now  in  the  Supreme  Court 
of  the  United  States  a  case  to  test  the  right  of  the  State  of  Missouri 
to  tax  us  for  a  bond  issue ;  that  I  mentioned  in  my  direct  statement. 

Mr.  Sims.  So  you  do  not  regard  the  license  fee  for  the  registry  of 
that  mortgage  as  taxation? 

Mr.  LovETT.  No,  sir.  I  should  say  it  is  a  fee  charged  by  the  State- 
it  may  be  a  certain  form  of  taxation— I  should  say  it  is  a  fee  charged 
by  the  State  for  doing  what  the  State  has  no  right  to  charge  for. 

Mr.  Sims.  You  mean  a  penalty,  do  you  not? 

Mr.  Lo\Ei-i\  I  do  not  care  what  you  call  it,  really.  Judge  Sims. 

Mr.  Sims.  It  is  really,  in  effect,  a  penalty,  is  it  not? 

Mr.  LoAETT.  I  think  it  is  penalizing  an  interstate  corporation. 

Mr.  Sims.  But  it  is  put  into  the  public  treasury  and  takes  the 
place  of  taxation,  and  reduces  taxation  in  the  State  of  Illinois  to 
that  extent? 

Mr.  LovETT.  I  have  not  heard  of  any  reduction  of  taxation. 

Mr.  Sims.  It  reduces  the  taxation  on  the  other  property  of  the 
State  of  Illinois  to  that  extent;  I  mean  it  reduces  the  requirement 
for  it.  That  mortgage  was  issued,  was  it  not,  to  secure  $100,000,000 
of  100-year  debenture  bonds? 

Mr.  LovETT.  I  am  not  sure  whether  this  fee  was  charged  in  con- 
nection with  the  mortgage  or  in  connection  Avith  the  consolidation 
of  the  Lake  Shore  and  of  the  New  York  Central. 

Mr.  Sims.  Any  way  the  New  York  Central  did  issue,  or  authorized 
the  issuance,  of  $100,000,000  of  6  per  cent  debenture  bonds  to  run 
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100  years,  and  convertible  at  the  option  of  the  holder,  after  a  certain 
period,  into  stock  of  the  company  ? 

Mr.  LoN'T^TT.  Yes;  not  secured  by  a  mortgage. 

Mr.  Sims.  I  say,  those  are  substantially  the  facts? 

Mr.  LovETT.  They  did  make  such  an  issue. 

Mr.  Sims.  Well,  they  were  bonds,  were  they  not? 

Mr.  LovETT.  Yes;  but  not  mortgage  bonds. 

Mr.  Sims.  They  are  a  lien  on  the  property  of  the  railroad  so  far 
as  the  stockholders  are  concerned,  are  they  not  ? 

Mr.  Lo^^TT.  They  are  not  a  lien  on  the  property  of  the  railroad. 

Mr.  Sims.  As  between  the  stockholder 

Mr.  LovETT.  They  are  not  a  lien  on  anything.  Judge. 

Mr.  Sims.  The}^  are  preferred  liability? 

Mr.  LovETT.  They  are  debentures;  in  other  words,  they  are  the 
promissory  notes  of  the  railroad  company  unsecured  by  any  lien. 

Mr.  Sims.  The  debts  are  to  be  paid  before  the  profits  are  received ; 
is  not  that  correct? 

Mr.  LoA'ETT,  Tliat  seems  to  be  an  elementary  legal  principle.  I 
did  not  suppose  you  would  ask  me  such  a  question. 

Mr,  Sims,  I  hope  people  are  going  to  read  this  who  need  a  little 
elementary  knowledge  on  the  subject.  Now,  that  bond  issue  was  to 
run  for  a  hundred  years,  at  6  per  cent? 

Mr.  LovETT.  No;  it  was  to  run  for  20  years. 

Mr.  Sims.  A  hundred  millions  for  a  hundred  years  ? 

Mr.  LovETT.  No,  sir. 

Mr.  Sims.  Only  twenty? 

Mr.  LovETT,  Twenty. 

Mr.  Sims.  I  have  not  looked  it  up,  but  I  saw  it  referred  to  in  the 
papers  as  a  hundred  years,  and  that  it  had  gone  through. 

Mr.  LovETT.  I  am  not  sure  whether  it  was  15  or  20 ;  but  not  over  20, 

Mr.  Sims.  Well,  it  illustrates  what  I  am  trying  to  get  at,  whether 
it  is  a  hundred  or  twent3^  Now,  then,  the  interest  on  those  bonds, 
so  far  as  the  stockholders  are  concerned,  is  a  fixed  charge  upon  the 
earnings  of  the  railroad? 

Mr.  LovETT.  Yes.    Thej^  must  be  paid  before  dividends. 

Mr.  Sims.  They  must  be  paid  before  dividends? 

Mr.  LovETT.  Yes. 

Mr.  Sims,  Now,  is  it  your  theory  that  a  rate  should  be  allowed 
upon  the  property  of  that  company'  that  would  pay  all  its  operating 
expenses,  maintenance  charges,  and  all  previous  charges,  and  this 
6  per  cent  on  whatever  amount  of  bonds  they  sell,  and  then  to  be 
added  a  reasonable  dividend  to  the  stockholders  ? 

ISIr.  LovETT.  My  theory  is,  Judge,  that  the  rate  should  not  be  less 
than  sufficient  to  pay  a  fair  return  upon  the  value  of  the  property 
owned  by  the  compam^  With  such  a  rate,  I  feel  quite  sure  they 
would  pay  the  6  per  cent  interest  on  these  bonds  and  a  dividend  to 
the  stockholders. 

Mr.  Sims.  That  the  earnings  should  be  upon  the  value  of  the  prop- 
erty regardless  of  the  outstanding  debts,  or  stock  mortgages,  or 
anything  else? 

Mr.  LovETT.  No ;  I  beg  your  pardon.  I  have  said,  I  think,  several 
times  here  that  I  am  strictly  opposed  to  the  idea  that  the  return  on 
railroad  property  is  to  be  limited  in  rate-making;  that  rates  and 
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returns  are  a  commercial  proposition;  that  a  railroad  that  under  a 
good,  fair,  and  reasonable  rate  can  pay  such  a  dividend  is  entitled 
to  it,  and  a  road  that  can  not  is  not  entitled  to  it.  That  is  my  theory 
of  rate  making. 

I  do  not  understand  that  this  country  has  ever  committed  itself,  or 
that  the  Interstate  Commerce  Commission  has  ever  committed  itself, 
or  that  even  Congress  has  ever  by  any  act  sought  to  limit  the  return 
on  railroad  property  beyond  a  reasonable  rate — that  is  the  only  limi- 
tation that  has  been  proposed  or  that  has  been  established — and  that 
Congress  has  not  undertaken  to  say  what  is  a  reasonable  rate. 

Mr.  Sims.  I  understood  you  to  say,  just  prior  to  that,  that  they 
were  entitled  to  a  reasonable  rate  on  the  fair  value  of  their  property. 

Mr.  LovETT.  I  think  they  are  entitled  to  a  reasonable  rate,  and  that 
in  determining  a  reasonable  rate  they  must  take  into  account  the  fair 
Aalue  of  the  property,  not  as  absolutely  controlling,  but  as  part  of 
the  evidence. 

Mr.  Sims.  Another  question  in  connection  with  that,  which  comes 
up  in  a  different  State,  and  with  which  you  may  not  be  familiar — I 
will  not  name  the  State — but  an  existing  railroad  had  leased  another 
railroad  company's  lines,  and  it  formed  a  part  of  the  general  system 
of  that  railroad.  It  had  paid  under  the  terms  of  that  lease  10  per 
cent  on  the  outstanding  stock  and  maintained  the  railroad  and  done 
everything  else  that  the  owners  were  liable  to  do.  That  lease  expired. 
Then  the  lessor  re-leased  the  property  from  the  owners  for  999  years 
and  agreed  to  pay  during  that  time  7  per  cent  on  all  the  stock  of  the 
company.  Now,' the  lessor  is  compelled  to  pay  that  7  per  cent,  as  I 
understand  it,  as  matter  of  law,  whether  that  particular  line  of  rail- 
road earns  it  or  not.    Is  not  that  true  ? 

Mr.  LovETT.  I  assume  so,  if  the  lease  so  provides. 

Mr.  Sims.  I  am  saying  that  they  guarantee  this  7  per  cent,  and 
therefore  they  have  got  to  pay  it  whether  they  make  it  or  not? 

Mr.  LovETT.  Yes ;  if  not  they  default  under  the  lease. 

Mr.  Sims.  And  that  is  putting  a  charge  of  7  per  cent  upon  the 
stock  value  of  that  road  for  nearly  a  thousand  years.  Now,  do  you 
think  it  is  a  matter  of  good  public  policy  to  allow  any  private  cor- 
poration, in  order  to  control  and  monopolize  certain  traffic  or  to 
create  a  system,  to  fix  a  burden  of  that  character — as  much  as  that — 
for, a  thousand  years,  without  the  power  of  the  Government  to  relieve 
the  people  who  pay  the  freight,  provided  a  lower  freight  rate  after- 
wards should  be  necessary  or  authorized? 

Mr.  LovETT,  I  do  not  understand  that  such  burden  has  been  im- 
posed or  could  possibly  be  imposed  upon  the  public. 

Mr.  Sims.  It  is  imposed  upon  the  leasing  road? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  if  the  leased  road  does  not  pay  this  7  per  cent 
the  leasing  road  must  pay  it  out  of  other  funds? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  in  order  to  have  the  means  out  of  which  to  pay  it 
it  must  collect  a  remunerative  charge,  a  sufficiently  remunerative 
charge,  on  other  traffic  to  provide  the  means  to  pay  that  7  per  cent? 

Mr.  LovETT.  No,  sir;  I  do  not  agree  with  that.  If  it  can  not  get 
funds  at  a  reasonable  rate  to  pay  that  7  per  cent  it  will  default  and 
w^ill  lose  its  lease.  The*  public  does  not  guarantee  a  lease,  and  the 
Government  does  not  guarantee  it.     Nobody  guarantees  any  return 
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on  railroad  property.  All  that  the  public  guarantees  or  all  that  the 
Government  guarantees  is  a  reasonable  rate,  and  it  is  up  to'  the  rail- 
road to  get  the  7  per  cent  out  of  it  and  pay  it  if  it  can. 

Mr.  Sims.  That  is  the  legal  situation,  I  understand — the  law. 

Mr.  LovETT,  And  the  practical  situation,  too. 

Mr.  Sims.  Yes ;  and  the  practical  situation ;  but  the  company  that 
has  leased  this  piece  of  property,  its  stockholders,  its  operating  offi- 
cers, are  under  a  strain  and  an  effort  to  so  manage  that  property  as 
that  this  will  be  paid. 

Mr.  LovETT.  Undoubtedly. 

Mr.  Sims.  Therefore  it  is,  to  that  extent,  against  the  public  in- 
terest that  is  being  served  ^ 

Mr.  LovETT.  I  can  not  follow  that.  Judge  Sims.  The  officers  and 
directors  of  every  railroad  company  are  under  a  strain  to  make  it 
earn  money,  to  make  it  earn  its  interest,  to  make  it  earn  not  merely 
rental  on  the  leased  line,  but  to  earn  big  dividends ;  but  you  can  not 
earn  interest  and  big  dividends  by  working  against  the  interests  of 
the  public. 

Mr.  Sims.  That  is  one  of  the  incidents,  of  course,  of  private  own- 
nership — and  we  are  considering  private  ownership  and  regulation 
at  this  time — that  I  do  not  see  that  a  State  commission  or  a  national 
commission  could  change,  unless  they  had  the  right  to  abrogate  con- 
tracts. 

Mr.  LovETT.  I  understand  that  the  commission  need  not  pay  a 
l^article  of  attention  to  the  lease  contract  and  the  7  per  cent  interest 
if  they  do  not  wish  to;  that  when  rates  are  challenged  as  too  high 
they  will  hear  the  circumstances,  and  will  consider  not  what  the 
value  of  the  lease  is,  but  what  is  a  fair  return  upon  the  value  of 
the  railroad  property,  and  while  they  are  not  controlled  by  that, 
they  will  take  it  into  account,  and  if  the  railroad  can  not  earn  enough 
to  pay  the  lease  rental  it  simply  defaults.  Railroads  are  not  pro- 
tected against  improvident  and  foolish  contracts.  They  make  them 
like  anybody  else,  and  they  have  to  pay  the  penalty  through  failure 
if  they  make  too  many. 

Mr.  Sims.  I  wanted  to  take  up  this  other  matter  which  I  suggested, 
as  to  the  question  of  national  incorporation  and  the  way  it  may  be 
affected  by  conditions  that  exist,  or  which  may  hereafter  exist.  I 
Avant,  first,  to  get  your  idea  exactly  as  to  what  power  should  be 
assumed  by  the  Government — I  mean  actively  assumed  through 
national  incorporation — that  is  not  now  within  their  power,  or  is 
not  now  being  exercised  fully  by  the  national  authority. 

Mr.  Loat:tt.  I  have  sufficiently  stated  that. 

Mr.  Sims.  I  was  going  to  say  that  I  think  I  have  a  general  under- 
standing of  what  you  stated  about  that  and  I  will  not  ask  you  to  re- 
peat it. 

Mr.  LovETT.  I  should  be  glad  to  do  so,  if  you  wish. 

Mr.  Sims.  No;  it  is  not  necessaiy  at  all,  as  to  what  I  am  going 
to  ask  you,  as  I  see  it.  Have  you  ever,  or  has  your  committee  ever 
formed  or  drafted  a  form  of  national  charter  for  railroads  which 
you  would  like  or  think  it  wise  to  be  authorized  ? 

Mr.  IjOvett.  I  do  not  understand  that  the  advisoi-y  committee  has. 
1  suppose  a  great  many  members  have  made  attempts  in  that  direc- 
tion.   T  know  that  I  did  at  one  time. 
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Mr.  Sims.  Do  you  not  think  it  would  be  of  benefit  to  this  com- 
mittee to  have  a  draft  of  a  national  charter  which  the  railroads 
think  it  wase,  or  which  you  gentlemen  think  it  wise  we  should  per- 
mit them  to  have;  not  only  permit  them,  but  compel  them  to  accept? 

Mr.  LovETT.  I  do  not  think  it  would  be  wise  for  a  railroad  man  to 
come  forward  with  such  a  measure,  because  we  all  know,  Judge 
Sims,  there  are  many  people  in  this  country  who  would  at  once  at- 
tack any  bill  or  measure  that  a  railroad  officer  brought  forward, 
because  of  the  source  from  which  it  emanated  without  regard  to  the 
merits  of  the  bill.  I  do  not  think  it  would  be  fair  to  those  who 
advocate  national  incorporation  to  call  upon  them  to  come  forward 
W'ith  a  bill  embodying  exactly  their  ideas  because  I  think  many  people 
would  be  prejudiced  against  it. 

Mr.  Sims.  Senator  Newlands  presented,  for  your  consideration,  a 
draft  of  a  bill  which  he  had  drawn  about  10  years  ago,  for  national 
incorporation,  which  you  did  not  approve,  as  a  whole. 

Mr.  LovETT.  Not  as  a  whole. 

Mr.  Sims.  I  say,  as  a  whole  you  did  not  approve  it? 

Mr.  LovETT.  No. 

Mr.  Sims.  You  shot  his  bill  to  pieces,  so  to  speak — his  plan. 

Mr,  LovETT.  I  am  sorry. 

Mr.  Sims.  I  do  not  mean  in  the  sense  of  a  high  explosive,  but  I 
think  the  Senator  admitted,  practically,  that  you  had  shot  it  to 
pieces.  Now,  why  is  it  not  to  the  public  interest  to  let  everybody 
have  a  right  to  shoot  any  public  measure  into  pieces,  if  they  can  do 
so?    If  there  is  ground  for  it,  why  not  let  us  know  what  it  is? 

Mr.  LovETT.  I  believe  it  is  very  important  that  every  proposition 
brought  forward  be  shot  at  by  anybody  who  really  has  any  aim 
about  such  a  matter, 

Mr.  Sims.  And  do  you  not  think  that  you  can  come  nearer  to 
hitting  something  that  you  are  shooting  at  when  you  can  see  it  in 
concrete  form? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Seriously  I  believe  it  w^ould  be  of  help  to  the  commit- 
tee— and  no  injury  to  your  cause— for  the  railroad  executives'  com- 
mittee or  the  committee  of  railroad  executives,  if  they  have  in  their 
minds  what  they  think  is  to  the  public  interest,  as  well  as  their  own— 
and  they  are  part  of  the  public — to  come  forward  with  a  form  of 
national  charter  for  the  railroad  companies  of  the  country  to  adopt 
under  compulsion  that  they  think  will  meet  the  requirements  of  the 
situation.  I  think  this  proposition  is  so  new  that  you  should  present 
a  draft  of  the  bill  that  you  think  would  answer  the  purposes  which 
you  seek,  and  let  the  public  shoot  it  to  pieces  if  they  can. 

Mr.  LovETT.  I  believe  the  discussion  of  the  subject  and  the  outlines 
of  the  plans  we  are  advocating  has  been,  and  will  be,  such  that 
nobody  can  very  well  misunderstand  just  the  general  form  of  the 
measure ;  and  then  it  becomes  a  question  of  merely  draftsmanship. 

Mr.  Sims.  If  that  is  true,  it,  will  not  hurt  the  proposition  if  it  be 
drafted? 

Mr.  LovETT.  Yes;  but  when  you  come  forward  with  a  bill  drafted 
by  the  railroads,  I  think  you  will  agree  with  me  that  a  great  many 
people  will  attack  it  for  that  reason  alone.  I  do  not  think  it  would 
help  the  cause  we  advocate,  but  I  do  believe  it  would  distinctly 
hurt  it. 
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Mr.  Sims.  If  the  attacks  were  weak  and  not  reasonable  or  logical, 
they  would  fall  of  their  own  Aveight.  In  other  words,  you  could  come 
back  at  the  attacks,  which,  no  doubt,  you  would  do. 

Now,  Mr.  Lovett,  if  Congress  undertakes  to  legislate  on  this  sub- 
ject by  requiring  all  the  railroads  doing  business  in  the  United  States 
to  take  out  a  national  charter,  has  not  Congress  full  power  to  place 
every  condition  in  that  charter  that  it  sees  fit? 

Mr.  LovETT.  I  would  not  say  it  has  the  right  to  destroy  propertj- 
rights. 

Mr.  Sims.  I  mean,  above  confiscation,  so  far  as  regulations,  require- 
ments, and  so  forth,  are  concerned? 

Mr.  LovETT.  I  do  not  think  Congress  has  any  power  to  destroy 
propert}^  rights. 

Mr.  Sims.  I  said,  "  above  confiscation,"  and  "  confiscation  "  means 
"  destruction,"  as  I  understand  it. 

Mr.  LovETT.  It  has  the  power  to  incorporate  in  that  act  any  regu- 
lation that  it  deems  proper  and  necessary  that  does  not  take  away 
property  rights. 

Mr.  Sims.  I  suppose,  of  course,  that  you  expect  the  general  charter 
law  to  be  applied  to  all  railroads  exactly  ailke? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  That  there  would  be  no  charter  granted  to  one  railroad 
different  from  another? 

Mr.  LovETT.  I  hope  not. 

Senator  Cummins.  May  I  ask  a  question  just  there? 

Mr.  Sims.  Yes. 

Senator  Cummins.  It  seems  to  me  that  your  answer  is  rather 
broad.  Could  Congress  put  anything  into  an  act  of  that  sort  that 
would  constitute  regulation  of  commerce  within  one  of  the  States  ? 

Mr.  Lovett.  I  think  not.  Of  course  I  mean  it  might  put  in  some- 
thing based  on  the  authority  to  establish  post  roads  or  for  the 
national  defense  or  something  of  that  sort.  I  do  not  think  the  power 
of  Congress  to  create  corporations  is  limited  to 

Mr.  Adamson.  Could  it  put  anything  in  there  in  conflict  with  the 
Constitution  any  more  than  it  could  in  any  other  matter? 

Mr.  Lovett.  No. 

Mr.  Sims.  Could  it  not  put  in  a  system  of  regulation,  so  far  as  any 
system  of  regulation  could  be  incorporated  in  a  charter?  Could  it 
not  incorporate  such  a  system  of  regulation  in  the  charter  ? 

Mr.  LoATETT.  Within  the  limits  of  the  Constitution. 

Mr.  Sims.  Of  course  I  am  always  assuming  that  Congress  will  not 
pass  knowingly  an  unconstitutional  law,  and  that  neither  the  rail- 
roads nor  the  people  will  seek  or  ask  for  anything  of  that  sort. 

Mr.  Lovett.  Congress  has  the  right  to  regulate  commerce,  to  estab- 
lish post  roads,  to  provide  for  the  national  defense,  and  to  make  war. 
Now.  within  those  limits,  and  within  the  limit  of  such  powers  as 
may  be  necessary  for  it  to  exercise  in  order  to  make  those  express 
powers  effective,  and  within  the  limits  of  constitutional  restraint,  it 
has  the  right  to  pass  such  a  bill  as  it  wants.  , 

Mr.  Sims.  Would  you  think  it  advisable  to  provide  in  this  na-  ' 
tional  charter  that  nothing  in  this  charter  shall  be  construed  as 
abridging  or  affecting  the  rights  of  the  several  States  through  which 
any    railroad    may    build    its   lines,    from    levying    and    collecting 
such  lawful  taxes  as  State  or  other  taxing  bodies  may  determine; 
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to  make  such  police  regulations  and  public  health  regulations  as 
the  States  now  do  or  seek  to  do?  Would  you  be  willing  to  have  that 
made  a  provision  of  the  charters— that  the  charters  should  say  that 
it  was  not  to  abridge  the  States'  rights  in  any  of  those  respects  ? 

Mr.  LovETT.  I  would  not  say,  "  as  they  now  do."  I  think  the  act 
ought  to  contain  a  provision  that  nothing  in  the  act  should  impair 
the  rights  of  the  States  with  respect  to  the  taxation  of  railroad 
property  and  the  exercise  of  such  police  powers  as  are  not  incon- 
sistent with  the  terms  of  the  act.  I  take  it  that  the  act  would 
expressly  give  the  right  to  the  Interstate  Commerce  Commission 
or  other  commission  to  exclusively  regulate  securities,  exclusively 
regulate  rates,  and  to  exclusively  regulate  the  consolidation  and 
combination  of  railroad  companies.  Those  are  the  main  things. 
Now,  consistent  with  those  general  purposes,  of  course,  the  act 
ought  to  provide  that  the  States  shall  retain  their  powers. 

Mr.  Si3is.  In  view  of  the  recent  decision  of  the  Supreme  Court, 
could  not  that  charter  provide — I  mean  the  law  authorizing  the 
charter  to  be  issued — that  no  laborer  doing  service  for  any  of  these 
incorporated  companies  shall  be  required  to  work  over  eight  hours 
in  any  one  calendar  day? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  To  regulate  the  labor  question  so  far  as  that  is  con- 
corned  with  respect  to  the  hours  of  service  absolutely  through  the 
charter  ? 

Mr.  LovETT.  I  will  not  make  any  argument  against  the  Supreme 
Court. 

Mr.  Sims.  And  would  it  not  have  the  power  to  go  further  and 
to  say  that  this  charter  shall  not  abridge  the  rights  of  the  employees 
of  railroad  companies  to  voluntarily  quit  the  service  of  those  com- 
panies either  individually  or  by  concerted  action  at  any  time  ? 

Mr.  Lo^•ETT.  Certainly  it  could  go  further  and  say  that. 

Mr.  Sims.  It  could  do  all  that? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  thought  so,  but  I  wanted  to  find  out  from  an  au- 
thority that  I  do  not  question  and  that  nobody  else  will  question. 

Mr.  LovETT.  Thank  you. 

Mr.  Sims.  Now,  let  us  come  down  to  a  practical  question.  I  believe 
that  you  were  the  attorney  for  Mr.  Harriman  for  a  long  time,  and  we 
have^he  authority  of  Mr.  Eoosevelt  that  Mr.  Harriman  was  a  practi- 
cal man  and  took  a  practical  view  of  all  these  things. 

Mr.  LovETT.  That  is  the  good  "  authority  "  to  which  you  referred, 
I  presume. 

Mr.  Sims.  You  have  had  a  good  opportunity  to  become  a  good 
practical  man ;  nobody  questions  that.  Now,  any  legislation  that  is 
impracticable  is  impossible. 

Mr.  Adamson.  Is  Judge  Sims  trying  to  bolster  up  both  Eoosevelt 
and  Harriman  by  this  witness? 

Mr.  Sims.  I  think  perhaps  I  could. 

Mr.  LovETT.  You  can  in  their  respective  fields. 

Mr.  Sims.  Their  fields  may  have  been  larger  than  yours  ? 

Mr.  LovETT.  As  a  hunter  and  as  a  railroad  man. 

Mr.  Sims.  No;  I  am  talking  now  of  great,  broad,  public-service 
questions,  especially  along  the  line  of  railroads. 

Mr.  LovETT.  I  believe  that  was  a  subject  familiar  to  one  of  them. 
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Mr.  Sims.  When  we  go  to  the  people  to  be  elected  or  reelected  to 
Congress,  and  Ave  say,  "  We  propose  in  the  national  interest " 

Mr.  Adamson.  Yon  noticed  that  Judge  Sims  prefaced  his  last 
question  by  saying,  "  Coming  down  to  practical  things,"  and  he  is 
talking  about  getting  reelected. 

Mr.  Sims.  That  is  a  very  practical  question,  too,  for  every  Mem- 
ber of  Congress  and  Senator,  too,  and  political  party. 

Mr.  Adamson.  Yes. 

Mr.  Sims.  And  we  say  to  them  that  we  think  it  is  in  the  national 
interest  that  all  the  authority  now  exercised  by  the  States  should  be 
vested  in  the  National  Government;  in  other  words,  be  just  wdiat 
you  think  it  ought  to  be.  Now,  when  we  begin  to  tell  them  the  rea- 
sons for  that — that  we  do  not  want  the  States  to  have  the  power 
that  Texas  has  exercised,  to  require  every  railroad  that  operates 
within  its  boundaries  to  take  out  a  State  charter;  that  you  want  to 
take  away  from  Texas  the  power  to  do  what  the}^  think  is  best  for 
Texas,  even  though  it  is  a  broad,  patriotic  view,  and  defensible  for 
national  reasons,  how  many  Members  do  you  think  would  be  elected 
from  Texas  on  your  platform? 

Mr.  LovETT.  I  think.  Judge,  that  if  you  were  a  candidate  in  Dallas 
or  Houston  on  that  proposition,  you  would  be  beaten,  but  if  you  were 
a  candidate  in  Shreveport,  you  would  be  overwhelmingly  elected. 

Mr.  Sims.  That  is  in  Louisiana. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  I  wanted  to  say,  and  I  started  to  say  this:  That 
what  is  impracticable  is  impossible  in  legislation.  If  this  charter 
can  not  be  procured  at  this  time — and  I  do  not  believe  it  can — • 
admitting,  for  argument's  sake,  that  it  will  accomplish  all  that  you 
expect  to  accomplish — and  you  only  wish  to  accomplish  that  which 
is  best  for  the  country  as  a  whole — I  am  not  mj'self  opposing  this 
thing,  nor  proposing  it,  but  I  am  trying  to  find  out  all  the  facts  per- 
taining to  it — if  this  legislation  which  has  been  proposed  by  the 
committee  of  executives  can  not  be  procured,  or  some  other  legis- 
lation that  will  have  the  same  ejffect  upon  railroad  interests  and 
railroad  credits  which  you  suppose  this  will  have,  what  is  to  be  the 
result  to  this  country  and  its  commerce  and  general  well-being? 

Mr.  LovETT.  If  this  is  a  political  question.  Judge  Sims,  of  course 
I  am  not  authority.  But  I  believe  very  strongly,  that  if  the  peo- 
ple understood  this  question,  that  if  instead  of  going  about  and  say- 
ing "  This  is  what  the  railroads  want ;  this  is  a  railroad  scheme," 
candidates  and  leaders  would  say  that  "As  a  result  of  our  study  of 
this  subject  we  are  convinced  that  some  such  system  of  regulation 
is  for  the  general  welfare  of  the  country,"  and  would  explain  it 
to  the  people,  it  would  be  perfectly  practicable  to  make  it  effective. 

Mr.  Sims.  You  think  the  people  would  sustain  it  ? 

Mr.  LovETT.  I  do.  I  believe  if  they  turned  it  down  it  would  be 
because  they  did  not  sufficiently  understand  it,  except  in  those  few 
localities  that  profit  by  the  present  arrangement. 

Mr.  Sims.  Of  course,  you  are  not  answering  my  question,  Mr. 
Lovett. 

Mr.  LovETT.  I  thought  I  was. 

Mr.  Sims.  No.  I  asked  you  if  nothing  of  this  kind  could  be  done, 
or  something  else  which  would  accomplish  the  same  purpose,  what 
would  be  the  result  upon  the  general  welfare  of  this  country  ? 
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Mr.  Ijowvrv.  1  ha\c>  sludied  this  subject  a  great  deal,  and  this  is 
the  best  method  that  I  am  able  to  suggest  of  accomplishing  the 
object.  Now.  the  same  purpose  or  the  next  best  step  in  the  same  direc- 
tion, if  there  be  a  prejudice  against  Federal  incorporation,  would  be 
to  attempt  it  through  complete  control  of  the  existing  State  corpora- 
tions. It  would  be  less  effective — not  half  so  g(X)d — but  it  would  be 
better  than  the  present  system. 

Mr.  Sims.  Do  you  mean  by  unification  of  some  kind  ? 

Mr.  LoM-rrr.  I  mean  by  Congress  undertaking  to  regulate  all  rates, 
both  State  and  interstate,  and  all  the  securities  of  the  corporations, 
and  the  question  of  the  combination  and  leasing  of  those  engaged  in 
interstate  commerce. 

Mr.  Sims.  That  is  a  part  of  the  legislation  you  are  asking  for  in 
your  general  program  ? 

Mr.  LovETT.  Yes ;  but  that  is  by  existing  corporations  rather  than 
by  Federal  corporations. 

Mr.  Sims.  I  will  ask  you  again :  If  none  of  these  things  which  you 
suggest  are  done,  or  something  else  that  will  have  the  same  effect, 
what  will  be  the  effect  upon  this  country  and  its  general  welfare? 

Mr.  LovETT.  And  the  present  system,  or  lack  of  system,  of  regula- 
tion continues? 

Mr.  Sims.  Yes ;  and  nothing  done  along  the  lines  you  suggest  ? 

Mr.  LovETi'.  Why,  I  think.  Judge  Sims,  there  will  be  rather  a 
stagnation  in  railroad  development,  and  the  people  wdll  not  have  the 
character  of  railroad  transportation  that  the  business  interests  of 
the  country  require.  That  condition  will  continue  until,  sooner  or 
later,  something  like  this  will  be  done. 

Mr.  Adamson.  If  you  will  permit  me  to  ask  him  right  there? 

Mr.  Sims.  Yes. 
.     Mr.  Adamson.  I  understood  from  your  former  statements  that  you 
do  agree  that  a  gi-eat  deal  might  be  done  to  improve  the  present 
imperfect  system? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  You  do  not  denounce  the  present  system  as  an  utter 
failure,  but  you  say  it  is  incomplete  and  imperfect? 

Mr.  LovETT.  Yes;  and  the  evils  of  it  are  not  fully  developed,  be- 
cause, as  I  pointed  out  in  my  direct  statement,  there  was  none  of 
this  conflicting  State  regulation  in  many  sections  as,  for  instance,  in 
the  trunk  line  territory  10  years  ago,  and  the  full  effect  of  it  has  not 
been  developed. 

Mr.  Adamson.  So  far  as  the  regulation  of  securities  is  concerned, 
Judge  Sims  will  remember,  in  connection  with  his  repeated  refer- 
ence to  the  Texas  situation,  that  a  Texas  Member  has  introduced 
and  pushed  legislation  to  regulate  stocks  and  bonds  under  the  present 
system. 

Mr.  LovETT.  But  I  think  it  is  true  that  the  Texas  Member  is  not 
in  favor  of  making  his  bill  supersede  regulation  of  the  same  matter 
by  the  Texas  commission. 

Mr.  Adamson.  I  think  he  is  willing  to  admit  that  whenever  it  is 
put  in  force  it  w^ill  supersede  it,  under  the  decisions  of  the  Supreme 
Court. 

Mr.  Sims.  I  introduced  a  bill  to  regulate  securities,  which  did  not 
provide  that  the  iState  authority  should  be  consulted,  because  I  had 
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in  mind  that  it  avouIcI  help  the  credit  of  the  railroads  to  have  a 
national  authority  pass  upon,  if  not  the  wisdom,  at  least  the  regu- 
larity and  validity  of  the  issues,  so  far  as  those  stocks  and  bonds 
were  concerned,  when  marketing  them  in  foreign  countries. 

Mr.  IjOveti.  It  will  help,  Judge  Sims,  and  it  will  be  a  distinct 
step  forward  to  provide  for  exclusive  regulation  by  the  Interstate 
Commerce  Commission  of  the  issuance  of  securities.  It  will  not  solve 
the  entire  problem,  but  it  will  be  an  immense  improvement  on  the 
present  situation. 

Mr.  Sims.  I  understand  that  the  State  commissions  are  not  making 
any  objection  to  legislation  looking  to  that  end. 

Mr.  LovETT.  I  understood  Chairman  Thelen,  of  the  California 
Commission,  in  his  statement  here  to  intimate  that  they  were  not 
opposed  to  it. 

Mr.  Sims.  I  thought  there  had  been  resolutions  passed  along  that 
line.    Mr.  Bristow,  perhaps,  could  tell  us,  if  he  is  present. 

Mr.  LovETT.  I  fancy  you  will  find  some  State  commissions  will  be 
insisting  upon  cumulative  regulation — not  only  their  approval,  but 
to  give  still  another  cause  of  delay,  by  adding  the  Interstate  Com- 
merce Commission  without  making  it  exclusive.  I  doubt  if  the 
State  commissioners  are  unanimously  in  favor  of  Congress  exercis- 
ing this 

Mr.  Sims.  What  I  meant  more  particularly  was  that  there  was  no 
organized  opposition  to  it.  Now,  I  will  ask  you  about  a  matter 
touching  upon  the  earnings  of  these  railroads  under  present  condi- 
tions. The  fiscal  year  beginning  with  the  first  day  of  July,  1914,  and 
ending,  I  believe,  the  30th  day  of  June,  1915,  taking  it  as  a  whole, 
as  the  war  came  on  the  30th  day  of  July,  was  not  what  you  would 
call  a  hard  year  upon  railway  earnings  or  profits  in  this  country? 

Mr.  LovETT.  The  fiscal  year  ending  June  30,  1915  ? 

Mr.  Sims.  Yes.  Eleven  months  of  it  were  covered  by  the  European 
war. 

Mr.  LovETT,  It  was  a  very  hard  year  for  the  western  roads,  but  it 
was  not,  I  think,  such  a  bad  year  for  the  eastern  roads,  because  the 
improvement  in  business  throughout  the  manufacturing  districts 
commenced  early  in  1915.  I  know  it  commenced  East  before  it 
reached  the  West. 

Mr.  Sims.  Let  me  ask  you  further  whether  or  not  the  fiscal  year 
beginning  July  1,  1915,  and  ending  June  30,  1916,  was  an  average 
year  or  an  extra  good  year  ? 

Mr.  LovETT.  It  was  extra  good  as  to  gross  and  also  as  to  net  earn- 
ings, I  should  say — an  unusually  good  year. 

Mr.  Sims.  Now.  if  under  those  conditions  the  railroads  made  a 
good,  satisfactory — and  when  I  say  satisfactory  I  mean  not  in  the 
sense  of  satisfaction  to  private  ownei-s  as  to  getting  all  they  can,  but 
satisfaction  in  the  ordinary  sense.  Now,  for  the  year  ending  June 
15, 1915,  the  Union  Pacific  earned  net  11  per  cent? 

Mr.  LovETT.  June  30,  1915? 

Mr.  Sims.  Yes ;  ending  that  year. 

Mr.  LovETT.  Practically  11  per  cent. 

Mr.  Sims.  I  will  say  practically. 

Senator  Cummins.  On  what? 

Mr.  Sims.  Net  earnings. 

Mr.  LoN'ETT.  On  its  stock. 
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Mr.  Sims.  The  i^ext  year,  then,  it  earned  15.65  per  cent — about  that. 
That  is  a  western  road,  and  the  Southern  Pacific  also  is  a  western 
road.  During  the  hard  year,  1  will  call  it  the  hard  year  by  way  of 
distinction,  it  earned  7.2  per  centi; 

Mr.  LovETT.  You  are  talking  about  the  year  ending  June  30,  1915, 
are  you  ? 

Mr.  Sims.  Yes;  we  will  call  that  the  hard  year,  and  the  next  year 
we  will  call  the  good  or  the  average  year.  And  the  next  year  it 
earned  net  11  per  cent.  That  is  a  western  road;  and  the  Atchison, 
I  suppose,  you  would  term  a  western  road,  would  you  not  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  The  hard  year  its  net  earnings  were  9.2  per  cent;  the 
next  year  12.3  per  cent.  The  St.  Paul,  which,  I  suppose,  is  also  a 
western  road,  only  earned  3.28  per  cent  in  the  hard  year  and  7.33 
per  cent  in  the  next  or  the  average  year. 

Mr.  LovETT.  What  are  you  calling  the  average  year? 

Mr.  Sims.  The  one  beginning  July  1,  1915,  and  closing  with  June 
30, 1916,  the  fiscal  year. 

Mr.  LovETT.  I  say  I  think  that  was  a  good  year  for  the  eastern 
roads  and  good  for  the  western  roads. 

Mr.  Sims.  But  I  am  stating  what  the  western  roads  did  during 
that  year  that  was  not  distinctly  good  for  them.  The  Northern 
Pacific,  which  is  a  western  road,  in  the  hard  year  earned  7.58  per 
cent  net.  and  the  next  year,  which  was  not  particularly  good,  you 
say,  for  western  roads,  it  earned  10.48  per  cent.  The  Chicago,  St. 
Paul,  Minneapolis  &  Omaha  road,  which  is  a  western  road,  as  I 
understand  it,  in  the  hard  year  earned  7.72  per  cent  net,  and  the 
next  year  11.97  per  cent.  The  Northwestern,  which  I  understand 
to  be  a  western  road,  earned  in  the  hard  year  7.5  per  cent,  and  in 
the  next  year  11.4  per  cent.    The  Soo  Line — is  that  a  western  road? 

Mr.  LovETT.  I  should  say  yes,  that  was  West,  or  Middle  West. 

Mr.  Sims.  In  the  hard  year  it  earned  7.87  per  cent;  in  the  next 
year  it  earned  16.3  net. 

Mr.  LovETT.  That  is  a  Canadian  road. 

Mr.  Sims.  It  is  a  western  road  in  the  sense  of  commerce,  I  suppose, 
as  far  as  this  country  is  concerned.  The  Wisconsin  Central  in  the 
hard  year  had  a  deficit;  in  the  next  year  it  earned  9.18  per  cent  net. 

Mr.  EscH.  That  is  part  of  the  Soo  system  now. 

Mr.  Sims.  I  am  just  taking  what  is  published  here  in  Mr.  Thelen's 
article,  taken  from  the  Financial  Age  of  October,  1916.  That  is  my 
authority.  In  the  South  the  Alabama  &  Great  Southern  earned  9.4 
per  cent  in  the  hard  year  and  13.6  per  cent  net  in  the  next  year. 
The  Illinois  Central,  both  South  and  North,  earned  6.27  per  cent  in 
the  hard  year  and  10.8  per  cent  in  the  good  year.  The  Louisville  & 
Nashville,  a  southern  road,  earned  6.8  per  cent  in  the  hard  year,  and 
19.4  per  cent  in  the  good  year.  I  hate  to  read  this  next  one,  I  am 
afraid  I  do  not  understandit.  The  Southern  in  the  hard  year  earned 
0.03  per  cent,  and  5  per  cent  in  the  good  year, 

Mr.  Adamson.  That  is  an  eleemosynary  institution. 

Mr.  Sims.  The  Lehigh  Valley  is  an  eastern  road,  is  it  not? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  It  was  among  the  group  of  roads  you  think  had  unusual 
earnings  during  the  fiscal  year,  during  the  year  ending  June  30,  1916. 

Mr.  LovETT.  I  think  so. 
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Mr.  Sims.  The  Lehigh  Valley  earned  10.4  per  cent  during  the  hard 
year  and  12.65  per  cent  during  the  next  year.  The  Pennsylvania 
Railroad  earned  19.36  per  cent  during  the  hard  year  and  21.8  per 
cent  during  the  good  year,  net  earnings.  The  Baltimore  &  Ohio 
earned  8.5  per  cent  during  the  hard  year  and  11  per  cent  net  during 
the  good  3'ear. 

Mr.  LovE'ri'.  I  suspect  you  have  only  part  of  the  Pennsylvania  sys- 
tem in  those  figures. 

Mr.  Sims.  I  beg  pardon,  I  have  made  a  mistake ;  that  should  be  the 
Jersey  Central  instead  of  the  Pennsylvania.  It  is  the  Jersey  Central 
which  earned  19.36  per  cent  in  the  hard  year  and  21.8  per  cent  in 
the  good  year.  The  Pennsylvania  earned  8.05  per  cent  in  the  hard 
year  and  11  per  cent  in  the  good  year.  The  Baltimore  &  Ohio  earned 
5.5  per  cent  in  the  hard  year  and  7.3  in  the  good  year.  The  Reading 
in  the  hard  year  earned  10.6  per  cent  and  11.5  per  cent  the  next  year. 
The  Chesapeake  &  Ohio  earned  4.25  per  cent  in  the  hard  year  and 
11  per  cent  in  the  good  year.  The  Norfolk  &  Western  earned  8.8  per 
cent  in  the  bad  year  and  16.7  per  cent  in  the  good  year.  The  New 
York  Central  for  the  fiscal  year  ending  December  31,  1915,  earned 
8  per  cent  in  the  hard  year  and  18  per  cent  in  the  good  year. 

Mr.  LovETT.  I  would  not  call  December  31,  1915,  a  hard  year  for 
the  Pennsylvania  or  the  New  York  Central,  because  there  was  quite 
a  business  boom. 

Senator  Townsend.  I  understand  all  this  is  in  the  record  now. 

Mr.  Sims.  I  read  it  for  the  purpose  of  going  in  the  record,  as  I 
did  not  want  to  cut  Senator  Newlands's  magazine.  But  to  add  those 
years  together,  would  it  not  show  good,  reasonable,  remunerative  net 
earnings  for  those  railroads  during  the  two  years  combined  ? 

Mr.  LovETT.  For  those  two  years  ? 

Mr.  Sims.  For  those  two  years ;  yes. 

Mr.  LovETT.  I  can  not  answer  for  any  except  the  Union  Pacific. 
I  am  not  familiar  with  the  details  of  the  others.  You  show  there 
that  for  the  fiscal  year  ending  June  30,  1915.  the  Union  Pacific 
earned  11  per  cent. 

Mr.  Sims.  And  15.65  per  cent  in  the  next  year. 

Mr.  LovETT.  Only  about  7  per  cent  of  that  was  from  the  railroad. 
The  rest  was  from  security  investments.  Something  Over  7.15  per 
cent  was  what  we  earned  upon  the  railroad.  The  next  year,  1916, 
we  earned  15.65  per  cent.  That  was  after  the  start  of  the  big  busi- 
ness I  described  yesterday.  For  the  year  ending  December  31,  1916, 
we  earned  about  17  per  cent,  including  investments.  Of  course  those 
earnings  were  perfectly  abnormal.  Our  gross  earnings  were  $10,- 
000,000  more  than  it  ever  had  been  in  the  history  of  the  company 
through  these  extraordinary  conditions. 

Now,  take  the  earnings  of  other  companies  you  have  described :  I 
do  not  know  how  much  of  it  may  have  been  from  investments.  And 
bear  in  mind  that  proper  railroad  management  under  the  system 
of  accounting  by  the  Interstate  Commerce  Commission  requires  a 
substantial  part  of  what  appears  surplus  to  go  back  into  the  prop- 
erty, to  meet  expenditures  that  will  never  add  anything  to  the  reve- 
nue or  reduce  expenses — items  that  in  my  judgment  really  ought 
to  be  charged  against  current  income.  In  the  case  of  the  Union 
Pacific  or  any  of  the  roads  you  mentioned,  and  out  of  their  normal 
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earnings  a  good  portion  of  the  "  net "  you  have  described  must 
go  back  into  the  property  for  purposes  that  will  never  benefit  the 
company,  but  which  are  necessary  to  the  projDer  maintenance  of 
the  property.  I  should  like  to  add  that  apparently  you  read  only 
those  roads  that  earned  dividends. 

Mr.  8iMs.  These  are  those  that  are  published  in  this  Financial 
Age,  and  1  did  not  look  any  further  for  the  rest  of  them. 

Mr.  Lo^•ETT.  About  35  per  cent  of  the  capital  stock  of  the  rail- 
roads of  the  United  States,  year  in  and  year  out,  pays  no  dividends. 

Mr.  Sims.  This  does  not  refer  to  dividends;  it  is  net  earnings. 
1  want  to  ask  you  as  to  these  railroads  I  have  here  mentioned,  unless 
it  should  be  one  or  two,  if  the  net  earnings  do  not  indicate  a  condi- 
tion, taking  a  hard  and  a  good  year  together,  that  would  give  them 
good  credit  anywhere  that  condition  was  known  ? 

Mr.  LovETT.  It  is  not  a  hard  or  a  good  year.  The  last  year,  the 
fiscal  year  ending  June  30,  191G,  was  an  extraordinarily  good  year. 
The  year  ending  June  30,  1915,  for  the  eastern  roads,  or  rather  the 
last  half  of  it,  was  a  good  year — the  first  half  was  a  hard  year.  The 
years  you  have  taken  are  not  at  all  illustrative  of  the  normal  con- 
ditions in  the  past. 

Mr.  Sims.  "Well,  one  is  extremely  low,  j^ou  admit  that? 

Mr.  LovETT.  Xo ;  not  extremely  low. 

Mr.  Sims.  That  is  the  very  reason  the  Interstate  Commerce  Com- 
mission was  urged  to  give  the  5  per  cent  rate  increase  on  account  of 
war  conditions  having  destroyed  the  service  of  railroads,  the  vol- 
ume of  their  business. 

Mr.  LovETT.  The  eastern  railroads  had  applied  for  an  increase 
and  had  been  denied  prior  to  the  breaking  out  of  the  European  war. 
Immediately  after  the  breaking  out  of  the  European  war  they  ap- 
plied, and  because  of  the  bad  business  conditions  and  their  financial 
necessities  an  increase  of  rates  was  granted. 

Mr.  Sims.  The  reason  was  the  war  had  so  reduced  their  earnings? 

Mr.  LovETT.  That  was  in  the  early  days  of  the  war  before  the 
business  resulting  from  the  war  in  the  eastern  district  started.  That 
did  not  commence  until  the  last  half  of  the  fiscal  year  ending  June 
30,  1915,  as  I  understand,  so  there  were  some  months  of  very  poor 
business  and  some  months  of  very  good  business  during  that  year. 

Mr.  Adamson.  I  did  not  hear  you  read  from  Mr.  Thelen's  figures 
the  Central  of  Georgia  road,  and  I  do  not  understand  why  he  dis- 
criminates against  a  road  that  runs  through  the  best  country  and 
serves  the  best  people. 

Mr.  Sims.  I  am  reading  from  the  Financial  Age  of  October  21, 
1916. 

Mr.  Adamson.  That  is  discrimination  that  the  whole  railroad  legis- 
lation is  opposed  to,  you  know. 

Mr.  Sims.  Now.  in  1908,  according  to  the  report  of  the  Interstate 
Commerce  Commission,  which  I  believe  reports  railroads  where  the 
gross  earnings  are  a  million 

Mr.  LovETT.  They  have  a  class,  I  believe,  of  roads  with  gross  earn- 
ings of  $1,000,000  or  more  and  a  second  class  with  earnings  of  a 
million  to  one  hundred  thousand. 

Mr.  Sims.  In  mileage  reported  for  1908,  227,257.02  ndles.  The 
operating  revenue  for  that  year,  eight  years  ago,  and  that  was  after 
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the  jDanic,  for  the  panic  came  m  1906  and  1907,  the  operatmg  revenues 
for  that  year  were  $2,140,638,832.  The  railway  operating  expenses 
for  that  3'ear  were  $1,710,403,451.  There  was  a  net  revenue  from 
railway  operations  of  $730,235,781.  Now,  that  is  the  lowest  year 
reported  in  either  gross  or  net.  I  am  not  going  to  read  all  this  out 
now  for  your  benefit.  These  mileages  are  substantially  the  same  all 
the  way  through,  so  I  take  it  it  is  not  necessary  to  repeat  the  mileage 
ever}'  time.  The  next  3'ear,  1909,  the  net  operating  revenue  was 
$823,171,097.  That  shows  an  increased  earning  and  a  slight  increase 
in  mileage,  because  it  was  232,000  in  1909,  as  against  227,000  in  1908. 
The  next  year,  1910,  there  was  a  net  revenue  of  $930,262,457,  with  an 
increase  of  only  about  2,000  in  the  mileage.  The  next  year,  1911,  was 
not  so  good  as  that  one,  being  $876,522,857.  The  next  year,  1912,  it 
was  $871,358,340;  the  next  year,  1913,  it  was  $957,195,208;  the  next 
year,  1914,  it  was  $845,216,254 ;  in  1915  it  was  $867,510,246 ;  and  in 
1916  it  was  $1,176,804,001. 

Now,  leaving  out  1916  as  being  somewhat  exceptional,  and  really 
1914  and  1915  ought  to  be  left  out,  too,  but  it  actually  showed  a 
greater  net  earning  than  it  did  before. 

Mr.  LovETT.  What  year  is  that,  1914? 

Mr.  Sims.  I  mean  1915  was  $867,000,000  in  round  numbers,  and 
the  year  before,  1914,  that  was  for  1913  and  1914,  it  w^as  $845,216,654 
net.  Now,  this  shows  a  continually  rising  or  increase  in  the  net 
earnings,  decidedly  more  than  the  increase  in  mileage,  while  the  oper- 
ating expenses  have  increased  also,  but  the  net  earnings  of  these 
railroads  have  increased  in  such  a  way  that  I  do  not  see  how  it  can 
possibly  impair  their  credit  for  any  money  that  they  borrow  or  ought 
to  borrow. 

Mr.  LovETT.  Does  your  statement  show.  Judge  Sims,  how  much 
the  expenditures  for  betterments  and  additions  were ;  that  is,  how 
much  new  capital  was  expended  during  that  time? 

Mr.  Sims.  Not  at  all.  I  do  not  think  that  cuts  any  figure  in  net 
earnings  unless  you  are  going  to  use  it  for  that  purpose.  It  does  not 
keep  it  from  being  net  earnings ;  it  is  a  profit. 

Mr.  LovETT.  But  net  earnings,  as  stated  there,  is  the  amount 
remaining  without  anything  on  the  capital. 

Mr.  Sims.  Net  revenue  from  railway  operations. 

Mr.  Lo\"ETT.  Exactly ;  that  excludes  interest,  dividends,  and  every- 
thing else. 

Mr.  Sims.  Excludes  it? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  mean  the  interest  is  not  paid ;  that  the  interest  then 
must  come  out  of  these  net  earnings  ? 

Mr.  LovETT.  Of  course  I  mean  that. 

Mr.  Sims.  Then  it  still  shows  their  net  operating  revenues  are 
increasing? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Whatever  is  done  with  this  revenue  it  shows  that  rail- 
way operation  per  se  is  profitable  ? 

Mr.  LovETT.  Yes.     I  say  yes  to  that,  although  I  do  not 

Mr.  Sims.  These  figures  indicate  it.  You  will  be  held  responsible 
for  being  accurate,  and  I  will  not,  and  ought  not  to  be,  because  I  do 
not  know  as  much  about  it  as  you  do.  But  what  this  table  here 
shows  is  that  the  railroads  arc  not  being  impoverished. 
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Mr.  LovETT.  I  have  not  seen  your  table.  Judge  Sims,  but  I  take  it 
to  be  a  statement  from  the  Interstate  Commerce  Commission  of  the 
net  operating  revenue  for  the  years  you  mentioned  i 

Mr.  Sims.  Gross  and  net  both. 

(The  table  referred  to  is  here  printed  in  full  as  follows:) 

Statement  compiled  from  sidtistirul  reports  of  the  Interstate  Co.iitmerce 

Commission. 


Year  ended  June  .50- 


1910  2 
1915  3 
1914  < 
1913  < 
1912  3 

1911  3 
1910  3 
1909  3 
1908  3 
1907.. 
1906.. 


Averape 
sincle  track 
mileage 
repre- 
sented.' 


Miles. 
229,229.09 
256.213.61 
245, 624. 55 
242, 657. 12 
246, 828. 74 
243,433.61 
238,986.51 
232,981.11 
227,257.02 
227,454.83 
222,340.30 


Railway 
operating 
revenues. 


$3,396, 
2, 956, 
3,111, 
.3, 193, 
2,906, 
2, 852, 
2,812, 
2,473, 
2, 440, 
2, 589, 
2,325, 


808, 234 
193,202 
396, 422 
117,834 
415, 869 
854, 721 
141,575 
205,301 
638, 832 
105, 578 
765, 167 


Railway 
operating 
expenses. 


.?2, 220, 
2,088, 
2, 266, 
2, 235, 
2,035, 
1,976, 
1,881, 
1,6.50, 
1,710, 
1,  748, 
1,536, 


004, 233 
682, 956 
179,768 
922, 626 
057, 529 
331,864 
879,118 
034, 204 
403,451 
515, 814 
877, 271 


Net  revenue 

from  railway 

operations. 


$1,176,804,001 
867, 510, 246 
845, 216, 654 
957, 195, 208 
871,358,340 
876, 522, 857 
930, 262, 457 
823,171,097 
730,235,381 
840, 589, 764 
788, 887, 896 


»  These  figures  represent  the  mileage  for  which  revenues  and  expenses  are  shown  in  this  table  and  include 
some  duplications  of  mileage  operated  jointly  under  trackage  rights;  also  some  mileage  not  in  the  United 
States. 

2  From  nionthlv  reports  of  revenues  and  expenses  of  companies  having  annual  operating  revenues  above 
$1,(X)0,000. 

3  Does  not  include  returns  for  switching  and  terminal  companies. 

<  Does  not  include  returns  for  companie.'i  having  annual  operating  revenues  below  $100,000,  and  switchmg 
and  terminal  companies. 

Mr.  LovETT.  It  means,  in  the  sense  used  there  in  respect  to  net,  the 
amount  of  money  remaining  after  maintenance  and  operation  and 
taxes,  I  presume!  I  do  not  know  whether  it  includes  taxes  or  not. 
And  that  amount  is  to  be  applied  to  the  payment  of  interest  and  to 
the  payment  of  dividends,  and  it  takes  no  account  of  the  amount 
expended  on  the  road.  Now,  I  have  not  the  figures,  but  I  fancy  you 
will  find,  if  you  get  full  figures  on  the  subject,  that  during  the  years 
you  have  mentioned  new  money  was  put  into  these  properties  faster 
than  the  net  earnings  increased,  and  of  course  the  interest  on  this 
capital  has  to  be  paid  out  of  the  net  earnings. 

Mr,  Adamson.  I  understand  what  you  expend  on  betterments  is  a 
part  of  your  earned  expenditures,  and  comes  out  before  the  net  earn- 
ings can  be  known. 

Mr.  LovETT.  No ;  net  earnings,  under  the  system  of  accounting  the 
Interstate  Commerce  Commission  prescribes,  shows  the  amount  that 
remains  after  paying  operating  expenses  and  maintenance,  not  in- 
terest or  dividends  or  improvements. 

Mr.  Adamson.  Of  course,  you  can  not  operate  without  maintaining 
the  road. 

Mr.  LovETT.  No.  To  illustrate :  If  we  put  an  ice  box  in  the  end  of 
a  dining  car,  if  we  add  a  refrigerator,  if  we  buy  a  new  set  of  china 
for  the  dining  car,  if  we  put  an  electric  light  instead  of  an  oil  light, 
these  are  not  treated  either  as  expenses  or  as  maintenance  but  as  new 
capital,  and  we  have  to  pay  for  it  out  of  the  net  earnings  or  from 
borrowed  capital.  In  other  words,  by  this  accounting  the  property, 
.so  far  as  any  betterment  or  improvement  or  upbuilding  is  concerned, 
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is  skinned  down  to  the  last  dollar  in  order  to  show  net  earnings,  and 
everything  in  the  way  of  improvement  has  to  be  paid  out  of  that 
amount,  as  well  as  interest. 

Mr.  Adamsox.  If  I  ask  you  to  deduct  from  your  entire  gross  earn- 
ings all  that  3^ou  expend  regularly  in  operating,  the  net  earnings  are 
the  sum  remaining  which  you  are  at  liberty  to  dispose  of  in  paying 
interest,  making  betterments,  or  to  divide  among  your  stockholders? 

Mr.  LovETT.  Yes;  but  with  the  burden  or  obligation  we  can  not 
escape  of  making  certain  improvements  to  the  property  that  really 
are  to  keep  it  in  operating  condition. 

You  asked  about  the  track  expenses.  For  instance,  suppose  we  lay 
down  new  rails  and  replace  an  80-pound  rail  with  a  90-pound  rail, 
the  difference  between  the  value  of  the  80-pound  rail  and  the  90- 
pound  rail  is  new  capital  and  is  to  come  out  of  this.  If  we  put 
down  a 

Mr.  Hamilton.  Why  should  not  the  whole  cost  of  the  90-pound 
rail  go  in  as  new  capital,  inasmuch  as  you  are  making  new  track? 

Mr.  LovETT.  Of  course,  there  are  different  theories  about  that. 
Prior  to  1907  railroads  had  the  option  either  to  charge  this  excess  to 
capital  or  to  operating  expenses,  and  different  practices  were  fol- 
lowed. We  adopted  the  practice  of  charging  the  entire  amount  to 
operating  expenses.  Some  of  the  roads,  whose  credit  was  a  matter  of  ■ 
more  concern  to  them,  and  who  wanted  to  show  larger  net  earnings, 
availed  themselves  of  the  option  to  charge  operating  expenses  only 
with  the  weight  to  the  extent  of  the  rail  they  took  up,  and  took  care 
of  the  other  out  of  their  apparent  net  earnings. 

Mr.  Si3is.  Judge  Lovett,  we  are  getting  away  from  the  proposition 
I  am  trying  to  develop,  and  that  is  this,  that  railway  operation 
within  itself  was  successful  to  these  roads  in  those  years,  and  those 
years  covered  all  roads.  That  is,  that  net  earnings  are  increasing 
while  the  railway  operating  revenues  are  increasing  and  the  railway 
operating  expenses  are  increasing.  But  the  freight  payer,  the  ])atron 
of  the  road,  is  interested  more  in  the  gross  than  in  the  net.  The  rail- 
ways that  made  these  net  earnings  might  think  it  was  to  their  pri- 
vate interest  to  invest  the  whole  of  it  in  improvements,  because  the 
property  would  be  worth  just  that  much  more  after  it  was  done  than 
before  and  therefore  they  have  not  lost  anything.  They  may  decide 
to  invest  only  part  of  it  and  pay  dividends  of  4,  5,  or  6  per  cent 
and  then  let  the  balance  of  it  go  into  the  property,  but  the  stock- 
holder has  lost  nothing  when  he  has  the  right  to  withdraw  the  Avhole 
amount  of  this  if  he  wants  to  and  he  thinks  it  is  to  his  interest  to 
put  it  in  the  road  instead  of  encumbering  the  road  with  a  bond  lia- 
bility and  interest;  that  is  simply  a  matter  for  him  to  determine, 
and  I  can  not  see  that  the  public  lias  anything  to  clo  with  his  private 
funds,  providing  he  does  not  trench  upon  the  ability  of  the  railroad 
to  do  the  service.  But  I  am  trying  to  show  that  the  railroads  as  a 
commercial  proposition,  as  an  operating  plant,  as  a  whole,  are  increas- 
ing both  their  gross  and  net  earnings  all  the  time,  and  out  of  all 
proportion  to  the  increase  in  mileage. 

Mr.  Lovett.  Do  you  want  me  to  answer  the  entire  question.  Judge 
Sims,  or  only  the  latter  part  of  it?    There  are  various  assertions  and 
assumptions' in  the  question  to  which  I  can  not  assent. 
Mr.  Sims.  You  may  make  just  such  answer  as  you  wish. 
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Mr.  Lo^^:TT.  So  that  I  am  understood  as  not  assenting  to  it,  I  will 
undertake  to  answer  not  all  of  it,  but  only  that  part  of  it  you  wish 
me  to  answer.     Just  what  is  your  (juestion  ? 

Mr.  Sims.  My  question  is  this,  that  this  exhibit  of  mileage,  of 
gross  earnings,  of  operating  expenses,  and  of  net  operating  earnings, 
for  the  years  I  have  given  you,  does  it  not  demonstrate  that  the  rail- 
roads as  a  whole,  those  included  here,  are  doing  a  prosperous  busi- 
ness? In  other  words,  that  they  are  not  failing  concerns  and  that 
there  is  nothing  in  this  exhibit  which  would  impair  their  credit  ? 

Mr.  LovETT.  I  would  answer  that  statement,  Judge,  distinctly  no. 
Some  railroads  are  prosperous,  as  I  asserted  in  my  main  statement, 
and  can  live  under  the  conditions  and  pay  reasonable  dividends. 
But  if  you  take  the  period  from  1907  to  and  including  1915,  I  would 
say  that  while  in  some  of  those  years  the  railroads  were  prosperous, 
generally  they  w^ere  on  a  declining  basis — that  is  to  say,  the  new 
capital  they  invested  to  increase  and  improve  their  facilities  was 
very  much  greater,  or  in  a  greater  ratio,  than  the  increase  in  their  so- 
called  applicable  dividends  on  their  capital.  As  you  increase  your 
fixed  charges,  and  as  you  borrow  more  money  to  put  into  the  prop- 
erty, unless  your  net  earnings  increase  in  the  same  proportion,  you 
will  soon  get  to  the  point  where  there  will  not  be 

Mr.  Sims.  Any  net  earnings  at  all. 

Mr.  LovETT.  Speaking  of  the  railroads  generally  in  the  United 
States,  the  new^  money  put  into  the  roads  increased  much  faster  than 
the  net  earnings. 

Mr.  Sims.  I  want  to  ask  you,  Mr.  Lovett 

Mr.  LovETT.  I  suggest  that  you  take  the  property  investment  ac- 
count of  the  railroad  companies  during  the  years  you  mentioned, 
which  shows  the  amounts  of  new  capital  which  was  put  in,  and  com- 
pare the  increases  in  capital  with  the  increases  in  net  earnings.  For 
example,  in  my  main  statement  I  showed  that  during  one  of  the  years 
included  in  those  you  mentioned  the  additions  to  the  capital  by  the 
railroads  of  the  United  States  in  a  single  year  was  one  billion  two 
hundred  and  some-odd  millions.  You  will  not  find  that  rate  of 
increase  in  the  net  earnings  for  any  one  year.  So  the  railroads  were 
in  a  position,  generally,  of  pouring  new  money  into  the  railroads 
and  thereby  increasing  their  interest  charges  or  dividend  require- 
ments. That  has  gone  on  at  a  much  more  rapid  rate  than  the  in- 
crease in  net  earnings,  which  means  they  were  on  a  declining  basis. 

Mr.  Sims.  You  refer  frequently  to  dividend  requirements. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  do  not  mean  there  is  any  legal  di^ddend  require- 
ment or  compulsory  dividend  requirement? 

Mr.  LovETT.  No ;  I  mean  there  is  a  practical  business  requirement. 
Take  the  ITnion  Pacific.  It  is  established  on  a  sound  dividend  basis. 
It  commands  a  certain  price  because  of  the  dividends  it  pays.  It  is 
held  as  an  investment  by  many  thousands  of  people. 

Mr.  Sims.  You  mean  the  stocks? 

Mr.  Loat:tt.  Yes.  People  buy  the  stock  expecting  a  return,  and 
I  naturally  feel  to  these  stockholders  a  moral  obligation  and  that 
the  moralobligation  is  as  great  as  the  legal  obligation  to  the  bond- 
holders. If  they  put  their  money  in  on  their  faith  of  what  they 
can  reasonably  expect  us  to  do,  and  what  we  ought  to  do,  there  is  a 
moral  obligation  on  us  to  meet  that  expectation. 
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Mr.  Sims.  Is  there  any  moral  obligation  or  legal  obligation  or 
anything  else  that  ought  to  be  binding  on  the  public  that  persons 
who  are  entitled  to  dividends  out  of  a  public  utility  should  be  entitled 
to  be  paid  semiannually  or  quarterly  and  in  money? 

Mr.  Lo\'ETT.  I  do  not  care  whether  it  is  a  public  utility  or  what  it 
is.  I  consider  that  the  man  who  has  put  his  money  into  railroads 
is  entitled  to  as  much  consideration  as  the  man  who  puts  it  into  a 
saloon  or  a  corner  lot  or  anything  else.  He  has  put  his  money  in  in 
the  exercise  of  a  right  and  at  the  earnest  solicitation  of  the  Govern- 
ment. The  Government  is  solicitous  about  this  matter.  That  is  why 
this  committee  is  sitting  here,  trying  to  provide  the  country  with 
railroad  facilities.  I  submit  that  a  person  who  comes  forward  and 
puts  his  money  into  this  great  public  purpose  is  as  much  entitled  to 
a  return  as  anyone  else.  I  do  not  say  that  because  he  invests  his 
money  for  a  public  use  he  is  not  subject  to  as  great  legal  restrictions 
and  regulation  as  anybody;  but  he,  morally,  is  entitled  to  as  much 
consideration  as  anyone. 

Mr.  Sims.  I  am  afraid  you  did  not  quite  catch  the  question.  Is 
there  any  moral  or  legal  obligation  to  pay  his  dividends  in  money  ? 

Mr.  LovETT.  Yes;  I  consider  there  is  a  very  strong  moral  obliga- 
tion to  pay  the  dividends  to  the  stockholders  of  the  Union  Pacific. 

Mr.  Sims.  Annually  or  quarterly. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Is  there  not  a  greater  moral  obligation  for  you  to  earn 
them? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  suppose  the  Union  Pacific  has  earned,  net,  25  per 
cent,  for  instance,  in  one  year. 

Mr.  Lov'ETT.  Yes. 

Mr.  Sims.  And  the  directors,  with  the  consent  of  the  stockholders, 
think  it  is  to  their  interest  to  invest  that  whole  25  per  cent  in  the 
improvement  of  that  property,  and,  when  improved,  that  it  is  worth 
the  amount  of  the  dividend  more  than  it  was  before.  Have  they  not 
in  morals  and  in  fact  received  their  dividends  ? 

Mr.  LovETT.  No ;  there  are  a  great  many  people  who  live  on  what 
they  get  out  of  the  dividends  on  the  Union  Pacific.  We  increased  our 
dividends  one-half  of  1  per  cent  at  the  beginning  of  this  year.  I  have 
a  letter  from  a  woman  thanking  me  for  the  increase,  and  she  said 
she  owned  one  share.  She  is  a  working  woman.  A  great  many 
people  look  to  this  dividend  for  their  income,  and  I  believe  that  if 
the  Union  Pacific  earned  25  per  cent,  and  if  it  ought  to  spend  that 
amount  of  money  on  some  improvement,  then  it  ought  to  pay  the 
regular  dividend  and  borrow  the  money  needed.  I  think  we  should 
not  force  a  loan  from  the  stockholders  when  we  can  borrow  it  from 
those  ha^dng  it  to  lend. 

Mr.  Sims.  As  a  matter  of  policy,  and  all  that,  I  understand  your 
reasoning;  but  I  asked  you  when  they  devote  all  their  earnings, 
which  they  could  devote  to  dividends,  to  a  further  improvement  of 
the  property,  which  they  thought,  in  their  judgment,  was  to  the  best 
interests  of  the  owners — the  stockholders — if  they  have  not,  in  fact, 
received  their  dividends,  not  in  money,  but  in  property,  in  an  added 
value  to  their  stock? 
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Mr.  LovETT.  I  have  just  said  that  a  gvent  deal  we  might  legally 
pay  out  as  dividends  is  put  back  into  the  property  for  improvements 
which  neither  increase  the  revenues  nor  reduce  the  expenses. 

Mr.  Sims.  It  adds  to  the  value  of  the  property.  Your  stocks  reflect 
it  in  the  market  immediately. 

Mr.  LovETT.  I  had  not  observed  that. 

Mr.  Sims.  You  know,  perhai)s,  of  Mr.  A.  J.  County,  do  you  not? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  am  not  going  to  again  get  caught  up  by  quoting  any- 
body to  you  without  first  asking  your  opinion  of  him. 

Mr.  LovETT.  I  think  you  have  not  quoted  anyone  yet,  with  whom 
I 

Mr.  Sims.  This  gentleman  has  stated  in  this  pamphlet — he  is  vice 
president  of  the  Pennsylvania  Eailroad  Co.  and  in  charge  of  account- 
ing. ]S"ow%  I  notice,  nearly  all  of  these  addresses,  delivered  every- 
where, in  favor  of  this  legislation,  or  something  on  the  order  of  it, 
are  in  the  main  in  agreement,  which  is  all  right.  All  of  these  wise 
men  and  all  of  these  practical  men  may  take  the  same  view ;  but, 
summarized,  Mr.  County  says: 

They  liave,  in  my  judgrmeut,  three  barriers  to  cross  that  will  require  the 
most  impartial  statesmanship  and  the  best  administx'ative  experience. 
First,  they  must  get  larger  earnings — 

That  is  the  first  and  all-important  proposition,  so  far  as  the  rail- 
roads are  concerned.  He  states  some  reasons  why,  but  I  am  stating 
the  requirements — 

First,   they   must  get  lai'ger  earnings. 

Second,  they  must  find  a  means  whereby  neither  the  pompanies  nor  thoir 
employees  can  stop  the  ti'ansportation  service  of  the  country. 

Third,  means  must  be  found  to  remove  the  obstacle  of  confusing  and  conflict- 
ing laws  and  regulations  of  the  various  States  and  the  Federal  Government. 

Now,  the  first — and  I  take  it  it  is  the  most  important,  because  he 
mentions  it  first — is  the  increase  of  earnings. 

Mr.  Adamson.  Is  not  that  a  common  complaint,  not  confined  to  the 
railroads  ?    Everybody  wants  larger  earnings. 

Mr.  Sims.  He  says  it  is  necessary.  Does  this  mean  or  does  he 
mean  or  you  mean  that  you  have  got  to  charge  more  for  performing 
the  same  service  ? 

Mr.  LovETT.  I  should  say  that  I  indorse  all  Mr.  County  says,  ex- 
cept as  to  the  increase  of  earnings.  There  are  certain  qualifications 
to  that.  Many  of  the  roads — I  should  say  a  very  large  majority  of 
the  railroads  of  the  United  States — must  have  increased  earnings. 
When  you  increase  by  the  eight-hour  law,  for  instance,  the  expenses 
of  a  large  class  of  men  20  or  25  per  cent,  and  when  the  price  of  coal, 
which,  outside  of  labor,  is  the  largest  single  item  in  railroad  trans- 
portation costs,  practically  doubles;  when  the  cost  of  engines  and 
other  rolling  stock  almost  double;  when  the  price  of  rails  is  jumped 
from  $30  to  $40  a  ton  and  the  cost  of  everything  entering  into  the 
maintenance  and  operation  of  railroads  is  almost  doubled;  when 
track  labor  jumps  from  $1.25  to  $2.50  a  day,  as  much  of  it  has,  it  is 
perfectly  obvious  that  as  the  railroads  have  no  means  except  rates  by 
which  to  get  revenue  to  pay  the  increased  bills  they  must  have  in- 
creased rates  or  go  into  bankruptcy. 
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Mr.  Adamson.  I  agree  with  you  in  all  of  your  answer  except  as  to 
the  statement  of  your  additional  expenses  in  connection  with  the 
eight-hour  law.  That  depends  on  how  anxious  you  are  to  comply 
with  the  eight-hour  law.  If  you  comply  with  the  spirit  of  the  law, 
it  will  not  cost  you  much. 

Mr.  LovETT.  I  hope  you  are  right.  We  will  comply  with  the  letter 
and  the  spirit  of  the  law. 

Mr.  Adamson.  If  it  does  cost  you  much  more,  we  will  secure, 
through  the  Interstate  Commerce  Commission,  fair  and  just  rates, 
according  to  your  circumstances. 

Mr.  LovETT.  I  hope  so. 

Mr.  Sims.  If  I  catch  the  meaning  of  your  reply,  you  admit  or 
claim,  as  Mr.  County  says 

Mr.  LovETT.  I  do  not  like  the  word  "  admit." 

Mr.  Sims.  Well,  "  contend."  You  contend  that  on  account  of  the 
facts  you  have  just  mentioned  the  railroads  must  have  larger  earn- 
ings.   I  suppose  you  mean  net  earnings? 

Mr.  Lo\'ETT.  Naturally. 

Mr.  Sims.  The  question  I  asked  you  was,  do  you  mean  larger  earn- 
ings by  reason  of  an  increased  charge  for  the  services  you  now  per- 
form? 

Mr.  LovETT.  I  do  not  know  of  any  other  way  to  get  it. 

Mr.  Sims.  I  understand  that  is  what  you  mean;  but  I  wanted  to 
know  if  I  understood  it  correctly. 

Mr.  Lo\TETT.  Yes. 

Mr.  Sims.  Therefore  the  additional  earnings  become  a  loss  to  the 
patrons  of  the  roads;  that  is,  if  the  freight  and  passenger  rates  and 
other  charges  for  services  performed  are  increased  ? 

Mr.  LoA^TT.  I  think  a  man  who  increases  the  price  of  his  coal  from 
$1  a  ton  to  $2  or  $2.50  and  jumps  the  price  of  rails  from  $30  a  ton  to 
$40  a  ton  and  still  makes  over  40  per  cent  profit 

Mr.  Sims.  You  think  he  can  afford  to  pay  some  additional  freight? 

Mr.  LovETT.  Yes ;  I  think  he  ought  to  let  us  have  a  little. 

Mr.  Sims.  I  think  so,  too.  We  might  just  as  well  admit  the  fact 
that  as  a  whole  the  people  pay  the  gross  earnings,  that  as  a  whole 
every  increase  in  freight  charges  is  a  burden  upon  the  individuals  or 
the  business  which  pays  it. 

Mr.  LovETT.  I  would  not  call  it  a  burden  any  more  than  food  is  a 
burden. 

Mr.  Sims.  It  is  an  additional  expense  to  them,  is  it  not?  If  freight 
charges  are  increased,  is  not  that  an  increase  in  the  expense  of  doing 
the  business  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  bound  to  be? 

Mr.  LovicTT.  Yes. 

Mr.  Sims.  Therefore  this  is  transferring  or  taking  from  the  rail- 
roads a  less  and  transferring  it  to  those 

Mr.  LovETT.  You  call  that  an  expense.  Judge  Sims,  but  this  man 
is  doubling  his  profits,  and  in  the  process  of  doubling  profits  he  sim- 
ply pays  a  little  more  than  he  formerly  paid  for  conducting  the  busi- 
ness ;  and  that  is  why  I  hesitate  to  call  it  an  expense. 

Mr.  Sims.  I  am  talking  about  all  those  who  patronize  the  rail- 
roads. 
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Mr.  LovE'rr.  I  would  like  to  say  that  this  condition,  Mr.  County 
describes  as  to  the  needs  of  the  railroads  for  increased  rates  will  have 
nothing  to  do  with  Federal  incorporation.  It  will  have  to  come, 
regardless  of  the  corporate  system. 

Mr.  Sims.  I  understand  he  is  mentioning  it  in  line  with  the  rail- 
roads keeping  up  their  present  standards  and  continuing  in  business. 

Mr.  LovE'rr.  Yes. 

Mr.  Sims.  The  next  proposition  is — 

Second.  They  must  tiiul  a  means  whereby  neither  the  companies  nor  their  em- 
ployees can  stop  the  transportation  service  of  the  country. 

Mr.  LovETT.  I  consider  that  one  of  the  most  vital  necessities  in  the 
railroad  situation,  not  perhaps  so  much  to  the  railroads  as  to  the 
public  at  large. 

Mr.  Sims.  Don't  you  think  this  part  of  it  is  unnecessary — that 
neither  the  companies  nor  the  employees  can  stop  the  transportation 
service  ?     Have  the  companies  ever  tried  to  stop  it  ? 

Mr.  LovETT.  I  think  the  companies  have  been  unable 

Mr.  Sims.  But  this  would  indicate  an  intentional  effort. 

Ml-.  LovEiT.  Well 

Mr.  Sims.  I  think  it  is  unnecessary  to  put  that  in.  I  think  the 
policy  of  the  railroads  is  always  to  continue  furnishing  the  service. 

Mr.  LovETT.  When  you  come  to  analyze  statements  you  will  find 
that  there  is  always  something  stated  that  is  not  necessary. 

Mr.  Sims.  I  suppose  it  is  put  in  to  balance  up  and  make  them 
equal. 

Now.  we  come  to  the  labor  cost,  which  we  may  consider  very  im- 
portant, whether  or  not  it  is  going  to  increase  or  decrease,  and  what 
effect  it  will  have  upon  your  future  earnings — what  effect  the  uncer- 
tainty of  the  labor  cost  have  upon  the  credit  of  the  railroads — 
I  think  it  is  a  very  germane  consideration.  Now,  I  read  to  you ;  no 
doubt  you  have  read  it,  but  I  will  put  this  in  the  hearings.  This  I 
am  reading  from  is  a  statement  entitled  "  Economic  conditions — 
Governmental  finance — ^ITnited  States  securities,"  New  York,  March, 
1917,  by  the  National  City  Bank.  Referring  to  the  recent  immigra- 
tion law — the  effects  of  it — passed  by  Congress  over  the  veto  of  the 
President,  this  publication  says : 

It  remains  to  be  seen  how  serioiis  a  bar  the  literacy  test  will  prove  to  be. 
This  country  has  been  developed  largely  by  immigrant  labor.  Its  common 
labor  now  is  largely  of  the  immigrant  class,  and  unless  there  is  a  sufficient  sup- 
ply of  such  labor  to  enable  our  industries  to  expand  there  will  be  fewer  oppor- 
tunities for  all  our  people.  There  can  not  be  employment  for  more  clerks, 
mechanics,  craftsmen,  ti'adesmen,  or  professional  men  unless  there  are  also 
more  laborers.  There  can  not  be  an  expansion  of  railway  service  without  more 
track  hands  and  laborers  as  well  as  trainmen  and  office  employees. 

That  is  a  general  statement.  Do  you  not  think  that  this  is  about 
correct  ? 

Mr.  LovETT.  Why,  no  objection  occurs  to  me  at  the  moment. 

Mr.  Siisis.  That  it  is  a  fact,  so  far  as  we  know  ?  I  am  not  disputing 
it.    I  am  only  referring  to  it  as  a  fact. 

Mr.  LovETT.  I  am  not  an  expert  on  economics,  but  I  think  that  is 
all  right.    It  sounds  all  right. 

Mr.  Sims.  This  publication  indicates  strongly  that  railwav  labor 
in  the  future,  especially,  will  be  affected  by  the  shutting  off  of  a  part 
of  the  supply  they  have  heretofore  had,  for  common  labor. 

Mr.  Hamilton.  Ma^^  I  interrupt  you  for  a  second  ? 
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Mr.  Sims.  Certainly. 

Mr.  Hamilton.  It  is  very  obvious,  Mr.  Chairman,  that  Mr.  Sims^ 
with  his  very  interesting  examination,  will  probably  run  out  the 
whole  time,  and  I  wanted  to  say,  so  far  as  I  am  concerned,  it  will 
not  be  necessary  to  ask  Judge  Lovett  to  return,  because  I  would  have 
only  a  few  questions  anyway. 

Mr.  ADA:\rsoK.  Senator  Townsencl  will  probably  want  to  ask  some 
questions.  If  it  is  convenient  for  the  judge  to  remain  until  to-mor- 
row, perhaps  Senator  Townsend  will  want  to  ask  some  questions. 

Mr.  Hamiltox.  I  thought  perhaps  you  had  some  engagement  or 
something  like  that.  Certainly  I  would  not  want  you  recalled  for 
the  few  questions  I  have. 

Mr.  LovETT.  I  thank  you.  If  the  committee  will  have  a  session 
to-morrow,  I  should  prefer  to  remain,  so  that  Mr.  Hamilton  can  ask 
his  questions. 

Mr.  Hamilton.  Senator  Townsend  may  desire  to  submit  several 
questions. 

Mr.  Adamson.  Mr.  Hamilton  is  capable  of  asking  some  very  en- 
tangling questions  himself,  when  he  gets  down  to  business. 

Mr.  Hamilton.  I  thank  the  chairman  for  his  compliment. 

Mr.  Sims.  I  want  it  understood  that  I  have  no  purpose,  much  less 
thought,  of  asking  Judge  Lovett  any  entangling  questions.  It  seems 
to  me  these  questions  are  important. 

Mr.  LoaT':tt.  I  am  not  at  all  impatient. 

Mr.  Sims.  I  am  glad  you  are  not.  I  want  to  do  my  part,  and  then 
it  will  be  poorly  enough  done. 

Mr.  Lom^.tt.  i  think  not. 

Mr.  Sims.  Well,  at  any  rate,  it  looks  like  the  tendency  of  the  times 
is  to  increase  the  cost  of  labor.  Do  you  not  think  that  it  true,  gen- 
erally ? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  This  is  along  that  line,  and.  consequently,  you  will  have 
to  pay  more  for  labor  in  the  future  than  in  the  past. 

Mr.  Lovett.  I  do  not  object  to  it  at  all.  One  thing  I  am  sure  of, 
so  far  as  the  railroads  are  concerned,  the  people  who  use  the  railroads 
must  pay  the  bill.  You  can  not  get  away  from  that.  Whatever  the 
Government  chooses  to  do  about  this  matter,  the  railroads  must 
adjust  themselves  to. 

Mr.  Sims.  I  was  going  to  ask  more  about  the  labor,  but  I  will  leave 
that  out,  because  it  will  come  in  better  later  on.  I  just  happened  to 
see  that  article  of  Mr.  County's  and  referred  to  it. 

Is  it  not  a  fact  that  the  demands  of  the  railroads  are  on  the  in- 
crease, regarding  proper  and  necessary  terminal  facilities? 

Mr.  Lovett.   t^ndoubtedly.    We  need  more  terminals. 

Mr.  Sims.  Here  is  an  article  written  by  Eobert  J.  McFall,  Ph.  D., 
University  of  Minnesota,  in  whi(^h  he  quotes  from  a  publication, 
Droege,  which  stated  in  1912,  in  Freight  Terminals  and  Trains — I 
suppose  that  is  the  publication.    I  have  never  seen  it. 

Mr.  Lovett.  I  never  heard  of  it  before. 

Mr.  Siivrs.  Here  is  the  quotation : 

The  terminals  alone  represent  a  greatei-  amount  of  money  tlian  all  the  re- 
mainder of  the  lu'operties  of  the  roads.  This  statment  is  true  even  when 
smaller  or  intermediate  stations  are  omitted  and  only  the  great  water  tei*mi- 
nals  and  general  intermediate  distrlhnting  centers,  known  as  division  terminals 
or  yards,  are  inchided. 
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Mr.  Lovj^TT.  That  is  true  of  some  conipiinies,  and  of  some  it  is  not. 
If  you  are  speaking-  of  the  whole  United  States,  I  have  no  informa- 
tion on  that,  although  I  am  rather  surprised. 

Mr.  Sims.  I  am  including  the  whole  United  States. 

Mr.  Adamson.  You  would  inchule  the  whole  yard  in  your  ter- 
minal? 

Mr.  Lo\T]TT.  Yes.  I  understand  that  he  is  including  terminals, 
strictly  speaking.  At  all  events  1  am  not  prepared  to  dispute  his 
statement. 

Mr.  Sims.  You  do  not  know  whether  the  requirements  of  the  rail- 
roads are  greater  now  for  terminals— the  investment  for  terminals 
is  greater  than  the  investment  in  the  other  property  ? 

Mr.  LovETT.  I  do  not.     I  know  it  is  very  great. 

Mr.  Sims.  Mr.  Stuyvesant  Fish,  who  used  to  be  president  of  the 
Illinois  Central  Railroad  Company  in  1906,  when  the  hearings  were 
had  before  the  Interstate  Commerce  Committee  with  reference  to  the 
Hepburn  law,  made  a  private  statement  to  me — and  I  do  not  like  to 
quote  a  private  statement — but  he  said  that  if  he  were  going  to  divide 
up  the  property  of  the  Illinois  Central  between  the  terminals  and  the 
rest  of  the  proj)erty,  that  he  would  take  the  terminals. 

Mr.  LovETT.  The  Illinois  Central  has  very  expensive  terminals  on 
the  lake  front  in  Chicago. 

Mr.  Sims.  I  see  it  alleged  that  the  unit  cost  of  freight  and  passen- 
ger service  is  on  the  increase,  taken  as  a  whole. 

Mr.  LovETT.  True;  necessarily,  when  you  increase  wages,  the  cost 
of  fuel,  the  cost  of  every  element  that  enters  into  the  maintenance  and 
operation  of  railroads,  including  labor,  the  unit  cost  will  increase. 

Mr.  Sims.  It  will  unless  the  volume  is  so  much  greater  that  the 
railroads  get  their  earnings  with  less  cost.  That  being  the  case, 
Judge  Lovett,  it  being  unquestioned  that  there  are  vast  sums  of 
money  going  into  these  large  terminals,  such  as  New  York  and  others 
like  it,  Chicago — that  the  railroads  are  being  burdened  with  an  addi- 
tional capital  requirement  in  excess  of  like  capital  requirements  in 
the  past 

Mr.  LovETT.  I  stated  the  other  day  that  the  capital  requirements  of 
the  railroads  never  ceased,  and  I  ventured  the  opinion  that  in  the 
next  10  years  the  railroads  will  have  to  spend  at  least  as  much  as  in 
the  last  10  j^ears. 

Mr.  Adainison.  If  it  is  convenient,  I  would  like  to  suspend  the  ex- 
amination here. 

Mr.  Sims.  I  was  going  to  speak  next  of  the  new  New  York  termi- 
nal and  ask  what  it  cost. 

Mr.  Adamson.  Mr.  Thom  stated,  in  connection  with  some  ques- 
tions asked  of  Mr.  Lovett,  he  had  some  figures  to  put  in  the  record. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen.  Judge  Sims  in  his  ques- 
tions, read  a  lot  of  net  returns  from  the  list  of  selected  roads. 
Mr.  Sims.  I  did  not  select  them. 

Mr.  TiiOM.  You  must  have  selected  them,  as  you  took  them  from 
some  publication. 

Mr.  Sims.  They  were  printed  in  some  publication.  I  moan  I  did 
not  pick  them  out. 

Mr.  Thom.  In  connection  with  those,  I  want  to  read  a  few  figures. 
The  net  income  for  return  on  stock — the  gross  amount  of  stock  of  all 
railroads — for  the  year  ending  1913,  was  5.94  per  cent :  for  the  year 
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ending  1914,  it  was  4,06  per  cent;  for  the  year  ending  1915,  it  was 
3.44  per  cent ;  that  is,  when  I  say  "  the  year  ending,"  those  dates  were 
for  the  year  ending  June  30  of  those  years. 

Taking  21  selected  roads,  the  annual  average  net  income  for  return 
on  gross  amount  of  stocks  was,  for  the  series  of  years  from  1911  to 
1915,  8.65  per  cent ;  for  all  other  roads  than  those  21  it  was  2.64  per 
cent  a  year. 

Each  year  there  has  been  put  into  the  companies  a  vast  amount  of 
additional  capital.  The  earnings  on  this  additional  capital  amount- 
ed, in  1911,  to  2.02  per  cent ;  for  1912,  to  1.14  per  cent ;  for  1913,  to 
3.47  per  cent ;  and  in  1914  there  was  a  loss  of  0.76  per  cent ;  for  1915 
they  earned  only  0.05  per  cent. 

Mr.  Sims.  That  is  on  the  capital  stock? 

Mr.  Thom.  No,  sir;  on  the  additional  new  money. 

Mr.  Adamson.  The  time  for  adjournment  has  come.  You  may 
print  the  rest  of  your  statement  in  the  record  if  you  so  desire,  Mr. 
Thom. 

(Thereupon,  at  1.30  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Friday,  March  24,  1917,  at  10.30  a.  m.) 
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SATURDAY,  MARCH  24,   1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  subconmiittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 
Mr.  Adamson.  Judge  Sims,  you  may  proceed. 

STATEMENT  OF  MR.  R.  S.  LOVETT— Continued 

Mr.  LovETT.  I  was  requested  on  the  first  day  of  the  hearing  to 
submit  a  map  showing  in  some  distinctive  manner  the  different  units 
constituting  the  Union  Pacific  sj^stem.  I  have  such  map  (p.  826)  and 
now  submit  it,  as  follows : 

Mr.  Sims.  Mr.  Lovett,  I  told  you  yesterday  that  I  would  want  to 
ask  you  some  questions  this  morning  regarding  railway  terminals 
and  the  cost  to  the  railroads  having  to  provide  such  terminals.  Have 
you  anything  like  a  definite  idea  of  what  the  cost  of  terminal  facili- 
ties is,  or  what  per  cent  of  the  total  cost  of  railroad  facilities  is 
embraced  in  what  is  called  "terminal  facilities  "  ?  Let  that  be  sid- 
ings or  stations  or  docks  or  whatever  is  usually  meant  when  you  say 
"  terminal  facilities." 

Mr.  LovETT.  I  have  not.  Judge  Sims.  It  is  a  very  large  part  of 
the  cost  of  railroad  facilities,  and  I  believe  that  future  expenditures 
will  be  relatively  larger  for  terminals,  using  that  term  in  the  general 
sense  that  you  have  just  stated,  than  almost  any  other  part  of  rail- 
road development,  but  I  do  not  know  the  proportion. 

Mr.  Sims.  And  the  tendency,  then,  will  be  that  a  larger  propor- 
tion of  railway  earnings  will  have  to  be  used  in  providing  future 
terminals  or  enlarging  those  you  now  have  than  has  heretofore  been 
the  case? 

Mr.  LovETT.  I  believe  that  is  true,  using  the  word  "  terminals  " 

Mr.  Sims.  In  a  general  way. 

Mr.  LovETT.  To  include  practically  everything  except  main  tracks. 

Mr.  Sims.  Now,  is  it  also  not  a  fact  that  that  increase  can  not  be 
prevented  by  anything  or  any  kind  of  economic  operation  of  the 
railroads  that  can  be  devised ;  that  it  can  not  be  prevented,  in  other 
words,  by  any  method  that  may  be  adopted  in  the  way  of  adminis- 
trative or  economic  policies  by  the  railroads  ? 
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Mr.  LovKTT.  No;  I  do  not  know  of  any  way  of  uvoidino-  it.  Tlie 
only  Avay  that  it  will  be  prevented,  of  colirse,'will  be  lack  of  money. 

]\fr.  Sims.  I  want  to  ask  yon  another  question  in  connection  with 
that.  Do  you  or  not  think  it  would  be  a  wise  policy  to  adopt,  on  the 
part  of  the  railroads,  to  make  a  specific  special  terminal  charge  for 
all  traffic  that  has  the  benefit  of  a  particular  terminal— the  direct 
benefit— or  passengers,  in  addition  to  the  general  line-haul  charge, 
to  be  paid  exclusively  by  those  who  receive  the  direct  benefit  from  a 
specific  terminal  ? 

Mr.  LovETT.  I  believe  the  present  method  of  dealing  with  that 
item  of  cost  or  expense  in  transportation  is  best.  It  is  not  the  same 
in  all  cases;  it  is  adapted  to  the  needs  of  the  particular  situation, 
and  is  based  on  experience  of  the  roads  in  dealing  with  the  subject, 
and  I  do  not  know  of  any  method  of  improving  it.  If  there  were 
any,  I  believe  the  railroads  would  find  it  out. 

^  Mr.  Sims.  The  present  method,  as  I  understand  it,  is  to  have  a 
terminal  company  organized — in  other  words,  the  terminal  is  op- 
erated by  a  separate  corporation,  the  stock  of  which  may  be  owned 
by  one  railroad  or  any  number  of  railroads,  or  by  anybody  that  may 
want  to  take  the  stock,  and  the  railroads  using  the  terminal  pay  such 
charge  for  its  use  as  is  determined  by  the  terminal  company.  Is 
that,  in  substance,  the  way  it  is  done  now? 

Mr.  LovETT.  There  are  many  terminals  that  are  handled  in  that 
way,  but  there  are  a  great  many  handled  in  other  ways.  There  is  a 
great  variety  of  methods. 

Mr.  Sims.  I  am  not  familiar  with  the  methods  used,  and,  as  you 
said,  "present  methods,"  I  only  wanted  to  know  what  they  were, 
without  going  into  lengthy  details. 

Mr.  LovETT.  I  meant  that  the  present  methods  vary,  that  the  ar- 
rangement for  handling  the  expense  is  adjusted  or  applied  to  each 
particular  situation,  and  there  is  no  hard-and-fast  rule  for  conduct- 
ing terminals.  There  is  a  great  variety  of  methods,  and  I  think  that 
each  case  is  based  upon  the  experience  of  railroad  companies  in  deal- 
ing with  the  question. 

Mr.  Sims.  Are  the  terminal  costs — I  mean  the  New  York  terminal 
costs — in  any  way  a  charge  upon  the  traffic,  passenger  or  freight,  of 
any  railroad  companies  which  do  not  either  initiate  from  one  of  these 
terminals  or  in  any  way  receive  a  specific  benefit  from  such  terminal 
service  ? 

Mr.  LovETT.  You  speak  now  of  the  New^  York  Central  Terminal? 

Mr.  'Sims.  I  referred  to  the  New  York  Central  and  the  Pennsyl- 
vania, because  they  are  the  only  terminals  on  Manhattan  Island, 
N.  Y.,  that  I  know  of. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  do  not  believe  there  are  any  others. 

Mr.  LovETT.  No. 

Mr.  Sims.  And  because  they  are  very  expensive  terminals. 

Mr.  Lo\TETT.  Yes ;  they  are.  Without  going  into  all  of  the  detail 
or  the  history  of  those  matters 

Mr.  Sims.  I  care  nothing  about  that;  I  just  want  to  know  what  the 
effect  of  it  is  on  the  business  not  emanating  in  New  York  or  going  to 
New  York. 
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Mr.  LovETT.  A  terminal,  Jud^e  Sims,  answering  your  question  in 
a  general  way,  is  merely  a  facility,  and  is  part  of  the  general  plant, 
and  it  enters  into  the  general  capital  requirements,  and  the  general 
expenses  of  the  railroad  company.  Now,  rates — I  am  dealing  with  the 
two  terminals  that  you  spoke  of,  which  are  passenger  terminals ;  not 
freight. 

Mr.  Sims.  Yes ;  I  know.  But  they  illustrate  what  I  am  trying  to 
get  at. 

Mr.  LovETT.  Yes.  The  passenger  pays  a  certain  rate.  He  is  not 
concerned  with  the  terminal,  and  the  expense  of  carrying  that  ter- 
minal is  a  part  of  the  general  expense  of  the  company,  just  like  some 
intermediate  bridge,  the  track,  or  anything  else.  It  is  part  of  the  ex- 
pense, and  it  does  not  figure  separately  in  the  passenger  rate.  I  do 
not  know  how  the  railroads  deal  with  that  terminal  in  their  ac- 
counts, except  that,  in  the  case  of  the  New  York  Central  Terminal, 
the  New  Haven,  which  is  the  tenant,  pays  a  fixed  rental  of  so  much, 
regardless  of  the  amount  of  business  it  does,  which  is  very  much  less 
than  one-half  of  the  capital  on  the  cost  of  the  terminal.  Then  the 
expenses  are  apportioned  on  the  basis  of  use.  There  is  a  certain 
amount  required  to  carry  that  terminal,  or  to  maintain  and  operate 
the  terminal,  and  that  is  apportioned  between  the  various  companies 
that  use  it.  on  the  number  of  cars  they  handle  in  and  out  of  the  ter- 
minal. That,  however,  is  not  fairly  illustrative  of  the  general  ter- 
minal situation.  In  many  cases  there  is  an  allowance — several  cents 
a  hundred  or  so  much  per  ton — on  all  the  freight  that  goes  in  and 
out  of  the  terminal,  for  the  terminal  charge.  But  that  is  merely  a 
matter  of  dividing  the  through  rate. 

Mr.  Adamson.  That  terminal  charge  would  go  into  the  general 
fund? 

Mr.  LovETT.  Yes;  that  goes  into  the  general  fund.  For  instance, 
the  Southern  Pacific  owns  the  terminals  at  San  Francisco,  and  it 
being  a  very  large  expense  and  an  apportionment  of  the  through  rate 
on  a  strict  mileage  basis  being  unfair  to  the  Southern  Pacific,  as  it 
includes  that  terminal,  the  Southern  Pacific  gets  an  allowance  of  so 
many  cents  a  hundred  out  of  the  aggregate  through  rate  on  all  traffic 
to  and  from  San  Francisco  going  into  those  terminals.  Now,  the 
shipper  has  nothing  to  do  with  that.  The  through  rate  is  so  much, 
and  he  is  not  concerned,  as  the  Interstate  Commerce  Commission  has 
said  many  times,  with  how  that  through  rate  is  divided  among  the 
carriers.  Take  the  Union  Pacific:  For  our  Missouri  River  Bridge 
and  other  terminals  in  Omaha  the  Union  Pacific,  out  of  transcon- 
tinental rates  by  its  connecting  lines,  is  allowed  a  certain  amount  in 
addition  to  its  ordinary  mileage  division  of  the  through  rate  to  cover 
this  terminal  charge.  The  shipper  is  wholly  unconcerned  with  that. 
He  has  nothing  to  do  with  the  division  of  this  through  rate.  It  is  a 
matter  of  trading  between  the  connecting  lines  in  apportioning 
among  themselves  the  aggregate  rate.  Does  that  answer  your  ques- 
tion? 

Mr.  Sims.  It  is  information ;  that  is  what  I  am  after.  These  two 
terminals  in  New  York,  which  you  have  referred  to,  you  have  desig- 
nated as  "  passenger  terminals."  Now,  is  there  any  increase  upon  the 
passenger  tariff  of  these  two  companies  in  addition  to  the  passenger 
tariff  on  any  other  company  not  using  these  terminals?     I  mean,  as 
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compared  with  any  other  city  they  serve,  in  order  to  provide  for  this 
extraordinary  passenger  facility  in  New  York? 

Mr.  LovETT.  No. 

Mr.  Sims.  None  whatever? 

Mr.  LovETT,  I  never  heard  of  a  passenger  rate  or  a  freight  rate 
being  raised  beyond  what  it  was  formerly  by  reason  of  the  addition 
of  new  terminals.  That  is  one  of  the  burdens  a  railroad  company 
must  bear  in  providing  additional  facilities. 

Mr.  Sims.  The  burden,  then,  in  New  York  of  these  two  terminals 
is  a  burden  upon  the  resources  of  the  railroad  companies  in  common  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims,  On  all  their  earnings — freight  and  passenger? 

Mr.  LovETT.  Yes;  I  should  say  so. 

Mr.  Sims.  But  it  is  exclusively  a  passenger  facility  or  benefit? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Do  these  two  railroad  companies  make  more  money 
out  of  the  passenger  business  by  reason  of  these  excessive  terminal 
facilities — I  mean  excessive  in  the  way  of  price  or  cost — than  they 
would  if  they  had  less  costly  terminals  ? 

Mr.  LovETT.  Why,  the  hope  of  greater  revenue  and  competition 
and  the  requirements  of  the  public  force  these  things.  I  do  not 
know  the  motive  of  the  passenger  terminals  in  New  York  originally, 
but  I  think  the  purpose  is  rather  apparent  on  the  surface.  The 
Pennsylvania  Co.,  being  a  very  progressive  railroad  company,  felt 
that  it  ought  to  get  into  the  city  of  New  York.  I  have  no  informa- 
tion; I  am  just  giving  you  my  assumption. 

Mr.  Sims.  Surmising? 

Mr.  Lo\t:tt.  Yes.  It  was  a  very  large  expenditure.  For  the 
West,  where  it  was  in  competition  with  the  New  York  Central,  it 
was  at  a  disadvantage,  because  passengers  going  west,  if  going  over 
the  Pennsylvania,  would  have  to  go  down  town  to  Twenty-third 
Street,  or  farther  down  town,  and  take  the  ferry  to  Jersey  City,  and 
then  take  the  train  in  Jersey  City.  It  was  an  expedition  that  would 
take  anywhere  from  half  an  hour  to  an  hour  or  more;  whereas 
they  could  go  right  to  the  Grand  Central  Terminal,  go  right  into 
the  car,  and  they  were  settled  then  for  their  western  trip.  I  fancy 
that  the  Pennsylvania  considered  that  they  were  at  considerable  of 
a  disadvantage,  and  thereupon  they  determined  to  get  into  or  onto 
Manhattan  Island  with  a  terminal.  I  am  quite  sure  they  were  also 
actuated  by  a  progressive  spirit.  The  old  terminals  in  Jersey  City 
were  really  not  up  to  what  a  first-class  railroad  ought  to  have  in  a 
great  city.  That  actuated  them.  Now,  the  Pennsylvania  havinar 
done  that,  and  the  New  York  Central  being  compelled  by  the  growth 
and  development  of  the  passenger  business,  both  of  the  New  Haven 
and  the  New  York  Central,  and  the  general  growth  of  the  city,  and 
being  under  criticism  for  the  antiquated  method  of  handling  the 
terminal  in  such  a  city,  with  steam  engines  in  a  tunnel,  found  it 
necessary,  under  pressure  of  public  opinion,  to  build  a  new  terminal 
and  adopt  electricity  as  a  motive  power.  The  Pennsylvania  having 
made  this  expenditure  and  seeking  advantage,  the  New  York  Cen- 
tral, in  a  progressive  and  competitive  spirit,  provided  a  very  hand- 
some and  a  very  great  terminal  at  a  \erj  large  expense.     That,  I 
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should  say,  about  explains  the  conditions  that  brouoht  about  the 
establishment  of  those  terminals. 

Mr.  Sims.  And  such  additional  expense  as  is  added  to  these  rail- 
roads makes  them  less  able  to  reduce  freight  rates,  does  it  not? 

Mr.  LovETT.  The  cost  of  these  terminals  was  an  additional  burden, 
a  fixed  charge  upon  the  Pennsylvania  Railroad  and  the  New  York 
Central,  and  it  is  a  part  of  their  general  needs;  but  I  would  not  say 
that  it  made  them  less  able  to  provide  freight  facilities  or  to  reduce 
freight  charges,  because  nobody  can  measure  the  value  of  improve- 
ments of  that  character.  The  prominence,  the  great  advertising 
effect  of  this  new  Pennsylvania  terminal,  I  have  no  sort  of  doubt, 
enormously  increased  their  freight  revenue,  and  when  the  New  York 
Central  met  it  it  increased  its  revenue. 

Mr,  Sims.  Although  neither  of  those  terminals  is  in  any  way  used 
for  freight  traffic  or  is  any  money  benefit  to  freight  traffic  ? 

Mr.  LovETT.  Yes.  In  the  case  of  the  Union  Pacific  we  run  a 
number  of  transcontinental  trains,  and  while  I  do  not  think  we  run 
any  of  them  at  a  loss,  some  of  them  are  not  particularly  profitable ; 
but  for  us  to  abandon  those  trains  would  be  a  step  backward  that 
I  am  sure  would  hurt  us  a  great  deal  in  other  directions. 

Mr.  Sims.  You  spoke  of  the  competition  existing  between  the 
New  York  Central  and  the  Pennsylvania  on  Manhattan  Island  re- 
garding the  passenger  terminals,  and  of  one  having  built  a  terminal, 
and  that  it  did  not  confine  its  cost  strictly  to  utilitarian  purposes; 
that  it  then  became  almost  necessary,  as  a  protective  measure,  for 
the  New  York  Central  to  make  a  like  expenditure  for  the  same  pur- 
pose? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Consequently  there  is  a  burden  put  upon  all  the  users  of 
that  railroad — the  freight  payers  and  the  passenger  payers,  whether 
they  ever  go  inside  of  those  terminals  or  not — made  necessary  by 
existing  competition  between  two  great  railroad  companies  or  rail- 
road systems  that  enter  the  same  city. 

Mr.  LovETT.  I  do  not  call  it  a  "  burden,"  Judge  Sims. 

Mr.  Sims.  Well,  it  is  certainly  a  financial  burden. 

Mr.  LovETT.  And  a  financial  benefit. 

Mr.  Sims.  You  have  got  to  have  more  earnings,  and  you  do  not  get 
them  out  of  the  passenger  stations;  you  charge  nothing  additional 
for  a  passenger  coming  into  that  station.  If  I  go  to  New  York  and 
get  off  in  Jersey  City,  on  this  side,  I  have  to  pay  as  much  as  if  I  had 
bought  a  ticket  to  the  Pennsylvania  Central  Station.  Consequently 
there  is  no  additional  revenue,  so  far  as  passengers  are  concerned, 
that  is  derived  from  these  two  terminals,  unless  by  reason  of  having 
these  finer  terminals  a  greater  number  of  passengers  go  to  New  York 
over  your  lines,  or  over  those  two  lines,  than  would  otherwise  go. 
Therefore  there  is  a  greater  profit  in  carrying  passengers. 

Mr.  LovETT.  I  believe  that  is  true. 

Mr.  Sims.  Then,  it  should  not  become  a  burden  upon  the  freight 
traffic  of  these  two  roads  ? 

Mr.  Thom.  You  said,  Mr.  Lovett,  "  I  believe  that  is  true  "— — 

Mr.  Sims.  I  have  reference  to  the  increase  in  passenger  business. 

Mr.  Lovett.  I  believe  there  is  an  increase  in  passenger  business  by 
reason  of  those  two  terminals. 
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Mr.  Sims.  We  now  have  systems  of  railroads,  and  they  are  com- 
peting. In  a  general  way,  does  not  competition  affect  a  system  the 
same  as  it  does  two  single  railroads  that  are  competing  in  the  same 
cities  for  the  same  service,  both  good  and  bad  ?  Does  that  have  the 
same  effect? 

Mr.  LovETT.  Are  you  distinguishing  between  a  system  of  railroads 
and  particular  railroads? 

Mr.  Siars.  Take  the  New  York  Central  Lines,  or  your  lines;  that 
is  what  I  mean  when  I  sa}-  a  "  system." 

Mr.  LovETT.  Yes. 

Mr.  Sims.  The  railroads  under  one  ownership  and  control  ? 

Mr.  Lo^TiTT.  Yes. 

Mr.  Sims.  They  compete  with  other  railroads  under  one  ownership 
and  control? 

Mr.  LoA'ETT.  Yes. 

Mr.  Sims.  You  have  called  them  systems,  I  believe,  in  speaking  of 
them. 

Mr.  LovETT.  Yes ;  that  is  what  I  meant. 

Mr.  Sims.  These  systems,  therefore,  give  the  passengers  a  better 
service  by  reason  of  the  two  railroads  competing  with  each  other  in 
the  matter  of  terminals  in  New  York  City  ? 

Mr.  Lo^'ETT.  Yes. 

Mr.  Si:ms.  But  while  the  passengers  get  a  better  service  for  their 
money  than  they  did  before,  yet  your  earnings,  your  revenue,  must 
be  collected  from  the  entire  service  of  the  railways  in  order  to  main- 
tain these  tremendously  expensive  terminals;  therefore  it  is  not  a 
benefit  in  that  way  to  have  these  extraordinarily  costly  terminals, 
and  in  that  way  competition  has  produced,  you  might  say,  an  evil; 
and,  furthermore,  3'ou  have  just  stated  that  you  think  both  of  those 
railroads  carry  more  passengers  to  New  York  City  by  reason  of  those 
terminals  than  they  otherwise  would,  and  I  think  so,  too ;  it  is  com- 
mon sense  that  they  would.  If  I  can  go  from  here  to  the  Pennsyl- 
vania Station  on  Manhattan  Island  for  the  same  fare  that  I  would 
have  to  pay  if  I  got  off  at  Jersey  City,  of  course  I  will  choose  the 
former:  but  while  that  is  true,  the  road  that  has  not  the  benefit  of 
such  a  terminal  will  lose  all  the  passengers  that  the  other  roads  gain. 
Now,  is  not  that  true  ? 

Mr.  LovETT.  It  will  certainly  lose  some ;  it  will  suffer  some. 

Mr.  Sims.  It  will  lose  to  the  extent  of  the  gain  of  the  other  roads? 

Mr.  LoATETT.  The  other  road  may  gain  passengers  from  other  lines. 

Mr.  Sims.  I  mean,  that  for  this  particular  and  specific  reason  these 
iwo  companies,  I  am  confident,  get  a  large  passenger  traffic  that  they 
would  not  get  except  for  the  reason  of  these  terminals. 

Mr.  LovETT.  I  am  sure  of  that. 

Mr.  Sims.  And  those  passengers  are  persons  who  would  otherwise 
go  on  some  other  road  ? 

Mr.  Lo\TTT.  Undoubtedly. 

Mr.  Sims.  And,  therefore,  this  competition  takes  from  the  weaker 
roads  some  of  their  traffic — those  which  can  not  avail  themselves  of 
these  fine  terminal  facilities? 

Mr.  Lo\TETT.  Yes. 

IVIr.  Sims.  Therefore  competition  is  war. 

Mr.  LovETT.  Yes. 
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Mr.  Sims.  And  it  may  be  a  peaceable  war,  as  in  this  case — two 
great  railroads  trying  to  equal  the  facilities  of  each  other  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  But  to  the  disadvantage  of  the  weaker  roads,  which  are 
not  able  to  maintain  such  fine  terminal  facilities. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  I  believe  that  the  railroad  companies  of  this  country 
have  what  they  call  "  basing  points."  I  suppose  New  York  City  is  a 
basing  point,  is  it  not  ? 

Mr.  LovETT.  I  am  not  familiar  with  the  details  of  rate  matters, 
Judge  Sims.    I  can  not  tell  you  very  much  of  them. 

Mr.  Sims.  I  thought,  next  to  Mr.  Thorn,  you  were  the  most  super- 
expert  we  have  on  this  subject,  and  I  have  asked  you  all  kinds  of 
questions,  supposing  that  you  knew  in  a  general  way  about  all  of 
them. 

Mr.  LovETT.  You  flatter  me  greatly.    I  do  not  know  about  all  of  it. 

Mr.  Sims.  That  was  my  understanding. 

Mr.  LovETT.  I  know  something,  in  a  general  way,  about  traffic  mat- 
ters, but  when  you  ask  me  about  particular  basing  points  I  can  not 
tell  you,  Judge. 

Mr.  Sims.  We  had  quite  a  contention  between  the  railroads  basing 
on  the  Ohio  Eiver,  running  through  Nashville,  Tenn.,  to  Atlanta, 
Ga.,  and  the  Nashville  milling  people  have  what  they  call  milling  in 
transit — if  that  is  what  it  is  called? 

Mr.  Thom.  Milling  in  transit? 

Mr.  Sims.  Yes ;  milling  in  transit.  Now,  it  was  claimed  that  from 
these  basing  points  on  the  Ohio  River  wheat  would  be  shipped  as 
wheat  to  Atlanta,  as  though  it  was  going  direct  to  Atlanta,  and  the 
through  rate  was  charged,  say,  from  Louisville  to  Atlanta,  but  giving 
the  privilege  for  the  wheat  to  stop  off  in  Nashville  and  stay  there 
six  months,  and  then  give  a  flour  rate  or  a  rate  on  the  manufactured 
product  of  this  wheat  to  Atlanta  that  was  equal  to  the  rate  from  or 
not  exceeding  the  rate  from  Louisville  to  Atlanta  in  the  first  instance ; 
but  in  shipping  from  Nashville  to  Atlanta — not  to  Atlanta,  but  to 
some  point  nearer  to  Nashville  than  Atlanta 

Mr.  Adamson.  Intermediate  point. 

Mr.  Sims.  Well,  one  nearer  Nashville  than  Atlanta,  that  Atlanta 
being  the  basing  point  the  charge  was  made  from  Nashville  on  the 
flour  to  Atlanta,  adding  the  local  rate  from  Atlanta  to  this  point  to 
which  the  flour  was  actually  going;  and,  as  a  matter  of  course,  that 
cost  Nashville  flour  people  that  much  more  money  than  it  would  by 
receiving  the  benefit  of  the  milling-in-transit  rate. 

Now.  I  understand  that  a  basing  point,  operated  in  that  way.  im- 
poses upon  ever}^  town  or  shipper  or  consumer  within  that  basing 
radius  the  same  rates  plus  the  rate  from  the  basing  point  to  an 
intermediate  point,  although  that  intermediate  point  may  be  on  the 
line  over  which  the  property  would  go  if  it  went  to  Atlanta.  Now, 
that  is  my  idea  of  the  practical  effect  of  fixing  a  basing  point.  Is 
that,  in  a  general  way,  correct?  I  do  not  know.  I  am  asking  for 
information. 

Mr.  LovETT.  I  am  not  traffic  man  enough  to  answer  as  to  whether 
you  would  call  that  a  basing  rate  or  not.     I  know  that  there  are 
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certain  basing  points  that  are  used  as  a  means  of  arriving  at  a  rate 
to  some  other  point. 

That  is  simply  part  of  the  argument — part  of  the  reasons  for  ar- 
riving at  it— but  I  am  not  sufficiently  familiar  with  the  rate  struc- 
ture of  the  country  to  give  you  any  information  really  as  to  the  de- 
tails of  rates  or  rate  making,  or  rates  from  different  basing  points. 
Mr.  Sims.  Let  me  state  a  concrete  case,  then,  that  will  illustrate  it. 
If  you  do  not  know,  of  course  you  can  not  answer. 

Mr.  TiioM.  There  Avill  be  certain  rate  men  on  the  witness  stand 
from  the  various  rate  territories  of  the  country  and  you  will  have 
an  opportunity  of  learning  these  things  from  them. 

Mr.  Sims.  I  suppose  they  are  special  experts  on  that? 

Mr.  TnoM.  Sir? 

Mr.  Sims.  I  suppose  they  are  special  experts  on  rate  matters,  but 
I  should  think  that  this  committee  of  railroad  executives  would  be 
experts  on  all  of  them;  perhaps  not  the  details,  but  in  a  general  way. 

Mr.  LovETT.  I  have  been  in  litigation  involving  rate  matters.  I 
have  had  a  great  deal  of  ex]3erience  in  the  principles  of  rate  making, 
but  I  have  never  had  occasion  to  deal  with  concrete  rates  from  any 
particular  place,  and  how  any  particular  rate  is  made,  except  the 
rates  involved  in  that  particular  litigation.  I  know,  in  a  general 
way,  the  principles  of  rate  making. 

Mr.  Sims.  That  is  exactly  what  I  wanted  to  ask  you  about. 

Mr.  LovETT.  But  I  would  not  undertake  to  deal  with  any  concrete 
]'ate  problem,  because  the  conditions  change  and  we  can  not  discuss 
the  merits  of  a  rate  unless  we  know  all  of  the  circumstances  that 
enter  into  its  making. 

Mr.  Sims.  I  am  talking  about  the  general  rule  that  is  adopted  in 
rate  making  by  railroads,  with  reference  to  what  they  call  "basing 
points." 

Now,  suppose  freight  is -leaving  Louisville,  Ky.,  and  going  in  or 
out — I  do  not  care  what — to  Atlanta,  Ga. 

Mr.  Adamson.  Judge  Sims,  I  believe  Mr.  Thorn  will  tell  you  that 
under  the  recent  adjustment  of  the  short-and-long-haul  clause  the 
commission  has  either  done  away  with  basing  points  or  greatly  modi- 
fied them. 

Mr.  Tho3h.  Greatly  modified  them. 

Mr.  Lo\TETT.  I  would  prefer,  Judge  Sims — of  course,  I  will  under- 
take to  answer  your  question 

Mr.  Sims.  I  will  be  frank  with  you  on  that  question.  I  want 
to  get  this  in  regarding  terminals;  that  is  why  I  am  laying  this 
foundation. 

Mr.  LovETT.  Of  course,  we  will  send  traffic  men  here  who  will 
answer  any  of  these  questions. 

Mr.  Adamson.  It  is  dangerous  to  fool  with  them;  I  think  we  had 
better  take  our  chances  with  you. 

Mr.  Sims.  My  experience  with  experts,  without  any  discredit  to 
them,  has  always  been  that  they  know  exactly  how  to  tell  what  they 
want  to  tell  and  exactly  how  to  keep  a  layman  from  finding  out  what 
he  wants  to  and  does  not  know  how. 

Mr.  LovETT.  I  will  do  my  best. 
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Mr.  Sims.  But  you  are  general,  and  therefore  I  am  considering  you 
good  on  all  of  them,  and  not  an  expert  on  dodging,  because  I  do  not 
think  you  show  any  attempt  to  do  anything  in  that  line.  But  here  is 
a  manufacturing  company  at  Louisville,  Ky.,  manufacturing  ma- 
terial. It  gets  a  through  rate  to  Atlanta.  Now,  on  the  same  rail- 
road, 50  miles  nearer  Louisville  than  Atlanta,  we  will  say,  there  is  a 
manufacturing  concern  that  uses  that  material  brought  from  Louis- 
ville. I  am  onl}'  taking  it  for  gi-anted  that  there  is  a  freight  ter- 
minal in  Atlanta  similar  to  that  in  New  York,  a  great,  expensive 
freight  terminal  in  the  city  of  Atlanta.  I  understand,  in  eifect,  and 
in  operation  to-day,  that  the  railroad  company  will  charge  freight 
on  this  manufacturing  material  which  is  unloaded  50  miles  nearer 
Louisville  than  Atlanta  the  full  rate  from  Louisville  to  Atlanta  plus 
the  rate  from  Atlanta  back  to  the  manufacturing  point,  50  miles. 
Now,  in  that  rate,  the  freight  not  going  to  Atlanta,  stopping  as  it 
went  on,  never  having  gone  inside  of  the  Atlanta  terminal — it  does 
not  need  the  Atlanta  terminal,  does  not  use  it  dirqctly  or  indirectly — 
do  you  think  ;it  is  commercially  just  and  fair  that  a  terminal  charge, 
or  a  portion  of  it,  or  any  part  of  it,  or  an  interest  charge  on  terminal 
bonds  should  be  placed  upon  this  man  outside  of  Atlanta,  who  has  a 
shorter  haul,  to  that  extent  becoming  a  burden  upon  his  products? 
I  am  speaking  about  the  policy,  the  principle  involved  in  such  a 
practice,  if  such  a  practice  exists. 

Mr.  LovETT.  I  think  that  depends  upon  the  circumstances  of  the 
case.  Perhaps  I  can  answer  your  question  better  by  telling  of  an 
immemorial  practice  in  making  rates  to  the  Pacific  coast.  Whether 
that  is  still  in  force  I  am  not  prepared  to  say.  But  we  will  take 
Keno,  Nev.  The  rate  from  New  York  to  Reno,  Nev.,  was  formerly, 
and,  so  far  as  I  know,  is  still,  made  by  taking  the  rate  from  New 
York  to  San  Francisco,  the  transcontinental  rate,  and  adding  to 
that  the  local  rate  of  the  Southern  Pacific  from  San  Francisco  back 
to  Eeno.  The  carload  of  freight  will  move  overland  to  Reno  and 
stop  there,  never  going  to  San  Francisco,  but  the  shipper  pays 
exactly  what  it  would  cost  him  if  that  car  of  freight  had  gone  to 
San  Francisco  and  been  hauled  back.  The  Reno  man,  on  a  super- 
ficial examination,  will  say,  "  That  is  not  fair ;  this  car  does  not  go 
to  San  Francisco;  the  Southern  Pacific  ought  not  to  be  paid  for 
hauling  this  freight  to  San  Francisco  and  back  to  Reno  when  it 
hauls  it  onl}'^  to  Reno."  And  upon  the  face  of  it,  it  looks  as  if  he 
were  right.  Now,  the  Southern  Pacific's  answer  to  that  is  that  the 
rate  from  New  York  to  Reno  overland  really  ought  to  be  higher  than 
this  combination  makes  it;  that  considering  the  whole  traffic  of  the 
railroad,  the  fixed  charges,  and  all  the  obligations,  and  to  ailord  a 
fair  return  upon  the  property,  the  rate  from  New  York  to  Reno 
ought  to  be  higher  than  the  aggregate  of  these  two  sums.  We  will 
say  that  the  aggregate  of  the  rate  from  New  York  to  San  Fran- 
cisco is  a  dollar  a  hundred  and  the  rate  from  San  Francisco  back  to 
Reno  is  50  cents,  making  the  Reno  rate  $1.50.  The  Southern  Pacific 
will  say,  as  a  matter  of  fact,  and  in  justice  to  the  railroads,  the  rate 
from  New  York  to  Reno  ought  to  be  $2  a  hundred,  but  it  has  to 
make  the  rate  $1  a  hundred  to  San  Francisco  to  meet  water  competi- 
tion.   That  is  all  it  can  ffet  out  of  the  San  Francisco  rate,  for  if  it 
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should  charge  the  Keno  man  $2,  Avhat  he  ought  to  pay,  he  could  send 
it  by  water  to  San  Francisco  and  pay  the  local  rate  to  Reno  and  get 
the  freight  at  $1.50.  Therefore  it  charges  the  $1.50,  which  is  all  it 
can  get. 

Mr.  Adamson.  Then,  in  effect,  you  have  to  meet  water  competition 
everywhere,  in  some  degree? 

Mr.  LovETT.  Yes,  sir.  That  takes  the  New  York-San  Francisco 
as  a  basing  rate  and  adds  the  local  back,  when  the  freight  never  goes 
to  San  Francisco  or  within  150  miles  of  San  Francisco.  Does  that 
answer  your  question  ? 

Mr.  Sims.  I  knew  all  that. 

Mr.  LoA-ETT.  I  am  very  sorry 

Mr.  Sims.  That  is  all  right;  it  goes  in  these  hearings.  We  had 
that  up  before,  though,  and  that  is  why  I  happened  to  know  about 
it.  The  railroad  company  has  to  meet  the  water  competition  from 
New  York  to  San  Francisco  or  else  not  do  business.  Now,  Reno 
prefers  to  pay  the  local  rate  from  San  Francisco  to  Reno  in  order  to 
get  the  advantage  to  that  extent  of  the  water  reduction. 

Mr.  LovETT.  Certainly. 

Mr.  Sims.  I  understand  that  perfectly,  and  understand  why  it  is. 
That  is  a  special  case  and  a  case  where  it  is  compelled  by  water  com- 
petition. But  the  question  I  am  getting  at — you  have  answered  here, 
and,  I  think,  very  correctly,  that  the  terminal  costs  are  going  to  in- 
crease, and  you  have  shown  here  why  the  New  York  Central  had  to 
meet  the  terminal  expenditure  for  passenger  traffic  in  New  York 
City. 

Mr.  LovETT.  I  can  answer  very  briefly.  Judge  Sims 

Mr.  Sims.  I  will  ask  it,  so  as  to  make  it  contiguous.  Your  com- 
pany operates  from  San  Francisco  to  Reno,  does  it 

Mr.  LovETT.  No ;  the  Southern  Pacific  does. 

Mr.  Sims.  I  mean  the  Southern  Pacific. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  if  some  other  great  company,  a  strong  railroad 
company,  enters  San  Francisco  and  puts  up  enormous,  beautiful,  and 
attractive  passenger  terminals,  and  the  Southern  Pacific,  in  order  to 
compete  with  it,  just  as  you  have  described  in  New  York,  puts  up  a 
very  fine  terminal  there,  the  tendency  of  which  is  to  reduce  their 
•ability  to  perform  their  general  service  as  well  as  they  otherwise 
could,  ought  the  Reno  man  have  to  pay  an  additional  cost  on  his 
freight  that  neither  goes  to  San  Francisco  nor,  if  it  did,  would  enter  a 
passenger  terminal  ?  I  am  trying  to  see  what  effect  these  increasing 
passenger  terminal  services  are  going  to  have  in  an  economic^  way 
upon  the  railroads,  unless  there  is  a  specific  terminal  charge  paid  by 
the  passengers  who  use  them. 

Mr.  LovETT.  I  can  make  this  general  answer.  Judge  Sims:  You 
can  not  split  up  the  different  elements  in  the  cost  of  railroad  trans- 
portation. It  is  easy  to  find  sources  of  revenue,  how  much  from  pas- 
sengers, how  much  from  freight,  and  how  much  from  particular 
commodities.  The  Interstate  Commerce  Commission  attempted  to 
require  the  separation  of  the  expenses  on  the  passenger  and  freight 
business,  and  we  are  making  some  statistics.  What  they  do  with 
them  I  do  not  know.     But  your  idea,  as  I  gather  it,  is  that  it  is  not 
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fair,  for  instance,  to  require  a  shipper  of  freight  to  be  taxed  with 
any  part  of  the  capital  of  providing  these  great  passenger  terminals. 

Mr.  Sims.  That  is  the  thought. 

Mr.  LovETT.  Yes;  that  is  the  thought.  You  can  follow  that  out, 
for  instance,  by  saying  that  here  is  a  coal  shipper  that  does  not  use 
freight  houses  or  freight  terminals.  Is  it  fair  to  require  him  to  bear 
11.  part  of  the  expense,  not  merely  of  providing  a  passenger  terminal 
in  New  York  but  of  freight  stations  all  along  the  line  and  passenger 
stations  at  various  points  along  the  line?  There  is  about  as  much 
reason  in  one  as  in  the  other.  The  shipper  of  freight  who  does  not 
use  the  New  York  terminal  is  interested  in  the  general  operations 
of  the  New  York  Central.  It  is  to  be  supposed  that  the  construction 
of  this  very  expensive  terminal  in  New  York  was  a  good  business 
proposition  for  the  New  York  Central;  that  it  either  preserved  its 
revenue  against  the  aggressions  of  a  competitor  or  produced  addi- 
tional revenue.  In  either  event  it  lightened  the  burden  on  the  ship- 
per. If  it  was  not  a  good  business  proposition,  if  it  was  not  for 
the  interest  of  the  New  York  Central  to  build  this  terminal,  and 
for  the  Pennsylvania  to  build  its  terminal,  it  was  not  for  anybody's 
benefit.  But,  theoretically,  and  as  far  as  I  am  able  to  judge  of  the 
situation  actually,  the  construction  of  those  terminals  was  good  busi- 
ness for  the  general  welfare,  and  either  by  increasing  the  passenger 
business  or  by  holding  what  they  had  to  their  lines,  they  swell  the 
general  resources  and  general  revenue  of  the  company  and  to  some 
extent  lighten  the  charge  which  the  freight  shipper  would  otherwise 
have  to  bear. 

Mr.  Sims.  For  competitive  purposes  and  the  purposes  you  have 
just  named,  it  seems  to  me  it  is  beyond  criticism ;  it  is  ideal.  But  we 
get  right  back  to  the  question.  Is  it  a  nation-wide  benefit?  You  de- 
scribed yesterday,  I  think  it  was,  a  large  number  of  weak  roads  that 
w^ere  carrying  more  traffic  than  the  strong  ones.  Now,  every  compet- 
itive action  of  this  sort  further  weakens  the  weak  road,  and  if  the 
weak  road  performs  a  service  as  it  should  be  performed,  of  course 
the  stockholders  must  either  accept  less  revenue  or  the  patrons  must 
pay  a  higher  rate,  or  else  absolute  bankruptcy  must  come  by  such 
means  of  competition.  Now,  competition  is  all  right  if  competition 
is  to  be  the  theory ;  but  to  avoid  competition  is  the  very  reason  why 
these  great  systems  of  railroads  have  been  brought  up  and  built  up — 
to  have  as  few  competitive  points  as  possible. 

Mr.  LovETT.  I  do  not  agree  to  that. 

Mr.  Sims.  Now,  if  competition  as  a  principle  and  as  a  practice, 
general  competition,  is  beneficial,  then  the  more  competition  the  bet- 
ter for  the  public,  for  the  people. 

Mr.  LovETT.  I  am  not  expected  to  express  any  assent  or  dissent 
w^here  your  are  expressing  3'our  own  opinions. 

Mr.  Sims.  No  ;  that  is  simply  my  own  opinion.  I  would  not  expect 
you  to  indorse  my  views  unless  they  are  youi-s.  And  in  this  case  I 
am  not  expressing  my  views:  I  am  only  saying  what  appears  to  me 
would  be  the  effect  if  competition  is  to  be  the  rule  adopted  with  ref- 
erence to  public  utilities.  If  all  lines  are  to  be  competitive  they 
would  all  have  to  build  fine  passenger  stations,  or  none  build  them. 
But  Avhere  competition  is  reduced,  and  by  the  very  reduction  of 
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competition  you  have  built  up  such  great  systems  as  the  Pennsylvania 
and  the  New  York  Central  and  the  Union  Pacific — I  mean  by  reduc- 
ing the  number  ol'  owners,  the  number  of  competitive  properties — 
you  have  brought  about  a  benefit.  Now,  if  reducing  competition  in 
an  area  is  a  good  thing,  why  would  it  not  apply  to  the  whole  United 
States,  if  it  could  be  so  applied? 

]Mr.  LovET'r.  I  do  not  believe,  that  reducing  competition  is  a  good 
thing.  I  have  expressed  myself  several  times  before  this  committee 
as  distinctly  in  favor  of  competition  in  facilities  and  service. 

Mr.  St  MS.  I  know  you  have.  But  reducing  competition  among 
quite  a  number  of  railroads  Avas  what  made  the  New  York  Central 
systeui.  was  it  not? 

Mr.  LoNE'i-r.  I  do  not  understand  so. 

Mr.  Si^srs.  It  made  the  Pennsylvania,  did  it  not? 

Mr.  LovETT.  I  do  not  understand  so. 

Mr.  Sims.  Without  asking  for  any  particular  system,  did  you  not 
sa}'  yesterday  that  many  of  these  systems,  or  some  of  them,  have 
absorbed  many  Aveak.  unprofitable  lines  and  made  them  a  part  of 
their  system? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Do  you  not  think  that  it  was  a  benefit  to  the  people  on 
those  weak  lines  to  have  them  thus  absorbed? 

Mr.  LovETT.  I  think  it  was. 

Mr.  Sims.  Therefore  this  elimination  of  competition 

Mr.  LovETT.  I  did  not  mean  to  say  that  they  absorbed  weak  lines 
that  were  competitors. 

Mr.  Sims.  You  mean  technically,  I  suppose.  Well,  it  was  a  benefit 
to  them,  or  they  would  not  have  done  it? 

Mr.  LovETT.  Yes.    They  got  them  at  a  bargain,  probably. 

Mr.  Sims.  It  became  a  benefit  to  unify  the  service  in  this  area? 

Mr.  LoA'ETT.  Yes.  There  are  a  good  many  lines  that  we  would 
like  to  absorb  that  are  not  competitors  if  we  could  get  them  at  a  satis- 
factory price.    The  question  of  price  enters  in. 

Mr.  Sims.  You  Avould  like  to  absorb  the  Pennsylvania,  I  imagine, 
and  the  New  York  Central,  if  you  could  buy  them  at  a  profit;  I 
mean  if  you  could  make  money  by  doing  so  ? 

Mr.  LoA'ETT.  It  is  a  little  too  big  for  us. 

Mr.  Sims.  I  said  you  would  like  to;  I  did  not  say  you  could  do  it. 

Now,  I  do  not  know  Avhether  you  have  given  thought  to  this  or  not, 
but  when  we  take  the  burden  of  transportation — call  it  a  burden  or 
a  benefit,  whichever  way  you  want  to — of  all  transportation,  railwaj* 
and  water,  highway,  trolley  or  other  kind  of  railroad,  transportation 
of  every  kind,  I  will  ask  you  if,  in  a  general  and  large  way,  taken 
altogether  and  all  added  together,  if  it  does  not  amount  to  50  per 
cent  of  the  cost  to  the  ultimate  consumer — what  he  finally  pays  for 
it,  upon  the  average? 

Mr,  'LovETT.  I  have  no  information  on  that  subject.  Judge  Sims. 

Mr.  Sims.  The  gross  receipts  of  the  railroad  companies  are  shown 
in  round  numbers  to  be  $4,000,000,000  a  year  now  for  such  as  have 
reported  gross  earnings.  Of  course,  the  shipper  or  patron  pays  the 
gross  charge;  he  has  nothing  to  do  with  the  net.  Now,  I  have  not 
heard  of  anybody  claiming  that  the  railroads  of  this  country,  includ- 
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ing  every  element  of  value,  are  worth  over  $20,000,000,000.  In  five 
years  the  gross  earnings  would  absolutely  pay  for  every  railroad  in 
the  United  States,  with  all  elements  of  value  now  included. 

Mr.  LovETT.  The  gross  earnings  ? 

Mr.  Sims.  The  gross  earnings  would  absolutely  pay  for  every  rail- 
road in  the  United  States  in  five  years. 

Mr.  LoATiTT.  But  who  would  pay  the  operating  expenses? 

Mr.  Si3is.  I  am  talking  about  what  it  would  cost  the  person  who 
pays  the  gross  earnings;  and  gi-oss  earnings  of  every  kind  are  net 
losses  to  the  consumer. 

Mr.  LovETT.  Judge  Sims,  you  know  the  cotton  grower  and  the 
wheat  grower  will  tell  you  that  the  producer  pays  the^  cost  of  the 
freight,  and  the  man  who  buys  the  cotton  and  wheat  will  probably 
say  that  the  consumer  pays  it.  That  is  a  big  economic  discussion  that 
I  can  not  go  into. 

Mr.  Sims.  If  this  railroad  problem  is  not  a  very  big  economic  one, 
in  a  national  way,  I  do  not  know  wh3\ 

Mr.  Lo^^ETT.  It  is ;  very  big. 

Mr.  Sims.  Of  course,  if  rates  are  reduced  from  the  wheat-growing 
regions  of,  say,  Kansas  to  New  York,  the  price  of  wheat  products 
will  be  reduced  to  some  extent  in  New  York,  and  the  price  of  wheat 
will  be  to  some  extent  advanced  in  Kansas,  due  to  that? 

Mr.  LovETT.  That  is  a  theory.  Judge. 

Mr.  Sims.  The  farmer  who  ships  from  Iowa  does  not  get  all  the 
benefit  of  a  reduction  of  rates,  because  if  the  purchaser  of  the  farm 
products  in  New  York,  who  distributes  them  there,  can  buy  them 
that  much  cheaper,  of  course,  he  will  do  it.  Consequently,  when 
there  is  1  cent  more  charged  for  carrying  these  products  from  the 
place  of  production  to  the  place  of  final  and  ultimate  consumption, 
than  might  by  some  change  in  the  method  of  transportation  be 
charged,  it  must  be  either  a  net  loss  entirely  to  the  shipper  or  a  net 
benefit  entirely  to  the  consumer,  or  a  divided  cost  and  reduction  ? 

Mr.  Lo\^TT.  That  is  a  problem  in  economics  upon  which  I  have 
some  views,  but  I  think  you  are  quite  as  capable  of  deciding  that 
question  as  I  am. 

Mr.  Sims.  It  seems  to  me  it  is  inevitable  that  such  would  be  the 
result,  only  in  exceptional  circumstances.  Therefore,  every  consumer 
of  products  that  pays  freight  of  any  kind,  wherever  he  may  be  situ- 
ated, is  vitally  interested  in  the  cost  of  transportation,  and  that 
makes  him  vitally  interested  in  every  element  of  the  cost  of  trans- 
portation. 

Mr.  LovETT.  My  own  opinion,  if  I  may  observe  right  here,  is  that 
99  per  cent  of  the  people  of  the  United  States  are  more  interested  in 
the  quality  of  the  service  than  in  these  fine  shades  of  cost. 

Mr.  Sims.  Mr.  Lovett,  would  a  man  in  New  York,  making  bread, 
care  anything  about  whether  the  wheat  was  shipped  in  a  silver-lined 
car  or  in  an  open  flat,  just  so  he  got  it? 

Mr.  LovETT.  No ;  but  he  would  be  interested  in  facilities  that  would 
put  it  to  him  when  it  was  needed. 

Mr.  Sims.  With  the  greatest  expedition  and  the  least  charge  on  the 
wheat.  Now,  I  want  to  ask  you  another  question,  Mr.  Lovett :  Do 
you  not  think  that  if  conditions  remain  as  they  are  now — if  the  States 
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retain  all  their  powers  to  regulate  and  do  the  things  they  are  doing, 
and  the  United  States  Government  exercises  such  as  it  sees  proper — • 
that  the  economic  hindrances  which  are  now  felt  by  the  railroad  com- 
panies in  the  way  of  credit  operations  are  going  to  be  increased 
instead  of  decreased? 

Mr.  LovETr.  I  think  so. 

Mr.  SiiNis.  Is  it  not  naturally  inevitable? 

Mr.  LovETT.  I  think  the  present  method  of  regulation  is  intoler- 
able or  will  become  so. 

Mr,  Sims.  Do  you  mean  by  "  intolerable  "  that  it  is  going  to  cost, 
if  it  is  continued  to  its  probabilities,  a  sum  which  the  people  will  not 
agree  to  pay  in  freight  or  passenger  fares  ? 

Mr.  LovETT.  I  will  not  say  that  it  is  going  to  cost  any  such  sums  as 
you  suggest.  It  may  or  may  not.  But  it  is  going  to  deprive  the 
people  of  the  additional  transportation  facilities  they  must  have  in 
this  country. 

Mr.  Sims.  And  is  it  not  going  to  increase  the  cost  to  us  of  those 
that  we  have  ? 

Mr.  LovETT.  I  think  it  will. 

Mr.  Sims.  Why,  this  very  matter  of  terminals;  if  the  cost  of  ter- 
minals is  going  to  be  an  ever-increasing  proportion  to  the  total  cost  of 
a  railway  line,  and  the  cost  of  these  terminals  must  be  absorbed  in 
part  at  least — assumed,  if  you  want  to  use  that  word — even  that  of 
itself  w^ill  increase  the  operating  expenses  of  the  railroads  to  a  very 
great  extent  that  can  not  now  be  foreseen.  Along  a  line  that  is  a 
rather  delicate  one  at  this  time,  can  anybody  forsee  now  what  effect 
or  what  the  cost  of  the  labor  charge  upon  railroad  services  is  going 
to  be  in  the  future  ? 

Mr.  LovETT.  I  can  not. 

Mr.  Sims.  It  is  utterly  impossible  to  foresee  just  what  effect  it  is 
going  to  have  ? 

Mr.  LovEiT.  I  am  quite  sure  that  it  will  not  lessen. 

Mr.  Sims.  That  it  will  not  grow  less  ? 

Mr,  LovETT.  Yes ;  I  do  not  say  that  it  should.  I  think  labor  ought 
to  be  well  paid,  fairly  paid. 

Mr.  Sims.  And  I  see  immediately,  since  the  decision  of  the  Adam- 
son  law^  case,  that  the  railroads  are  applying  for  15  per  cent  increase 
in  freight  rates. 

Mr,  LovETT,  I  notice  an  application  is  made  by  most  of  the  roads. 

Mr.  Sims.  I  say  there  is  an  application  for  15  per  cent  increase 
in  freight  rates  due,  I  suppose,  to  some  extent,  perhaps  veiy  largely, 
to  the  supposed  increase  by  reason  of  putting  the  Adamson  law  into 
operation, 

Mr.  LiOTETT.  I  read  Mr.  Ilea's  statement  to  the  effect  that  increase 
in  the  price  of  coal  alone  added  six  millions  a  year  to  the  operating 
costs  of  the  Pennsylvania,  and  the  increase  of  the  wages  due  to  the 
application  of  the  Adamson  law  meant  nine  millions,  and  that  the 
increase  in  the  cost  of  all  materials  required  in  maintenance  and 
operation,  which  Mr.  Rea  estimated  at  one  half  of  the  total  cost, 
the  other  half  being  labor,  added  an  amount  which  I  do  not  remem- 
ber, but  which,  with  increase  in  taxation  due  to  recent  acts  of  Con- 
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gross,  meant  a  total  addition  to  the  operating  costs  and  taxes  of  the 
Pennsylvania  system  aggregating  $29,000,000  a  year.  If  that  is  true— 
and  1  have  no  sort  of  doubt  it  is— it  simply  means  that  the  Pennsyl- 
vania and  all  other  roads  similarly  situated  must  have  an  increase  in 
rates. 

Mr.  Adamson.  Judge  Sims,  pardon  me  right  there.  Congress,  in 
passing  the  Adamson  eight-hour  law,  provided  a  method  of  deter- 
mining a  dispute  as  to  whether  there  would  be  an  increased  cost  on  a 
proper  compliance  with  that  law,  and  if  so,  how  much  it  would  be 
•  Now  my  suggestion  to  you  is  that  if  you  would  avoid  that  conflict 
tor  the  present  and  avoid  the  law  by  letting  the  men  run  12i  miles 
an  hour,  with  properly  loaded  trains,  and  base  your  application  for 
insreased  rates  on  the  irrifutable  fact  that  money  is  cheaper  now- 
than  at  any  other  time  in  the  history  of  the  world^  and  does  not  buy 
so  much,  I  think  you  would  have  some  hope  of  your  increase. 

Mr.  LovETT.  We  know,  Judge  Adamson,  just  what  it  is  goinff  to 
cost  us. 

Mr.  Adamson.  You  know  what  it  is  going  to  cost  if  you  do  not 
regard  it ;  but  if  you  regard  it  and  let  those  men  run  100-mile  runs 
in  eight  hours,  which  they  all  say  they  can  do,  it  will  be  quite  different 
from  Mr.  Rea's  estimates. 

Mr.  LovETT.  Yes ;  those  men  talk— they  are  very  shrewd  and  they 
are  good  negotiators ;  I  do  not  know  any  abler  men  in  the  country— 
but  we  know  what  it  amounts  to.  We  know  if  we  increase  the  speed 
of  our  freight  trains  we  have  got  to  reduce  the  load. 

Mr.  Adamson.  Of  coui^e,  you  have  got  to  reduce  them  to  a  proper 
load. 

Mr.  LovETT.  And  if  we  reduce  the  load,  we  will  have  to  run  more 
freight  trains  and  employ  more  men. 

Mr.  Adamson.  Engineers  and  conductors  came  to  our  committee 
room  and  told  us  that  if  you  figure  on  your  drawhead  breaks  and 
delayed  time  caused  by  derailed  trains,  that  will  more  than  counter- 
balance the  saving. 

Mr.  LovETT.  It  is  too  bad  that  out  of  all  the  supposed  talent  that 
IS  engaged  m  railroad  operations  in  this  country,  the  universal  con- 
viction of  the  men  who  are  running  the  railroads  is  to  the  contrary. 
Put  one  of  these  men  that  came  before  your  committee  and  told  you 
that  m  the  position  of  superintendent  and  see  how  long  he  would  act 
on  that  principle. 

Mr.  Adamson.  It  is  too  bad,  but  nevertheless  it  looks  reasonable 
that  all  the  numerous  conductors  and  engineers  who  run  your  trains 
may  be  supposed  to  know  as  much  about  the  actual  physical  opera- 
tion as  superintendents  and  managers. 

Mr.  LovETT.  Yes ;  but  you  must  also  consider  when  a  man  is  trad- 
ing. 

Mr  Adamson.  We  have  got  to  consider  that;  and  in  considering 
that  difference,  we  passed  a  law  to  determine  it. 

Mr.  Lo\t:tt.  Yes. 

Mr.  Adamson.  Now,  I  do  not  think  you  are  going  to  get  anywhere 
by  forestalling  or  trying  to  forestall  the  method  and  instrumentality 
provided  by  Congress  to  decide  that  dispute  between  you. 
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Mr.  LovETT.  T  do  not  understand  there  is  any  effort  to  forestall  it; 
but  the  railroads  can  show  to  anybody  their  present  condition  re- 
sulting? from  these  various  items/  They  have  so  much  net  money, 
the  rates  remain  the  same,  and  we  have  so  much  net  under  former 
conditions.  Here,  for  instance,  is  the  price  of  coal ;  we  know  what 
that  is.  We  know  what  these  additional  taxes  are.  We  know  what 
difference  we  are  paying  for  material,  for  equipment,  and  every- 
thing that  is  used  for  maintenance  and  operation  of  the  road.  There 
is  no  theory  about  that.  And  we  think  we  know  pretty  well  what 
the  additional  cost  of  the  Adamson  eight-hour  law  is. 

Mr.  Adamson.  You  have  got  a  commission  appointed  to  hear  that 
during  the  next  nine  months.  ,    . 

Mr.  LovETT.  Yes;  and  if  we  wait  for  the  report  of  that  commission 
for  nine  minths  to  see  what  they  are  going  to  do,  some  of  the  roads 
may  be  in  the  hands  of  a  receiver  in  the  meantime. 

Mr.  Adamson.  You  had  better  change  the  way  you  have  been 
figuring  and  tell  the  men  that  necessary  overtime  is  allowed  and  let 
them  run  a  hundred  miles  in  eight  hours,  as  they  said  they  could  do. 

Mr.  LovETT.  I  know  perfectly  well  that  they  can  run  a  hundred 
miles  in  eight  hours ;  but  when  they  do  it  we  must  put  on  more  trains 
and  employ  more  men. 

Mr.  Adamson.  You  mean  if  you  stop  overloading  your  trains  and 
make  them  less  than  2  miles  long,  with  two  or  three  engines  at  the 
head  of  each  one,  you  will  have  to  put  on  more  trains,  of  course. 

Mr.  LovETT.  I  deny  very  emphatically  that  they  are  overloading. 

Mr.  Adamson.  It  should  be  required  that  you  do  not  overload  your 
trains  and  do  not  run  them  too  long  and  that  you  do  make  trains  that 
are  mobile. 

Mr.  LoMSTT.  Any  railroad  man  that  overloads  his  tram  ought  to  be 

fired. 

Mr.  Adamson.  I  see  it  down  in  my  country  every  time  I  see  one. 

Mr.  LovETT.  Judge,  perhaps  you  are  not  as  good  a  judge  of  over- 
loading trains  as  railroad  men. 

Mr.  Adamson.  I  have  been  an  administrator  of  railroads  as  long 
as  you  have.  I  have  seen  the  trouble  that  these  men  have  with  trains 
breaking  down  and  costing  you  more  than  if  you  made  them  of  the 
proper  size. 

You  and  I  are  both  administrators  of  these  railroads,  ihe  dit- 
ference  is  that  you  get  paid  for  it  and  I  do  not;  and  I  am  not  on  the 
side  between  one  class  of  employees  and  another. 

Mr.  LovETT.  Nor  am  I,  Judge. 

Mr.  Sims.  Now,  I  want  to  drop  back  to  where  I  started. 

Mr.  Adamson.  I  thought  I  would  relieve  Judge  Sims  for  a  minute. 

Mr.  Sims.  It  was  a  very  interesting  break  in.  .       ,  . 

Mr.  EscH.  I  assume  Judge  Lovett  would  like  to  finish  his  testi- 
mony by  half  past  1.  There  are  two  other  members  of  the  com- 
mittee who  have  not  yet  put  their  questions.  Would  it  be  possible 
for  us  to  finish  with  Judge  Lovett  to-day?  ,  .  -   , 

Mr.  Adamson.  I  will  ask  Mr.  Hamilton  and  Mr.  Townsend  if  they 
can  finish. 

Mr.  Sims.  I  am  trying  to  finish  as  quickly  as  I  can. 
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Mr.  Adamson.  How  much  time  do  you  want,  Mr.  Hamilton? 

Mr.  Hamilton.  I  do  not  care  how  much  time  I  get.  I  have  only  a 
few  questions.  '' 

Mr.  Adamson.  How  much  time  will  you  take,  Mr.  Sims  ? 

Mr.  Sims.  It  all  depends  on  Judge  Lovett's  answers. 

Mr.  Lo\'ETT.  I  will  answer  yes  and  no,  if  you  so  desire. 

Mr.  Sims.  I  want  you  to  answer  as  you  have  been  answering.  I  am 
after  information.  I  have  not  come  into  this  investigation  with  a 
fixed  opinion  one  way  or  another.  I  want  to  get  all  the  information 
I  can  get  out  of  you  gentlemen.  I  know  this  countrj^  will  regard 
your  opinions  as  entitled  to  weight,  and  I  see  no  objection  on  earth 
to  what  Mr.  Adamson  has  said  or  to  the  answers  Mr.  Lovett  has 
given. 

Mr.  Hamilton.  I  think  the  best  information  on  earth  is  informa- 
tion that  is  boiled  down. 

Mr.  Sims.  Then,  if  you  want  to  abridge  this  examination— if  you 
want  to  boil  it  down— we  might  as  well  say  we  will  adiourn  in  10 
days. 

Mr.  Hamilton.  Oh,  no. 

Mr.  Sims.  I  do  not  want  to  get  away  from  what  I  had  in  my  mind 
and  what  I  was  intending  to  bring  out  by  referring  to  this  application 
for  an  increase.  With  the  tendency  and  effect  of  State  regulation 
and  the  exercise  of  the  powers  of  the  States  which  they  now  lawfully 
exercise,  from  the  fact  that  Congress  has  not  occupied  the  field— I 
suppose  that  these  railroads  that  have  applied  for  an  increase  of  rates 
are  candid  and  sincere  and  that  they  would  not  ask  for  it  if  they  did 
not  think  that  they  had  to  have  it;  that  they  are  not  asking  for  it 
simply  to  augment  profits.    I  am  assuming  that  to  be  the  case. 

Mr.  LovETT.  I  think  your  assumption  is  entirely  justified. 

Mr.  Sims.  I  have  no  right  to  draw  any  other  assumption  unless  I 
knew  facts  to  the  contrary.  Now,  suppose  the  Interstate  Commerce 
Commission  agrees  with  these  railroad  companies  and  authorizes  the 
increase— it  has  no  power  to  make  it  mandatory,  of  course— but  sup- 
pose that  each  State  through  which  these  several  railroads  run,  with 
reference  to  a  part  or  all  of  the  items  on  which  the  increase  is  made, 
exercises  the  power  that  Pennsylvania  did  and  nullifies  the  increase. 
Would  the  railroads  get  any  benefit  by  reason  of  the  increase  if  it 
should  be  so  treated  by  all  the  other  States? 

Mr.  LovETT.  If  the  decreases  of  the  States  were  put  into  effect  it  is 
obvious  they  would  not. 

Mr.  Sims.  I  am  supposing  they  will  do  like  Pennsylvania;  that 
they  will  make  an  order  nullifying  the  increase.  It  is  within  the 
powers  of  the  States  in  the  present  condition  of  national  legislation. 
So  there  is  bound  to  be,  necessarily,  with  the  amount  of  power  that 
the  States  have  and  with  the  unoccupied  Federal  field  covered  by 
State  legislation  and  with  the  tendency  to  increase  this  exercise  of 
power  on  the  part  of  the  States,  that  the  commission  is  powerless 
to  put  ma  rate  or  to  give  a  rate  that  can  be  succesfully  operated 
or  maintained,  and  therefore  the  uncertainty  must  not  only  remain — 
the  uncertainty  that  now  exists— but  it  must  increase.  Now,  is  not 
that  a  thing  to  be  reasonably  apprehended  ? 
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Mr.  LovETT.  I  have  apprehended  such  conditions.  Of  course,  as 
to  how  far  the  Shreveport  case  may  be  applicable  to  the  particular 
situation  you  describe  I  am  not  prepared  to  say. 

Mr.  SiiVrs.  I  am  speaking  of  possibilities,  and  possibilities  to  the 
States  that  are  profitable  to  their  inhabitants  are  very  likely  to  become 
probabilities.  I  want  to  ask  you,  Judge  Lovett,  if  Congress  does 
not  have  the  power,  within  the  limitations  of  not  making  a  law  that 
will  operate  to  confiscate  property — if  Congress  does  not  have  the 
power  to  declare  all  classes  of  traffic  mailable  matter  and  prescribe 
the  rates  of  railway  mail  pay  for  any  and  all  classes  of  property  ? 

Mr.  Lovett.  I  should  think  so,  within  the  bounds  of  reasonable 
rates. 

Mr.  Sims.  Railwa3''s  doing  an  interstate  business? 

Mr.  Lovett.  Yes,  sir;  I  think  so. 

Mr.  Siiis.  Congress  has  created  what  is  called  the  parcel-post  law, 
which  simply  added  a  number  of  articles  and  increased  the  weight 
of  packages  and  also  reduced  the  postage;  and  the  railways  are 
complying  with  it  because  it  is  not  confiscatory.  Now,  sometimes  we 
get  up  the  idea — at  least  it  so  appears  to  me- — that  there  is  something 
sacred  about  the  movement  of  the  United  States  mails;  that  if  a 
strike  should  prevent  the  moving  of  the  United  States  mails,  it  would 
be  of  greater  consequence  to  the  public  on  that  account.  In  other 
words,  if  it  is  criminal  at  all,  or  immoral,  it  would  be  of  a  higher 
order  of  criminalit}^  or  immorality  to  stop  the  United  States  mails 
than  other  kinds  of  property  being  transported,  and  we  should  give 
the  United  States  Government  the  power  to  move  the  United  States 
mails.  I  can  not  see  anything  sacred  about  the  moving  of  the  Sears  & 
Roebuck  catalogue  in  interstate  commerce  any  more  than  moving  a 
dozen  of  eggs  through  interstate  commerce,  or  anything  of  that  sort. 
Now,  if  Congress  can  declare  all  goods  mailable,  regardless  of  size 
or  bulk,  by  simply  prescribing  rules  that  will  make  it  practicable  to 
do  so,  has  not  the  United  States  Government,  through  Congress,  at 
this  time,  the  power  to  absolutely  control  all  intra  and  interstate 
commerce,  so  far  as  the  rate  to  be  paid  and  general  rules  and  regula- 
tions, by  simply  extending  the  present  parcel-post  law  in  the  way  I 
have  indicated? 

Mr.  LovETT.  I  have  not  supposed  Congress  had  the  power  to  de- 
clare evervthing  mail  matter. 

Mr.  Sims.  Why  not? 

Mr.  Lo^^:TT.  It  is  not  mail  matter. 

Mr.  Sims.  What  is  constitutionally  expressed  mail  matter? 

Mr.  LoATETT.  I  do  not  know  that  the  Constitution  expresses  it. 

Mr.  Sims.  Then  it  is  not  unconstitutional  to  do  it? 

Mr.  LovETT.  Congress  can  not  make  a  cow  a  horse  by  simply 
declaring  it  so. 

Mr.  Adamsox.  The  Constitution  does  not  say  "mail  matter."  It 
says  "  post  offices  and  post  roads." 

Mr.  LovETT.  I  think  this  answ^ers  your  question,  Judge  Sims,  if  I 
understand  it:  Congress  has  the  same  power  over  interstate  com- 
merce and  with  respect  to  the  movement  of  interstate  commerce  as 
it  has  with  respect  to  the  movement  of  the  mails. 
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Mr.  Sims.  Noav,  in  practice  and  in  theory,  what  is  the  difference 

in  sending  a  50-poimd  package  over  a  railway  train 

Mr.  LovETT.  And  sending  a  carload  of  coal? 
Mr.  Sims.  Yes ;  and  sending  h  500-pound  package  ? 
Mr.  LoA-ETT.  The  difference  is  a  50-pound  package  and  a  500-pound 
package. 

Mr.  Sims.  I  mean  in  principle  and  legal  effect  or  constitutional 
power.  The  facilities  certainly  do  not  depend  upon  constitutional 
requirements.  I  think  your  first  answer  w\as  exactly  correct,  that 
Congress  does  have  the  power.  It  might  not  be  wise  to  exercise  it, 
and  it  may  never  do  it,  but  it  does  havelhe  power  to  declare  all  kinds 
of  products  transportable  in  the  mails,  and  prescribe  the  classes  and 
the  rates  and  everything  as  it  does  now,  touching  the  present  parcel 
post. 

Mr.  LovETT.  I  stated  in  my  ansAvers  to  questions  before,  several 
times,  that  according  to  my  understanding  of  the  power  of  Congress 
under  the  Constitution,  Congress  can  make  complete  regulation  of 
commerce  on  interstate  railroads — railroads  engaged  in  interstate 
commerce.  I  believe  it  can  do  that  without  the  necessity  of  declar- 
ing a  carload  of  coal  to  be  parcel-post  matter— subject  to  parcel-post 
transportation  or  mail  matter.  It  comes  under  the  power  of  Congi-ess 
to  regulate  interstate  commerce.  I  think  Congress  has  complete 
power  over  the  subject,  with  existing  corporations,  and  it  is  merelv 
a  question  as  to  what  is  the  best  and  most  practical  method  of  deal- 
ing with  the  subject — how  will  operate — whether  best  on  existing  cor- 
porations or  whether  it  will  be  better  to  make  them  Federal  corpora- 
tions  

Mr.  Sims.  I  am  coming  to  that.  If  we  grant  compulsory  national 
charters,  can  we  not  make  that  one  of  the  general  provisions,  that 
the  railroad  company  shall  carry,  at  the  rates  prescribed,  whatever 
Congress  declares  to  be  mailable  matter  or  subject  to  be  carried  by 
these  railroads,  and  prescribe  the  terms? 

Mr.  LovETT.  That  is  a  constitutional  question.  If  Federal  incor- 
poration were  not  compulsory,  but  left  optional.  Congress  could  re- 
quire corporations,  as  a  condition,  to  assent  to  any  condition  that 
Congress  might  impose,  and  it  would  be  a  part  of  the  contract.  But 
if  it  is  to  be  compulsory,  I  do  not  think  Congress  can  compel  them 
to  carry  except  at  reasonable  rates. 

Mr.  Sims.  A  rate  that  is  not  confiscatory  is  constitutional,  is  it  not? 

Mr.  LovETT.  I  think  it  is. 

Mr.  Sims.  It  can,  in  this  way,  take  charge  of  the  traffic  all  over 
the  country? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  in  which  case,  the  States  through  which  the  rail- 
road may  run,  through  its  regulations,  could  not  affect  it  ? 

Mr.  LovETT.  No;  it  could  not. 

Mr.  Sims.  And  that  is  one  of  the  things  that  is  thought  to  be  to 
the  economic  advantage  of  the  railway  service  of  the  country. 

Mr.  LovETT.  To  the  extent  that  it  involves  rates  and  the  issuing 
of  securities 

Mr.  Sims.  Rates  is  all  of  it.     That  is  very  fundamental,  is  it  not  ? 

Mr.  LovETT.  No ;  I  think  the  most  urgent  aspect  of  the  matter  is 
the  necessity  of  regulating  the  issuance  of  securities. 
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Mr.  Sims.  How  can  you  market  securities  unless  you  can  show  to 
the  parties  to  whom  you  wish  to  sell  them,  that  you  have  a  rate  that 
will  enable  you  to  pay  the  interest? 

Mr.  LovETT.  You  can  not. 

Mr.  Siisis.  Then,  rates  is  a  fundamental  matter  then,  is  it  not? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  As  stated  yesterday. 

Mr.  LovETT.  Yes. 

Mr.  Sims.  You  remember  Senator  Cummins's  inquiry  the  other  day 
of  you  was,  in  substance,  what  can  be  done  to  give  the  weak  railroads 
what  they  need  and  must  have,  without  giving  the  strong  roads  the 
same  degree  of  aid,  which  they  do  not  need?  I  believe  that  was  the 
substance  of  Senator  Cummins's  question. 

Mr.  LovETT.  I  should  prefer  to  refer  to  the  record. 

Mr.  Sims.  That  covers  the  substance  of  the  inquiry.  As  I  under- 
stand, he  wanted  to  know  what  Congress  can  do — what  can  be  done — 
to  give  the  weak  railroads  such  relief  as  they  need,  without  giving 
that  same  relief  to  the  strong  roads,  which  do  not  need  it. 

Mr.  LovETT.  I  think  I  expressed  my  views  on  that. 

Mr.  Sims.  And  your  views  were  that  the  Government  would  have 
to  do  it;  that  it  could  not  be  done  without  the  other  roads  partici- 
pating in  it. 

Mr.  LovETT.  Or,  in  substance,  that  I  do  not  believe  Congress  or 
the  Government  could  compel  a  comparatively  small  group  of  people 
owning  the  stock  of  the  prosperous  roads  to  assume  for  the  whole 
country,  or  for  the  patrons  of  a  weak  road,  a  burden  that  did  not 
concern  them,  but  concerned,  rather,  the  whole  country;  that  if  the 
interests  of  the  country  required  the  weak  road  to  be  operated,  then 
either  the  Government  or  the  whole  people  should  bear  the  burden, 
or  the  people  who  are  served  by  that  road  should  bear  it.  That  it 
should  not  be  put  on  a  particular  group  of  people  who  have  no  in- 
terest in  the  matter. 

Mr.  Si^Nis.  That  looks  like  it  applies  to  great  terminals  as  well. 

Mr.  LovETT.  I  do  not  think  it  is  analagous.  A  great  bridge  may 
be  required  to  be  built  over  some  stream  involving  an  extraordinary 
expense.  That  may  be  used  only  by  this  particular  line  for  a  certain 
portion  of  its  haul 

Mr.  Sims.  And  the  railroad  must  necessarily  collect  something 
more  out  of  that  portion  of  the  haul  that  does  not  use  the  bridge  than 
they  would  ordinarily  charge? 

Mr.  LovETT.  You  can  not  separate  it. 

Mr.  Sims.  And  that  railroad  could  not  exist  without  doing  that? 

Mr.  LovETT.  Of  course  not. 

Mr.  Sims.  Because  it  would  be  so  oppressive  to  the  freight  that 
did  go  through  the  tunnel,  where  it  goes  over  a  mountain  or  a  bridge, 
where  it  traverses  a  stream — it  would  be  so  oppressive  to  that  par- 
ticular traffic  as  to  prevent  the  traffic  from  moving. 

]\Ir.  LovETT.  The  Union  Pacific  has  several  hundred  miles  of  rail- 
road that  does  not  produce  a  dollar. 

Mr.  Sims.  I  know  it  will  be  a  matter  of  relief  to  the  committee,  if 
not  to  you — I  am  about  to  quit — but  I  want  to  come  down  now  to  the 
inevitable. 
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Mr.  LovETT.  Not  on  my  account. 

Mr.  Sims.  No  ;  not  on  yours.     I  have  no  mercy  on  you. 

Now,  looking  at  it  as  I  do,  that  regulation  will  increase  instead 
of  decreasing  through  Congress,  through  the  States,  and  every  other 
regulating  power,  I  can  see  how  that  regulation  may  not  be  profitable 
to  the  present  stockholders  of  these  railroads.  I  can  see  very  easily 
how  it  may  make  it  less  profitable,  but  the  object  of  all  that  regula- 
tion is,  as  I  understand  it,  for  the  benefit  of  the  public,  as  viewed  by 
the  regulating  body.  Now,  if  the  Pennsylvania  Railroad  serves  a 
section,  which  it  does  serve,  better  than  it  ever  was  served  before,  by 
means  of  consolidation  and  unification ;  by  means  of  the  economies  it 
is  able  to  adopt,  why  would  it  not  be  a  good  thing  to  have  the  Penn- 
sylvania Eailroad  serve  the  whole  United  States?  Of  course,  it 
would  eliminate  these  things  you  spoke  of  in  the  way  of  competitive 
service. 

Mr.  LovETT.  The  answer  to  that  is 

Mr.  Sims.  That  would  apply  to  the  Union  Pacific  or  any  other 
well-regulated  railroad. 

Mr.  LovETT.  In  other  Avords,  whether  one  railroad  should  not  own 
them  all? 

Mr.  Sims.  And  let  this  charge  for  transportation  facilities,  like 
you  said  about  the  bridge  and  tunnel,  fall  on  the  whole  country. 

Mr.  LovETT.  My  judgment,  as  I  have  expressed  it  several  times,  is 
that  it  would  absolutely  eliminate  competition,  and  it  would  be  a 
great  detriment  to  the  country ;  it  would  cause  stagnation  of  improve- 
ments in  railroad  facilities.  You  would  not  have  the  conveniences 
and  service  and  facilities  which  you  have  to-day.  It  takes  the  spur 
of  competition  and  the  spur  of  example  to  make  these  improvements 
and  develop  initiative.  There  was  never  a  truer  expression  than 
"  necessity  is  the  mother  of  invention,"  and  the  necessity  of  meeting 
competition  is  responsible  for  the  development  and  inventions  in  the 
railroad  service  to  a  very  great  extent.  There  is  a  difference  of 
opinion  among  railroad  men,  but  my  best  judgment  is  that  competi- 
tion in  service  and  facilities  is  necessary  for  the  development  and 
improvement  and  progress  of  the  railroad  business  of  this  country, 
and  to  avoid  stagnation. 

Mr.  Sims.  Now,  Judge,  don't  you  think,  if  what  you  say  is  true — 
I  am  not  controverting  it — that  if  competition  in  ownership  is  a 
benefit  to  the  whole  service,  don't  you  think,  then,  that  competition 
in  regulation  might  tend  in  the  same  direction  ? 

Mr.  LovETT.  No,  sir ;  it  is  a  hamper. 

Mr.  Sims.  You  are  not  in  favor  of  competitive  regulation  ? 

Mr.  LovETT.  I  am  not. 

Mr.  Sims.  But  you  are  in  favor  of  competitive  ownership  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  But  you  must  admit 

Mr.  LovETT.  I  do  not  know ;  "  competitive  ownership  "  is  a  new 
phrase.     I  am  in  favor  of  competition  in  service  and  facilities. 

Mr.  Sims.  Then  you  are  in  favor  of  competition  in  ownership. 

Mr.  LovETT.  I  will  accept  that  phrase.    It  is  a  new  one  to  me. 

Mr.  Sims.  What  you  mean  is  the  railroads  should  not  be  owned  by 
one  company. 

Mr.  LovETT.  Yes ;  I  will  accept  your  answer  to  that  question. 
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Mr.  Sims.  Is  it  not  a  fact  that,  as  a  rule,  your  railroad  company, 
or  any  other  railroad,  will  not  do  a  thing  unless  it  will  operate  in  a 
general  way  as  a  benefit  to  the  company '( 

Mr,  LovETT.  It  depends  on  your  definition  of  "  benefits."  We  do  a 
great  many  things  that  produce  no  financial  reward  or  return,  but 
it  goes  to  the  general  improvement  of  the  public  relations,  or  it  may 
be  advertising,  or  any  other  matter.  It  is  to  our  benefit  to  have  the 
good  will  of  the  people.  We  do  a  great  nuiny  tilings  for  the  sake  of 
good  will. 

Mr.  SiiMs.  And  you  think  that  competition  between  different  com- 
panies serving  the  public  brings  about  more  good  to  the  public? 

Mr.  Ijo\ett.  More  regard  for  the  public. 

Mr.  Sims.  Does  not  competition  in  systems  as  well  as  in  railroads 
result  in  duplication  of  the  instruments  of  service — unnecessary 
duplication  of  instruments  of  service? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  And  therefore  adds  to  the  general  expense  growing 
out  of  competition? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Now,  as  legislators  we  have  to  decide  between  necessary 
facilities — those  that  are  absolutely  necessary — and  increased  con- 
veniences or  luxuries.  In  deciding  between  them  which  do  you 
think  the  country  would  indorse? 

Mr.  LovETT.  Why,  Judge  Sims,  the  American  people  is  a  Nation 
of  spenders  and  are  progressive.  They  do  not  want  to  be  held 
down  to  the  smallest  amount  on  which  they  can  get  through.  They 
want  the  facilities  and  conveniences  of  doing  business  and  they 
want  comforts,  and,  generally,  they  are  willing  to  pay  for  them. 
I  do  not  think  anybody  would  want  to  see  the  Pennsylvania  ter- 
minal in  New^  York  or  the  New  York  Central  terminal  in  New  York 
eliminated,  to  avoid  an  infinitesimal  amount  in  the  general  cost  of 
the  transportation  afforded  by  those  companies.  We  must  have 
improvements  and  progress.  The  sentiment  of  the  people,  I  hope, 
never  will  be  such  that  they  want  to  get  through  on  the  smallest 
possible  amount. 

Mr.  Sims.  Suppose  the  New  York  Central,  of  which  you  are  a 
director,  should  run  sleepers  without  charge  on  their  lines.  The 
Pennsylvania,  serving  the  same  points,  would  have  to  do  it  also, 
would  it  not? 

Mr.   LovETT.  Undoubtedly. 

Mr.  Sims.  You  would  either  lose  money  by  doing  so  or  charge 
the  people  not  using  those  sleeping  cars  more  than  they  would 
otherwise  be  charged  for  the  service  rendered? 

Mr.   LovEiT.  Yes. 

Mr.  Sims.  That  explains  the  difference  between  what  I  think  is  a 
luxury,  or  comfort,  and  a  necessity.  I  do  not  believe  it  is  wise  for 
us  to  adopt  any  policy  which  would  permit  increased  cost  upon  the 
necessaries  of  life  that  must  move,  simply  in  order  that  some  people 
who  are  not  limited  in  their  resources  may  have  accommodations  for 
which  they  do  not  wholly  pay. 

Mr.  LovETT.  There  is  no  danger  of  that.  If  the  New  York  Central 
or  the  Pennsylvania  should  give  free  sleeping  service,  and  wanted  to 
increase  their  rates,  the  Interstate  Commerce  Commission  would 
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■fiay  to  them  that  the  burden  of  transportation  was  not  properly  dis- 
tributed and  that  they  should  charge  the  man  using  those  accommo- 
dations, and  get  the  revenue  they  wanted  out  of  the  men  being  car- 
ried free  in  the  sleeping  cars. 

Mr.  Sims.  Don't  you  think  that  is  exactly  what  they  ought  to  say? 

Mr.  LovETT.  Yes:  and.  therefore,  there  is  no  danger  from  that 
source. 

Mr.  Sims.  Why  not,  if  competition  makes  it  necessary? 

Mr.  LovETT.  Because  they  know  the  country  would  not  stand  for  it. 

Mr.  Sims.  Supposing  the  New  York  Central  and  the  Pennsyl- 
vania, lioth  serving  Chicago — one  should  furnish  free  sleeping  cars, 
the  other  would  have  to  do  it,  would  it  not? 

Mr.  LovETT.  Yes. 

Mr,  Sims.  And  would  they  not  get  their  money  for  that  service 
out  of  the  other  people  using  these  transportation  facilities  ? 

Mr.  LovETT.  No;  the  Interstate  Commerce  Commission  would  say 
to  them,  "  If  you  can  afford  to  run  these  cars  free,  you  can  reduce 
your  freight  rates,  because  3'ou  are  not  distributing  the  cost  of  your 
service  properl5^    We  will  make  you  reduce  them." 

Mr.  Sims.  Would  you  not  come  back  and  say,  just  as  you  have 
about  the  terminals,  that  it  increases  the  popularity  of  the  road  and 
the  service  to  the  patrons? 

Mr.  LovETT.  They  are  not  analogous  at  all,  Judge. 

Mr.  Sims.  They  may  not  be.  I  am  trying  to  ask  questions  in  order 
that  I  may  get  this  information  from  you. 

Mr.  LovETT.  Then  I  would  say,  as  an  answer,  that  there  is  no  sort 
of  relation  between  suitable  terminal  facilities  and  free  sleeping  fa- 
cilities. 

Mr.  Sims.  If  you  pay  twice  as  much  for  a  terminal  in  New  York 
as  is  needed  from  the  standpoint  of  necessity,  I  can  not  see  why  you 
should  not  be  permitted  to  do  some  other  expensive  service  along 
that  line  if  it  is  made  necessary  by  competition. 

Mr.  LovETT.  That  is,  assuming  they  paid  twice  as  much  as  was 
necessary. 

Mr.  Sims.  1  am  assuming  they  did,  and  that  it  was  made  necessary 
by  one  terminal  being  built,  making  it  necessary  to  build  the  other. 

Mr.  LovETT.  I  Avill  have  to  take  the  contrary  assumption  that  they 
did  not. 

Mr.  Sims,  I  want  to  ask  you  how  can  any  theory  of  public-utility 
economics  justif}^  the  placing  of  Mr,  Cassatt's  statue  in  the  Pennsyl- 
vania Station  in  New  York  if  it  becomes  a  charge  on  the  whole  line? 

Mr,  LovETT.  I  think  that  was  a  very  proper  and  appropriate  ex- 
penditure of  the  company's  money. 

Mr.  Sims.  Of  the  stockholders'  money. 

Mr.  LovETT.  Well,  of  the  stockholders'  money, 

Mr.  Sims.  That  is  right — the  stockholders'  money, 

Mr.  LovETT.  I  think  it  was  a  very  proper  expenditure,  whether 
you  choose  to  call  it  the  company's  money  or  the  public's  money.  Mr. 
Cassatt  conceived  that  enterprise,  and  he  pulled  the  Pennsylvania 
Eailroad  almost  out  of  the  mud  and  made  a  great  railroad  out  of  it. 
I  think  he  was  one  of  the  greatest  benefactors  of  the  country. 

Mr.  Adamson.  Considered  merely  as  an  ornamental  statue,  does 
not  Mr,  Cassatt's  statue  look  as  well  there  as  anybodv  else's  statue 
would  look?  1 
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Mr.  luOVETT,  Perhaps  more  so. 

Mr.  Sims.  I  am  holdino;  it  is  not  necessary  to  put  his  statue  or 
anybody  else's  statue  there. 

Mr.  LovETT.  That  is  where  you  and  I  differ.  You  assume  that  the 
people  of  this  country  want  to  hold  the  railroads  down  to  the  last 
cent  in  expenditures  for  necessities.  I  do  not  believe  that  is  correct. 
I  believe  it  is  the  policy  of  the  Government,  and  I  think  it  is  the 
wish  of  tlie  people,  that  we  should  make  progress  and  development. 

Mr.  Snrs.  I  do  not  care  how  much  the  railroad  owners  spend  of 
their  own  money,  but  T  do  object  seriously  to  the  owners  imposing 
this  cost  or  tax  upon  the  patrons  of  the  railroad,  simply  to  meet  a 
certain  standard  of  taste  or  art  that  they  themselves  regard  as  de- 
sirable. 

Mr.  EscH.  This  city  has  been  filled  with  statues  at  the  expense  of 
the  people. 

Mr.  Adamson.  Along  that  line,  I  will  say  that  one  of  the  railroads 
in  Atlanta  has  a  flower  garden  in  the  grounds  around  the  depot. 

Mr.  Siais.  There  is  no  objection  to  putting  these  ornaments  there, 
or  taxing  the  people  of  the  country  for  statues  in  this  city,  but  re- 
member tliat  the  taxing  power  puts  them  there.  Whenever  a  rail- 
road goes  to  ornamenting  its  property  with  something  not  conducive 
to  and  not  aiding  it  in  the  services  performed  for  the  public,  involun- 
tarily paid  by  the  public,  to  comply  with  a  requirement  of  art  or 
taste  that  they  may  have. 

Mr.  Adamson.  If  Judge  Sims  will  just  yield  to  me  for  a  minute, 
while  he  is  on  this  subject  of  discrimination,  I  would  like  to  ask  if 
it  is  fair  on  the  part  of  the  railroads  to  transport  Tom  Thumb,  who 
only  weighs  75  pounds,  at  the  same  rate  they  transport  Ollie  James, 
who  weighs  nearly  500  pounds? 

Mr.  Sims.  Self-interest  forbids  my  being  a  disinterested  witness. 

Mr.  Hamilton.  I  want  to  say,  for  illustration,  that  the  station  in 
my  town,  on  the  Michigan  Central,  or  the  New  York  Central  line,  has 
been  greatly  beautified.  The  company  has  spent  a  great  deal  of 
money  beautifying  the  grounds,  so  that  it  is  one  of  the  most  beautiful 
stations  anywhere  in  the  country,  and  nobody  complains  about  it. 
The  people  all  along  the  line  are  proud  of  it.  I  think  that  is  the 
general  feeling.  They  are  glad  to  see  the  stations  of  the  railroads 
improved  and  beautified. 

Mr.  Sims.  Certainly.  I  am  glad  to  see  some  women  beautified  and 
ornamented,  but  you  do  not  want  to  pay  for  beautifying  every  woman 
in  the  country  out  of  the  Public  Treasury. 

Mr.  Hamilton.  They  do  not  have  to  pay  for  it. 

Mr.  Adamson.  I  insist  that  it  is  rank  discrimination  for  the  rail- 
roads to  transport  Judge  Sims  and,  for  instance,  one  of  the  news- 
paper men  over  there,  not  weighing  half  as  much  as  Judge  Sims,  for 
the  same  rate.  Why  is  it  fair  to  let  a  big  man  ride  for  the  same 
rate  as  a  small  man? 

Mr.  Sims.  I  do  not  want  to  be  understood  as  criticizing  the  putting 
of  the  statue  of  Mr.  Cassatt  in  the  New  York  Pennsylvania  Station. 
I  was  trying  to  illustrate  an  unbridled  and  unlimited  power  of  a 
public-service  corporation  to  make  an  expenditure  not  necessarily 
related  to  the  service  performed. 

Mr.  LovETi'.  We  violate  what  I  understand  to  be  the  principle  you 
favor  in  passenger  cars  we  buy ;  we  include  things  that  are  not  abso- 
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lutely  necessaiy  to  the  use  of  the  car.     In  every  station  we  build 
Ave  violate  that  principle.    Every  other  railroad  does  the  same  thing. 

Mr.  Sims,  I  have  not  any  doubt  that  these  gardens 

Mr.  LoATSTT.  Yes ;  we  try  to  keep  gardens  at  stations  in  the  Rocky 
Mountains.  If  we  felt  there  was  public  sentiment  against  those 
things,  we  would  not  do.  them. 

Mr.  Adamson.  When  the  president  of  a  railroad  wears  a  Prince 
Albert  coat  he  has  two  buttons  on  the  back  which  do  not  button 
anything  on  the  face  of  the  earth,  and  somebody  might  object  to  that. 

Mr.  Sims.  I  really  want  to  finish  my  questions. 

Mr.  Hamilton.  Those  buttons  have  a  historic  purpose. 

Mr.  Sims.  Judge  Lovett,  I  understood  you  to  say,  although  I  am 
not  repeating  your  words  exactly,  and  I  do  not  want  to  misstate 
them,  that  the  Union  Pacific  Railroad  provides  for  the  creation  of 
a  pension  fund,  or  sick-benefit  fund,  or  things  along  that  line,  for 
their  employees,  and  that  the  cost  of  that  is  to  be  charged  up  as 
operating  expenses. 

Mr.  LoArETT.  Yes. 

Mr.  Sims.  That  is  true,  is  it? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  Now,  that  operating  expense  is  paid  by  patrons  of  the 
road,  is  it  not  ? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  And  that  is  paid  for  by  those  who  use  the  road  ? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  I  think  you  further  stated  that  in  case  the  employees 
left  the  road,  quit  the  service,  that  they  lost  these  benefits? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  Then  you  offer  these  benefits  as  an  inducement  for  them 
to  continue  their  service,  in  part? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  And  the  public  is  paying  for  those  inducements  ? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  But  you  think,  I  suppose,  that  in  a  general  way  the 
service  of  the  road  is  enhanced,  its  ability  to  serve  the  public  is  in- 
creased, by  such  a  policy  to  the  extent  of  the  cost? 

Mr.  Lo\T.TT.  It  is  one  of  the  inducements  to  the  men  to  take  the 
service,  just  like  the  salary.  We  pay  the  wages  provided  under 
the  Adamson  bill  for  the  purpose  of  keeping  them  in  the  service.  It 
is  an  inducement. 

Mr.  Adamson.  I  demand  that  you  comply  with  the  law,  that  there 
be  no  overtime,  and  that  you  be  declared  criminal  if  you  do  not  quit. 
[Laughter.] 

Mr.  Sims.  Then,  is  it  not  done  to  prevent  strikes  on  that  railroad? 

Mr.  Lovett.  I  do  not  think  it  will  prevent  any  strikes. 

Mr.  SixMS.  I  mean,  is  that  not  the  purpose  you  have  in  view  ? 

Mr.  Lovett.  I  believe  a  man  will  think  the  second  time  before  he 
gives  up  that  employment  and  takes  the  risk  of  not  getting  back. 
Judge  Sims,  we  have  built  clubhouses  at  various  points. 

Mr.  Sims.  And  eating  houses,  which  you  have  described  ? 

Mr.  Lovett.  No  ;  we  do  not  build  eating  houses. 

Mr.  Sims.  I  thought  you  said  you  built  eating  houses  the  other 
day. 
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Mr,  LovETT.  No.  We  have  built  clubhouses  costing  anywhere 
from  $20,000  to  $50,000  each,  equipped  with  baths  and  reading  rooms 
and  various  other  facilities  to  nudce  the  men  comfortable,  where  the 
men  can  go  as  you  would  go  to  a  club.  We  make  them  attractive. 
We  did  not  have  to  do  that,  but  we  believed  it  woidd  make  employ- 
ment on  the  road  more  attractive  to  the  men — keep  them  away  from 
saloons,  perhaps.  In  many  western  towns  the  saloon  is  about  the 
only  place  in  certain  hours  of  the  night  where  there  will  be  a  house 
open. 

Mr.  Sims.  You  mean  you  have  lockers  in  those  clubhouses  ? 

INIr.  LovETT.  Yes ;  we  do. 

Mr.  Siivrs.  You  consider  the  erection  of  those  clubhouses  both  eco- 
nomic and  humanitarian,  I  suppose? 

Mr.  LovETT.  Yes.  We  did  it  for  a  variety  of  considerations. 
First,  to  make  the  place  attractive  to  the  men,  take  care  of  them, 
make  them  better  men  and  afford  them  better  working  conditions. 

Mr.  S'iMS.  While  from  the  standpoint  of  private  ownership  you 
have  the  right  to  fill  your  central  station  with  statues  of  anybody — 
yours  or  anybody  else's — you  have  the  right  to  choose  to  do  all  these 
things  with  j^our  own  money,  to  do  just  as  you  please,  so  long  as  you 
are  not  interfering  with  anybody  else.  The  only  question  about  these 
things  is  that  when  there  is  an  ever-increasing  burden  upon  the  rail- 
roads, as  admitted  by  yourself,  an  ever-increasing  tendency  to  thus 
increase  expenses,  and  a  character  of  regulation  which  adds  to  your 
expenses,  do  you  not  think  that  improvements  like  the  statue  referred 
to  should  be  charged  to  the  dividends  of  the  owners?  Tn  other 
words,  that  they  should  be  paid  for  by  the  owners  ? 

Mr.  LovETT.  I  do  not. 

Mr.  Sims.  And  not  by  the  public  ? 

Mr.  LovETT.  T  think  they  should  be  charged  as  part  of  the  expenses 
of  the  road. 

Mr.  Sims.  If  you  can  charge  any  part  of  such  expenditures  to  ex- 
pense, you  can  charge  all  such  things  to  expense,  can  you  not? 

Mr.  LovETT.  Yes.  I  do  not  know  how  the  Cassatt  statue  was 
charged. 

Mr.  Sims.  I  do  not  know,  and  I  do  not  care.  It  may  have  been 
put  there  hj  an  individual  admirer  of  Mr.  Cassatt. 

Mr.  LovETT.  I  represent  the  public  that  my  road  serves,  and  I  rep- 
resent as  well  the  stockholders,  the  bondholders,  the  employees,  and 
our  trustees,  for  everybody  else,  and  we  do  not  expend  any  money  we 
think  the  public  would  disapprove  of  or  the  public  object  to  paying 
interest  in  the  way  of  freight  rates.  We  never  have  spent  a  dollar 
that  I  thought  the  patrons  of  our  road  would  object  to.  I  believe  our 
patrons  approve  of  the  building  of  these  clubhouses  and  the  growing 
of  these  flower  and  grass  plots  at  the  stations. 

Mr.  iSiMS.  The  necessary  requirements  for  the  future  development 
of  the  country  are  such  that  freight  rates  should  grow  less  instead  of 
larger.    Is  that  not  true? 

Mr.  LovETT.  If  the  time  ever  comes  when  I  feel  the  public  dis- 
approves of  these  things,  I  would  want  to  quit  the  railroad  business. 

Mr.  SiMs.  It  is  not  a  question  of  the  public  approving  when  the 
rates  are  going  up  all  the  time.  They  have  got  to  pay  the  rates 
whether  they  approve  or  do  not  approve  them,  and  you  are  speaking 
o^  the  multiplicity  of  regulation  as  tending  to  increase  your  expenses, 
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•which  naturally  brings  about  the   question  of  the   amount   to  be 
charged  for  your  service,  and  you  have  nothing  but  service  to  sell. 

Xow,  everj'thing  that  brings  about  an  increase  in  expenses  are 
reasons  or  grounds  or  excuses  for  increasing  freight  rates.  It  seems 
to  me,  in  view  of  the  situation,  that  all  such  improvements,  such  as  a 
fine  terminal  or  a  fine  sleeping-car  service,  should  fall  as  far  as  pos- 
sible upon  those  who  use  such  facilities.  Now,  I  want  to  make  a  sug- 
gestion as  an  answer  to  iSenator  Cummins's  inquiry  the  other  day, 
and  you  can  express  your  opinion  or  not,  as  you  may  desire,  as  to  the 
suggestion.  I  am  trying  to  look  at  this  question  from  the  stand- 
point of  what  is  best  for  the  whole  country,  including  the  carriers 
and  including  the  people  who  are  served  by  the  carriers. 

Mr.  LovETT.  So  am  I,  Judge  Sims. 

Mr.  Sims.  And  inducting  those  whose  cost  of  living,  in  a  large  part, 
depends  upon  transportation  costs. 

Here  is  the  way  I  would  answer  Senator  Cummins's  question  and 
retain  private  ownership.  Of  course,  everybody  knows  that  the 
alternative,  when  everything  else  fails,  is  Government  ownership. 
You  said  a  while  ago  if  the  people  did  so  and  so  you  would  want  to  go 
out  of  the  railroad  business.  That  means,  as  a  matter  of  course, 
certain  kinds  of  regulation.  If  the  railroads  become  unprofitable, 
the  people  who  own  them  will  want  to  dispose  of  them,  and  what 
makes  me  think  they  are  profitable  is  that  there  does  not  seem  to  be 
any  demand  for  Government  ownership  by  the  stockholders  of  the 
railroads.  I  think  that  this  country,  in  order  to  further  develop  as 
it  should  as  a  whole,  must  have  increased  railroad  facilities,  and,  if 
possible,  diminishing  freight  charges,  if  it  is  possible. 

Xow%  as  to  private  ownership  I  am  going  to  suggest  the  following : 
On  the  questions  of  eliminating  competition  by  sj'stems  or  otherwise, 
and  in  order  that  the  weak  roads  may  be  supported  by  the  strong, 
my  answer  to  Senator  Cummins  would  be  this : 

Create  a  national  corporation  and  authorize  it  to  purchase  all  the 
railroads,  terminals,  docks,  and  other  property  necessarily  connected 
with  the  operation  of  the  railroads  through  ac-reement  as  to  the  value 
of  the  roads  so  purchased,  to  be  approved^by  the  Interstate  Commerce 
Commission,  or  through  condemnation,  sale,  and  purchase.  The 
money  to  be  raised  by  an  issue  of  bonds  bearing  not  exceeding  i  per 
cent  interest,  guaranteed  as  to  both  principal  and  interest  by  the 
United  States  Government,  and  to  be  free  from  all  taxation,  both  as 
to  principal  and  interest  by  the  United  States  Government,  or  any 
other  taxing  power,  and  also  by  the  issuance  of  capital  stock  in 
amounts  to  be  determined  by  the  Interstate  Commerce  Commission, 
but  upon  which  no  dividends  are  ever  to  be  paid  in  excess  of  6  per 
cent  per  annum,  but  no  taxes  of  any  kind  or  by  any  taxing  power  ever 
to  be  levied  or  collected,  both  as  to  the  stock  ancl  dividends  thereon. 
That  all  rates  and  charges  of  every  character  are  to  be  subject  to  the 
approval  of  the  Interstate  Commerce  Commission  before  being  put 
into  effect;  that  all  improvements  of  existing  railroad  properties 
requiring  the  sale  of  stocks  or  bonds,  or  both,  shall  first  be  authorized 
and  approved  by  the  Interstate  Commerce  Commission,  provided 
that  all  surplus  revenues  of  the  corporation  shall  be  first  applied  to 
the  maintenance  of  the  road  and  structures  and  the  cost  of  such  new 
improvements  before  using  any  of  the  proceeds  of  such  bond  and  stock 
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sales.  I  moan  after  payino-  the  dividends  and  interest.  That  said 
corporation  shall  be  authorized  and  required  to  build  any  and  all 
such  additional  railroads  that  may  be  required  by  act  of  Congrass, 
or  b}'  the  order  of  the  Interstate  Commerce  Commission. 

Mr.  Hamilton.  May  I  interrupt  you,  Judge  Sims,  to  inquire  of 
you  if  some  such  method  as  that  has  not  paved  the  way  to  Govern- 
ment ownership  of  railroads  in  Europe? 

Mr.  Sims.  Whenever  I  get  through  with  this  statement  I  shall  be 
very  glad  to  answer  any  questions  you  Avish  to  ask  me.  I  just  want 
to  make  my  statement  uninterruptedly. 

Mr.  Hamilton.  I  thought  you  had  finished  it. 

Mr.  Sims.  No ;  I  have  not. 

Mr.  Hamilton.  I  beg  your  pardon. 

Mr.  Sims.  The  Government  also  to  appoint  a  certain  number  of 
fhe  directors  of  this  corporation,  such  directors'  salaries  to  be  paid 
out  of  the  earnings  of  the  corporation,  similarly  to  the  members  of 
the  Reserve  Banking  Board. 

Now,  just  a  word  of  comment.  I  am  trying  to  avoid  the  objec- 
tions of  Government  ownership  and  at  the  same  time  get  as  much 
of  the  benefits  of  unified  ownership  as  possible.  If  4  per  cent  is 
guaranteed  on  the  corporation's  bonds  by  the  Government  of  the 
United  States,  the  Government,  of  course,  retaining  a  lien  upon  the 
property  or  the  right  to  appropriate  its  proceeds,  which  is  the  same 
thing,  would  eliminate  all  competitive  conditions  as  to  capital  re- 
quirements as  far  as  bonds  are  concerned.  The  investment  would 
be  inviting  to  permanent  investors  of  every  kind  and  would  not 
allow  them  to  be  taxed,  would  make  them  very  attractive,  while 
leaving  all  the  property  of  the  corporation,  which  means  all  rail- 
roads and  terminals,  docks,  etc.,  subject  to  State,  county,  and  mu- 
nicipal taxation,  requiring  that  all  roads,  whenever  the  Interstate 
Commerce  Commission  should  determine  that  it  would  be  to  the 
public  interests  to  double-track  its  line,  and  for  such  purpose  to 
sell  bonds  of  the  corporation,  guaranteed  by  the  Government  of  the 
United  States,  both  as  to  principal  and  interest. 

And  now,  in  order  to  encourage  the  speculative  investor  to  some 
extent  authorize  the  sale  of  stocks,  the  dividend  on  which  never  to 
exceed  6  per  cent,  in  such  volume  as  the  Interstate  Commerce  Com- 
mission may  prescribe.  That  would  provide  for  an  attractive  form 
of  stock  investment  to  the  man  or  woman  of  small  means.  The 
stock  and  earnings,  being  exempt  from  all  taxation,  would  give  it 
an  element  of  value  which  the  stocks  of  no  private  com]3any  could 
have.  Part  of  the  directors  being  appointed  by  the  President  of  the 
United  States  and  confirmed  by  the  Senate  for  such  length  of  terms 
as  might  be  thought  advisable  would  give  the  public  a  sitting  in, 
so  to  speak,  and  I  do  not  think  it  will  be  contended  for  a  moment 
that  if  all  the  railroads  in  the  United  States  were  operated  by  one 
great  railroad  company',  both  the  weak  and  strong,  that  there  would 
be  am^  question  to-day  about  them  being  able  to  market  bonds  and 
securities  at  reasonable  prices.  But  certainly  by  putting  the  Gov- 
ernment of  the  United  States  back  of  all  of  it  would  remove  all 
question  as  to  credit  of  the  railroad  companies — it  would  eliminate 
all  the  objectionable  features  now  existing,  as  it  appears  to  me,  with- 
out resort  to  public  ownership. 
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This  is  my  attempt  to  answer  Senator  Cummins'  question  within 
the  limits  and  by  means  of  private  ownership  and  by  private  opera- 
tion. 

Mr.  Adamson.  I  do  not  know  whether  Senator  Cummins  will  sub- 
scribe to  that  answer  or  not,  but  I  submit  that  it  would  be  more 
easily  fixed  if  we  merely  provide  that  every  railroad  should  do  the 
best  it  could,  then  eliminate  all  thought  about  credit  and  finances, 
and  make  up  the  deficit  out  of  the  Treasury. 

Mr.  Sims.  That  would  be  coming  out  of  the  taxpayer. 

Mr.  Hamilton.  I  should  like  to  supplement  that  suggestion  of 
Judge  Adamson  by  the  suggestion  that  France  recently  acquired  the 
railroad  system  known  as  the  AVestern  France  for  some  such  reasons 
as  would  be  involved  in  the  method  of  financing  which  you  suggest. 

Mr.  Sims.  Now,  I  want  to  ask  Mr.  Lovett,  and  I  am  serious  about 
this  thing,  although  it  may  be  a  very  impractical  and  impossible 
thing  to  do;  I  want  to  ask  you  seriously,  Judge  Lovett,  not  face- 
tiously— I  have  not  made  this  proposition  as  a  mere  matter  of  levity ; 
I  do  not  feel  that  as  a  member  of  this  committee  I  should  perform 
my  duties  along  such  a  plane. 

Mr.  Hamilton.  I  was  not  indulging  in  that  plane;  I  was  not  in- 
dulging in  levity. 

Mr.  Sims.  It  may  be  very  laughable  to  everybody  who  hears  it, 
but  I  want  to  know  of  you,  Judge  Lovett,  as  you  have  had  long  ex- 
perience in  connection  with  railroads  and  your  opinion  is  entitled 
to  great  weight,  and  it  has  great  weight  with  me,  as  I  believe  you 
are  a  candid  man  with  opportunities  to  know  the  facts,  do  you 
think  such  a  plan  as  that  is  constitutional  and  would  put  the  rail- 
roads of  the  country  upon  an  enduring  and  substantial  basis  and 
remove  them  from  all  these  aggravating  and  annoying  and  expen- 
sive troubles,  of  which  you  speak,  and  if  that  would  not  avoid,  pos- 
sibly, ultimate  absolute  Government  ownership? 

Mr.  LoA^ETT.  I  see  no  constitutional  objection  to  the  plan.  Judge 
Sims;  none  appears  to  me  at  the  moment.  But  that  is  about  all 
that  really  I  can  say  for  it. 

Mr.  Sims.  You  mean  favorably? 

Mr.  Lovett.  Yes. 

Mr.  Sims.  I  want  you  to  say  just  what  you  think.  It  does  not 
make  any  difference  to  me. 

Mr.  Lovett.  It  means  the  elimination  of  all  competition. 

Mr.  Sims.  That  is  undoubtedly  true. 

Mr.  Lo^^:TT.  And  I  have  already  stated  my  very  strong  conviction 
that  competition  in  service  and  facilities  is  absolutely  necessary  for 
the  development  of  railroad  facilities  of  the  country.  That  is  one 
very  serious  objection  I  have  to  it. 

Mr.  Sims.  This  would  be  an  absolute  consolidation,  I  admit. 

Mr.  Lovett.  As  I  understood  the  statement  of  the  ]Droposition  no 
provision  was  made  for  the  regulation  of  future  capitalization  and 
future  enterprises  except  by  the  directors,  that  they  could  make 
whatever 

Mr.  Sims.  Subject  to  previous  approval  of  the  Interstate  Com- 
merce Commission. 

Mr.  Lovett.  I  do  not  think  any  one  commission  could  perform  all 
the  duties  or  half  a  dozen  commissions  could  perform  all  the  duties 
that  would  devolve  upon  them  under  that  plan. 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  855 

Mr.  Sims.  That  is  a  detail  of  the  proposed  phin. 

Mr.  LovETT.  It  is  somethino-  more  than  a  detail.  There  are  the 
questions  of  sidetracks,  shop  facilities,  new  stations,  branch  lines,  the 
question  of  statues  and  gardens  at  stations,  substituting  electric 
lights  for  oil  lights,  and  the  thousand  and  one  capital  expenditures 
that  on  a  railroad  have  to  be  made,  and  which  would  have  to  be 
capitalized  on  the  credit  of  the  Government.  These  would  have  to  be 
supei-vised  by  somebody.  You  could  not  administer  it  through  any 
one  governmental  agency,  and  yet  it  is  to  be  done  on  the  credit  of  the 
(Tovernment. 

Mr.  Sims.  Conditionally. 

Mr.  TxiVETT.  But  I  believe  if  the  time  ever  comes  when  the  Gov- 
ernment's credit  must  be  used  to  provide  railroad  facilities,  the  Gov- 
ernment ought  to  own  the  facilities  it  provides,  unless  it  be  some  par- 
ticular enterprise  that  the  Government  should  provide  for  some 
special  purpose.  But  for  general  transportation  facilities  such  as 
you  have  indicated,  I  think  if  the  Government  is  to  hold  the  ba^  it 
ought  to  have  control.  I  am  opposed,  however,  to  using  the  Gov- 
ernment's credit  for  any  business  that  can  be  conducted  by  private 
capital.  The  Government  has  complete  and  practically  unrestricted 
right  of  regulation;  and  with  reasonable  and  proper  regulation  it 
wfll  get  all  the  railroad  facilities  and  all  the  capital  that  is  needed 
for  transportation  purposes.  I  do  not  for  the  life  of  me  see  why  the 
Government  should  use  its  own  money  or  strain  its  own  credit  to  pro- 
vide what  private  capital  will  provide  and  still  leave  absolutely  sub- 
ject to  Government  regulation  at  most  to  the  same  extent  as  if  owned. 

I  can  not  indorse  the  wisdom  of  any  such  policy. 

Mr.  Sims.  Right  there,  in  the  answer  to  Senator  Cummins  that  I 
tried  to  frame.  I  had  in  mind  your  answer  to  Senator  Cummins  was 
as  to  these  weak  roads,  that  there  was  no  recourse  for  them  except 
Government  aid. 

Mr.  LovETi'.  I  hope  you  did  not  understand  me  as  advocating  Gov- 
ernment aid.  Senator  Cummins  submitted  the  problem  as  to  how 
this  can  be  done.  In  telling  how  I  thought  it  could  be  done,  I  do 
not  wish  to  be  understood  as  saying  it  ought  to  be  done  at  all,  because 
I  do  not  think  it  should. 

Senator  Cummins.  May  I  interpose  a  word  there? 

Mr.  Sims.  Yes. 

Senator  Cummins.  I  do  not  want  it  understood  that  the  thought  in 
my  mind  contemplated  the  elimination  of  competition.  I  regard  the 
maintenance  of  competition,  so  long  as  private  ownership  is  our 
system,  as  absolutely  necessary.  The  regrouping  that  I  had  in  mind 
Avould  have  intensified  rather  than  diminished  the  proper  competition 
as  to  service,  facilities,  and  the  like.  But  not  to  treat  lightly  the 
plan  just  proposed  by  Judge  Sims,  because  it  has  been  very  seriously 
studied,  and  it  has  been  adopted  in  other  countries,  and  is  one  of  the 
things  that  is  entirely  possible,  although  I  do  not  believe  it  is  the  best 
plan  to  handle  the  whole  subject.  Our  railroads  were  not  built  upon 
any  logical  theory.  The  greater  number  of  them  were  built  because 
those  who  promoted  them  could  make  money  out  of  their  constmc- 
tion.  That  was  a  veiy  worthy  motive,  too.  But,  as  the  country  has 
built  up,  as  the  country  has  grown  and  expanded,  these  railroads  are 
reallv  not  logicallv  situated,  and  they  can  not  compete  with  each 
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other  on  even  terms,  altliongli  they  are  compelled  to  compete  with 
each  other. 

Mr.  LovETT.  I  do  not  wish  to  be  understood  as  treating  Judge 
Sim's  proposition  lightly  at  all. 

Senator  Ctimmins.  I  was  not  referring  to  Judge  Lovett. 

Mr.  Sims.  I  do  not  know  whether  you  were  through  or  not.  Judge 
Lovett.  I  broke  in  there  because  I  wanted  to  give  you  the  reason 
why  it  was  offered  as  an  answer  to  Senator  Cummins's  inquiry,  not 
that  you  suggested  the  remedy,  and  I  thought  Senator  Cummins,  as 
the  saying  is,  "  hit  the  bull's  eye "  in  his  question  and  in  order  to 
answer  it  as  to  how  this  can  be  done  without  Government  ownership 
and  yet  have  the  benefits  of  Government  ownership  without  the  evils, 
if  there  are  evils,  I  suggested  this  plan,  of  course,  a  mere  crude  out- 
line, not  including  every  administrative  detail.  I  should  like,  if  you 
have  anything  further  to  say  about  it,  for  you  to  proceed. 

Mr.  Lovett.  Nothing  further  occurs  to  me  except  possibh^  to  refer 
a  moment  to  somewhat  similar  S3^stems  in  other  countries.  I  am 
not  familiar  with  all  the  details  of  them.  But  taking  the  French 
system,  to  which  Mr.  Hamilton  referred,  I  understand  that  France 
has  divided  French  territorj^  into  certain  sections  and  fixed  the 
rates  on  the  railroads  in  each,  and  that  the  Government  guarantee 
certain  dividends  and  certain  interest  rates,  which  provide  not  only 
for  the  current  return  on  the  capital,  but  which  amortize  the  capital, 
and  after  the  expiration  of  so  many  years  the  capital  will  be  paid  off 
and  the  railroads  will  belong  to  the  Government.  That  is  about  the 
only  difference,  and  the  fact  that  it  provides  only  for  a  certain 
section  of  the  country — that  is  about  the  only  difference  that  exists, 
as  I  see  it,  between  your  plan  and  the  French  plan. 

I  think  your  plan  would  be  much  better  than  the  French  plan,  be- 
cause the  French  plan  puts  upon  the  present  generation,  or  the 
present  and  the  next  generation  the  entire  burden  of  the  capital 
for  these  railroad  facilities,  whereas  I  think  the  burden  of  the  capi- 
tal ought  to  be  a  continuous  burden  to  be  borne  b}'  generation  after 
generation  that  gets  the  benefit  of  it;  and  that  would  be  the  result 
of  your  system. 

Mr.  Sims.  I  do  not  provide  any  length  of  time  the  bonds  should 
run,  because  Congress  could  take  care  of  that  matter.  Now,  if 
private  ownership  with  complex  and  multiple  regidation  results  in 
an  ever-increasing  freight  charge 

Mr.  Adamsox.  I  want  to  say  something  before  you  go  any  further. 
Judge  Lovett  and  Senator  Cummins  have  both  explained  that  they 
are  not  guilty  of  levity.  That  leaves  Mr.  Hamilton  and  mj^self 
the  only  parties  guilty  if  we  remain  silent.  I  want  to  say  that  I 
had  not  the  slightest  intention  of  indulging  in  levity.  It  was  only  a 
mild  impulse  on  my  part  to  express  my  failure  entirely  to  agree 
with  the  proposition. 

Mr.  Hamilton.  I  want  to  say  most  solemnly  that  I  disclaim  any 
intention  of  even  smiling  in  that  connection.  It  occurred  to  me  that 
the  guaranteeing  of  railroad  obligations  and  some  such  system  of 
finance  also  as  suggested  by  Judge  Sims  had  been  tried  out  in 
various  European  countries,  and  had  resulted  in  various  instances  in 
Government  ownership  of  railroads,  and  it  occurred  to  me  that  that 
was  the  next  step  in  the  direction  of  Government  ownership,  and- 
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that  Mr.  Sims's  proposal  was  paviuor  the  way  to  that  end,  and  I 
therefore  suggested  it. 

Senator  Cu^rr^riNS.  I  mentioned  it,  because  Judge  Sims  seemed  to 
think  or  feel  that  tliere  was  in  the  room  somewhere— I  am  not  going 

to  try  to  locate  it— that  there  was  levity,  and  I  was  trying  to^ 

Mr.  Adamson.  I  am  sure  I  did  not  intend  to  be,  guilty  of  any 
levitv.  I  urgently  insist  on  perfectinjr  the  present  system  and  look 
with"  disfavor  on  any  proposed  innovation.     That  is  my  position  m 

the  matter,  smd  I  agree  with  Judge  Lovett 

Mr.  HA>rTLTON.  I  think  Judge  Sims  ought  to  be  peraiitted  to  hnish. 

Mr.  ADA^^so^^  But  I  do  insist  that  if  we  are  going  to  make  a 

change  and  ])ut  the  burden  on  the  Government,  there  is  no  use  for 

so  much  circumlocution  about  it.    Just  go  ahead  and  put  the  burden 

on  the  Government  without  so  much  circumlocution. 

Mr.  Sims.  There  is,  it  seems  to  me,  in  certain  circles  a  disposition 
to  treat  the  question  of  public  ownership  as  a  matter  of  levity.  I  do 
not  mean  by  any  member  of  this  committee,  but  I  am  looking  upon 
this  resolution  in  its  broad  entirety,  and  it  provides  for  the  discussion 
of  every  possible  situation  or  phase  that  can  arise  in  connection  with 
or  touching  railway  transportation  and  other  things  related  thereto. 
T  have  not  any  other  motive,  and  I  do  not  entertain  any  fixed  opinion. 
I  do  want  to  ask  another  question,  and  then  I  am  through  as  far  as  I 
Iviiow  now.  Mr.  Lovett,  do  you  think  it  would  be  more  desirable  and 
more  beneficial  to  the  country  to  have  direct  absolute  Government 
ownership  and  control,  thereby  absolutely  abolishing  all  private 
ownership  of  transportation  facilities  in  this  country  rather  than 
some  plan  by  which  we  may  have  a  unified  control  and  service 
through  a  Government-controlled  corporation? 

Mr."  Lovett.  I  should  consider  eith.er  of  them  a  gTeat  disaster. 
Judge  Sims,  to  the  country. 

Mr.  Sims.  I  asked  you  to  take  your  choice,  if  you  would. 
Mr.  Lovett.  But  if  I  have  to  take  the  choice  of  evils,  I  believe,  if 
the  Government  is  to  be  put  in  the  positon  of  guaranteeing  the  obli- 
gations, it  might  as  well  take  the  ownership  in  the  first  instance.    I 
Think  that  is  wh.at  it  would  result  in. 

Mr.  Si:\is.  Does  not  that  imply,  Mr.  Lovett.  that  the  Government 
would  be  doing  an  unsafe  thing  to  do  so  ? 
Mr.  Lovett.  Yes;  I  think  so. 

Mr.  Sims.  Then,  you  think  these  railroads,  all  of  them  combined 
in  one,  getting  capital  at  4  per  cent  on  bonds  and  not  exceeding  6 
per  cent  on  stocks,  eliminating  all  unnecessary  and  expensive  compe- 
tition, would  not  be  able  to  pay  the  4  per  cent  on  bonds  and  6  per  cent 
on  stock  and  maintain  and  keep  up  their  lines  ? 

Mr.  Lovett.  Under  such  conditions  as  would  exist,  I  think  not. 
Mr.  Snrs.  But  I  did  not  mean  under  present  conditions.  Of  course, 
Avith  a  single  corporation,  a  national  corporation,  doing  all  the  busi- 
ness, to  do  which  we  now  have  several  hundred.  I  understand  the 
States  would  not  have  any  regulative  power  over  such  a  corporation. 
Mr.  Lovett.  The  whole  point  about  it.  Judge,  is  that  you  eliminate 
by  that  sort  of  management  all  of  the  economies  of  private  ownership. 
Every  railroad  management  is  struggling,  while  providing  the  best 
facilities  they  can  at  the  rates  they  get,  to  do  it  in  the  most  economical 
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manner  possible.    By  that  plan  yon  absolutely  eliminate  the  enormous 
forces  AYorking  for  econom3^ 

Mr.  Sims.  My  own  personal  theory  of  all  public  utility  service  is 
that  it  should  be  clone  at  the  cost  of  performing  the  service  without 
any  kind  of  profit  whatever;  but  if  private  ownership  can  give  a 
service  just  as  good  as  the  Government  can  and,  at  the  same  time, 
make  a  profit  upon  the  investment,  the  people  are  not  hurt  by  private 
ownership. 

Mr.  LovETT.  Somebody  has  to  pay  for  the  railroads.  If  the  Gov- 
ernment takes  them  it  has  got  to  pay  for  them.  My  contention  is 
that  the  railroads,  through  private  management,  can  give  the  public 
better  service  at  lower  rates  and  still  make  a  profit  than  the  Gov- 
ernment can,  and  pay  interest  on  the  bonds  that  are  issued  in  se- 
curing the  necessary  capital. 

Mr.  Si:ms.  And  build  roads  Avherever  they  ought  to  be  built  ? 

Mr.  LovETT.  Yes. 

Mr.  Sims.  Eegardless  of  whether  it  pays  to  build  them  there  or 
not? 

Mr.  LovETT.  The  question  of  where  they  ought  to  be  built  depends 
on  who  is  to  determine  that. 

Mr.  Sims.  Wherever  they  will  benefit  the  country  as  a  whole. 
^Vlien  Germany  took  over  the  railroads  my  understanding  is  that 
they  built  railroads  into  parts  of  the  country  where  the  promised 
traffic  would  not  induce  private  capital  to  build  roads;  but  the 
Government  built  the  roads,  and  afterwards  those  sections  were  so 
built  up  and  improved  by  reason  of  the  building  of  the  roads  that 
they  became  paying  properties. 

Mr.  LovETT.  I  know  many  sections  in  this  country  that  Avould 
like  to  have  additional  railroads;  that  are  without  them  and  that 
13robably  never  will  get  them  under  private  ownership.  I  believe 
that  if  there  were  Government  ownership  they  would,  through  a 
combination  of  interests  and  a  pooling  of  interests  in  Congress — I 
mean  no  reflection  by  that ;  of  course,  you  gentlemen  know  perfectly 
well  what  I  mean — that  many  of  those  roads  would  be  built  and  the 
burden  would  fall  upon  the  whole  people.  Now,  I  do  not  believe 
the  general  commerce  of  the  counti^^  ought  to  be  burdened  with 
the  cost  of  building  local  roads  that  are  not  justified  by  commercial 
conditions  and  that  can  never  support  themselves. 

Mr.  Sims.  And  because  of  the  lack  of  which  the  locality  they  would 
serve  can  never  be  developed  beyond  its  present  status? 

Mr.  LovETT.  The  locality  would  not  be  developed  anyway. 

Mr.  Sims.  They  were  in  Germany. 

Mr.  LovETT.  I  know  sections  of  the  country  that  are  unlike  any- 
thing in  Germany,  and  where  Germany  would  not  be  able  to  do 
what  they  have  done  over  there. 

Mr.  Sims.  I  take  it  that  Congress  would  never  direct  that  a  rail- 
road be  built  where  there  was  no  possibility  of  development. 

Mr.  LoATiTT.  You  have  more  faith  in  that  than  I  have. 

Mr.  Adamson.  I  Imow  some  sections  where  the  railroads  say  that, 
although  they  know  that  they  are  inviting  to  them,  they  do  not  want 
to  encroach  upon  the  territory  of  other  railroads. 

Mr.  Sims.  The  play  of  competition  comes  in. 

Mr.  LovETT.  I  do  not  know  of  any  such  locality. 

Mr.  Adamson.    I  do.    I  am  very  familiar  with  several  of  them. 
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Mr.  Sims.  I  could  give  you  one  or  two  instances  right  in  my  own 
section  of  tlie  country,  but  I  do  not  think  this  discussion  ought  to 
proceed  along  the  lines  of  exceptional  conditions.  I  almost  feel 
like  apologizing  to  tlie  connnittee  and  to  you  for  the  length  of  time 
I  have  consumed,  but  I  might  as  well  admit  that  it  is  my  lack  of 
information  that  has  caused  me  to  carry  my  questions  so  far. 

Mr.  LovETT.  It  is  absolutely  all  right,  Judge. 

Mr.  Sims.  I  am  much  interested  in  the  subject,  and  in  response  to 
what  I  feel  is  my  duty  as  an  humble  member  of  this  committee,  T 
want  to  say  that  I  think  you  have  been  very  frank  and  candid,  and 
personally,  as  a  member  of  this  committee,  I  have  derived  very  much 
benefit  by  taking  up  your  time  and  the  time  of  the  committee. 

Mr.  LovETT.  Thank  you  very  much,  sir. 

Mr.  Sims.  I  am  through. 

The  Chairman.  Mr.  Esch,  you  may  proceed. 

Mr.  Esch.  Judge  Lovett.  I  want  to  take  up  the  question  of  re- 
ceiverships for  interstate  carriers  for  just  a  moment.  Is  the  law  with 
reference  to  receiverships  for  interstate  carriers  well  established,  or  is 
there  any  Federal  law  that  is  sufficient  to  reach  receiverships  for 
interstate  carriers  ? 

Mr.  LovETT.  I  am  not  sure  that  I  understand  the  question,  Mr. 
Esch ;  but  if  you  mean  to  ask  whether  there  is  any  Federal  law  that 
provides  for  receiverships  of  interstate  carriers  as  such,  I  should  say 
no.  Of  course,  if  a  Federal  court  gets  jurisdiction  of  litigation,  and 
if  in  the  course  of  that  litigation  there  is  occasion  for  the  appoint- 
ment of  a  receiver,  why,  the  court  may  appoint  a  receiver;  but  if 
you  mean  to  inquire  whether  there  is  any  laAv  that  provides  for  the 
receivership  of  an  interstate  carrier  at  the  suit  of  the  Government 
for  the  violation  of  any  Federal  statute,  I  do  not  remember  any. 

Mr.  Esch.  I  agree  with  you  there  is  none.  Of  course.  State  courts 
can  also  take  jurisdiction  of  these  receiverships,  can  they  not? 

Mr.  LovETT.  Yes;  when  they  have  jurisdiction  of  the  subject 
matter  of  private  litigation.  And  in  addition  to  that  the  State,  by 
virtue  of  the  fact  that  it  does  create  the  corporaion,  has  power  to 
forfeit  its  charter  for  an  abuse  of  its  corporate  privileges  or  for  vio- 
lation of  the  laws;  and  in  forfeiting  the  charter  may  appoint  a 
receiver. 

Mr.  Esch.  It  is  a  fact,  is  it  not,  the  court  first  takes  jurisdiction 
regarding  it? 

Mr.  LovETT.  Yes. 

Mr.  Esch.  Notwithstanding  the  fact  it  may  extend  into  another 
State  or  into  another  United  States  judicial  circuit ;  that  has  already 
been  determined  by  the  Supreme  Court? 

Mr.  Lovett.  Yes.  I  do  not  understand,  however,  that  a  State 
court  can  take  jurisdiction  of  that  portion  of  the  carrier's  lines  ex- 
tending beyond  the  territorial  bounds  of  the  State. 

Mr.  Esch.  It  is  true  it  has  no  extra-territorial  jurisdiction? 

Mr.  LovETT.  It  has  none. 

Mr.  Esch.  In  appointing  receivers,  who  makes  the  application  ? 

Mr.  LovETT.  If  it  is  in  a  suit  by  creditors,  the  application  is  made 
usually  by  the  complainant  in  the  case.  If  it  is  in  a  suit  by  the  State 
against  a  corporation  created  by  it,  the  application  is  made  by  the 
State  as  complainant.     I  have  known  of  many  such  cases. 
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Mr.  EscH.  Well,  where  the  State  guarantees  the  bonds,  for  in- 
stance, or  has  a  direct  pecuniary  interest  in  the  securities  of  the 
company,  the  State  could  do  that? 

Mr.  LovETT.  The  State  would  have  the  same  right  as  any  other  liti- 
gant.    I  do  not  laiow  of  any  such  case,  but  there  may  be  cases. 

Mr.  EscH.  There  is  no  law  and  ro  custom  as  to  the  amount  of  se- 
curities or  security  that  may  be  represented  by  the  applicant  for  a 
receivership  ? 

Mr.  LovETT.  There  is  not.  One  of  the  famous  receivership  cases  of 
a  railroad  company  was  based  upon  a  pending  suit  for  damages  over 
a  telegram,  which  Avas  charged  to  the  railroad  company  in  some 
way ;  and  by  reason  of  that  unliquidated  claim  application  for  a  re- 
ceiver was  made  to  a  State  court  and  was  granted,  and  some  thou- 
sand or  fifteen  hundred  miles  of  railroad  was  put  into  the  hands  of 
a  receiver,  where  it  remained  for  a  number  of  years. 

Mr.  EscH.  That  fact  leads  me  to  ask  this  question:  Ought  there, 
therefore,  not  be  some  statute  that  would  make  it  a  condition  prece- 
dent to  the  granting  of  an  application  or  to  the  permitting  of  an 
application  for  a  receivership  ?  Should  receiverships  be  allowed  on 
inconsequential  causes  that  will  enable  the  applicant  to  tie  up,  as  you 
say,  a  great  system  ? 

Mr.  LovETT.  I  should  say  no ;  that  ought  not  to  be  permitted. 

Mr.  EscH.  That,  therefore,  there  ought  to  be  some  regulation  ? 

Mr.  LovETT.  I  should  think  so.  If  you  are  going  to  make  it  exclu- 
sive, I  believe  under  the  existing  statutes  of  the  United  States  courts, 
as  courts  of  equity,  that  such  matters  are  fairly  well  guarded.  But 
the  power  of  some  of  the  States  over  the  corporations  they  create,  by 
virtue  of  the  fact  that  they  are  the  creatures  of  the  State  to  put  them 
into  the  hands  of  receivers,  is  one  of  the  dangerous  factors  in  the 
situation. 

Mr,  EscH.  And  you  think  that  ought  to  be  safeguarded? 

Mr.  LoATETT.  Yes;  I  think  that  would  be  one  effect  of  the  Federal 
incorporation  of  railroads.  I  have  to  go  back  again  to  Texas  for  an 
illustration,  and  you  can  find  there  a  precedent  for  almost  anything 
in  railroad  regulation.  All  companies  operating  in  Texas,  except 
the  Texas  &  Pacific,  are  creatures  of  the  State  of  Texas,  and  one  of 
the  favorite  and  most  popular  methods  of  coercion,  if  I  may  use  that 
term,  of  Texas  railroads  is  the  threat  of  a  quo  warranto  proceeding 
to  forfeit  the  charter.  Such  proceedings  are  brought  by  the  attor- 
ney general  of  the  State  in  the  district  court  at  the  capital  of  the 
State,  and  they  can  be  summary  to  a  very  large  extent.  Any  rail- 
road corporation  of  Texas  is  liable  at  any  time  to  find  itself  in  the 
hands  of  a  receiver. 

Mr.  EscH.  But  that  does  not  obtain  in  any  other  State,  does  it? 

Mr.  LovETT.  I  do  not  know  to  what  extent  it  is  actually  practiced 
in  other  States.  It  is  just  as  possible  in  any  other  State  as  in  the 
State  of  Texas. 

Mr.  Escii.  In  an  application  for  a  receivership  notice  is  not  given 
the  stockholders  or  to  the  security  holders,  as  a  rule,  is  it? 

Mr.  LovETT.  No. 

Mr.  EscH.  Do  you  see  in  that  a  defect  in  the  present  practice? 
Should  their  interests  not  be  safeguarded  by  having  an  opportunitj'^ 
of  appearing  before  the  receivership  is  granted  and  before  the  order 
is  made? 
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Mr  LovETT.  I  do  not  see  any  need  of  giving  notice  to  the  stock- 
heiders,  as  siielu  or  to  the  bondliolders,  as  such,  because  notice  to  the 
corporation,  its  president,  or  secretary,  or  its  directors,  is  notice,  and 
ought  to  be  considered  notice  so  far  as  the  stockhohlers  are  con- 
cerned. As  to  the  bondholders,  notice  to  the  trustee  sliould  be  con- 
sidered notice  to  the  bondholders. 

Mr  EscH.  Yet,  if  I  reineniber  rightly,  the  Grand  Trunk  got  a  re- 
ceivership for  the  Vermont  Central  without  even  the  president  of 
the  Vermont  Central  knowing  anything  about  it.  Keceiverships  are 
o-otten  overnight.  They  have  been  granted  at  2  o'clock  m  the  morn- 
mg.  Thev  have  been  "very  summary  proceedings ;  no  notice.  Do 
you  think'that  that  practice  should  be  continued  or  should  it  be  safe- 
guarded? T  XI  ^- 
Mr  LovETT.  I  think  that  in  an  action  by  creditors  the  present 
arrangement  is  sufficient  so  far  as  the  Federal  court  is  concerned. 
I  am  not  familiar  with  the  practice  of  the  various  States.  But  the 
other  practice  as  to  public  proceedings  for  receiverships  by  the 
States  for  the  alleged  abuses  of  corporate  franchises  and  functions 
may  be  an  injustice.                                                 . 

Mr.  EscH.  As  a  rule  who  are  appointed  receivers  by  the  courts '. 
Mr.   Lo^^:TT.  Are  you   asking  now   about  the  Federal   courts  as 
distinguished  from  the  State  courts?  .     . 

Mr.  EscH.  No;  the  Federal  courts;  for  I  think  the  great  ina]ority 
of  these  cases  go  before  the  Federal  courts. 

Mr.  LovETT.  The  great  majority  of  the  cases  involving  insolvency, 
I  think,  do  go  to  the  Federal  courts.  That  practice  varies.  I  notice 
in  recent  years  the  president  or  the  chief  operating  officer  of  the 
railroad  system  generally  is  appointed  receiver.  Sometimes  there 
are  two  or  more  receivers  appointed,  in  which  case  some  man  known 
personally  to  the  judge  of  the  court  is  appointed  as  coreceiver. 

Mr.  EscH.  Is  it  the  modern  practice  to  appoint  as  one  of  the 
receivers  a  man  versed  in  railroad  matters? 

Mr  LovETT.  Yes ;  that  has  been  my  observation. 
Mr.  EscH.  And  do  the  bondholders  generally  have  a  representative 
in  receiverships? 

Mr.  LovETT,  Frequently. 

Mr.  EscH.  They  are  appointed,  however,  without  any  action  of  the 
security  holders  or  of  the  stockholders? 

Mr.  LovETT.  Generally  at  the  instance  of  the  trustee. 
Mr.  EscH.  Of  the  trustee;  yes. 

Mr.  LovETT.  Take  the  receiverships  that  exist  now  as  tar  as  I 
recall  them.  Take  Missouri,  Kansas  «&  Texas  Railway ;  Mr.  Schaff, 
who  was  the  president  and  chief  operating  officer  of  that  company, 
was  appointed  receiver,  and  I  believe  is  the  only  receiver  of  the 
system.  In  the  Frisco  receivership  the  chief  operating  officer  was 
appointed  receiver,  and  I  believe  a  merchant  or  a  banker  or  some 
man  residing  in  the  same  town  with  the  judge  who  made  the  ap- 
pointment, a  well-known  man,  I  assume,  to  the  judge,  was  appointed 
coreceiver.  In  the  Wabash  receivership  the  chief  operating  officer 
was  appointed  receiver  with  an  individual  who  is  not  a  railroad  man, 
but  who,  I  presume,  was  well  known  to  the  judge  was  appointed.  I 
think  that  is  true  of  all  the  receiverships  I  recall  now.     In  each 
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instance  an  operating  man  was  appointed  as  receiver  and  really  di- 
rected the  operation  of  the  railroad. 

Mr.  EscH.  But,  as  a  rule,  one  of  the  two  receivers  is  an  officer  of 
the  company  itself? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  possibly  one  of  the  executive  officers  ? 

Mr.  LovETT.  Yes;  but  generally  he  is  not  a  man  who  has  any 
material  interest  in  the  property.     He  is  a  salaried  man. 

Mr.  EscH.  But  he  may  have  been  one  through  whose  mismanage- 
ment or  want  of  judgment  the  company  may  have  been  thrown  into 
a  receivership  ? 

Mr.  LovETT.  That  is  a  possibility,  but  I  should  say  it  is  highly 
improbable.  I  do  not  know  of  such  a  case  and  have  not  known  of 
such  a  case. 

Mr.  EscH.  When  a  receivership  is  threatened,  and  before  appli- 
cation therefor,  it  is  customary  to  have  a  reorganization  committee 
named  ? 

Mr.  Lo\t:tt.  At  or  before  the  receivership  ? 

Mr.  EscH.  Yes. 

Mr.  Lo^'ETT.  No ;  I  have  never  known  of  such  a  case.  There  may 
be  such,  but  I  have  never  known  of  a  case  where  a  reorganization 
committee  was  named  before  the  receivership  occurred. 

Mr.  EscH.  Well,  if  not  before,  immediately  thereafter? 

Mr.  LovETT.  I  would  say  as  to  that,  Mr.  Esch,  the  practice  now 
seems  to  be  that  as  soon  as  a  receiver  is  appointed  there  is  a  very 
active  industry  in  organizing  protective  committees.  I  am  speaking 
simply  of  my  observation  of  these  things.  Let  a  large  railroad  sys- 
tem get  into  the  hands  of  a  receiver,  and  within  the  next  day  or  two 
there  is  a  protective  committee  on  behalf  of  one  class  of  bonds  and  a 
protective  committee  on  behalf  of  another,  and  a  protective  commit- 
tee on  behalf  of  some  division  mortgage,  and  a  protective  committee 
on  behalf  of  the  common-stock  holders,  and  a  protective  committee 
on  behalf  of  the  preferred-stock  holders.  It  seems  to  be  a  very  popu- 
lar occupation — and  then  sooner  or  later  those  committees  get  to- 
gether on  some  one  committee  as  a  reorganization  committee.  Some- 
times a  reorganization  committee  is  selected  from  these  various 
groups  and  they  try  to  reconcile  their  differences,  but  generally  all 
of  them  are  in  at  the  death. 

Mr.  Esch.  As  a  rule  some  great  banking  house  acts  as  the  mana- 
ger, does  it  not  ? 

Mr.  LovETT.  It  is  not  always  a  great  banking  house,  but  for  suc- 
cessful reorganization  they  generally  get  a  great  banking  house. 

Mr.  Esch.  And  then  thev  ask  for  a  deposit  of  securities,  do  they 
not? 

Mr.  Lo^^ETT.  Generally  each  protective  committee  calls  for  the 
deposit  of  securities,  which  it  purports  to  represent.  They  all  start 
out  with  the  usual  statement : 

Having:  been  requested  by  tbe  holders  of  liirjie  amounts  of  certain  securities 
to  act  as  a  protective  committee,  yon  are  invited  to  deposit  your  securities 
with  a  trust  company  and  receive  neaotialile  trust  certificates,  whicli  will  be 
listed  on  the  stock  exchange,  etc. 

WHien  tlie  reorganization  committee  gets  control,  all  of  the  securi- 
ties deposited  are  taken  care  of  in  the  reorganization.  Sometimes 
some  of  them  are  not  taken  care  of. 
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Mr.  Elscir.  I  was  ^oino;  to  ask,  what  is  the,  penalty  for  a  security 
hokler  wlio  does  not  file  with  one  of  these  protective  reorganization 
committees  ? 

]Mr.  LovKTT.  T  do  not  know  of  any  such.  Sooner  or  later  they  will 
all  come  in. 

Mr.  Esc'ii.  I  think  in  the  case  of  the  Pittsburgh-Wheeling  Ter- 
minal Co.'s  affairs,  wliich  were  presented  before  our  connnittee  two 
years  ago,  there  were  several  protective  committees,  and  there  were  a 
large  number  of  minority  stockholders  who  contended  they  were 
practically  left  out  in  the  cold. 

Mr.  LovETT.  I  understand  this  to  be  the  course:  Suppose  you  are 
a  stockholder,  or  you  are  a  bondholder,  and  you  decide  not  to  deposit 
3'onr  securities  and  go  into  the  reorganization.  Unless  you  organize 
a  committee  of  your  own.  or  individually  are  able  to  pay  a  higher 
price  for  the  property  than  the  others  pay,  you  may  be  sold  out; 
you  may  be  left  out.  I  do  not  myself  see,  so  far  as  the  deposit  of 
securities  and  cooperation  of  a  certain  class  of  security  holders  are 
concerned,  any  harm.  If  some  man  is  stubborn  and  is  not  willing 
to  take  the  same  his  fellow  security  holders  take,  why,  he  can  buy  the. 
property,  if  he  is  able,  and  if  he  is  not  able,  he  Avill  be  left  out. 

Mr,  EscH.  Of  course,  that  is  the  trouble.  The  minority  stock- 
holders have  not  the  financial  means  and  can  not  get  the  financial 
companies  of  the  country  to  maintain  their  rights.  They  have  got 
to  come  in  as  a  matter,  perhaps,  of  protection.  They  have  no  alter- 
native. 

Mr.  LovETT.  I  do  not  know  of  any  way  of  solving  the  problem,  Mr. 
Esch.  Take  my  own  case :  I,  unfortunately,  have  but  a  few  invest- 
ments, but  I  did  have  bonds  of  an  insolvent  railroad  company,  not 
a  great  while  ago.  I  prefer  not  to  call  any  names.  I  thought  those 
bonds  were  good  and  I  believe  yet  they  were  good.  But  a  plan  of 
reorganization  was  agreed  upon  which  involved  the  taking  of  less 
than  I  thought  my  bonds  were  worth.  It  was  a  concession  to  an  infe- 
rior bond  or  inferior  mortgage  that  could  prolong  the  receivership 
and  delay  the  reorganization  a  very  long  time.  The  reorganization 
committee  considered  that  the  wisest  thing  to  do  was  to  make  conces- 
sions. So  they  made  concessions  that  I  personally  should  not  have 
made,  and  I  would  have  fought  it  out.  But  I  do  not  criticize  the 
reorganization  committee  for  that,  for  perhaps  I  was  more  belliger- 
ent and  in  a  position  better  able  to  await  a  long  contest  than  many 
other  of  the  security  holders,  but  if  it  had  been  left  to  me  personally 
I  should  have  fought  it  out.  If  I  had  had  money  enough  to  buy  the 
property,  I  would  have  fought  it  out  on  my  own  account,  but  as  I 
should  have  had  to  raise  something  like  $60,000,000  I  gave  it  up. 

Now,  that  is  true  of  a  great  many  people  who  go  into  these  reor- 
ganizations. It  takes  a  very  large  amount  of  money  to  swing  a  big 
raili-oad  reorganization,  and'  unless  a  man  is  willing  to  go  along  with 
others  similarly  situated  it  is  up  to  him  to  swing  it  by  himself. 

Mr.  Esch.  Is  that  one  reason  why  in  recent  times  the  great  banks 
have  got  such  a  dominant  hold  upon  the  railroads  of  the  country — 
through  reorganizations  ? 

Mr.  LovETT.  I  do  not  believe  the  great  banks  have  gotten  a  domi- 
nant hold  on  the  railroads  of  the  country.      I  believe  the  railroads 
are  at  this  time  far  and  away  more  independent  of  bank  control  or 
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any  other  control  than  that  of  the  principal  officers  than  they  ever 
have  been  in  the  history  of  the  country. 

Mr.  EscH.  Do  not  these  reorganization  <onniiittees,  after  they 
have  gotten  in  all  the  securities  they  can,  reora'anize  and  issue  new 
securities  and  then  establish  a  voting  trust? 

Mr.  LovETT.  That  has  been  done  by  a  number  of  l^anking  insti- 
tutions. 

Mr.  EscH.  Was  not  that  true  of  the  Union  Pacific? 

Mr.  LovETT.  A  voting-  trust?  I  do  not  recall  any  voting  trust.  If 
there  was  one,  it  did  not  last  very  long. 

Mr.  EscH.  Through  Kuhn,  Loeb  &  Co.,  as  reorganization  man- 
agers, was  it  not  true  as  to  the  Southern,  when  Morgan  &  Co.  were 
reorganization  managers  and  Morgan  &  Baker  were  made  the  voting 
trustees? 

Mr.  LovETT.  First,  in  reference  to  the  Union  Pacific,  I  was  not 
connected  with  the  property  at  the  time  of  the  reorganization.  My 
connection  with  the  Union  Pacific  commenced  January  1,  1904.  It 
was  reorganized,  I  think,  in  1897  or  1898;  but  if  any  voting  trust 
was  created,  it  existed  for  a  very  short  time  and  was  not  in  existence 
when  I  went  with  the  company. 

I  do  not  know  as  to  the  case  of  the  Southern  any  more  than 
hearsay. 

Now,  I  believe  voting  trusts  are  usually  created  for  a  short  time, 
and  I  think  it  eminently  wise  and  proper.  It  ought  not  to  be  con- 
tinued, however,  very  long.  But  a  banking  firm,  a  reputable  bank- 
ing firm  that  reorganizes  a  railroad  property,  wants  to  select  the 
management  itself  to  start  with  and  wants  to  keep  control  of  it  for 
a  short  time,  anyway,  and  when  it  is  firmly  on  its  feet  they  usually 
dissolve. 

I  understand,  simply  as  a  matter  of  public  report  in  the  news- 
papers, that  the  voting  trust  of  the  Southern  and  the  voting  trust  of 
a  number  of  the  Morgan  reorganizations  was  dissolved  some  years 
ago. 

Mr.  EscH.  Well,  the  Southern  votmg  trust  was  in  existence  m  1913 
when  the  Monetary  Trust  Commission  made  its  report. 

Mr.  LovETT.  I  think  a  number  of  them  were  dissolved  about  that 
time.  There  had  been  a  number  continued  for  some  years.  But  so 
far  as  my  actual  knowledge  is  concerned  no  railroad  company  with 
which  I  am  connected  has  had  any  voting  trust,  and  I  am  a  director 
of  a  number. 

Mr.  EscH.  Now,  all  this  matter  with  reference  to  the  voting  trust, 
Avith  reference  to  the  reorganization  committee,  is  extrajudicial,  is 
it  not  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  the  court  that  has  jurisdiction  over  the  receivers 
has  nothing  to  do  whatever  with  this  voting  trust  or  with  the  reor- 
ganization committee? 

Mr.  LovETT.  That  is  true. 

Mr.  EscH.  Do  you  believe  that  is  a  safe  situation? 

Mr.  LovETT.  I  do.  I  believe  it  is  the  only  possible  situation.  I  be- 
lieve that  sometimes,  probably  in  the  ITnion  Pacific,  I  am  not  sure, 
reorganization  plans  have  been  submitted  to  and  approved  by  the 
courts,  but  it  does  not  strike  me  that  it  is  a  matter  with  which  the 
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court  oiiglit  to  have  anythino-  to  do.  The  issuunce  of  securities,  capi- 
talization, under  Government  reguhition  is  a  nuitter  of  governmental 
authority.  The  Interstate  Commerce  Connnission  should  be  vestetl 
with  jurisdiction  over  such  matters.  I  do  not  think  the  courts  should 
control  it. 

Mr.  Escii.  Are  you  familiar  with  the  English  Companies  Act.  that 
deals  with  receiverships? 

Mr.  LovETT,  I  am  not. 

Mr.  Escii.  That  gives  power  to  the  stockholders  and  the  security 
holders  in  the  matter  of  selection  of  the  receivers.  Three-fourths  of 
each  class  of  security  holders  voting  for  receivers  puts  them  into 
office,  and  they  also  have  the  right  to  vote  on  the  reorganization  plan. 
There  is  nothing,  under  our  practice,  that  permits  them  to  vote  on 
the  reorganization  plan,  is  there? 

Mr.  LovETT.  No;  I  think  it  would  be  extremely  unwise  to  allow 
that. 

]Mr.  P^scH.  Yet  the  English  system  seems  to  have  been  working 
for  some  years,  and  working  practically? 

Mr.  LovETT.  Well,  if  Ave  ever  have  in  the  railroad  affairs  of  this 
country  the  freedom  in  railroad  matters  the  English  security  holders 
have,  it  might  be  different,  but  we  do  not  expect  that:  and  even 
though  it  is  an  English  practice  well  established  I  think  it  would 
be  extremely  unwise. 

I  will  state  briefly  my  reasons:  If  the  reorganization  plan  is  to  be 
subject  to  the  approval  of  the  security  holders — the  stockholderr, 
who  may  be  foreclosed  and  cut  off,  or  the  second,  third,  or  fourth 
lien  holders,  who  may  be  cut  off  by  the  foreclosure,  it  will  render 
the  first  liens  valueless  and  destroy  the  credit  and  ability  of  railroad 
companies  to  raise  money  by  first:  liens,  or  will  indefinitely  prolong 
and  delay  the  reorganization.  Or,  to  use  more  expressive  terms,  the 
class  of  security  holders  who  are  to  be  foreclosed  will  hold  up  the 
others  and  force  concessions  to  wdiich  they  are  not  in  law  or  equity 
entitled.  The  stockholder  of  a  railroad  company  has  a  security  that 
is  inferior  to  the  bonds  and  the  w^ay  for  him  to  protect  his  interest  is 
to  pay  the  bonds.  Now,  he  ought  not  to  be  put  in  a  position  where 
he  can  destroy  the  value  of  the  bonds  on  which  his  company  bor- 
rowed money  or  impair  the  value  of  the  security  ahead  of  him  by 
delaying  or  interrupting  a  reorganization  plan. 

Mr.  EscH.  Under  the  English  system  there  is  no  sale;  the  prop- 
erty owners  get  possession  of  their  property  again  and  go  on.  Under 
our  system,  of  course,  we  have  a  sale  and  the  securities  that  are  de- 
posited with  the  reorganization  committee  are  turned  in  by  way  of 
purchase,  are  they  not?    Is  not  that  true? 

Mr.  Lo\t:tt.  As  to  the  first  part  of  that  question,  Mr.  Esch,  I 
can  not  comprehend  any  system  that  does  not  permit  the  fore- 
closure of  a  mortgage  and  the  sale  of  the  property  to  satisfy  it. 
Therefore  I  can  not  say  anything  of  value  upon  that  aspect.  As  to 
the  latter  part  of  the  question  about  the  disposition  of  the  securi- 
ties: Holders  of  old  securities  deposited  with  the  various  protective 
committees  and  ultimately  with  the  reorganization  committee,  and 
to  be  taken  care  of  in  the  reorganization,  receive  new  securities  in 
exchange  upon  such  basis  as  the  reorganization  plan  provides.  They 
either  keep  them  or  sell  them,  as  they  like. 
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Mr.  EscH.  Do  you  believe  it  would  be  wise  to  give  the  Interstate 
Commerce  Commission  certain  powers  with  reference  to  receiver- 
ships ? 

Mr.  LovETT.  I  do  not  see  any  advantage  that  would  be  gained  by 
giving  the  Interstate  Commerce  Commission  any  duties  with  re- 
spect to  receiverships.  But  if  you  mean  with  reference  to  reorgani- 
zations and  the  issue  of  securities  in  carrying  out  a  plan  of  reor- 
ganization I  should  say  that  as  long  as  we  are  all  committed  to  gov- 
ernmental regulation  of  securities  the  Interstate  Commerce  Commis- 
sion ought  to  be  given  exclusive  jurisdiction  to  pass  upon  the  issue 
of  securities  in  connection  with  a  reorganization  plan,  just  as  they 
should  be  given  exclusive  jurisdictton  to  regulate  the  issue  of  rail- 
road securities  for  any  other  purpose. 

.     Mr.  EscH.  You  think  they  should  be  given  the  power  to  pass  on 
the  plan  of  reorganization? 

Mr.  LovETT.  They  must  necessarily  consider  the  plan  of  reorgani- 
zation in  passing  upon  the  issue  of  securities.  The  plan  of  reorgani- 
zation involves  a  very  large  question  of  finance  and  of  relative  values. 
It  is  not  a  question  as  to  what  some  one  would  like  to  do  but  what 
can  be  done.  Now,  to  put  the  commission  in  a  position  to  say : 
"  Give  the  first  mortgage  certain  securities,  give  the  second  mortgage 
certain  securities,  give  preferred  stock  certain  securities,  and  give 
common  stock  certain  securities,"  would  not  only  result  in  an  im- 
possible condition  in  many  cases  and  prolong  and  delay  the  reor- 
ganization but  it  would  be  of  very  doubtful  constitutionality.  The 
holders  of  bonds  are  entitled,  in  the  absence  of  agreement  on  their 
part,  to  foreclose  their  liens  and  take  the  property  at  foreclosure 
sale  if  they  are  not  paid;  and  that  is  a  right  that  nobody  can  or 
should  take  away  from  them ;  and  any  law  that  attempted  to  author- 
ize the  Interstate  Commerce  Conunission  to  compel  the  holder  of  a 
first  mortgage  to  concede  something  to  the  holder  of  a  second  mort- 
gage bond,  or  to  stock,  would,  I  think,  be  unconstitutional. 

Mr.  EscH.  Should  there  be  anything  in  the  law  fixing  the  period 
or  the  duration  of  a  receivership? 

Mr.  LovETT.  No. 

Mr.  EscH.  That  has  to  depend  upon  the  exigencies  of  every  case  ? 

Mr.  LovETT.  Yes;  and  the  security  holders  are  just  as  eager  as  any 
people  can  be  to  have  the  receivership  ended,  because  usually  their 
interest  is  suspended  during  the  receivership. 

Mr.  EscH.  Yet,  as  a  matter  of  fact,  there  have  been  receiverships 
that  have  extended  over  six  or  seven  years  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  In  one  instance,  I  think,  20.  There  can  be  abuse  in 
that? 

Mr.  LovETT.  Yes ;  but  there  is  another  case  of  burning  the  barn  to 
catch  a  few  rats. 

Mr.  EscH.  Yes. 

Mr.  LovETT.  There  will  be  evils  in  any  system  that  can  be  devised, 
but  I  do  not  know,  so  far  as  my  observation  goes,  of  any  case  of  a 
receivership  where  it  was  a  creditor's  bill  that  has  been  prolonged. 
The  cases  of  prolonged  receivership  I  know  were  what  I  call  "  politi- 
cal receiverships,"  to  keep  some  people  in  desirable  positions. 
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Mr.  Escn.  That  leads  me  to  ask  this  question:  Is  there  any  justifi- 
cation for  the  criticism  that  the  fees  in  receivership  cases  are  exor- 
bitant? 

Mr.  LovETT.  I  think  there  is. 

Mr.  EscH.  Is  there  any  Avay  in  which  you  could  reach  that  throufi:h 
legislation  ? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  What  would  you  suggest? 

Mr.  LovETT.  Why,  I  think  that  when  you  invest  the  commission 
with  power  to  regulate  securities  you  very  largely  curb  that.  As  far 
as  I  know,  the  cases  in  which  receivers  get  excessive  or  unreasonable 
compensation  are  very  rare,  but  there  have  been  such  cases. 

INIr.  Escii.  Mr.  Plamilton  suggests  that  he  would  like  an  elaboration 
of  what  you  mean  by  "  political  receiverships." 

Mr.  LovETT.  I  do  not  like  to  call  names,  but  a  case  I  have  in  mind 
is  where  the  receiver  was  appointed  for  the  nondelivery  of  a  tele- 
gram, and  where  a  number  of  men  very  prominent  in  politics  were 
appointed  receiver's  and  receivers'  counsel  and  masters  in  chancery 
and  other  similar  positions,  and  the  reorganization  was  delayed.  It 
is  perhaps  fair  to  say  that  in  that  case  the  receivership  was  probably 
precipitated  by  the  efforts  of  a  large  creditor,  who  was  supposed  also 
to  be  a  large  stockholder,  to  get  a  receivership  of  his  own,  and,  to 
use  a  slang  expression,  "  the  others  beat  him  to  it." 

Mr.  EscH.  Of  course,  receivers  would  be  interested  in  retaining 
their  office  as  long  as  possible  ? 

]\Ir.  LovETT.  Yes. 

Ml'.  EscH.  Because,  as  a  rule,  the  courts  have  been  very  liberal  in 
their  allowances  to  receivers,  have  they  not? 

My.  LovETT.  I  would  not  say  that  they  have  been  unduly  liberal. 
I  do  not  know  of  receivers  who,  as  such  positions  go,  and  if  they 
properly  perform  their  duties,  have  been  unduly  paid. 

Mr.  EscH.  As  to  those  matters,  the  stockholders — the  owners  of 
the  property — have  little  or  nothing  to  say?  The  court  passes,  of 
course,  ujDon  these  fees  and  charges  ? 

Mr.  LovETT.  Yes. 

]Mr.  EscH.  But  the  property  ov\ners  have  really  no  voice  in  the 
matter? 

Mr.  LovETT.  Xo;  I  do  not  see  how  they  can  have.  You  have  got 
to  trust  the  court.    There  has  been  criticism  of  practices 

Mr.  EscH.  There  have  been  protests  filed  against  reports  of  re- 
ceivers and  criticisms  made  of  various  items  of  their  accounts? 

Mr.  LovETT.  Yes. 

Mr.  EscH.  And  a  hearing  had  by  the  court  in  that  way? 

Mr.  LovETT.  Yes.  I  have  never  known  a  case  where  any  creditor 
who  Avanted  to  object  to  a  receiver's  allowance,  or  his  counsel,  so  far 
as  they  were  fixed  by  the  court,  has  not  had  an  opportunit}'^  to  be 
heard.  Sometimes  the  objections  have  been  sustained.  Those  mat- 
ters are  usually  covered,  however,  as  far  as  my  practice  has  gone,  by 
agreement.  C^ounsel  representing  the  various  interests  involved, 
which  would  have  to  bear  the  burden,  have  conferred  about  it  and 
have  agreed,  or  the  matter  has  been  determined  by  the  court.  The 
allowances  and  payments  over  which  the  court  has  no  control  are 
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those  made  by  the  reorganization  committee,  or  by  these  various 
protective  committees. 

Mr.  Escn.  They  sometimes  have  been  very  large? 

j\Ir.  LovETT.  I  have  a  great  many  neighbors  and  friends  who  act 
in  that  capacity  or  Avho  have  acted  in  that  capacit}^  I  would  dis- 
like to  say  anything  that  would  indicate  they  have  been  unduly  very 
liberal. 

Mr.  Escii.  Recurring  to  the  subject  of  the  voting  trust,  as  I  stated, 
the  voting  trustee  is  generally  a  representative  of  some  of  the  big 
banking  houses  in  the  ccmUry.  in  these  that  I  have  alluded  to. 

Mr.  Lcn-ETT.  Well,  the  way  that  is  generally  handled,  Mr.  Esch,  is 
this:  After  the  various  protective  connnittees  have  organized  them- 
selves and  selected  their  chairmen  and  their  membership  and  their 
counsel,  and  the  trust  company  which  is  to  act,  and  filled  all  the 
positions,  and  have  liacl  a  number  of  conferences  and  put  in  more 
or  less  time,  they  realize  that  the  different  interests  will  either  have 
to  organize  and  come  to  an  agreement  on  a  plan  of  reorganization 
or  fight  it  out  in  court,  which  will  take  a  long  time.  Then  some 
banking  house  that  has  the  standing  with  investors  and  the  financial 
ability  to  put  through  the  plan  is  called  in  and  works  out  a  plan 
that  it  is  willing  to  underwrite.  The  plan  is  then  submitted  to  the 
various  committees,  and  if  they  approve  and  the  bankers  are  en- 
gaged to  undertake  the  underwriting  they  form  a  syndicate,  the 
size  of  which  generally  depends  upon  the  size  of  the  undertaking. 
The  banking  firm  designate  themselves  as  "  reorganization  man- 
agers "  or  "  sjaidicate  managers,"  and  invite  various  people  of 
moans — mostly  large,  but  some  of  small,  means — and  various  bond 
houses  who  sell  and  distribute  securities,  to  take  a  share  in  this 
syndicate.  The  svndicate  shares  run  all  the  way  probably  from 
i|;25.000  to  $1.000  000  or  $10,000,000.  I  have  known  them  "to  run 
as  high  as  $10,000,000.  The  syndicate  interest  is  widely  distributed, 
the  banking  house  itself  usually,  as  I  understand,  taking  a  very 
small  interest  itself;  but  it  is  the  credit  of  the  house  and  the  charac- 
ter of  the  house  that  enables  it  to  put  through  these  biff  undertakings. 

There  may  be  thousands  of  people  who  will  buy  some  of  these 
securities  simpl}'  because  this  banking  house  has  organized  the  syndi- 
cate and  is  the  manager  of  the  reorganization.  Then,  the  banking 
house  generally  feels,  and  ^ery  properly,  a  degree  of  responsibility 
not  only  to  the  syndicate  but  to  all  of  its  customers  for  the  proper 
management  of  the  road,  and  generally  they  either  dictate  the 
management  or  form  a  voting  trust  for  four  or  five  years,  with 
power  to  dissolve  it  earlier  if  the  reason  ceases.  I  do  not  know 
any  large  banking  house  that  wants  to  run  a  railroad :  they  have  a 
business  of  their  own.  But  naturally  they  feel  a  responsibility  for 
the  successful  management  of  a  compan}^  they  have  put  on  its  feet, 
and  they  like  to  keep  in  pretty  close  touch  and  to  select  the  manage- 
ment. A  noting  trust  may  continue — in  some  cases  they  go  on  for 
years,  but  generally  they  are  of  rather  short  duration,  so  far  as  my 
experience  goes.  Different  banking  houses  have  different  policies 
with  respect  to  that;  some  are  more  insistent  upon  holding  on  with 
the  voting  trust  for  the  full  term  of  it — usually  five  years — ^than 
others. 
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Mr,  Escii.  AVoiild  the  surivndt'r  of  the,  voting  privilege  by  stock- 
liolders,  under  the  reorganization,  to  the  voting  trustee  give  the 
voting  trustee  })ower  in  ease  of  combination  of  systems? 

Mr.  LovKTT.  The  power  to  bring  about  a  combination? 

Mi:  Escii.  Yes. 

Mr.  LovE'rr.  Yes;  tlie  voting  trustee  acts  for  the  stockholder,  and 
he  votes  without  consulting  the  stockholder. 

Mr.  EscH.  Yes;  he  has  the  whole  privilege? 

^Ir.  LovETT.  Yes.  I  should  like  to  say  one  further  word  with  refer- 
ence to  the  voting  trust,  if  I  mav. 

Mr.  Escii.  All  right.    Certainly. 

Mr.  LovE'iT.  One  of  the  greatest,  and  to  my  mind  the  great  neces- 
sity for  a  voting  trust,  is  that  when  the  company  is  reorganized  and 
the  stock  is  issued,  the  common  stock  is  sufficient  to  control;  it  is 
the  last  security,  and,  generally,  at  the  outset,  it  will  sell  for  a  very 
low  price — 10  or  15  or  20  or  25  or  50  cents  on  the  dollar — and  it 
affords  a  great  opportunity,  if  there  be  no  voting  trustee,  for  some 
plunger  or  group  of  speculators  to  get  the  stock  and  take  over  at 
once  the  nuinagement  of  this  reorganized  enterprise  for  purely  specu- 
lative ])ur})oses;  whereas  the  bankers  or  the  syndicate  managers  with 
the  voting  trust,  in  adopting  the  plan,  naturally  believe  it  will  be 
successful  and  that  with  a  few  years'  trial  success  will  be  demon- 
strated and  the  stock  will  rise.  In  the  meantime,  with  a  voting  trust 
it  will  not  be  so  easy  for  speculators  or  plungers  to  get  control  of 
the  company  through  the  purchase  of  the  stock  while  it  is  very  low. 
It  is  really  done  for  the  protection  of  the  stockholders  as  well  as  the 
other  security  holders.  While  it  is  true  voting-trust  certificates  are 
salable,  yet  to  the  average  speculator  nothing  running  four  or  five 
years  has  any  attraction;  he  wants  to  get  something  he  can  turn 
over.  He  does  not  care  much  for  a  voting-trust  certificate  which  will 
not  give  him  control  of  the  property  but  will  simply  represent  his 
investment  for  four  or  five  years.  That,  I  think,  is  one  of  the  sound 
i-easons  in  favor  of  voting  trusts  for  reorganized  companies  for  a 
reasonable  time. 

^  Mr.  EscH.  Has  the  tendency  of  late  been  for  great  railroad  systems 
to  invest  in  the  securities  of  other  systems '? 

Mr.  LovETr.  If  you  mean  by  "  lately,"  the  last 

Mr.  Escii.  Say,  10  years. 

Mr.  LovETT  (continuing).  The  last  10  years,  I  should  say  no. 

Mr.  EscH.  Before  this  last  decade,  was  there  quite  a  tendency  in 
that  direction? 

Mr.  LovEiT.  Undoubtedly  very  great. 

Mr.  Escii.  What  was  the  main  purpose  for  such  investment  ? 

Mr.  LovETT.  The  TTnion  Pacific,  I  suppose,  was  about  the  most  con- 
spicuous company  that  followed  that  policy ;  and  a  variety  of  pur- 
poses entered  into  and  influenced  it.  I  should  say  that  the  purpose 
of  the  earlier  investments  w-as  to  strengthen  the  position  of  the  com- 
pany with  respect  to  traffic,  and  to  extend  the  system.  Other  reasons 
entered  into  it.  One  was  to  prevent  the  acquisition  b}'  a  rival  line 
of  the  control  of  some  property  that  would  be  very  hurtful  to  the 
Union  Pacific  in  the  hands  of  the  rival  line.  The  purchase  of  the 
Southern  Pacific  control  bv  the  Union  Pacific  was,  of  course,  for  the 
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purpose  of  getting  an  outlet  to  the  Pacific  Ocean.  At  that  time  the 
■  shipper  did  not  have  an}^  right  to  route  his  traffic ;  tlie  line  on  which 
it  originated  absolutely  controlled  it.  It  could  send  it  to  anj^  connect- 
ing line  it  chose ;  and  the  Union  Pacific  was  wholly  dependent  on  the 
Southern  Pacific  I'or  such  traffic  as  the  Southern  Pacific  saw  proper 
to  give  it  at  Ogden.  That  condition  has  changed,  and  was  changed 
by  the  law  that  gave  the  shipper  the  right  to  route  his  traffic ;  and  it 
was  changed  by  the  construction  of  another  line  of  railroad  to  the 
Pacific  coast,  and  then  by  fiercer  competition  by  other  lines  with  the 
Southern  Pacific,  and  greater  improvements  to  the  short  and  direct 
line,  and  other  considerations;  though  it  is  still  vastly  important  to 
the  Union  Pacific.  Then,  there  was  the  Northern  Pacific  purchase, 
the  object  of  which  was  to  prevent,  as  I  understand,  a  combination 
of  the  Northern  Pacific  and  the  Great  Northern  for  the  control  of 
the  Burlington,  in  the  interest  of  those  companies  and  against  the 
interest  of  the  Union  Pacific.  Without  taking  too  much  time  in  re- 
lating these  transactions,  those  were  the  large  purchases. 

Now,  following  that  the  Union  Pacific  failed,  for  reasons  I  need 
not  take  the  time  to  go  into,  to  get  control  of  the  Northern  Pacific ; 
so  the  Northern  Pacific  and  tlie  (ireat  Northern  combination,  which 
brought  the  control  of  the  Burlington  into  those  two  systems,  was 
formed  and  still  exists.  Those  two  systems  to-day  control  the  Burl- 
ington. The  Union  Pacific,  as  it  could  not  get  control  and  could  not 
achieve  the  purpose  it  sought  to  accomplish,  sold  the  Northern  Securi- 
ties stock  which  it  took  in  exchange  for  Northern  Pacific,  and  then 
both  the  Northern  Pacific  and  the  Great  Northern  that  it  took  upon 
the  dissolution  of  the  Northern  Securities  Co.,  and  made  a  very  large 
profit.  The  convertible  bonds  which  had  been  issued  by  the  Union 
Pacific  to  raise  money  for  these  stock  purchases  (the  Union  Pacific 
stock  having  risen)  were  converted  into  stock  of  the  Union  Pacific. 
So  the  Union  Pacific  had  the  proceeds  of  this  Northern  Pacific  pur- 
chase and  a  profit  of  about  $58,000,000  on  the  transaction,  which  it 
proceeded  to  invest  in  other  stocks.  It  bought  Baltimore  &  Ohio  stock ; 
it  bought  New  York  Central  stock ;  it  bought  some  Atchison,  Topeka 
&  Santa  Fe  stock ;  it  bought  some  Chicago  &  Alton  stock — preferred 
stock — and  various  other  stocks.  It  sold  the  Atchison  stock,  because 
that  owned  a  competing  line,  although  the  amount  was  comparatively 
small— only  $10,000,000,  I  believe,  out  of  a  total  of  over  $200,000,000. 
After  it  lost  control  of  the  Southern  Pacific  it  distributed  the  Balti- 
more &  Ohio  stock  to  its  stockholders  as  an  extra  dividend.  I  forgot 
to  say  that  it  also  bought  Illinois  Central  stock  in  large  amounts. 
Now,  the  stock  buying  or  stock  purchasing  substantially  ceased  fol- 
lowing 1907,  when  the  great  attack  was  made  on  the  Union  Pacific  by 
the  Interstate  Commerce  Commission  through  the  investigation  made 
at  that  time,  or,  as  I  alwaj^s  describe  it,  the  *■'  attack  on  Harriman."' 
Mr.  Harriman  died  in  1909,  and  the  policy  since  then  has  been  not  to 
invest  in  railroad  stocks  as  a  rule,  but  rather  in  bonds,  and  to  avoid 
speculative  securities. 

The  only  stock  I  recall  now  that  we  have  bought  since  1909  was 
some  additional  New  York  Central  stock.  We  increased  our  hold- 
ings from  about  seventeen  millions  of  New  York  Central  stock  to 
twenty  millions  out  of  a  total  of  three  hundred  and  fiftv  million 
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dollars,  and  we  have  exercised  our  subscription  rights  with  respect 
to  stock  of  these  companies  in  which  we  were  ah-eady  interested. 
Where  a  corporation  woukl  increase  its  stock,  and  we  had  the  riglit 
to  subscribe  at  par,  and  the  stock  was  w^orth  more  than  par,  we  exer- 
cised our  subscrii)tion  riohts.  If  the  stock  was  less  than  par  we 
were  likely  to  buy  the  amount  we  are  entitled  to  subscribe  at  par, 
where  we  could  buy  it  at  less  than  par,  keej)ing  up  our  relative  posi- 
tion. 

Mr.  Escii.  I  notice  all  the  way  through  your  investments  were  in 
stock  and  not  in  bonds. 

]Mr.  LovETT.  I  beg  your  pardon  ? 

Mr.  EscH.  I  say  I  notice  all  the  way  through  that  your  invest- 
ments were  in  stock  and  not  in  bonds  of  other  companies. 

Mr.  Lo\t:tt.  No;  I  did  not  mean  to  convey  that  impression.  We 
have  bonds  as  well  as  stock,  and  at  this  time  we  have  over  $100,000,000 
of  bonds. 

Mr.  EscH.  And  how  much  of  the  stock  of  other  companies  ? 

Mr.  LovETT.  Mr.  Each,  if  3'ou  will  permit  me,  I  would  like  to  hand 
in  a  table. 

Mr.  EscH.  Very  well ;  you  can  do  that. 

Mr.  LovETT.  That  will  show-  exactly  the  stock  and  bonds,  rather 
than  give  them  from  memory. 

(The  tables  referred  to  were  handed  in  and  are  here  inserted,  as 
follows,  viz:) 

Securities  otvned. 

AFFILIATED   COMPANIES. 


Companies. 


Total  par 
value  out- 
standing 
June  30, 
1916. 


Amount 
owTied. 


STOCKS. 

Terminal  and  transportation: 

Camas  Prairie  Railroad 

Denver  Union  Terminal  Railway 

Kansas  City  Terminal  Railway 

Leavenworth  &  Topeka  Railway 

Leavenworth  Depot  &  Railroad 

Ogden  I'nion  Railway  &  Depot 

Pacific  Fruit  Express 

St.  Joseph  &  Grand  Island  Railway — 

First  preferred ". 

Second  preferred 

Common 

San  Francisco  &  Portland  Steamship 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railroad. 

Yakima  \'alley  Transportation 

Coal: 

Union  Pacific  Coal 

Land: 

Oregon  &  Washington  Railroad 

Riverside  Homestead 

Short  Line  Land  and  Improvement 

Union  Land 

Water: 

Green  River  Waterworks 

Rattlesnake  Creek  Water 

Union  Pacific  Water 

Miscellaneous: 

Colorado-Pacific  Development 

McKeen  Motor  Car 

Union  Pacific  Equipment  Association 


SlOO, 000 

30,000 

1,200,000 

50,000 

150,000 

300,000 

10,800,000 

5,499,400 
3, 500, 000 
4,b00,000 

500,000 
25, 000, 000 

500,000 

5,000,000 

1,000,000 

100,000 

100,000 

10,000 

22.5, 000 

78,300 

100,000 

1,000,000 

1,000,000 

100,000 


Total. 


S50, 000 

5,000 

100, 000 

25, 000 

*62,  .500 

150, 000 

5,400,000 

4,558,850 
3,309,079 
4,  239, 700 
500,000 
12,500,000 
500,000 

5,000,000 

999,300 
100, 000 
50,000 
10,000 

22.5,000 
78, 300 
100,000 

.549,  7.50 
550, 000 
100,000 

39,162,479 
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Securities  owned — Continued. 

AFFILIATED  COMPANIES— Continued. 


Companies. 

Total  par 
value  out- 
standing 
June  30, 
1916. 

Amount 
owned. 

BONDS  AND  NOTES. 

Terminal  and  transportation: 

Denver  Union  Terminal  Rv.— 

First-mortgage  4.V  percent  bonds,  due  Mar.  1,  1964... 

$4,000,000 
2  000  000 

Kansas  City  Terminal  Railway— 

2-year  r^i  per  cent  notes,  due  Nov.  30,  1917 

0  non  nnn 

1-year  6  percent  notes,  due  Nov.  30,  1915 

Leavenworth  &  Topeka  Rv.— 

First-mortgage  4  percent  bonds,  due  Jan.  1,  1930..   . 

250,000            125,000 
377,286  j          188,643 

137  000              "^^  r>f>r> 

Demand  njtes,  4  percent. . . 

Leavenworth  Depot  &  R.  R.— 

First-mortgage  5  percent  bonds,  due  June  1,  1922.... 

Northern  Pacil  c  Terminal- 

First-mortgage  6  per  cent  bonds,  due  Jan.  1,  1933... 

2,968,000 

326,000 

2,899,047 

4,000,000 
274,900 
59,154 

275,000 

57, 053, 000 

182,000 

163,000 

2,899,047 

103,000 
274  900 

Ogden  Union  Railway  &  Depot— 

First-mortgage  5  per  cent  bonds,  due  Sept.  1,  1918 

Portland  Terminal  Investment— 

Certiricate  of  indebtedness,  due  Dec.  21, 1915 

St.  Joseph  &  Grand  Island  Rv.— 

First-mortgage  4  per  cent'bonds,  due  Jan.  1,  1947 

Demand  notes,  5  per  cent 

Demand  notes,  6  per  cent 

59  154 

San  Francisco  &  Portland  Steamship- 
Purchase  money  notes,  6  per  cent,  due  June  1 ,  1932. 

San  Pedro,  Los  Angeles  &  Salt  Lake  R.  R.—                               ■■"■ ; 

First-mortgage  4  per  cent  bonds,  due  July  1, 1961. 
Notedue  Janl,  1916,  opercent 

275,000 
28,526,000 

Coal: 

Union  Pacific  Coal— 

First-mortgage  5  per  cent  bonds,  due  Mav  1, 1921 

V,  ater:                                                                    "                                 ! 

Green  River  Waterworks—                                                                                     I 

First-mortgage  6  per  cent  bonds,  due  Jan.  1 ,  1919 

,     Rattlesnake  Creek  water—                                                                                      ! 
First-mortgage  6  per  cent  bonds,  due  July  1,  1920 

5,000,000 

194,000 
146,000 

2,473,000 

194,000 
146,000 

Total 1 

41,665,744 

, 

OTHER  COMPANIES. 


STOCKS 

Baltimore  &  Ohio  Railroad: 

Common 

Preferred 
Chicago  &  Alton  Railroad: 

Preferred 

Chicago  &  North  Western  Railway: 

Common 

Chicago,  Milwaukee  &  St.  Paul  Railway: 

Preferred 

Illinois  Central  Railroad: 

Capital 

New  York  Central  Railroad: 

Capital 

Railroad  Securities  Co.: 

Common 

Preferred 


Total. 


BONDS,  NOTES,   .^ND  EQUIPMENT. 

Trust  certificates: 

Baltimore  &  Ohio  Railroad — 

Refunding  and  general  mortgage,  series  A,  5  percent  bonds. 

Southwestern  division,  first  mortgage  3i  per  cent  bonds 

4J  per  cent  secured  gold  notes ." 

Equipment  trust  4A  per  cent 

C'hesapeake  &  Ohio  Railway- 
Equipment  trust  4.1  per  cent 


Dec.  1, 1995 
July  1, 1925 
June  1, 1916 
1917-1923 


1916-1926. 


$3, 594, 035 
1,805,992 

10, 343, 100 

4,018,700 

1,845,000 

22, 500, 000 

20, 000, 000 

3, 484, 920 
1, 936, 900 


69, 528, 647 


4, 000, 000 
2,000>000 


511, 000 
1,240,000 
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Companies. 


Trust  certififatPs — Continnrrl. 
Chioaso  Sc  Alton  Railroad  - 

Ccnpral  mortTa?p  ti  prr  ci'iit  bonds 

1-vpar  6  per  rent  notPs 

Do 

Eciuipmpnt  trust  4  per  cent 

Equinnipnt  trust  ti  ppr  ppnt 

Equipmpnl  trust  5  ppr  cent 

Chicasjo  &  Northwpstcrn  Railwa^'  - 

(iputral  niorfacc  t  ppr  cpnl  bonds 

•^pneral  mort''a£!P  'i  opr  ppnt  iionds 

Equinnimf  trust  of  1912,  4A  opr  cput 

Cliica<-'o,  Afihvaukcr  A:  St.  Paul  Railway— 

Convpri  iblp  ■i\  ppr  cent  bonds 

Convertible  spncral  and  refunding  mortgage  5  ppr  cent  bonds 

<!eneral  mort'Jaee  4'.  ner  cput  bonds 

General  and  refunding  mortgage  4A  per  cent  bonds 

Chicago,  St.  Paul,  Minneapolis  &  Omaba  Railway— 

5  per  cent  debenture  gold  bonds 

€hi"a"o  Union  Station  Co.- 

First  mort^aie  4i  ner  eenl  bonds 

Delaware  &  Tludson  Co. — 

20-year  convertible  .5  ner  cent  bonds 

4  per  cent  10-year  gold  debenture  bonds 

Erie  Railroad- 
s-year as  per  cent  collateral  trust  gold  notes 

Florida  East  Coast  Railway— 

5  per  cent  equipment  trust,  series  A 

Hocking  Valley  Railway— 

1-year  6  per  cent  gold  notes 

Equipment  trust,  series  of  1914,  4^  per  cent 

Illinois  Central  Railroad — 

Equipment  trust  4^  per  cent 

Equipment  trust  5  per  cent 

Illinois  Central  R.  R.  &  Chicago,  St.  Louis  it  New  Orleans- 
First  joint  refimding  mortgage  5  per  cent  bonds 

Lehigli  Valley  Railroad- 
General  consolidated  mortgage  4J  per  cent  bonds 

Tvontr  Island  Railroad- 
Equipment  trust  ')  per  cent 

Louisville  &  Nashville  Railroad- 
Equipment  trust  o  per  cent -■ 

New  York  Central  Railroad  — 

Refunding  and  improvement  mortgage  4^  per  cent  bonds 

20-year  6  per  cent  convertible  bonds 

1-year  .i  per  cent  notes 

New  York  Connecting  Railroad- 
First  mortea?e  4 J  per  cent  bonds 

New  York,  New  Haven  &  Hartford  Railroad- 
Equipment  trust  .■)  per  cent 

Norfolk  &  Western  Railway— 

Equipment  trust  44  per  cent  of  1914 

Northern  Paeitic-Great  Northern- 

4  per  cent  joint  (C,  B.  &  Q.  collateral)  bonds 

Pacific  Mail  Steamship — 

Purchase  money  notes 

Pennsylvania  Co.— " 

44  per  cent  gold  loan 

Pennsylvania  Railroad — 

Consolidated  mortgage  41  per  cent  bonds 

<  reneral  mortgage  4  V  per  cent  bonds 

.34  per  cent  convertible  bonds 

( ieneral  freight  equipment  trust  44  per  cent 

Southern  Pacific  Co.— 

4  per  cent  20-year  convertible  bonds 

44  per  cent  20-year  gold  bonds 

4  percent  ('Central  Pacific  stock  collateral)  bonds 

San  Francis :o  Terminal,  first  mortgage  4  per  cent  bonds . .  - . 
Equipment  trust  44  per  cent 

Southern  Pa  i'lc  Railroad- 
First  refunding  mortgage  4  per  cent  Ijonds 

Southern  Railway — 

Equipment  trust  44  per  cent 

Utah  Light  &  Traction- 
First  and  refunding  morteaw  .i  per  cent  bonds 

Miscellaneous 


Maturity. 


Julv  1 ,  1932 
Apr.  29,1917 
.Tune    1,1916 

1916-17 

....do 

1916 


Nov.    1,1987 

...-do.; 

1916-19.3 


.Tiuie 
Jan. 
May 
Jan. 


1,1932 
1,2014 
1, 1989 
1,2014 


Mar.     1,19.30 

.July     1,1963 

Oct.      1,19.35 
Jime  15,1916 

Apr.     1,1917 

1917-1922 


Nov.     1, 1915 
1917-1924 


1917-1923. 
1919-1923. 


Dec.  1.1963 
May  1,2003 
1917-1924 .... 


1919-1923. 


Oct.  1,2013 
May  1,1935 
Jan.    22,1916 

Aug.    1,19.53 

1917-1924.... 


1916-1924 . 


Total. 


July     1,1921 

Aug.  19,1915 

June  15,1921 

Aug.  1,1960 
June  1, 1965 
Oct.  1,1915 
1917-1923 


Par  or  face 
value. 


June 
Julv 
Aug. 
Apr. 


1916-1923. 


1,1929 
1,1929 
1, 1949 
1,1950 


Jan.      1,1955 
1916 


Oct.      1.1944 


417,000 
4.50, 000 


429, 000 

246; 000 

72,000 

2,000,000 

2  500,000 

697, 000 

387,  4i>0 

l'30,0i;6 

1,8.57,000 

2,500,000 

1,000,000 

.500,  000 

500, 000 

1,000,000 
210, 000 

"'640,' 666 

95, 000 
33,000 

5,000,000 

605, 000 

838,000 

261.000 

3, 000, 000 
8,000,000 

3,000,000 

800,  COO 

2,059,000 

4,132,000 


1,000,000 
2,500,000 

"2, 166! 666 

927, 000 

66,000 

6,399,000 

6, 000, 000 

593, 000 

14,-568,000 


11,S64,000 
64, 300 

110,291,300 
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Mr.  EscH.  That  will  be  satisfactory.  I  did  not  know  but  what 
the  object  in  investing  in  the  stock  of  another  carrier  was  because 
stock  carried  the  voting  privilege. 

Mr.  LovETT.  No.  I  would  not  say  that  that  was  the  object.  It  was 
with  some  companies,  but  generally  the  stock  psijs  a  larger  return, 
if  it  is  well  selected,  than  bonds;  and  Mr.  Harriman  testified  in  his 
examination  by  the  Interstate  Commerce  Commission,  as  to  many  of 
these  stocks,  except  the  Southern  Pacific,  that  the  stock  was  pur- 
chased for  the  return.  He  believed  the  stocks  to  be  good,  and  that 
was  the  object.  Of  course,  there  are  different  degrees  of  conservatism, 
and  some  men  will  invest  in  railroad  stock  and  take  whatever  chance 
there  is  involved  in  it,  believing  that,  as  to  many  stocks,  the  risk  is 
extremely  remote.  Others  believe  the  safe  rule  is  to  buy  bonds;- 
even  though  they  pay  a  smaller  return,  they  involve  less  risk. 

Mr.  EscH.  Just  one  or  two  other  questions:  You  mentioned  pool- 
ing several  times  in  the  course  of  your  testimony.  Pooling  was,  of 
course,  abolished  b}^  law,  and  was  abolished  before  the  Hepburn  Act 
in  1906.  Do  you  favor  pooling  if  under  the  regulation  of  the  Inter- 
state Commerce  Commission'^ 

Mr.  LovETT.  I  do  not.    I  am  strictly  opposed  to  it, 

Mr.  EscH.  Any  form  of  it? 

Mr.  LovETT.  I  am  opposed  to  any  form  of  it.  As  there  was  a  good 
deal  said  j^esterday  about  my  possible  representative  capacity,  I  will 
state  that  that  is  a  matter  that  has  not  been  considered  by  the  com- 
mittee of  executives.  I  do  not  know  their  view.  I  stated,  as  to  the 
general  plan  that  we  were  proposing  here  for  legislation,  not  only  my 
own  individual  views,  but  I  knew  them  to  be  the  views  of  the 
advisory  connnittee.  With  reference  to  this  question  as  to  pooling, 
I  am  expressing  only  my  own  view,  I  do  not  know  what  the  view 
of  the  advisory  committee  is,  but  I  have  not  heard  anybody  3u^g"  ^ 
pooling.     Personally  I  believe  it  would  be  unwise. 

Mr.  EscH.  Even  under  regulation? 

Mr,  LovETT,  Yes, 

Mr,  EscH,  Why? 

Mr,  LovETT.  It  would  tend  to  unreasonably  restrict  competition, 
I  think.  It  would  tend,  perhaps,  to  create  what  I  call  a  "  nuisance 
value  "  in  certain  railroads  that  do  not  have  much  of  any  other  value. 
But  in  principle  I  believe  in  competition  in  the  railroad  service,  not 
competition  in  rates.  Competition  in  rates  is  impossible  without  dis- 
crimination and  rebates,  and  nobody  wants  discrimination  and  re- 
bates. But  competition  in  service  and  facilities  is,  in  my  judgment, 
necessary  to  prevent  stagnation  in  the  railroad  business, 

Mr.  EscH.  By  "  nuisance  value  "  do  you  mean  the  power  and  abil- 
ity of  holding  up? 

Mr.   LovETT.  Yes. 

Mr.  EscH,  Here  is  a  situation:  There  are  six  lines  from  Chicago 
to  St,  Paul-Minneapolis— two  lines  under  single  management.  There 
are  four  from  Chicago  to  Xew  York;  there  are  five  from  Chicago  to 
St,  Louis.  Every  night  at  a  given  hour  there  are  that  number  of 
passenger  trains  starting  from  Chicago  to  those  respective  terminals. 
None  of  them  are  full,  but  each  has  to  maintain  that  service  because 
of  the  competition  of  the  other  rival  lines.  Would  it  be  possible  to 
have  a  system  of  pooling  that  would  enable  two  or  three  of  those 
lines  to  do  the  passenger  service  and  thus  eliminate  a  certain  degree 
of  expense  and  possible  waste? 
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Mr.  LovETT.  No ;  I  do  not  believe  it  ought  to  be  allowed.  I  think 
that  is  foolish  maiiai>emeut ;  but  at  the  same  time  I  suppose  it  is 
absolutely  necessary  under  existing  law.  But  I  believe  the  managers 
of  those  roads  ought  to  be  allowed  to  ^et  together  and,  subject  to  the 
approval  of  the  conunission,  agree,  if  they  can,  to  reduce  some  of 
those  trains. 

Mr.  EscH.  Coukl  a  like  arrangement  be  made  with  reference  to 
freight  traffic? 

]\Ir.  LovETT.  Well,  I  do  not  know  about  that. 

Mr.  Escir.  The  theory  now  is  the  largest  possible  haul  per  train. 
The  ton-mile  haul  is  the  unit  of  measurement  now,  is  it  not? 

Mr.  LovETT.  My  feeling  about  it  is  that  there  are  certain  evils  in 
the  present  system  that  are  evils ;  but  I  do  not  believe  it  is  any  more 
possible  to  get  perfection  in  the  railroad  business  than  in  any  other. 
Some  things  we  have  got  to  bear ;  we  can  not  help  the  choice  of  evils. 
I  know  a  good  many"  railroad  men  who,  if  they  could  get  together 
and  agree  on  freight  schedules,  would  serve  the  public,  and  it  w^ould 
at  the"  same  time  be  to  the  interest  of  the  railroads.  There  may  be 
some,  however,  to  whom  I  would  not  cheerfully  trust  a  ])ower  of  that 
sort.  I  believe,  however,  that  it  is  very  desirable  that  railroad 
officers  should  be  allowed  to  get  together  and  agree  on  such  things, 
but  without  pooling  and  subject  to  the  approval  of  the  Interstate 
Commerce  Commission. 

Mr.  EscH.  I  have  used  up  an  hour,  and  I  do  not  care  to  continue 
further. 

Mr.  Adamson.  Considering  the  responsible  positions  held  by  the 
members  of  this  committee,  if  this  investigation  shall  result  in  noth- 
ing more  than  the  education  of  the  members  of  the  committee  it  will 
be  worth  what  it  costs.  Senator  Townsend,  have  you  some  ques- 
tions? 

Senator  Towxsend.  I  had  some  questions  that  I  wanted  to  ask, 
but  I  have  not  been  able  to  attend  all  the  sessions,  and  I  think  pos- 
sibly some  of  them  have  been  covered  already.  I  have  several,  how- 
ever, that  I  would  like  to  ask.  I  think  if  the  railroads  are  to  be 
condemned  for  their  expensive  terminal  facilities,  this  committee 
may  be  condenmed  for  its  lack  of  them. 

Mr.  Sims.  Terminal  practices.  _ .  . 

Senator  Townsend.  And  we  ought  to  get  through  with  this  if  it  is 
going  to  be  of  any  particular  value,  and  I  should  attend  the  hear- 
mgs,'^so  as  not  to  duplicate  any  questions  that  may  have  been  covered. 
I  therefore  shall  ask  only  one  or  two  questions,  congratulatnig  you 
on  the  fact — and  possibly  the  country — that  many  of  the  committee 
are  absent.  , 

Mr.  Adamson.  You  will  violate  the  rule  against  levity  if  you  don  t 

mind. 

Senator  Townsend.  I  wanted  to  ask  you.  Judge  Lovett,  it  you  can 
tell  me,  in  connection  with  our  proposition  to  study  the  question  of 
railroad  controversies,  about  what,  in  your  judgment,  will  be  the 
€Ost  to  the  railroads  of  the  countrv  of  the  recent  so-called  Adamson 
Act? 

Mr.  LovETT.  That  was  verv  carefully  figured  last  spring  and  sum- 
mer. Senator,  by  the  experts  of  the  railroads  in  operating  matters, 
and  it  was  then'said— and  we  all  believe— that,  based  upon  the  same 
business  as  was  handled  during  the  year  1915,  it  would  cost  them 
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about  $60,000,000  a  year — well,  sixty-four  millions,  I  think.    Is  that 
about  the  amount,  Mr.  Kruttschnitt — about  sixty-four  million? 

Mr.  Kruttschnitt.  I  think  that  was  the  estimate  of  the  men;  of 
the  carriers  it  was  nearly  a  hundred  million. 

Mr.  LovETT.  No.  It  was  this :  The  pay,  based  upon  the  Adamson 
law  as  passed,  was  a  little  over  sixty  millions — $64,000,000,  I  think. 
If  the  time-and-a-half  overtime — -the  punitive  overtime — was 
granted,  which  was  in  the  original  demand  and  Avhich  Avas  nearly 
$40,000,000,  it  would  make  a  total  of  about  $100,000,000.  But  as 
punitive  overtime  was  not  granted,  and  was  not  embodied  in  the 
Adamson  law,  the  amount,  based  on  what  was  granted  in  the  Adam- 
son  law,  was  estimated  by  the  railroads  at  a  few  thousand  dollars 
over  $60,000.000. a  year.  The  men  estimated  it,  so  I  understand,  at 
$30,000,000. 

Senator  Tow^send.  The  court  having  determined  that  that  law 
is  valid,  the  railroads  will  have  no  difficulty  in  establishing  that 
extra  cost  as  an  additional  reason  foi'  the  raising  of  rates,  will  they? 

Mr.  LovETT.  None  whatever. 

Senator  Townsexd,  As  I  understand  it — it  has  been  my  theory,  at 
least — most  of  these  propositions  are  suggested  by  the  railroads  in 
order  that  that  question  may  be  determined  as  to  whether  that  is  a 
valid  charge  which  they  can  make  in  asking  for  additional  rates? 

Mr.  LovETT.  Well,  I  do  not  understand,  Senator  Townsend,  that 
there  is  any  question  about  it  being  a  valid  reason  for  asking  an  in- 
crease in  rates.  If  it  had  been  done  voluntarily  there  might  have 
been  some  question  about  it;  but,  behig  in  obedience  to  a  law  that  is 
sustained  by  the  Supreme  Court,  we  have  not  felt  there  is  any  doubt 
about  the  justification  for  the  increase  in  rates. 

Senator  Townsend.  That  has  been  my  explanation  for  the  opposi- 
tion to  many  of  these  measures,  because  if  it  is  true  that  these  are 
legitimate  charges  which  the  railroads  have  to  meet,  and  the  rail- 
roads are  permitted  to  raise  their  rates  to  meet  those  additional 
charges,  there  could  not  be  very  much  objection  on  the  part  of  the 
railroads  to  these  impositions,  could  there  ? 

Mr.  LovETT.  Except  this:  That  however  legitimate  and  necessary 
they  may  be,  in  view  of  the  time  that  is  taken  it  is  not  an  easy  matter 
to  get  an  increase  in  rates,  however  clear  the  case  may  be. 

Senator  Townsend.  But  if  the  railroads  were  assured  that  they 
could  get  immediately  the  additional  revenue  needed  for  the  addi- 
tional burden  they  M^ould  not  oppose  it  so  strongly? 

^Ir.  Lovett.  Why,  no.  If  they  were  going  to  be  entitled  to  an 
increase  in  rates,  and  knew  that  they  would  get  it,  why,  the  rail- 
roads would  not  oppose  it  further  than  their  sense  of  duty  to  the 
public  required  them  to  oppose  it. 

Senator  Tow^nsend.  It  has  seemed  to  me  that  one  of  the  ])rincipal 
duties  of  the  Congress  and  the  connnittees  of  Congress  is  to  look 
after  the  interests  of  the  peo]:)le;  but  in  these  controversies  they  are 
more  likely  sometimes  to  look  after  the  interests  of  the  immediate 
parties — the  railroad  owners  and  the  railroad  employees — and  the 
people  are  to  foot  the  bill. 

Mr.  LovEiT.  The  people  will  always  have  to  do  that.  Senator, 
sooner  or  later. 

Senator  Townsend.  I  think  I  do  not  care  to  ask  him  any  more 
questions,  Mr.  Chairman. 
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Mr.  Adamson.  I  will  call  attention,  in  connection  with  Senator 
Townsencrs  que^stion,  to  the  lanouage  in  the  majority  opinion  of 
the  court,  if  he  has  not  read  it,  that  they  took  full  cognizance  of  what 
I  said  to  you  this  morning — that  the  law  requires  you  to  run  12^ 
miles  an  hour  and  to  do  the  work  in  8  hours  instead  of  10. 

Mr.  LovETT.  Those  men  knew  the  most  popular  grounds  upon 
which  to  base  their  contention. 

Mr.  Adamson.  If  you  go  to  the  commission  on  that  proposition, 
you  are  going  to  encounter  the  trouble  or  there  is  going  to  be  a 
contention  that  you  could  run  those  trains  at  that  rate  by  properly 
loading  them  and  nudcing  them  of  proper  length,  and  that  then  there 
would  be  no  additional  expense,  so  far  as  operating  those  trains  is 
concerned ;  and  you  may  be  met  with  the  further  question,  if  you  are 
going  to  make  an  objection  to  the  law,  that  it  adds  to  your  expense ; 
that  you  could  have  made  the  same  objection  when  they  passed  the 
16-hour  law,  and  stopped  you  from  running  24  to  40  hours — that 
that  increased  the  expense — but  that  is  no  answer  to  the  humani- 
tarian law. 

"Slv.  LovETT.  The  passing  of  the  law  removes  i'roDi  us  the  responsi- 
bility for  the  wisdom  of  it,  of  course. 

Mr.  Ada3ison.  I  understand  that,  but  I  am  speaking  about  the 
raising  of  rates.  If  you  ask  for  a  raise  in  the  rates  on  the  ground 
that  money  is  not  worth  half  as  much  as  it  used  to  be,  you  will  get 
it;  but  if  you  ask  for  an  increase  of  rates  on  the  ground  that  the 
finding  of  this  commission  puts  an  additional  burden  upon  j^ou,  on 
account  of  the  eight-hour  law,  I  do  not  think  you  will  get  it. 

Mr.  LovETT.  If  we  can  not  demonstrate  an  increase  in  expenses,  of 
course  we  are  not  entitled  to  an  increase  in  rates  on  account  of  it. 

Mr,  Adamsox.  We  have  a  commission  appointed  to  inquire  into  it. 

Mr.  LovETT.  Yes. 

Mr.  Adamsox.  In  other  words,  I  believe  the  railroads  will  find 
less  difficulty  if  they  try  to  comply  with  the  law. 

Mr.  LovETT.  AVe  are  not  going  to  try  to  do  it;  we  are  going 
to  do  it. 

Senator  Cummixs.  I  think  there  is  some  misunderstanding  here 
about  the  Adamson  law.  The  railroads  say — and  I  accept  it  for  the 
time  being — that  if  the  Adamson  law — that  the  wages  required  to 
be  paid  during  the  period  of  10  months,  if  they  should,  be  paid 
continuously,  the  increase  would  be  about  $64,000,000  per  year;  but 
the  Adamson  law  only  requires  that  you  should  pay  those  wages 
over  a  maximum  period  of  10  months,  and  you  are  then  permitted  to 
pay  whatever  wages  you  please.  Why,  then,  do  you  insist  that  your 
expenses  will  be  increased  by  this  amount  ? 

Mr.  LovETT.  Because  we  know',  Senator,  that  a  fact  is  a  fact,  and 
we  know,  as  a  matter  of  fact,  that  when  this  Adamson  law  and  this 
schedule  are  put  into  effect  we  can  not  change  the  schedule  and 
operate  the  railroads. 

Senator  Cummixs.  That  is,  you  know  that  you  can  not  reduce  the 
pay   per   hour? 

Mr.  LovETT.  No,  sir;  nor  per  mile. 
Senator  Cummixs.  Why  can  you  not? 
Mr.  LovETT.  Because  we  would  have  a  strike. 
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Senator  Cummins.  Oh,  well;  but  not  because  you  regard  the  re- 
duced pay  as  unreasonably  low? 

Ml'.  LOVETT.    No. 

Senator  Cummins.  Simply  because  you  are  afraid  of  a  strike? 

Mr.  LovETT.  Yes. 

Senator  Cummins.  But  the  law  does  not  require  it. 

Mr.  LovETT.  I  understand  that  the  law  leaves  it  optional  after  the 
expiration  of  this  period. 

Senator  Cummins.  Yes. 

Mr.  LovETT.  To  continue  the  same  rate  of  pay  per  hour  or  per  trip. 

Mr.  Adamson.  But  the  provision  that  there  shall  be  nothing  but 
necessary  overtime  allowed  applies  even  during  that  period,  and  you 
may  have  to  account  for  that  when  you  get  into  the  controversy. 

Ml".  EscH.  Has  not  the  commission,  in  a  ruling  not  very  old,  denied 
an  increase  of  rates  because  of  a  claim  of  the  carrier  that  its  oper- 
ating expenses  were  increased  by  yielding  to  a  demand  for  increased 
pay  by  its  employees  ? 

Mr.  LovETT.  There  has  been  something  said  by  the  commission  in 
such  case  as  that.  We  all  feel,  Mr.  Esch,  that  whenever  we  apply 
for  an  increase  in  rates  all  of  our  expenditures  are  open  to  question 
by  the  commission.  We  can  not  call  on  the  commission  to  increase 
rates  for  mismanagement  or  because  we  pay  more  than  we  ought  to 
pay.    The  reasonableness  of  it  is  all  taken  into  consideration. 

Mr.  Esch.  Of  course,  that  may  not  be  a  guide  to  the  actual  atti- 
tude of  the  commission  now,  because  that  was  more  of  an  isolated 
case  and  the  demand  now  is  country  w^ide.  I  do  not  presume  to  say 
what  the  attitude  of  the  connnission  would  be  in  the  present  situation. 

Mr.  LovETT.  I  understand  the  commission  has  the  right,  when  we 
apply  for  an  increase  of  rates  to  meet  expenses,  to  go  fully  into  the 
question  of  expenses.  In  this  case  the  increase  of  wages,  if  we  had 
made  it  voluntarily,  would  have  been  open  to  the  commission,  and 
it  would  have  been  very  hard  for  us  to  justify  it,  because  we  believe 
that  the  increase  is  too  much.  But  since  Congress  has  determined 
that  it  shall  be  applied  we  do  not  consider  that  that  is  an  open  ques- 
tion. 

Mr.  Escii.  Of  course,  you  have  got  to  make  your  proof.  There 
was  one  objection  made  to  the  last  5  per  cent  increase — that  it  was 
riot  really  a  matter  of  proof ;  that  the  commission  yielded  to  the  fact 
of  the  war  conditions  in  Europe. 

Mr.  LovETT.  We  understand  that  we  have  got  to  make  our  proof. 

Mr.  Esch.  Yes. 

Mr.  Adamson,  The  commission  is  very  likely  to  ask  you,  when  you 
go  before  them  on  that  question,  whether  you  have  so  operated  the 
road  since  the  enactment  of  that  law  as  to  prevent  the  expenses  from 
getting  so  high. 

Mr.  LovETT.  If  we  can  not  establish  that,  we  wall  not  be  entitled  to 
an  increase. 

Mr.  Adamson.  I  agree  with  you.  That  is  all.  Go  ahead,  Mr. 
Hamilton. 

Mr.  Hamilton,  I  have  one  or  two  questions.  They  may  have  been 
covered.  You  have  been  called  upon  to  express  an  opinion  about 
every  phase  of  the  transportation  subject  except  the  question  of 
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govorniiuMitiil  owncrsliip  of  railroads.  I  simply  want  to  ask  5^011 
three  oi-  four  (juostions  in  relation  to  that. 

Mr.  LovETT.  I  shall  be  very  glad  to  answer  them  if  I  can. 

Mr.  Hamilton.  First,  what  is  the  line  mileage  in  the  United  States 
of  railroads — about? 

Mr.  TiioM.  About  ^(iO.OOO  miles. 

Mr.  LovKTT.  About  2(50.000  miles. 

Mr.  Hamilton.  What  would  it  cost  for  the  (lovernment  to  acquire 
those  railroads^     Have  you  estimated  that? 

Mr.  LovLTT.  AVell,  I  think  the  capitalization  of  the  railroads  of 
the  Ignited  States  is  now  a  total  of  about  eighteen  billions,  is  it  not? 

Mr.  Tiio:m.  Somewhere  in  that  neighborhood. 

Mr.  HA:\riLTOX.  It  has  been  estimated  by  one  witness,  Mr.  Brook- 
hart,  that  it  would  cost  fifteen  and  a  half  billions  of  dollars  to  acquire 
the  railroaj^ls;  but  he  cited  another  authority  to  the  effect  that  it 
would  cost  sixteen  billions. 

Mr.  LovETT.  I  say  "capitalization."  I  am  not  sure  about  that.  I 
aui  not  sure  whether  it  is  the  capitalization  or  the  property  invest- 
uient  account.  There  is  probably  not  a  great  difference  between  those 
two  accounts;  but  it  is  somewhere  about  eighteen  billions.  About  35 
l)er  cent  of  the  stock  does  not  pay  dividends,  and  at  this  particular 
time  about  11  per  cent  of  the  bonds  are  in  default.  Now,  a  bond,  un- 
doubtedly, although  in  default,  is  valuable,  though  perhaps  it  is  not 
worth  par;  so  something  would  have  to  be  allowed  for  them.  The 
stock  has  some  value,  although  not  paying  dividends;  but  I  should 
guess  roughly — and  it  would  be  merely  a  guess — that  it  would  cost 
probably  fifteen  or  sixteen  billions  of  dollars. 

Mr.  Ha]N[ilton.  If  the  Government  should  undertake  to  acquire  the 
railroads,  would  it  be  necessary  for  the  Government  to  acquire  the 
telegraph  lines? 

Mr.  Lovett.  I  should  think  it  desirable. 

Mr.  Hamilton.  For  use  in  the  operation  of  the  railroads? 

Mr.  Lovett.  Well,  I  suppose  it  would  take  over  the  rights  of  the 
railroad  companies  with  the  telegraph  companies,  which  would  cover 
the  question  of  railroad  operation. 

Mr.  Hamilton.  Would  not  that  involve  additional  expense? 

Mr.  Lovett.  To  take  over  the  rights  of  the  railroad  companies 
with  the  telegraph  companies? 

Mr.  Hamilton.  Yes. 

Mr.  Lovett.  No. 

Mr.  Hamilton.  Then  you  would  not  estimate  any  additional  ex- 
pense, so  far  as  the  telegraph  lines  are  concerned,  in  the  acquisition 
of  the  railroads? 

Mr.  Lovett.  So  far  only  as  telegraph  lines  are  required  in  the 
operation  of  railroads,  no. 

]\Ir.  Hamilton.  Would  that  apply  also  to  telephone  lines? 

Mr.  Lovett.  Yes.  Do  not  misunderstand  me.  I  do  not  mean  that 
this  would  include  the  commercial  telegi-aph  business.  I  mean  only 
the  use  of  the  telegraph  lines  so  far  as  required  in  the  operation  of 
the  railroads. 

Mr.  Hamilton.  I  so  understood  3'ou. 

Mr.  Lovett.  Yes. 
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Mr.  Hamilton.  Have  yovi  had  an  opportunity  for  personal  ob- 
servation of  the  operation  of  government-owned  railroads  in  Europe 
or  elsewhere — personal  opportunity  for  observation? 

Mr.  LovETT.  No ;  I  am  not  familiar  with  government  ownership  in 
Europe  except  from  reading. 

Mr.  Hamilton.  And  from  your  reading,  of  course,  you  have  formed 
an  opinion  ? 

Mr.  LovETT.  Yes. 

Mr.  Hamilton.  I  think  the  time  is  too  short  to  undertake  to  go  into 
a  discussion  of  Government  ownership.  However,  it  might  be  valu- 
able to  this  committee,  if  you  are  willing,  to  make  a  general  statement 
of  your  views  in  relation  to  the  subject  of  Government  ownership,  and 
illustrate  your  conclusions  by  the  history  of  Government  ownership  in 
certain  cases. 

Senator  Townsend.  May  I  ask  a  question  right  there  ?   . 

Mr.  Hamilton.  Certainly. 

Senator  Townsend.  Mr.  Lovett,  are  you  going  to  be  here  through- 
out these  hearings  ? 

Mr.  Lovett.  No;  I  had  not  intended  to. 

Senator  Townsend.  I  did  not  want  you  to  stay  for  the  purpose^ 
but  I  wanted  to  look  up  some  questions  to  see  if  they  have  been  dis- 
cussed, but  I  do  not  want  you  to  come  back. 

Mr.  Lovett.  I  shall  be  glad  to  do  so. 

Mr.  Hamilton.  Perhaps  too  much  is  involved  in  that  question. 

Mr.  Lovett.  1  shall  be  glad  to  state  it  briefly,  if  I  may. 

Mr.  Hamilton.  If  you  will  do  so. 

Mr.  Adamson.  If  Senator  Townsend  or  Mr,  Hamilton  desires  to 
examine  j^ou  at  anj  lengtli,  I  suggest  that  j^ou  come  back  here  at  some 
other  time. 

Mr.  Lovett,  That  is  agreeable  to  me. 

Senator  Townsend.  No;  I  do  not  want  him  to  come  back  here  on 
my  account, 

Mr.  Lovett.  It  will  be  perfectly  convenient  for  me  to  come  back 
here  at  any  time  after  April  1,  and  I  would  be  very  glad  to  come  back, 
and  I  shall  not  regard  it  as  anj^  inconvenience  but  really  as  a  privilege. 

Mr.  Adamson.  This  committee  will  probably  adjourn  after  next 
Thursday's  session  until  after  the  House  has  organized  and  until  we 
can  see  what  we  are  going  to  do. 

Mr.  Lovett.  I  should  like  very  much  to  have  the  privilege  of  com- 
ing back  at  any  time  that  you  gentlemen  would  like  to  have  me.  I 
can  say  a  few  words  in  relation  to  Government  ownership  now,  Mr. 
Hamilton,  if  you  wish. 

Mr.  Hamilton.  Yes;  if  you  are  perfectly  willing  to  do  so. 

Mr.  Lovett.  I  can  not  give  much  information  about  Government 
ownership  of  railroads;  I  can  simply  express  my  opinion;  it  is 
purely  an  opinion,  and  not  knowledge,  and  it  is  based  largely  upon 
what  I  have  read  about  European  railroads.  The  actual  facts  will 
be  presented  to  you  during  the  hearings.  What  I  say  is  based  upon 
my  knowledge  of  our  own  country  and  of  conditions  that  prevail 
here  and  of  our  system  of  government. 

First,  I  think  it  would  be  unwise,  for  the  reasons  I  indicated 
briefly  in  answer  to  Judge  Sims's  questions.  I  believe  that  where  the 
Government  has  unrestricted  power  of  regidation,  as  ours  has,  it 
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would  be  a  waste  of  Government  credit  and  Government  energy  to 
take  over  a  business  that  can  be  conducted  by  private  ownership, 
for  the  benefit  of  private  enterprise,  and  with  private  initiative  and 
private  economies.  It  seems  to  me  an  unnecessary  strain  of  the  (tov- 
ernment's  credit. 

I  believe  that  Government  ownership  in  an  autocratic  government, 
where  no  political  considerations  enter  into  the  management,  inay 
be  efficient.  In  saying  this  I  do  not  want  to  be  understood  as  criticiz- 
ing Congress  or  any  Member  of  Congress,  but  I  am  simply  dealing 
Avith  Avhat  we  all  recognize  as  facts  in  our  system  of  governrnent. 

Mr.  IIaimilton.  You  can  find  illustrations  in  Australia,  for  in- 
stance, of  certain  difficulties  that  grow  out  of  legislation  in  this  con- 
nection. 

Mr.  LovETT.  Yes.  Now,  in  this  country  I  believe  if  we  had  Govern- 
ment ownership  there  would  be  an  immense  pressure  upon  every 
Congressman  and  every  Senator  for  improved  facilities  for  his  State 
and  for  his  district;  that  there  would  practically  be  ccmpctition 
among  the  districts  and  the  Statesand  the  different  sections  for  im- 
proved railroads,  handsome,  ornate  stations  for  the  towns,  and  for  the 
building  of  branches  and  extensions.  I  believe  there  Avould  be  a 
great  Avaste  of  public  money  and  of  public  credit  in  providing  facili- 
ties and  attractive  features  and  additional  lines  that  would  not  be 
justified  by  any  public  interest  or  any  public  consideration.  Under 
the  pressure  that  would  be  applied  to  every  Congressman  and  every 
Senator  by  the  people  of  their  district  I  believe  that  combinations 
would  be  formed  that  would  involve  an  enormous  amount  of  public 
money. 

I  believe  also  that  there  would  be  an  increase  in  jobs,  in  the  number 
of  positions,  and  that  there  would  be  a  vast  number  of  useless  posi- 
tions filled  at  the  expense  of  the  public  by  voters  and  influential 
citizens,  which  is  not  possible  under  private  management.  I  have 
spoken  before  of  the  waste  of  capital.  I  believe  this  latter  considera- 
tion would  add  enormously  to  the  expense  of  operation  and  main- 
tenance. If  there  should  be  Government  ownership,  the  latter  evil 
would  be  considerably  lessened  by  disfranchising  the  railroad  oper- 
atives. 

Mr.  Hamilton.  You  know  that  was  tried,  in  one  instance,  in 
Australia? 

Mr.  LovETT.  In  Australia ;  I  understand  it  was. 

Mv.  Hamilton.  But  they  restored  the  franchise,  if  I  understand  it 
correctly. 

Mr.  LovETT.  But  I  do  not  believe  it  would  be  done  in  tliis  country, 
because  the  railroad  employees  are  so  numerous  and  so  well  organized 
politically  that  they  would  succeed  in  resisting  politically  any  such 
effort.  The  consequence  is  that  certain  highly  organized  and  politi- 
cally influential  organizations  Avould  succeed  in  getting  very  unich 
more  pay  than  they  really  would  be  entitled  to,  and  would  succeed  in 
creating  a  great  many  unnecessary  positions. 

My  judgment,  in  summing  it  all  up  in  this  very  brief  statement,  Ts 
that  through  the  waste  of  capital  on  account  of  unnecessary  construc- 
tion— construction  of  lines  that  are  unprofitable  and  unjustifred — and 
of  ornate  improvements  and  increased  conveniences  and  luxuries  the 
financial  operation  of  the  roads  would  prove  a  failure,  and  that  in 
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time  the  Government's  credit  would  be  impaired.  I  believe  it  was 
stated  before  this  committee  that  the  Government  would  get  the 
money  at  3  per  cent.  The  (Tovernment  would  not  do  anything  of  the 
sort.  The  Government's  bonds  are  so  valuable  because  there  are  so 
few  of  them,  and  the  Government's  credit  is  so  high  because  it  is  not 
strained.  But  when  the  Government  issued  bonds  to  pay  for  all  the 
railroads  of  the  United  States,  or  any  other  obligation,  the  supply  of 
Government  securities  would  be  so  abundant  that  the  Government 
would  have  to  pay  about  the  same  rate  for  money  that  other  people 
pay.  The  Government's  credit  would  not  be  nearly  as  good,  because 
it  Avould  be  under  a  greater  strain. 

F'urthermore.  I  believe  that  by  eliminating  competition,  as  would 
be  the  case  under  Government  ownership,  the  individual  initiative 
w^ould  be  very  greatly  impaired.  Of  course,  there  would  be  inven- 
tions and  some  improvements,  but  nothing  like  what  there  is  under 
the  force  of  competition,  which  stimulates  private  initiative  so  much. 
On  the  whole,  I  believe  that  if  the  Government  would  be  saved  from 
bankruptcy  the  rates  would  have  to  be  increased.  I  am  entirely  satis- 
fied that  the  general  level  of  transportation  rates  would  in  the  course 
of  time,  and  probably  a  very  short  time,  be  very  much  higher  than 
now. 

That  is  stating  in  as  few  words  as  I  can,  in  a  general  way,  my 
objection  as  a  citizen  to  Government  ownership.  From  the  stand- 
point of  a  railroad  officer  I  ought  to  say  that  as  iDetween  Government 
ownership  and  the  system  of  diversified  and  conflicting  regulations 
into  which  we  have  drifted,  I  believe  in  time  Government  ownership 
will  come,  because  that  system  will  not  produce  the  transportation 
facilities  the  country  must  have. 

Mr.  Hamilton.  The  time  at  our  disposal  is  too  brief  to  ask  you  to 
go  into  a  discussion  of  the  success  or  failure  of  Government  owner- 
ship in  specific  instances  in  the  various  nations,  and  perhaps  some 
time  later,  if  you  should  happen  to  be  here  and  it  should  be  con- 
venient, it  might  be  illuminating  if  you  w^ould  discuss  that. 

Mr.  LovETT.  I  should  be  very  glad  to  do  it,  Mr.  Hamilton.  I  will 
say  also  that  the  advisory  committee  has  been  trying  to  get  the  very 
best  and  most  authoritative  evidence  on  this  subject  possible  to  bring 
before  this  committee.  I  am  not  sure  they  will  get  just  the  men  they 
want,  but  there  will  be  witnesses  before  the  committee  on  that  subject. 

Mr,  HA:\nLTON.  There  will  be  witnesses? 

Mr.  LovETT.  Yes ;  and  who  would  know  more  about  its  operation  in 
other  countries  than  I  do.  I  have  only  undertaken  to  state  to-day 
what  I  have  conceived  Avould  be  the  result  of  Government  owner- 
ship from  my  reading,  as  applied  to  our  political  and  governmental 
institutions. 

Mr.  Hat^iiltox.  Will  you  ha^e  witnesses  with  reference  to  the  oper- 
ation of  tlie  Inter-Coloiiial  of  Canada  ? 

Mr.  Lcn'ETT.  Yes. 

Mr.  Hamilton.  And  the  Prince  Edward  Island  line? 

Mr.  LovETT.  Yes:  those  cases  are  being  studied,  I  understand. 
Mr.  W.  M.  Ackworth,  the  greatest  English  authority  on  railroads— 
and  I  do  not  know  any  man  whose  judgment  is  more  entitled  to  re- 
spect than  Mr.  Ack worth's  on  the  subject — we  will  either  have  him  or 
a  statement  from  him.  He  has  been' requested  to  make  a  statement, 
ijut  whether  we  get  him  or  simply  ])roduce  a  statement  from  him  we 
can  not  tell  now.    But  we  will  have  him,  among  others. 
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Mr.  TiiOM.  I  mi^ht  siifjgest,  Mr.  Chairnmn  and  <>('ntlc'iuen,  wliether 
the  c()nv(Mii(MK'o  of  the  coiiiinittoe  will  be  such  as  to  licai'  him  befoi'e 
he  sails  from  this  country. 

Mr.  Escii.  lie  is  a  most  valuable  witness,  lie  appeared  before  thi> 
Senate  Connnittee  on  Interstate  Connnerce  in  IDOf),  when  thev  framed 
the  Hepburn  Act, 

Mr.  TiioM.  Perhaps  this  committee  will  hold  a  special  session  to 
hear  him  before  he  sails. 

Mr.  P^scH.  It  certainly  would  be  worth  while. 

Mr.  LovETT.  He  could  not  come  risht  now.  because  he  is  engaged 
as  one  of  the  advisors  of  the  Canadian  Government. 

Mr.  AoAMSox.  Could  he  come  next  week  ^ 

Ml-.  LovETT.  My  information  is — Mr.  Ti-umbull  told  me — that  he 
could  not  come  in  the  inmiediate  future. 

Mr.  Adamsox.  Mr.  Thom  can  keep  in  touch  witli  him  and  advisi' 
the  connnittee. 

Mr.  Ha.aiiltox.  His  testimony  would  be  most  valuable.  It  would 
seem  to  me  that  it  would  be  very  important  to  have  a  discussion  be- 
fore this  committee  of  the  history  of  the  operation  of  the  various 
Government-owned  railroads,  with  a  view  to  determining  whether 
they  have  been  successful  or  otherwise  in  their  operation. 

Mr.  LovETT.  Mr,  Ackworth.  I  know,  has  made  a  study  of  that 
subject. 

Mr.  Sims.  He  is  absolutely  opposed  to  (xovernment  ownership,  as 
I  have  been  informed. 

Mr.  LovETT.  You  say  he  is  absolutely  opposed  to  Government  own- 
ership ? 

Ml-.  Sims.  I  understand  that  he  is. 

Mr.  LovETT.  1  can  not  answer  that.  He  discusses  it  and  gives  the 
history  of  it  in  various  countries,  and  as  far  as  I  have  followed  him 
I  do  not  understand  that  he  is  opposed  to  it  in  all  cases. 

Mr.  Hamilton.  It  seems  to  me,  so  far  as  that  is  concerned,  that  the 
question  whether  he  is  opposed  to  Government  ownership  or  not  is 
not  as  important  as  the  question  of  whether  he  gives  us  accurate 
information  as  to  the  operations  of  these  railroads. 

Mr.  LovETT.  Yes. 

Mr.  Adamsox.  The  plan  is  suggested.  Judge  (with  Mr.  Hamil- 
ton's consent),  that  in  case  the  Government  should  desire  to  take 
oyer  the  railroads  that  the  holders  of  the  present  securities  would  be 
willing  in  a  large  degree  to  substitute  the  Governmenfs  securities 
for  the  present  securities.  What  do  you  think  of  the  probability  of 
that?  ■ 

Mr.  Lovi:tt.  I  think  that  is  true.  They  would  want  reinvestment, 
and  I  have  no  doubt  that  they  would  take  the  bonds:  but  a  man  get- 
ting a  <J.  T,  8,  or  5)  per  cent  return  on  his  investment  would  look  about 
some  before  taking  a  3  or  4  per  cent  return. 

Mr.  Adamsox.  I'nder  the  political  aspects  of  the  case,  is  there  not 
another  possible  danger  that  you  had  not  described,  which  might  be 
the  greatest  one  ^  That  is.  that  if  the  present  holders  take  bonds — 
and  we  all  acknowledge  that  we  have  to  have  experts  to  run  a  rail- 
road— we  have  to  employ  our  creditors  to  manage  our  property.  Do 
you  not  think  that  would  probably  create  about  the  greatest  political 
oligarchy  that  ever  was  in  any  country,  and  that  we  should  have  the 
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railroads  owning  the  Government  instead  of  the  Government  owning 
the  railroads? 

Mr.  LovETT.  The  railroads  are  not  run,  really,  by  their  owners, 
Judge  Adamson. 

Mr.  Hamilton.  All  that  the  Judge  is  suggesting  in  this  connection 
would  arise  in  connection  with  the  discussion  of  the  operation  of  the 
various  railroads  in  the  various  countries. 

Mr.  LovETT.  Yes. 

Mr.  Ha:milton.  Most  of  these  problems  have  arisen  in  connection 
with  the  operation  of  railroads  so  far. 

Mr.  Adamson.  Have  you  finished? 

Mr.  Hamilton.  I  think  we  might  as  well  suspend. 

Mr.  Adamson.  I  want  to  ask  some  questions. 

Mr.  Hamilton.  I  am  only  suggesting  that  because  I  feel  that  we 
are  approaching  the  time  when  we  ought  to  adjourn. 

Mr.  Adamson.  I  do  not  want  to  take  your  time,  but  if  you  finish 
before  1.30,  I  should  like  to  ask  Judge  Lovett  about  a  little  matter. 
Of  course,  all  great  matters  are  made  up  of  little  matters. 

Mr.  Hamilton.  Go  ahead  now. 

Mr.  Adamson.  You  referred  to  the  $600,000  charge  which  Illinois 
inflicted  on  the  New  York  Central.  That  was  in  the  nature  of  a 
license,  was  it  not,  and  not  a  registry  fee  ? 

Mr.  LovETT.  No;  as  I  understand,  it  was  a  charge  either  for  grant- 
ing the  consolidation  of  these  lines  extending  through  six  States,  or 
for  filing  the  mortgage. 

Mr.  Thom.  It  was  not  filing  the  mortgage. 

Mr.  LovETT.  Then  it  was  for  the  consolidation,  and  it  was  based 
upon  the  capitalization. 

Mr.  Adamson.  How  much  figure,  in  expense,  does  the  fact  cut  that 
a  mortgage  to  secure  an  issue  of  bonds  must  be  recorded  in  every 
county  through  which  the  railroad  runs?  Is  that  material  or  is  it 
negligible  ? 

Mr.  LovETT.  The  mere  recording  fee,  the  ordinary  recording  for 
the  purpose  of  notice  to  creditors,  as  under  the  real-estate  laws,  of 
course,  is  not  affected  by  the  amount  of  the  mortgage,  ordinarily. 

Mr.  Adamson.  I  know  that. 

Mr.  LovETT.  But  ratlier  by  the  physical  size  of  it.  That  is  not  an 
important  item.  But  the  fees  charged  in  some  State  for  registering 
or  granting  or  recognizing  a  consolidation  or  a  mortgage,  not  by  the 
■counties  but  by  the  States,  are  sometimes  quite  burdensome.  I  think 
the  Illinois  charge  is  50  cents  a  thousand  dollars,  or  something  like 
that. 

Mr.  Thom.  A  dollar  a  thousand;  and  the  tax  in  Illinois  was  for 
the  approval  of  the  security  issue. 

Mr.  Sims.  It  was  a  tax,  then,  and  not  a  license. 

Mr.  Adamson.  The  purpose  of  any  lien  is  to  give  notice  to  persons 
■who  deal  in  the  same  property? 

Mr.  LovETT.  Yes. 

Mr.  Adamson.  Noav,  in  the  event  of  our  adopting  a  centralized 
control  of  stocks  and  bonds,  whether  under  your  plan  or  the  one  that 
we  suggest  in  the  railroad  bill,  what  will  be  the  necessity  of  requir- 
ing any  further  record  of  mortgages  in  the  locality,  when  nothing 
can  be  done  except  by  the  approval  of  the  Interstate  Commerce  Com- 
mission?    Why  incur  that  expense,  whether  it  is  great  or  small? 
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Mr.  LovETi\  It  is  not  a  matter  of  enormous  importance,  and  I  do 
not  see  any  particular  necessity  for  it,  because  the  record  of  every- 
thing can  be  with  tlie  Interstate  Commerce  Commission. 

Mr.  Adamson.  You  would  look  there  for  all  your  information? 

Mr.  LovETT.  But  the  probabilities  are  that  people  who  are  inter- 
ested in  the  company,  as  to  what  it  owns,  what  liens  there  are,  etc., 
might  through  force  of  habit  rather  go  to  the  county  recorder  and 
examine  it  on  the  records  than  write  to  the  Interstate  Commerce 
Connnission  for  a  printed  copy,  which  they  could  always  get. 

Mr.  Adamson.  Are  there  any  further  questions? 

Mr.  Si^rs.  I  wanted  to  ask  one,  because  it  was  brought  out  by  a 
subsecjuent  examination.  It  is  this,  Judge:  With  reference  to  the 
Adamson  law,  is  it  not  reasonable  to  suppose  that  it  would  be  more 
burdonsomo  on  the  railroads  in  the  earlier  stages  of  its  application 
than  it  will  ultimately  become? 

Mr.  LovETT.  No,  Judge  kSims ;  there  is  no  supposition  about  it.  In 
arriving  at  what  it  would  cost  before,  we  took  for  two  months  in 
the  year,  April  and  October,  representative  months,  the  time  slips 
signed  by  the  men.  Each  man  as  he  gets  his  run  signs  a  slip  showing 
whether  he  draws  pay  on  a  time  basis  or  on  a  mileage  basis,  and  what 
it  is,  and  that  is  turned  in.  Certain  roads  took  these  time  slips  and 
applied  the  eight-hour  day  in  lieu  of  the  existing  schedule,  and  in  that 
way  arrived  at  the  difference. 

But  the  question,  suppose  that  instead  of  putting  in  this  time,  we 
speed  up  the  trains,  as  was  suggested,  to  12  hours.  That  is  about  the 
only  way  in  which  apparent  economy  could  be  effected.  You  would 
avoid  overtime  in  that  way.  But  these  men  gave  their  judgment  as 
to  whether  it  would  pay  better  to  speed  up  the  trains  or  pay  the  over- 
time. We  wanted  information  about  this,  not  merely  for  the  public, 
but  we  wanted  to  know  what  it  would  cost;  and  the  opinion  of  the 
operating  men,  without  any  dissent,  so  far  as  I  know,  was  that  it 
would  be  cheaper  to  run  the  same  as  we  are  running  now  and  it 
would  involve  less  money  than  to  reduce  the  trainloads  and  put  on 
more  trains,  and  undertake  to  change  terminal  facilities.  That  is  a 
matter  of  judgment. 

Mr.  Sims.  I  mean  by  "  immediately,'^  that  j^ou  can  not  make  any 
kind  of  arrangement  immediately,  as  I  understand  it,  to  avoid  this, 
that  woidd  be  less  expensive  than  the  payment  of  the  wage  scale  as 
shown  by  your  time  slips;  but,  ultimately,  will  not  the  railroads  ad- 
just themselves  as  far  as  possible,  wherever  they  can  save  money  by 
doing  so — will  it  not  have  a  tendencv  to  cause  them  to  reduce  the 
cost  ?'^ 

Mr.  LovETT.  It  would  be  criminal,  almost,  for  them  not  to  do  it, 
if  they  can. 

Mr.  Sims.  Can  they  not  do  it?  If  you  double-track  the  road,  can't 
you  move  the  trains  faster? 

Mr.  LovETT.  That  involves  a  question  of  the  new  capital,  and  the 
expenses  involved  as  to  whether  it  is  cheaper  to  pay  extra  time  or  to 
double-track  the  road. 

Mr.  Sims.  I  mean,  not  on  that  account,  but  double-track  it  for 
general  purposes.  Can't  you  move  quicker  on  a  double-track  road 
than  on  a  single-track  road? 

Mr.  LovETT.  That  depends.  Judge  Sims.  A  road  is  not  double- 
tracked  unless  there  is  need  for  it. 
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Mr.  Sims.  I  do  not  supjDose  you  avohIcI  double-track  a  road  simply 
for  what  you  would  save  in  wages  to  your  trainmen. 

Mr.  LovETT.  Of  course,  it  would  be  possible,  if  you  dispense  with 
sidings,  and  so  forth,  to  run  faster. 

Mr.  Sims.  I  mean  on  a  single-track  road. 

Mr.  LovETT.  Of  course,  they  are  supposed  to  schedule  the  trains  so 
as  to  avoid  delays.  The  judgment  of  the  operating  men  is  that  they 
can  see  no  way  of  avoiding  this  increase;  that  it  is  better  to  pay  the 
overtime  than  do  the  other  things.  I  have  no  opinion  on  that  except 
based  on  what  the  operating  men  state. 

Mr.  Sims.  I  have  none,  eitlier,  and  simply  wanted  to  know  what 
you  thought  of  it. 

Mr.  Adamson.  Judge,  your  indisposition  to  modify  your  system^ 
to  comply  with  the  law,  reminds  me  of  a  story  told  of  Joseph  Adam- 
son,  who  rebuked  his  servant  for  drinking  heavily  on  several  occa- 
sions, but  it  did  not  seem  to  have  any  ell'ect  on  him,  and  finally  he 
thought  he  would  reform  him  by  telling  him  about  a  man  who  tried 
to  blow  out  a  cannon.  He  told  him  that  lie  blew  into  the  cannon,  but 
his  breath  was  so  charged  with  alcohol  from  drinking  that  it  caught 
fire  and  blew  him  up.  After  listening  to  that  the  man  said,  "  Boss, 
I  will  never  blow  out  a  cannon  while  I  live." 

Judge,  the  committee  wants  to  thank  you  for  your  services.  We 
believe  you  have  given  us  very  valuable  information,  and  we  appre- 
ciate your  courtesy  and  patience.  We  hope  to  see  you  again,  if  you 
have  anything  to  tell  us,  or  perhaps  Judge  Sims  may  have  something 
else  he  wants  to  ask  you. 

Mr.  Sims.  I  want  to  say  that  I  have  refrained  from  asking  any 
questions  except  those  which  I  thought  would  give  the  committee 
information. 

Mr.  LovETT.  I  am  very  grateful  to  the  committee  for  its  patience  in 
hearing  me  on  this  matter,  and  perhaps,  when  I  work  out  the  appli- 
cation of  your  anecdote,  I  may  be  even  more  grateful. 

Mr.  Thom.  I  understand  the  committee  will  not  to-day  begin  with 
another  witness? 

Mr.  Adamson.  No. 

Mr.  Thom.  On  Monday  morning,  at  half  past  10,  which  I  believe 
is  the  liour  for  convening 

Mr.  Adamson.  If  you  can  supply  the  committee  with  valuable  wit- 
nesses— and  you  must  remember  that  you  have  spoiled  us  by  intro- 
ducing us  to  such  good  ones,  and  I  hope  you  will  not  reduce  the 
grade — but  if  you  can  supply  us  with  witnesses,  we  can  hear  you 
until  Thursday.  I  think  the  committee  will  have  to  suspend  on 
Thursday. 

Mr.  Thom.  I  understood  that.  That  is  the  reason  I  addressed  the 
chair.  Mr.  Kruttschnitt,  chairman  of  the  board  of  the  Southern 
Pacific,  who  has  been  waiting  patiently  during  this  week,  from  Tues- 
day to  the  present,  will  be  present.  I  assume  that  the  importance  of 
his  testimony  will  probably  cause  the  committee  to  consume  the 
whole  time  from  Monday  to  Thursday  with  him.  Now,  we  had  as  a 
witness  to  succeed  Mr.  Kruttschnitt,  Mr.  Howard  Elliott.  If  it  is 
the  judgment  of  the  chairman,  and  the  committee  justifies  me  in  do- 
ing so,  I  think  I  will  notify  Mr.  Elliott  that  there  will  be  no  chance 
of  hearing  him  next  week. 
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Mr.  Adamson.  I  have  no  means  of  advising  you,  but  I  assume  the 
fommittee  will  not  examine  other  witnesses  a't  such  great  length  as 
they  have  Judge  Lovett. 

jNIr.  TiioM.  Even  so,  you  have  consumed  a  whole  week  with  Judge 
Lovett,  and  you  say  you  will  sit  only  until  Thursday,  and  I  think  the 
iuiportance  of  his  testimony  will  justify  my  notifying  Mr.  Elliott 
that  there  will  be  no  chance  of  hearing  him  next  week. 

Mr.  Hamilton.  It  is  ver}'  important  to  hear  as  many  witnesses  as 
we  can.     Can  we  not  work  out  souie  plan — and  I  suggest  this  with 

§reat  diffidence,  and  Avith — I  appreciate  the  importance  of  Judge 
im's  examination,  but  it  ought  to  be  possible  to  work  out  some  plan 
by  which  each  uiember  of  the  committee,  in  the  first  instance,  could 
be  allotted  so  much  time.  Some  members  might  probably  want  to 
consume  more  time  than  was  originally  allotted  to  theui,  Init  I  think 
that  this  might  be  taken  care  of  later  by  taking  it  out  of  the  time  of 
some  meuibers  who  may  not  desire  to  consume  all  of  their  time.  I 
think  we  should  not  take  a  whole  Aveek  with  one  witness. 

Mr.  Adamson.  That  reminds  me  of  once  when  I  was  on  a  com- 
mittee. We  were  examining  an  applicant  for  the  right  to  preach, 
and  a  lady  sidled  up  to  me  and  asked  me  to  ask  him  if  he  understood 
how  to  preach ;  that  that  was  the  impoitant  thing.  I  suggest  to  Mr. 
Thom  that  he  aid  us  by  putting  up  only  witnesses  who  know  some- 
thing about  the  subject  and  not  put  up  Avitnesses  who  w411  repeat 
things  over  and  over  again. 

Mr.  HAMiLTttN.  I  think  we  can  judge  the  quality  of  the  witnesses 
to  come  by  the  quality  of  the  witnesses  who  have  appeared  before. 

Mr.  Adamson.  I  am  just  importuning  him  not  to  reduce  the  grade. 

Mr.  Thom.  I  think  in  the  future  it  will  be  improved.  However,  I 
do  not  think  you  can  improve  on  Judge  Lovett. 

Mr.  Adamson.  No;  you  are  just  fishing  for  a  compliment.  I  think 
that  every  member  of  the  committee  should  be  allowed  to  examine 
the  Avitnesses  for  as  long  as  he  may  desire. 

Mr.  Hamilton.  But  Ave  should  have  a  working  arrangement  as  to 
procedui'e. 

Mr.  Adamson.  Well,  without  objection,  it  is  understood  that  the 
witnesses  will  make  their  direct  statements  as  brief  as  possible  and 
that  each  member  will  examine  them  as  briefly  as  possible.  We  will 
adjourn  until  Monday  at  half  past  10. 

(Wliereupon,  at  1.30  o'clock  p.  m.,  the  committee  adjourned  until 
Monday,  March  26, 1917,  at  10.30  o'clock  a.m.) 
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MONDAY,  MARCH  26,   1917. 

United  States  Senate, 
Joint  Subcommittee  on  Intersiate  Commerce, 

Wa.shmgfo7i,  IK  C. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m..  Hon.  William  C. 
Adanison  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.  Mr.  Thom,  what 
witness  will  you  introduce? 

Mr.  Thom.  Mr.  Krnttschnitt.  chairman  of  the  board  of  tlie  Southern 
Pacific,  will  now  come  before  the  committee ;  and  may  I  ask  that  he 
be  allowed  to  read  his  statement? 

Mr.  Adamson.  Mr.  Krnttschnitt,  the  cominittee  will  be  glad  to 
hear  you,  and  j-ou  may  take  your  own  time,  without  interruption. 
Mr.  Kruttschniti'.  Thank  you. 

STATEMENT  OF  MH.  JULIUS  KRUTTSCHNITT,  CHAIRMAN  OF  EX- 
ECUTIVE COMMITTEE,  BOARD  OF  DIRECTORS,  SOUTHERN  PA- 
CIFIC CO. 

Mr.  Adasison.  Will  you  give  your  official  station  and  post-office 
address,  Mr.  Kruttschnitt  ? 

Mr.  Kruttschnitt.  I  am  chairman  of  the  executitve  committee  of 
the  board  of  directors  of  the  Southern  Pacific  Co. ;  business  address, 
165  Broadway,  New  York. 

Mr.  Chairman,  to  save  time  and  be  as  brief  as  possible,  I  will  just 
read  wdiat  I  have  to  say.  It  will  take  much  less  time  and  much  less 
space  that  way. 

Mr.  Adamson.  Adopt  your  own  course,  Mr.  Kruttschnitt. 

Mr.  Kruttschnitt.  The  present  condition  of  the  credit  of  Ameri- 
can railways  is  not  good.  Money  can  be  borrowed  by  cities  and  States 
at  very  low  rates;  for  instance,  the  cost  of  money  borrowed  by  the 
State  and  by  the  city  of  New  York  is  between  4  per  cent  and  4.25 
per  cent. 
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Bond  sales. 


Date. 


Amount  and  term. 


Interest 
rate. 


Interest 
basis. 


NEW  YORK   CITY. 


May,  1913.. 
April,  1914. 
June,  1915. 

Do 

.\pril  191fi. 

Do.... 


Average 

NEW  YORK  STATE. 


March,  1915.... 
January,  1916. . 

Average . 


S45,000  000,  50  years 

$65,000,000,  50  years 

$46,000,000,  50  years 

$25,000,000.  1  to  15  years,  serials. 
$15,000,000,  1  to  15  years,  serials. 
$40,000,000,  50  years 


$27,000,000,  30  and  50  years. 
$22,000,000,  30  and  50  years  , 


Per  cent. 
4i 
4i 
4i 

U 
4i 
4J 


Per  cent. 
4.490 
4.180 
4.437 
4.297 
4.030 
4.125 


4.260 


4.080 
3.850 


3.960 


The  cost  of  money  to  the  Soutliern  Pacific  Co.  for  the  hist  four 
years  is  5.21  per  cent,  thus: 


Bond  .sales. 


Date. 

Amount  and  term. 

Interest 
rate. 

Interest 
basis. 

1913 

$5,120,000  Southern  Pacific  Co.  equipment  lru.st  eertifl- 

Per  cent. 
44 

44 

5 
5 

44 
44 

Per  cent. 
5.40 

1913 

$2,010,000  Southern  Pacific  Co.  equipment  trust  certifi- 

5.50 

1914 

$54,532,500  Southern  Pacific  Co.  20-year  convertible  gold 

5.23 

1914 

$6,361,000  Pacific  Electric  Railway  Co.  first  refunding 

$5,110,000  Soutliern  I^acific  Co.  equipment  trust  certifi- 

5.76 

1916 

4.62 

1907-1916 

$23,486,000  Northwestern  Pacific  R.  R.  Co.  first  and  refund- 

4.77 

5.21 

In  other  words,  Southern  Pacific  paid  over  30  per  cent  more  for  its 
money  than  the  State  of  New  York  paid. 

Railroad  stocks  paying  6  per  cent  are  quoted  as  follows: 


SIX  PER  CENT  STOCKS. 


Natifnial  fUDiks. 

Natifmal  City,  C'hicaso 154 

.Jefferson  Park,  Chicajjo 168 

Bronx  National,  New  York 162 

P.ownianville  National.  Chicago 16r> 

Average 162 

Railroads. 

Atchi.son,  Topeka  &  Santa  Fe lOJ? 

Southern  Pacitic 94 

Northern  Pacific,  7  per  cent 104 

Chicago  &  North  Western.  7  per  cent 110 

Average 10."v 
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KKillT  PKU   CENT  STOCKS. 


National  banks. 


Fort  r>e:irl)oni  Nntional,  Cliicaffo 246 

."M(M-('li!ints',  New  York 250 

<'o:il  vV:  Iron,  New  York 200 

<;o1hiUii,  New  York 205 

Averajre 225 

Railroads. 
r  I  lion  I'aeilic 138 

Mr.  Thom.  What  was  their  rate  of  dividend? 

jNIr.  Kruttsciimtt.  The  T^nioii  Pacific? 

j\[r.  TiiOM.  No:  the  banks. 

]\rr.  Kiu'TTSChnitt.  The  averasie  was  225. 

Mr.  Tiro:M.  In  the  amount  of  that  dividend,  you  are  coniparinir  the 
X^nion  Pacific  with  8  per  cent 

Mr.  Kkuttsciixttt,  They  were  all  8  per  cent  stocks. 

]Mr.  TiioiM.  I  did  not  understand  that  yon  stated  that. 

Mr.  Kruttschxitt.  Yes.  The  banks  were  8  per  cent  and  the  rail- 
roads Avere  8  per  cent. 

The  appreciation  of  the  security  by  the  public  is  in  inverse  i)roi)or- 
tion  to  the  rate;  that  is  to  say,  the  lower  the  return  that  the  public 
is  willing  to  accept,  the  o-reater  does  it  consider  the  security,  and 
vice  versa.  The  same  is  true  as  to  stock.  Chamberlain  on  Bond 
Investments  gives  the  elements  of  an  ideal  investment  thus: 

1.  Security  for  iiriucipal ;  2.  A  fixed  and  fair  return  in  interest;  3.  Market- 
ability— sale  without  difficulty;  4.  Acceptable  as  collateral;  5.  Freedom  from 
direct  tax;  G.  Freedom  from  care  (purchase  by  sinking  fund,  etc.)  ;  7.  Maturity 
after  a  satisfactory  lapse  of  time. 

All  of  the  foregoing  qualities  exist  in  Xew  York  City  and  State 
bonds.  Account  Federal  and  State  regulation  of  railroads,  it  can 
not  be  said  that  all  of  the  principal  elements  or  characteristics  of 
an  ideal  investment  exist  in  railroad  bonds,  because  control  of  rev- 
enues by  regulating  bodies  detracts  from  element  2,  2  affects  3,  3 
affects  I:  they  comply  not  at  all  with  element  5  and  partially  only 
with  element  6. 

2.  Credit  of  American  railvoadH  not  an  good  a~s  the  puhUr  interest 
requires. — The  credit  of  American  railways  is  not  as  good  as  the  pub- 
lic interest  requires,  because  as  shown  in  Xo.  1  they  can  not  sell  their 
bonds  at  rates  of  return  on  money  at  which  States  and  municipalities 
can  do  so;  therefore  the  public  has  to  be  coaxed  or  persuaded  by 
higher  rates  of  return  to  take  the  securities. 

AVhile  there  have  been  some  instances  condemned  by  public  opinion 
as  financial  mistakes  and  dishonesty  on  the  part  of  railway  managers 
or  financiers,  such  instances  are  the  exceptions  in  railroad  manage- 
ment, and  do  not  constitute  a  condition  prevalent  enough  to  account 
for  the  decline  which  has  taken  place  in  railroad  credit. 

It  is  true  that  there  have  been  some  instances  of  financial  mis- 
management and  dishonesty  on  the  part  of  railway  managers  or 
financiers,  but  such  instances  are  exceptions  and  do  not  determine 
a  condition  of  railroad  management  in  the  United  States.     There 
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have  been  instances  of  dishonesty  on  the  part  of  national-bank  man- 
agers, but  such  instances  have  not  shaken  the  confidence  of  the  people 
in  banks  generally. 

At  the  end  of  the  year  1916  there  were  69  receiverships  of  railroads 
that  had  occurred  in  the  previous  four  years,  of  which  comparatively 
few — not  over  6  per  cent  or  8  per  cent  of  the  whole  number,  most  of 
which  were  enumerated  by  Mr.  Thelen  in  his  testimony — were  due  to 
dishonest  or  fraudulent  management,  but  these  few  cases  should  not 
stamp  the  general  management  and  operation  of  all  railways  as  dis- 
honest to  nearly  the  same  extent  as  the  23  out  of  a  total  of  46 
national-bank  failures  in  the  same  years  caused  by  dishonesty  and 
fraud,  or  just  50  per  cent  of  all  failures  (as  evidenced  in  the  report 
of  the  Comptroller  of  the  Currency  for  1916),  should  stamp  the 
AThole  national-bank  system  as  bad  and  in  need  of  drastic  and  de- 
structive regulation;  yet  the  national  banks  have  been  under  close 
Federal  inspection  and  regulation  for  a  much  longer  period  than 
have  the  railways. 

Governmental  cause>^  for  the  decline  of  railroad  credit. — Outside 
of  a  few  cases  of  dishonesty  on  the  part  of  railway  managers  or 
financiers,  which  unduobtedly  have  affected  railroad  credit  to  some 
but  not  to  a  verj^  important  extent,  the  causes  for  the  decline  of 
railroad  credit  may  be  traced  almost  entirely  to  the  hostile  spirit 
of  legislatures  and  regulating  bodies  and  the  resulting  nature  of 
many  of  the  phases  of  regiilation  and  management  they  have  pre- 
scribed. Government  regadation  of  national  banks  was  the  first 
regulation  of  corporations  undertaken  by  the  Federal  Government. 
It  has  been  constructive ;  the  regulations  are  fair  to  the  shareholders 
as  well  as  to  the  public;  their  credit  has  in  nowise  been  impaired 
by  regulation,  and  under  it  they  have  prospered  and  their  sliares  are 
eagerly  sought  as  most  safe  and  conservative  investments.  On  the 
other  hand,  the  regulation  of  railroads  by  diverse  agencies  in  many 
instances  overthrows  all  principles  of  economical  operation,  hampers 
the  railroads  by  interfering  in  questions  of  management,  subverts 
discipline,  and  is  a  far  more  potent  influence  in  affecting  the  credit 
of  the  carriers  than  the  comparatively  few  cases  of  dishonest  man- 
agement. Here  are  some  of  the  unreasonable  burdens  imposed  on 
the  carriers : 

{a)  Arizona  has  limited  the  length  of  freight  trains,  and  a  bill 
has  just  been  introduced  in  the  Legislature  of  Xew  York  to  limit 
the  length  of  freight  trains  and  to  increase  the  number  of  men  on 
switching  locomotives.  Bills  limiting  the  length  of  freight  trains 
have  also  been  introduced  in  the  State  Legislatures  of  Missouri. 
Iowa,  Kansas,  Colorado,  Utah,  Nebraska,  Texas,  and  Oregon,  the 
details  of  all  being  alike  in  principle  and  purpose.  (Eailwav  Age 
Gazette,  Mar.  2,  1917,  p.  370.)  In  the  years  1915  and  1916  7,000 
freight  trains  were  operated  on  Southern  Pacific  lines  in  Texas  and 
Louisiana  consisting  of  50  cars  or  more.  The  number  of  accidents  to 
these  trains  involving  damage  of  $500  or  more  was  three;  one  due 
to  a  loose  wheel,  one  to  a  broken  rail,  and  the  other  to  derailment  of 
locomotive  in  frog,  none  of  them  having  any  relation  whatever  to 
length  of  train. 

{h)  Full  crew,  or  superfluous  crew,  laws,  operative  now  in  21 
States,  the  most  uncalled-for  and  useless  expense  ever  imposed  on 
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the  carriers.     An  investigation  b}^  the  bureau  of  research  of  the 
New  Jersey  State  Chamber  of  Commerce  finds : 

1.  That  97.6  per  cent  of  raih-oad  casualties  have  no  relation  to  the 
size  of  the  train  crew,  and  that  the  remaining'  2.4  per  cent  represent 
the  highest  conceivable  percentage  which  could  be  affected  through 
a  change  in  the  size  of  the  train  crew. 

2.  That  casualties  in  Pennsylvania  have  been  steadily  higher  since 
the  enactment  of  the  hiAv,  and  that  in  so  far  as  it  was  enacted  as  a 
safety  measure  designed  to  reduce  the  whole  number  of  railroad 
casualties,  it  has  been  a  conspicuous  failure. 

3.  That  a  study  of  the  casualty  lists  of  other  States  which  have, 
and  States  which  have  not,  full-crew  laws,  fails  to  show  any  direct 
relation  between  the  laws  and  the  number  of  casualties. 

4.  That  the  estimated  annual  cost  to  the  carriers  in  all  States  that 
have  full-crew  laws  is  $5,000,000.  (This  would  pa}^  interest  on 
$100,000,000.) 

Mr.  Garrett,  who  made  the  investigation  for  the  chamber,  adds 
that  it  was  of  especial  interest  and  significance  to  find  that  55  out 
of  69  of  the  replies  from  engineers  and  31  out  of  66  of  the  replies 
from  conductors,  expressed  "  confidentially "  that  as  individuals 
they  were  not  in  sympathy  with  the  present  New  Jersey  law,  and 
that  all  of  the  only  three  replies  from  organizations  of  railroad 
trainmen  were  in  sympathy  with  the  law.  This,  of  course,  is  easily 
understood,  as  the  purpose  of  the  law  is  to  create  positions  for  rail- 
road trainmen. 

During  the  calendar  years  1915  and  1916  an  inspection  of  the 
accident  record  of  the  Southern  Pacific  lines,  on  which  119,389,438 
locomotive-miles  were  run  (equal  to  circling  the  earth  at  the  Equator 
4,776  times)  shows  that  not  a  single  accident  could  be  attributed  to 
deficient  numbers  in  the  train  crew. 

(c)  Headlight  laws  in  28  States,  to  avoid  risks  of  accident  that 
are  imaginary  or  substantially  nonexistent,  introducing  heavy  ex- 
pense and  sources  of  danger  through  obscuring  signals  and  blind- 
ing engineers  of  opposing  trains.  Inspection  of  the  accident  reports 
of  Southern  Pacific  lines,  covering  the  movement  of  119,389,438 
locomotive-miles  (equal  to  circling  the  earth  at  the  Equator  4,776 
times)  during  the  calendar  years  1915  and  1916,  shows  that  not  a 
single  accident  could  be  attributed  to  improper  illumination  by 
headlights. 

(d)  Laws  in  eight  States  requiring  erection  of  sheds  for  car  re- 
pairs. House  carpenters,  farmers,  and  street  and  dock  laborers  all 
w^ork  in  the  sun  and  consider  it  no  special  hardship. 

In  legislating  against  imaginary  evils  the  sense  of  proportion 
seems  to  be  lost,  and  cures  are  prescribed  when  no  disease  exists. 
Full-crew  bills  were  enacted  to  prevent  accidents  that  had  never 
occurred.  As  heretofore  stated,  the  Chamber  of  Commerce  of  New 
Jersey  has  recently  investigated  this  matter  and  finds  that  the  full- 
crew  bill,  imposing  heavy  burdens  on  the  carriers,  had  no  relation 
whatever  to  97.6  per  cent  of  train  accidents. 

In  April,  1916,  a  congressional  committee  held  hearings  on  a  bill 
to  compel  carriers  to  spend  large  sums  of  money  on  devices  to  elimi- 
nate less  than  3  per  cent  of  train  accidents,  ignoring  the  opportunity 
to  prevent  the  other  97  per  cent.     Simply  forbidding  the  public, 
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under  penalty,  as  is  clone  in  (xreat  Britain,  to  use  the  tracks  as  liig;]!- 
ways  and  requiring  theiu  to  exercise  the  most  ordinary  reasonable 
and  inexpensive  precautions  would  eliminate  over  80  per  cent. 
Other  causes  for  decline  of  railroad  credit  are: 

(e)  Twenty  States  regulate  hours  of  railway  service,  the  varia- 
tions running  from  10  to  16  hours  a  day. 

(/)   Fourteen  States  have  dissimilar  safety-appliance  acts. 

(ff)   Twenty-one  States  in  1907  reduced  railroad  passenger  rates. 

(h)  In  41  States,  1909.  664  new  laws  artecting  railroads  were 
enacted. 

{{)   In  40  States,  in  1911.  new  railroad  laws  totaled  276, 

(j)  In  19  States,  in  191-2.  48  measures  for  further  i-ailroad  control 
became  laws. 

(/t)  In  1913,  out  of  the  impressive  total  of  1,395  proposed  enact- 
ments, 230  were  placed  upon  the  statute  books  of  the  several  States. 

(Z)  Between  1912  and  1915  upward  of  4.000  bills  affecting  rail- 
roads were  introduced  into  Congress  and  our  several  State  legisla- 
tures, of  which  440  have  become  laws. 

{?}})  Nineteen  States  have  legally  asserted  their  right  to  control 
bond  and  stock  issues  of  railroads  operating  within  their  limits, 
and  doubtless  this  number  will  increase. 

(;?.)  In  the  fiscal  year  1914,  166  railroads,  operating  204,610  miles, 
reported  total  expense  of  $28,703,983  in  consequence  of  legislation 
regulating  operation. 

(o)  Other  laws  affecting  operation  and  increasing  expense  re- 
quire 8-wheel  cabooses  instead  of  4-wheel  cabooses,  reduced  hours  of 
service,  days  off  at  company's  expense,  additional  watchmen  at  cross- 
ings, double  track,  safety  appliances,  electric  headlights,  etc. 

(p)  Federal  railroad  laws  up  to  August  5,  1909.  cover  175  royal 
octavo  pages. 

(q)  Eailroad  statutes  in  force  in  Xew  York  to  end  of  1906  make 
up  an  octavo  volume  of  782  pages. 

(r)  Eailroad  statutes  in  force  in  Pennsylvania  to  end  of  1907 
covered  more  than  700  octavo  pages. 

(.s)  At  a  recent  session  of  Congress  upward  of  2,000  railroad  bills 
were  introduced. 

(f)  Two  million  nine  hundred  and  ninety-one  thousand  seven 
hundred  and  seventy-six  reports  of  all  kinds  were  filed  with  Federal, 
State,  and  other  authorities  during  the  year  ended  June  30.  1915. 
The  preparation  of  these  reports  cost  the  carriers  many  millions  of 
dollars. 

(u)  Recently  the  New  York  Central,  which  has  only  a  total  right 
of  way  in  Illinois  of  142  miles,  although  it  operates  6,034  miles  of 
first  track,  Avas  taxed  $600,000  by  the  State  of  Illinois  as  a  condition 
precedent  to  its  approval  of  an  intended  financing. 

{v)  In  1913  the  sale  of  $67,000,000  of  converti])le  bonds  by  the  New 
York,  New  Haven  &  Hartford  was  approved  by  the  States  of  Rhode 
Island  and  Connecticut,  but  failed  because  Massachusetts  did  not 
concur. 

I  realize  that  I  have  enumerated  many  subjects  about  which  from 
the  standpoint  of  different  people  many  may  differ.  Some  ]:)eople 
may  think  all  these  measures  wise  and  some  people  may  think  that 
some  or  all  of  them  are  unwise.    The  point,  hoAvever.  is  not  to  arrive 
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here  at  a  conclusion  either  that  they  are  all  wise  or  that  they  are  ail 
unwise,  but  simpl}^  to  show  that,  as  they  substantially  affect  an  in- 
dustry as  important  as  the  railroad  industry,  which  is  continental  in 
its  extent  and  its  importance,  the  wisdom  or  unwisdom  of  these 
measures  should  not  be  subject  to  be  decided  by  so  many  diverse  and 
perhaps  differing  authorities,  but  by  one  consistent  and  responsible 
regulatino-  body. 

Under  existing-  systems  of  governmental  regulation  the  amount  of 
railroad  revenues  is  largely  determined  by  governmental  regulating 
bodies. 

Under  existing  systems  of  governmental  regulation  the  amount 
of  railrofid  revenue  Avhich  is  generally  fixed  with  respect  to  pros- 
perous years  is  almost  entirely  determined  by  regulation.  The 
railroads  were  unusually  jorosperous  in  the  calendar  year  1016,  not 
because  of  i-ate  increases,  but  because  of  the  very  large  volume  of 
freight  carried.  In  1914,  before  the  European  war  broke  out,  many 
were  on  the  verge  of  bankruptcy  through  small  volume,  from  wdiicli 
sufficient  revenue  did  not  accrue  at  existing  rates  to  properly  main- 
tain credit.  Net  revenue  is  the  product  of  traffic  units  by  that  part 
of  the  rate  remaining  after  deducting  the  cost  of  operation  per 
traffic  unit,  and  of  course  will  be  greatest  when  the  deduction  is 
smallest.  The  cost  of  operation  per  traffic  unit  falls  very  rapidly 
with  increase  of  volume  as  interest,  taxes,  and  many  items  of  operat- 
ing expenses  are  not  raised  by  quite  -large  additions  of  traffic  units. 
It  follows,  therefore,  that,  although  that  part  of  the  rate  per  unit 
retained  as  net  may  be  small,  the  number  of  units  may  increase  to 
such  an  extent  that  the  product  or  net  revenue  may  be  very  large 
and  satisfactory.  The  average  rate  received  for  1  ton-mile  in 
1915  was  7.3  mills,  of  wdiich  one-third,  or  2.4  mills,  was  net.  Eight 
tons  of  freight — that  is,  80  barrels  of  flour,  285  bushels  of  grain, 
5,000  feet  of  dressed  lumber — must  be  carried  1  mile  to  enable  the 
carrier  to  buy  a  2-cent  postage  stamp.  Regulation,  originally  in- 
tended to  stop  rebating  and  discrimination  and  to  insure  reason- 
ableness of  rates,  has  been  nTade  to  cover  total  revenue,  and  at  the 
present  day  the  conduct  of  a  large  valume  of  business  on  the  low  est 
freight  rates  and  highest  wages  in  the  world,  in  an  unusually  effi- 
cient manner,  ])roducing  large  returns,  marks  the  carrier  as  an 
object  of  suspicion  and  attack,  the  excessive  earnings  in  some  way 
being  considered  reprehensible.. 

Power  of  the  railroads  to  control  their  expenses,  substantially 
affected  by  forces  beyond  their  control,  such  as  labor  unions,  the  acts 
of  legislatures,  the  demands  of  regulating  authorities  for  facilities 
and  service,  etc. 

The  railroads  have  very  little  control  over  their  expenses  at  the 
present  time.  Headlight  bills,  superfluous  crew  bills,  laws  pre- 
scribing hours  of  labor  for  employees,  including  eight-hour  law 
now  in  the  Supreme  Court — this  was  written  about  two  wrecks  ago — 
orders  of  commissions  to  construct  needless  and  ornamental  sta- 
tions for  political  and  monumental  purposes,  deafness  of  commis- 
sions to  the  pleas  of  managements  to  be  allowed  to  use  their  own 
judgment  in  allotting  capital  for  such  vital  purposes  as  ballasting 
heavier  rail,  substitution  of  judgment  of  commissions  for  that  of 
the  owners  in  questions  of  management,  proneness  of  legislatures 
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to  grant  unreasonable  cleniands  of  organized  labor  and  unwilling- 
ness to  do  anything  for  the  protection  of  the  interests  of  the  share- 
holders are  some  of  the  reasons  why  the  control  of  expenses,  and  to  a 
considerable  extent  the  management  of  the  railroads,  have  been 
taken  out  of  the  hands  of  their  owners. 

With  this  restraint  upon  the  control  of  both  their  income  and  their 
expenses,  forces  are  in  operation  which,  unless  controlled  and  safe- 
guarded, menace  the  stability  of  the  existing  system  of  maintaining 
transportation  facilities. 

AVith  the  restraints  upon  control  of  income  and  expenses  which  are 
enumerated  above,  forces  are  in  operation  which,  unless  controlled, 
safeguarded,  and  checked,  menace  the  stability  of  the  existing  sys- 
tem of  railroad  transportation  facilities. 

Principles  must  be  introduced  into  systems  of  regulation  which 
will  reasonably  assure  proper  income  and  reasonably  protect  rail- 
roads against  the  unjust  exactions  of  labor  and  excessive  demands  in 
regard  to  conveniences  and  facilities  in  order  to  meet  this  situation 
and  to  create  conditions  that  w^ill  attract  investors. 

There  is  no  way  of  meeting  this  situation  unless  the  interests  of 
the  shareholders  and  bondholders  of  railroads  are  reasonably  pro- 
tected, not  only  against  arbitrary  and  unreasonable  exactions  of  or- 
ganized labor  but  by  being  relieved  of  unnecessary  and  unjustifiable 
expenses.  Under  constructive  and  intelligent  regulation  there  is 
no  reason  why  investors  should  -pay  $160  per  share  for  national  bank 
stocks  paying  6  per  cent  dividends,  or  52  per  cent  more  than  $105 
per  share  for  the  shares  of  honestly  managed  railroads  with  large 
volumes  of  traffic  and  paying  the  same  dividends.  Eight  per  cent 
national-bank  stocks  command  $225,  or  63  per  cent  per  share  more 
than  shares  of  the  Union  Pacific,  the  only  railroad  in  the  United 
States  that  I  know  of  paying  8  per  cent,  whose  shares  command  only 
$138  each. 

Present  sj^stems  of  regulation  do  not  contain  adequate  safeguards 
in  respect  to  these  matters. 

The  present  systems  of  regulation  f^r  railroads  pay  very  little 
attention  to  the  interests  of  the  shareholders  and  bondholders,  afford 
no  protection  against  the  exactions  of  labor,  and,  in  assuming  many 
functions  of  management,  subvert  discipline  and  leave  to  the  officers 
and  directors  little  control  and  responsibility  for  tho  results  of 
operation. 

The  present  market  for  railroad  securities  is  narrowed  by  the  fol- 
lowing causes: 

(a)  The  European  w^ar  has  unquestionably  narrowed  the  market 
for  railroad  securities.  Mr.  Loree's  very  interesting  investigation 
of  the  effect  of  the  European  w^ar  on  American  securities  shows  that 
on  January  31,  1915,  American  securities  of  a  par  value  of  $2,704:,- 
000,000  were  held  abroad.  On  July  31,  1916,  or  19  months  there- 
after, only  $1,415,000,000  of  American  securities  were  held  abroad, 
showing  that  between  the  two  dates  some  $1,300,000,000  of  securities 
were  returned  to  this  country.  As  there  is  evidence  that  securities 
are  still  being  returned,  and  as  Europe  will  probably  be  a  borrower 
after  the  close  of  the  war,  it  seems  reasonable  to  ex2:)ect  that  the 
market  for  American  railway  securities  will  then  be  very  much  more 
narrowed. 
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(h)  The  exhaustion  of  iiiulorlying  liens  and  the  necessity  of  ob- 
tninino-  new  money  throufi-h  infcn-ior  liens  or  without  security  is 
un(l()ul)tedl,v  a  cause. 

{(■)  Financing  laroely  through  bond  and  note  issues  involving 
fixed  cliarges,  as  has  been  done  in  late  years  by  the  railroads,  is. 
inidoubtedly  a  deterring  cause. 

{(/)  Other  classes  of  securities  are  unquestionably  more  attractive; 
as  is  evidence(l  bv  the  fact  that  the  public  is  paying  about  $!()()  and 
$22o,  respectively,  per  share  for  national  bank  stocks  yielding  G  per 
cent  and  8  per  cent  dividends,  while  they  are  willing  to  pay  but  $105 
and  $188,  respectively,  for  railroad  shares  paying  the  same  dividends. 
(Chart  Xo.  10.)  The  returns  from  shares  of  manufacturing  cor})o- 
rations  are  much  less  all'ected  bv  regulation  and  are  more  attractive 
to  the  public.     (See  Chart  Xo.  10,  p.  898.) 

I  liave  made  some  extra  copies,  Mr.  Chairman,  of  tlie  charts  at- 
tached to  these  notes.  I  think  I  have  six  or  eight  separate  copies 
which  shoAv,  in  graphic  form,  the  returns  from  national  banks,  rail- 
w^ays,  and  a  number  of  industries  which  I  will  pass  to  you  as  of 
possible  interest. 

Mr.  Sims.  This  Avill  be  a  part  of  your  hearing — that  is,  printed 
with  your  hearing, 

JVIr.  Kruttsciixitt.  Yes;  those  are  duplicates  of  charts  attached  to- 
the  hearing. 

Mr.  Sims.  Just  give  one  to  each  member  of  the  committee  presents 

Mr.  Kruttschnitt.  (e)  The  arrogant  attitude  of  labor,  opposing- 
arbitration  in  any  form,  unquestionably  atFects  the  attractiveness  of 
railroad  securities.  Public  acts  of  the  Sixty-third  Congress,  first 
session,  covering  sundry  civil  expenses  for  the  fiscal  year  ending 
June  30,  1914,  provides  that  no  part  of  the  money  shall  be  spent  in 
the  prosecution  of  any  organization  or  individual  for  entering  into 
any  combination  or  agreement  having  in  view  the  increasing  of 
wages,  shortening  of  hours,  or  bettering  conditions  of  labor,  or  for 
am'  act  done  in  furtherance  thereof  not  in  itself  unlawful ;  and  for- 
bids the  expenditure  of  any  part  of  this  appropriation  for  the 
prosecution  of  producers  of  farm  products  and  associations  of  farm- 
ers who  cooperate  and  organize  in  an  effort  to  and  for  the  purpose- 
to  obtain  and  maintain  a  fair  and  reasonable  price  for  their  products. 
Appropriations  for  sundry  civil  expenses  for  A'^ear  ending  June  30, 

1915,  and  for  sundry  civil  expenses  for  fiscal  year  ending  June  30^ 

1916,  contain  same  proviso. 

The  Clayton  Antitrust  Act,  after  forbidding  corporations  doing 
almost  everything  imaginable,  specifies  that  antitrust  laws  are  not 
to  forbid  the  existence  and  operation  of  labor,  agricultural  and  hor- 
ticultural organizations,  and  such  organizations  are  not  to  be  held 
illegal  combinations  or  conspiracies  in  restraint  of  trade. 

At  the  time  of  the  threat  of  the  four  brotherhoods  to  strike,  in 
August,  1916,  the  President  and  Members  of  Congress  were  very  in- 
sistent that  as  soon  as  possible  after  passing  the  Adamson  eight-hour 
laws,  laws  recognizing  the  public  interest  in  contentions  between 
labor  and  the  carriers  should  be  framed,  adequately  protecting  the- 
interest  of  the  public.  From  every  bill  that  has  been  introduced  in 
Congress,  obligations  or  restrictions  of  any  description  bearing  on 
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labor  have  been  promptly  removed  on  the  protest  of  labor  leaders. 
The  interests  of  the  public  seem  to  be  substantially  ignored.  It  is 
proposed  by  some  to  seize  the  property  of  the  carriers  in  case  dis- 
satislied  employees  block  operations,  and  that  they'  be  operated  by 
the  (lovernment  pending  settlement  of  disputes. 

(/')  Inability  of  railroads  to  promptly  increase  their  revenues  to 
meet  their  needs. 

The  Interstate  Connnerce  Commission  is  manifestly  overburdened, 
and  the  promptness  Avith  which  it  can  pass  on  questions  submitted 
to  it  will  be  art'ected  by  the  proposed  increase  in  membership.  It  is 
now  authorized  to  suspend  proposed  taritt's  for  a  period  of  120  days, 
and  if  a  hearing  can  not  be  concluded  Avithin  that  delay,  to  extend  the 
suspension  for  a  further  period  not  exceeding  six  months.  Under 
this  practice,  if  the  increased  rate  should  eventually  be  approved,  the 
carriers  are  deprived  of  the  revenue  that  should  accrue  to  them  dur- 
ing a  period  of  at  least  4  and  frequently  10  months. 

The  length  of  time  consumed  in  the  investigation  of  advanced  rates 
proposed  b}-  the  eastern  trunk  lines,  many  of  which  were  finally  au- 
thorized, is  in  the  memoiy  of  all  of  us.  If  the  lines  were  entitled  to 
these  increases  at  all,  they  should  have  enjoyed  their  benefits  from 
the  date  on  which  their  tariffs  were  originally  filed. 

In  its  last  annual  report  the  commission  recommends  a  lengthening 
of  the  period  of  susj^ension,  but  it  is  hard  to  see  how  the  public 
would  suffer  through  the  modification  of  the  suspension  power  sug- 
gested by  the  carriers,  because,  first,  it  would  relieve  the  members  of 
the  commission  of  the  responsibility  of  authorizing  increases  in  rates, 
which  they  are  reluctant  to  assume;  and  by  requiring  the  railroads 
to  assume  the  initiative  it  would  leave  the  commission  unprejudiced 
in  future  hearings  upon  complaints.  Second,  the  power  of  the  com- 
mission to  grant  reparation  would  assure  merchants  of  the  benefit  of 
the  lower  rates  previously  in  effect,  whenever  the  commission,  on 
complaint,  should  find  the  increases  to  be  unreasonable  and  should 
order  the  restoration  of  the  former  rates.  Third,  it  is  a  simple  meas- 
ure of  justice  to  the  carriers  to  give  them  immediate  benefit  of  the 
revenue  accruing  from  advanced  rates  to  which  they  are  entitled,  in- 
asmuch as  the  rights  of  the  public  are  fully  protected  by  the  power 
of  the  commission  to  grant  reparation. 

Here  is  an  instance  in  which  the  carriers  sustained  heavy  losses 
through  the  delay  incident  to  overloading  the  commission  with  work : 

The  opening  of  the  Panama  Canal  in  August,  1914,  was  anticipated 
by  the  quotation  of  rates  by  the  steamship  lines  which  contemplated 
service  through  the  canal.  This  enabled  the  transcontinental  car- 
riers to  determine  what  the  competition  would  be,  and  their  original 
application  for  authority  to  make  necessary  rates  on  a  number  of 
heav}'  sea-going  commodities  to  meet  the  quotations  on  the  canal 
lines  was  filed  with  the  commission  on  July  9,  1914.  A  final  au- 
thority undei'  which  the  carriers  felt  warranted  in  proceeding  was 
not  received  from  the  commission  until  May  17,  1915,  after  which 
the  publication  of  tariffs  and  legal  requirement  of  30  days'  notice 
postponed  the  effectiveness  of  the  reduced  rates  until  July  15,  1915, 
so  that  for  11  months  after  the  opening  of  the  canal  the  transconti- 
nental lines  were  powerless  to  i^rotect  themselves  against  the  diver- 
sion of  an  enormous  volume  of  business. 
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Likewise,  application  for  authority  to  make  reduced  eastbound 
rates  via  Sunset  Eoute  on  certain  heavy  sea-going  commodities  was 
filed  December  29,  1914,  but  under  the  machinery  of  the  laAv  could 
not  be  made  effective  until  July  25,  1916,  which  subjected  us  to  the 
diversion  of  the  business  for  a  period  of  more  than  six  months. 

B}^  the  dela}'  incident  to  the  granting  of  these  applications  and 
some  others  of  Cesser  importance  the  transcontinental  lines  were 
deprived  of  the  opportunity  to  compete  against  the  steamships  for 
traffic,  which  was  taken  by  the  sea  routes,  upon  which  the  aggregate 
revenue  on  the  basis  of  the  rates  finallv  authorized  is  conservatively 
estimated  as  at  least  $6,000,000. 

This  is  not  intended  as  a  criticism  of  the  Interstate  Connnerce 
Commission  which,  it  must  be  said,  cooperated  with  the  public  and 
the  carriers  in  solving  a  very  complicated  problem,  but  it  is  a  forcible 
illustration  of  the  costly  burdens  upon  the  carriers  of  existing  regu- 
lation. 

The  leading  editorial  in  the  Wall  Street  Journal  of  February  26, 
1917,  comments  on  the  necessity  of  enlarging  the  Interstate  Com- 
merce Commission  thus : 

How  iiuich  the  ctuintry  is  in  need  of  an  enbiriied  and  reorganized  Interstate 
Commerce  Commission  is  illnstrated  in  its  recent  handling  of  certain  emer- 
gency measures  proposed  by  the  railroads.  Eastern  trunk  lines'  attempted  to  re- 
duce the  "  free  time  '"  on  domestic  fi-eight  held  at  New  .Tersey  for  final  delivery 
in  New  York,  Brooklyn,  and  elsewhere  on  New  York  Harbor.  The  commission 
suspended  this  reduction  until  June  15,  as  it  did  a  new  tarilT  increasing  the 
charges  for  storage  on  freight  for  both  export  and  domestic  delivery  held 
beyond  the  free  time  in  carriers'  wai-ehouses  at  New  York  Harbor  points. 

Neither  of  these  was  a  revenue  measure.  Both  were  primarily  designed  to 
spur  consignees  of  freight  to  move  it  quickly  off  railroad  premises  and  so 
facilitate  the  unloading  of  other  cars  and  the  efforts  of  the  carriers  to  relieve 
the  great  evils  of  congestion.  Both  measures  would  have  done  a  great  deal  to 
restrict  whatever  speculation  in  foodstuffs  is  going  on  and  would  almost 
certainly  have  exercised  some  restraint  upon  recent  advances  in  food  prices 
in  New  York.  But  the  commission  must  allow  itself  four  months  in  which  to 
reach  these  cases  and  deliberate  upon  them. 

Another  recent  case  of  a  different  sort  concerns  the  efforts  of  the  carriers  to 
Increase  their  revenues  by  raising  rates  which  ai*e  out  of  line  with  the  general 
rate  structure.  A  year  ago  the  eastern  railroads  served  notice  upon  steel  manu- 
facturers of  their  intention  to  cancel  on  August  1  the  export  rates  upon  steel 
products  and  again  subject  them  to  full  domestic  rates.  The  steel  men  did 
not  seriously  ob.iect,  but  asked  that  the  change  be  deferred  imtil  January  1. 
October  1  was  then  fixed  as  a  compromise  date. 

The  commission  held  hearings,  after  wliich  it  susjiended  the  effectiveness  of 
the  new  rates  until  January  29,  or  for  nearly  a  month  longer  than  the  steel 
makers  bad  asked  their  iiostponement,  and  later  made  a  further  postponement 
imtil  July  29.  the  limit  allowed  by  law.  Fortunately  the  commission  was  able 
to  reach  a  decision  a  few  days  ago,  under  whicli  the  railroads  were  able  to  make 
the  change  effective  February  24.  But  for  at  least  five  months  the  railroads 
Avere  prevented  from  relieving  tliemselves  of  special  low  rates  upon  an  important 
volume  of  traffic  for  which  the  commission  itself  fcnind  that  all  justification 
liad  long  since  disappeared. 

When  in  July,  1914.  the  commission  refused  the  trunk-line  railroads  any  ad- 
vances in  rates,  although  adndtting  that  their  revenues  were  less  than  the 
])ul)Iic  interest  demanded,  it  adopted  as  the  substantial  ground  of  its  refusal 
'Mv.  Brandeis's  reconnuendation.s  that  the  carriers  seek  other  means  of  supple- 
menting theii'  income.  Among  the  means  specified  were  the  abolition  of  free 
storage  of  freight  and  the  adjustment  of  specific  conunodity  rates  found  by  him 
to  be  unreasonably  low.  Practically  the  only  one  of  the  steps  then  so  highly 
recomended  that  the  commission  has  not  delayed  or  prevented  was  an  increase 
in  interstate  passenger  fares.  The  I'evenue  results  of  this  one  do  not  begin 
to  cover  the  increases  in  cost  of  labor  and  materials  that  have  taken  place  since 
3914. 
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{(/)  The  exigencies  of  politics  unquestionably  affect  the  attitudes 
of  commissions.  In  States  where  the  commissions  arc  elected  it  is 
noticed  that  orders  for  new  stations  are  jjenerally  received  about  the 
time  of  elections.  In  one  case  where  there  was  no  complaint  what- 
ever about  a  station  the  (question  of  a  new  one  was  raised  by  a  member 
of  the  railroad  connnission  who  visited  the  town  shortly  before  elec- 
tion, conferred  with  the  citizens,  and  suggested  the  necessity  of  a  new 
station,  shortly  after  which  the  order  was  issued  to  build  one.  From 
time  to  time  State  commissions  boast  in  their  annual  reports  of  the 
amount  they  have  taken  from  railroad  revenues  by  reducing  rates  and 
the  benefits  accruing  therefrom  to  the  public.  These  sums  subtracted 
from  railroad  revenues  impose  very  severe  burdens  on  the  carriers, 
while  the  reduction  in  rates  often  does  not  reach  the  consumer,  and  in 
most  instances  bears  an  insignificant  and  almost  unappreciated  \)V0- 
portion  to  the  cost  of  the  commodity.  Chart  No.  lO-*/,  page  902, 
shows  how  slightly  the  retail  prices  of  commodities  are  affected  by 
freight  rates  for  tlie  years  1910-1017,  thus: 

Dressed  beef,  1.68  per  cent,  or  one-half  cent  per  pound,  Chicago  to 
NeAv  York. 

Ham  and  bacon,  ninety-four  one-hundredths  of  1  per  cent,  or  3 
mills  per  pound,  Chicago  to  New  York. 

Flour,  one-fourth  barrel,  4.69  per  cent,  or  17  cents,  Minneapolis  to 
New  York. 

Underwear,  suit,  one-tenth  of  1  per  cent,  or  3  mills,  Boston  to 
New  York. 

Underwear,  suit,  two  hundred  and  sixtj^-nine  one-thousandths  of  1 
per  cent,  or  7  mills,  Boston  to  Chicago. 

Shoes,  pair,  seventy-eight  one  thousandths  of  1  per  cent,  or  5  mills, 
Boston  to  New  York. 

Shoes,  pair,  two  hundred  and  nineteen  one-thousandths  of  1  per 
cent,  or  1 J  cents,  Boston  to  Chicago. 

Men's  suits,  one  hundred  and  thirty-eight  one-thousandths  of  1  per 
<'ent,  or  4^  cents,  Boston  to  Chicago. 

{h)  Chart  No.  lOh-1,  page  903 — this  is  a  most  impressive  one,  Mr. 
Chairman — shows  the  rise  of  115  per  cent  in  commodity  prices  be- 
tween 1895  and  1917.  and  the  resulting  fall  in  the  purchasing  power 
of  the  dollar  from  100  to  45,  or  55  per  cent.  The  rise  in  the  price  of 
commodities  is  of  no  great  consequence  to  those  whose  income  is  de- 
rived from  the  sale  of  commodities,  for  Avith  them  both  income  and 
outgo  are  proportional  to  prices,  but  the  hardship  is  greatest  on  those, 
the  selling  price  of  wdiose  commodities  is  regulated  by  law.  The  rail- 
roads are  in  this  position,  which  is  equivalent  to  being  compelled  by 
law  to  accept  payment  for  their  services  from  the  public  in  debased 
currency,  worth  only  45  cents  on  the  dollar. 

You  will  observe  that  the  fall  in  the  purchasing  price  of  a  dollar 
there,  which  is  what  is  received  by  the  railroads  from  the  public,  is 
only  45  cents.    It  shows  a  fall  of  55  per  cent  from  the  basing  point. 

Mr.  EscH.  I  suppose  that  the  very  rapid  divergence  from  the  mid- 
dle of  February,  1915,  to  February,  1917,  is  largely  due  to  the  war 
conditions  ? 

Mr.  Krui'tschnitt.  Between  w^hat  points? 

Mr.  EscH.  The  middle  of  1915  to  February,  1917. 
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Chart  no.  /o. 
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Chart  Ho.ich-t 
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Mr.  Kruttschnitt.  Of  course  that  rapid  jump  upward  and  fall 
in  tlie  purchasing-  power  of  a  dollar  were  unquestionably  due  to  war 
conditions. 

Chart  Xo.  lOh-2,  page  905,  shows  in  full  lines  (A)  passenger  and 
freight  rates.  1895-1915,  and  in  dotted  lines  (B)  what  the  rates 
would  have  been  had  they  risen  Avitli  prices. 

Actual  passenger  mile  rate,  1915,  1.985  cents;  rates  increased  in 
proportion  to  connnodity  prices,  2.956  cents,  or  50  per  cent  more; 
actual  freight  rate,  1915,  0.732  cents ;  rates  increased  in  proportion  to 
connnodity  prices,  1.216  cents,  or  66  per  cent  more. 

These  differences  represent  savings  to  the  public  in  the  one  year, 
1915.  alone  of  $814,000,000  on  passenger  and  $1,340,000,000  on  freight 
traffic,  a  total  of  $1,654,000,000. 

Chart  No.  lOh-3,  page  906,  shows  comparative  prices  paid  by 
Southern  Pacific  Co.  for  five  material  items  in  1897,  1908,  and  1917, 
and  that  betAveen  the  earliest  and  latest  dates  the  price  of  bridge 
timber  has  risen  75  per  cent. 

Those  figures  apply  to  our  own  company  onh^  I  was  unable  to 
get  them  for  the  other  companies  of  the  country,  but  our  company  is 
typical  of  the  whole  country  : 

Cross  ties,  125  per  cent;  steel  rails,  113  per  cent;  bar  iron,  201 
per  cent;  car-journal  bearings,  161  per  cent;  while  the  average 
freight  rate  has  fallen  13  per  .cent. 

Mr.  EscH.  What  do  you  mean  by  "car-journal  bearings"'?     Are 

those  journal 

Mr.  Kruttschnitt.  Those  are  journal  bearings. 
The  next  chart.  Chart  No.  lOh-4,  page  907,  shows  the  effect  of  all 
causes,  rises  in  ])rices  of  all  counnodities  used  on  railways,  and  rises 
in  prices  of  labor  as  well  as  fall  in  its  efficiency,  superfluous-crew 
laws,  cost  of  valuation,  hours  of  labor,  on  the  cost  of  producing 
train-mile  units,  1895-1915. 

Senator  Towxsend.  What  do  you  mean  by  "  lessening  the  effi- 
ciency of  labor"'? 

Mr.  Kkuttschxitt.  It  is  a  universal  complaint  that  labor,  at  the 
present  time,  per  hour  or  per  any  other  unit  of  time,  is  far  less  effi- 
cient than  it  Avas  a  few  years  ago;  that  their  minds  do  not  seem  to 
be  on  theii"  work,  and  we  do  not  get  the  product  out  of  them  that 
we  formerly  did. 

Mr.  Hamilton.  How  do  you  explain  that  ? 

Mr.  Kruttschnitt.  Want  of  interest,  want  of  loyalty  to  their 
employers — — 

Senator  Tow>'send.  Well,  now,  that  states  what  you  believe  to  be 
the  fact,  what  you  say  you  know  to  h?  a  fact.  What  is  the  psy- 
chology of  it?    How  do  you  explain  that,  following  up  the  facts? 

Mr.  Kruttschnitt.  That  labor  no  longer  looks  to  the  carrier,  to 
its  employer,  as  in  charge  of  its  wages  and  destiny,  but  looks  else- 
where: it  looks  to  the  State  legislatures  and  to  Washington.  Their 
discipline  has  practically  gone — all  discipline,  for  instance,  in  train 
service.  It  is  almost  impossible  to  maintain  any,  because  any  super- 
intendent Avho  disciplines  a  member  of  the  four  brotherhoods  has 
to  stand  trial  for  it.  He  is  met  by  a  grievance  committee,  who  use 
every  possible  argument — intimidation  and  argument — to  have  him 
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Chart  Ho  /0A4 


Railways    of  united  states 
earnings  and  operating   expenses  per  train  mile 
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remit  the  penalty.  If  they  can  not  get  it  from  him,  they  go  to  thet 
general  superintendent,  and  if  they  can  not  get  it  from  him,  to  the 
general  manager,  and  by  threats  of  a  strike  and  tying  up  the  railroad 
they  get  conceded  Avhat  they  want. 

I  will  illustrate  that.  I  can  not  be  very  accurate  as  to  the  date,, 
but  my  impression  is  about  three  years  ago,  when  the  situation  with 
respect  to  Mexico  and  the  border  got  acute,  our  officers  on  our  lines 
in  Louisiana  and  Texas  had  been  in  conference  with  grievance  com- 
mittees of  the  conductor,  brakemen,  switchmen,  and  firemen  for 
six  months  over  some  76  cases  of  discipline  that  had  been  admin- 
istered, against  which  they  fought.  The  cases  were  so  clear  that  the 
officers  declined  to  remit  the  penalties.  I  think  arbitration  was 
offered  and  refused,  and  the  men  threatened  to  strike  and  did  strike. 
After  the  strike  had  been  on  a  day  or  two  I  received  a  communica- 
tion from  the  head  of  the  mediation  board,  suggesting  or  offering  his 
services.  I  agreed.  I  told  him  I  was  perfectly  willing,  but  I  under- 
stood the  men  were  not.  He  finally  telephoned  me  a  proposal  that 
the  men  be  all  reinstated  on  their  agreement  to  take  up  again  for 
arbitration,  if  necessary,  the  settlement  of  these  76  cases.  We  told 
him  that  under  the  recommendations  of  his  board  and  the  plea  that 
he  made,  that  the  use  of  our  line  was  necessar}^  for  conveying  sup- 
plies and  troops  to  the  Mexican  border ;  that  we  would  sink  our  con- 
tentions and  accept  the  proposition  as  it  came  from  the  men  and 
which  he  and  his  board  were  submitting. 

So  these  questions  were  submitted  again  to  a  board  after  this  strike 
and  under  whatever  persuasion  had  been  exercised  by  the  Federal 
Mediation  Board.  Out  of  the  76  cases  61  cases  were  at  once  dropped 
and  withdrawn,  as  the  charges  were  incorrectly  made.  In  other 
words,  the  men  abandoned  them.  About  eight  cases — seven  or  eight 
cases — were  decided  in  favor  of  the  men  and  the  remaining  cases 
Avere  turned  over  to  arbitration.  Now,  that  represented  the  penalties, 
perhaps,  of  certainly  not  more  than  one  year  on  that  system  of  lines, 
and  the  officers  were  kept  at  work  for  over  six  months  arguing  with 
the  men  why  these  penalties  should  stand  and  why  they  had  been 
incurred  and  why  they  were  necessary  for  the  purpose  of  discipline; 
and  then  followed  the  strike,  mediation,  another  conference  with  the 
officers,  the  dropping  or  withdrawal  of  very  nearly  all  of  the  com- 
plaints, and  arbitration  of  a  few,  and  yielding  to  the  men  in  a  very 
few.    Xow,  that  is  a  typical  case. 

Mr.  Thom.  You  said  that  seven  or  eight  cases  were  decided  in 
f  aA'or  of  the  men  ?  You  mean  by  the  officers  on  the  rehearing,  and  not 
by  arbitration? 

Mr.  Kruttschnitt.  Yes ;  they  yielded.  In  other  words,  they  with- 
drew the  penalties.  That  is  a  typical  case  on  our  system.  We  have 
two  grand  divisions  on  our  system.  A  large  part  of  the  time  of  the' 
officers  is  taken  up  every  year  with  simply  argument  with  grievance 
committees. 

Mr.  Haimiltox.  I  assume  before  you  finish  you  will  devote  part  of 
your  statement  to  remedies,  such  remedies  as  you  propose.  Am  I 
right  about  that? 

Mr.  Kruttschnitt.  Yes;  this  matter  in  former  years  gave  me  a 
great  deal  of  trouble  personally  when  I  had  direct  charge  of  opera- 
tions and  I  have  given  it  a  great  deal  of  thought  and  have  written  a. 
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niiinbor  of  nicinoranda  in  the  past  four  or  five  years  which  I  have 
brcuiilit  HI)  to  date,  and  with  your  permission  I  will  submit  them 
later  on. 

]\rr.  DoKEMis.  In  your  Chart  lOh-3  you  show  the  comparative 
prices  i>aid  for  materials  in  1897,  1908,  and  1917.  AVhy  did  you 
select  the  vears  1897  and  1908  for  the  purpose  of  comparison  Avith 
1917? 

Mr.  Kkuttsciinitt.  Because  tliis  chart  for  the  years  1897  and  1908 
had  been  prepared  to  give  testimony  in — I  think  it  was  the  Union 
Pacific  and  Southern  Pacific  merger  suit — and  the  same  chart  was 
taken.  Avith  the  year  1917  added. 

]Mr.  DoKEMUs,'  The  periods  1897  and  1907  were  periods  of  depres- 
sion, were  they  not?  I  was  wondering  whether  in  your  judgment 
that  would  be  a  fair  sort  of  comparison.  Of  course,  1897  was  a  year 
of  abnormally  low  prices;  1917  was  a  year  of  abnormally  high  prices. 

Mr.  Hamilton.  As  to  1897,  1  fancy  that  might  be  regarded  as  a 
year  of  emergency  low  prices. 

Mr.  DoKEMus.  I  hardly  think  we  had  recovered  in  1897  from  the 
depression  which  had  existed  prior  to  that  time. 

Mr.  Hamilton.  However,  1907  was  a  very  prosperous  year  for  the 
railroads.  The  panic  struck  the  country  in  the  last  part  of  it,  but  the 
full  effect  was  not  felt  until  1908. 

Mr.  DoREMUs.  The  panic  of  1908 

Mr.  Kruttschnitt.  If  you  will  pardon  me  a  moment  and  will  turn 
to  the  next  chart,  lOh-4,  you  have  the  prices  from  1895  to  1915,  and 
you  can  see  at  a  glance  what  the  trend  of  the  prices  was  for  all  those 
vears.  and  those  prices  were  taken  for  all  the  roads  in  the  United 
States. 

Mr.  DoREMus.  That  is  Xo.  10 

Mr.  Kruttschnitt.  lOh-4.  Taking  the  operating  expenses  on  that 
sheet,  vou  will  see  that  the  operating  expenses  which  reflected  the 
prices  of  materials— that  is  the  dash  line  marked  "  C  "—was  about  at  a 
maximum  in  1907  and  continued  about  the  same  in  1908  and  fell 
slightly  in  1909.  and  thereafter  shows  an  almost  uniform  increase. 

Mr.  "Kruttschxitt.  This  chart,  Mr.  Chairman,  that  Mr.  Doremui* 
called  attention  to,  may  be  ignored,  if  you  choose,  and  pass  over  to 
the  next  chart,  lOh— t,"  and  you  will  see  the  line  C,  indicating  the 
opei-ating  expenses  of  the  railroads  per  track-mile,  showing  an  almost 
uniform 'increase  from  1894  to  1915,  with  a  few  gentle  undulations 
in  it,  and  one  of  the  things  that  appeals  to  me  in  the  use  of  charts 
is  that  you  take  them  and  draw  j^our  own  conclusions  from  them. 

Mr.  Sims.  Whatever  the  causes  may  be  ? 

Mr.  Kruttschnitt.  Yes.     That  is  the  upper  chart  in  front  of  you. 

Senator  Townsend.  Chart  No.  lOh-4  is  brought  down  to  1915,  is 
it  not? 

Mr.  Kruttschnitt.  One  shows  the  statistics  for  our  own  road, 
Avhich  I  can  get  up  to  date,  and  the  other  is  based  on  the  statistics 
of  the  raihvays  of  the  United  States  published  by  the  Interstate  Com- 
merce Comm"ission,  the  latest  date  of  which  we  can  get  is  1915. 

This  chart,  lOh-4.  shows  the  combined  effect  of  all  causes— rises  in 
prices  of  all  commodities  used  on  railways  and  rises  in  prices  of 
labor  as  well  as  fall  in  its  efficiency,  superfluous  crew  laws,  costs  of 
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valuation,  lioiirs  of  labor — on  the  cost  of  producing  train-mile  units, 
1895—1915. 

Cost  per  train-mile,  1S95,  92  cents;  cost  per  train-mile,  1915,  178 
cents ;  a  rise  of  93  per  cent. 

Universal  bankruptcy  was  avoided  by  the  carriers  only  by  heavy 
capital  expenditures  to  flatten  grades, 'eliminate  curvature,  and  to 
purchase  heavier  locomotives  and  cars,  all  incurred  for  the  pur- 
pose of  increasing  efficiency  in  train  movement  by  hauling  more 
tons  per  locomotive,  which  increased  between  1895  and  1915  from 
190  to  472  tons,  or  118  per  cent,  and  this,  the  only  avenue  of  escape 
froin  financial  ruin  other  than  substantial  raises  in  rates,  heretofore 
denied  to  the  carriers,  labor  seeks  to  close  by  train-limit  laws. 

Costs  per  ton-mile  in  1895  and  1915  can  be  computed  from  data 
on  Chart  lOh-4  by  dividing  the  train  cost  by  tons  per  train,  and 
earnings  per  ton-mile  are  given  on  Chart  lOh-2,  thus: 


Freight 
rate. 

Cost  per 
ton-mile. 

Net  per 
ton-mile. 

1S95 

8.4 
7.3 

4.8 
3.8 

3.6 
3.5 

1915 

An  accomplishment  highly  creditable  to  American  railway  man- 
agement in  maintaining  net  earnings  per  ton-mile  in  face  of  rising 
costs  and  falling  rates. 

This  chart,  10-i,  page  911,  was  intended  to  show  the  rise  of  taxes 
per  unit  of  railroad — that  is,  per  mile.  I  did  not  chart  the  aggre^ 
gate,  because  the  aggregate  is  atfected  by  other  miles  of  railroad, 
but  this  shows  the  increase  per  mile  from  the  lower  left-hand  corner 
of  $200  in  1890,  to  the  upper  right-hand  corner  of  about  $575  in 
1914,  and  a  slight  fall  to  a  little  over  $560  in  1915. 

Mr.  Thom.  You  said  $575.     It  is  $570  on  your  chart,  is  it  not? 

Mr.  Keuttschxitt.  No;  it  rises,  yen  will  notice,  above  the  570 
line;  it  is  about  573. 

Mr.  Thom,  Yes;  I  see. 

INIr.  Kruttschnitt.  That  shows  an  increase  in  the  taxes  on  line  1 
of  186  per  cent.  The  actual  payments  on  this  account,  1907  to  1914, 
follow : 

Taxes — Statistical  abstract. 

1907 jj^SO.  000,  000 

190S 84,  GOO,  000 

1909 90,  300,  000 

1910 99.  400,  000 

1911 103,  900,  000 

1912 115,  600,  000 

1913 122, 800,  000 

1914__J 136^  300,  000 

Mr.  EscH.  I  notice  you  have  starred  the  last  three  years — 1913, 
1914,  and  1915 — shoAving  the  data  with  reference  to  those  years  only 
apjily  to^ roads  having  an  annual  operating  revenue  of  about  $100,000. 

Mr.  Khuttsciinitt.  Because  that  is  the  way  they  have  been  pub- 
lished by  the  commission.     We  could  not  get  them  in  any  other  Avay. 

Mr.  EscH.  So  that  in  considering  the  line  from  1890  up  to  19i3 
we  have  to  bear  in  mind  that  that  does  not  include  the  railways  with 
the  annual  operating  revenues? 
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Mr.  Kruttschnitt.  Yes ;  but  I  want  to  say  to  you  that  the  aggre- 
gate earnings  of  all  of  the  railrcads  with  annual  operating  revenues 
below  $100,000  is  so  small  that  it  has  an  inappreciable  effect  on  the 
general  conclusions, 

Mr.  EscH.  They  are  the  little  and  weak  roads? 
*    Mr.   Kruttschnitt,  Yes.     In  other  words,  they  affect  the  totals 
very  little. 

Mr.  EscH.  Yet  beneficial  legislation  might  help  them  more  than 
the  higher  or  better  roads  ? 

Mr.  Kruttschnitt.  That  is  quite  true;  yet  the  making  of  the 
chart  according  to  the  available  data  does  not  exclude  them  from 
whatever  relief  Congress  might  see  fit  to  give  them  that  it  would 
not  give  to  the  larger  roads. 

My  aim  in  charting  these  expenses  and  data  was  to  give  a  picture 
which,  to  my  mind,  is  very  much  more  easily  absorbed  and  under- 
stood than  a  vast  array  of  figures  which  is  necessary  to  produce  one 
of  these  charts.  This  is  a  picture.  Anyone  can  see  it  at  once;  and 
to  determine  the  trend  of  a  sheet  of  figures  requires  a  great  deal 
of  time  ;^,nd  labor,  and  I  might  say  really  personal  work  that  the  man 
studying  the  chart  has  to  give  it.  Because  of  the  mass  of  stuff'  that 
I  have  to  digest  I  have  been  using  this  system  for  20  to  25  years, 
simply  because  I  found  myself  mentally  incompetent  and  without 
the  time  necessary  to  study  the  prodigious  number  of  reports  that 
are  represented  on  one  of  these  sheets. 

Senator  Townsend.  What  do  you  include  in  taxes  there? 

Mr.  Kruttschnitt.  All  State  as  well  as  Federal  taxes.  Every- 
thing in  the  shape  of  taxes,  municipal,  county,  State,  Federal,  and 
income  taxes,  as  long  as  it  has  applied,  as  long  as  it  has  been  in  force. 

Mr.  Esf'H.  The  8  per  cent  tax,  of  course,  was  not  operative  when 
you  finished  the  chart? 

Mr.  Kruttschnitt.  The  new  income  tax? 

Mr.  EscH.  Yes. 

Mr.  Kruttschnitt.  No  ;  we  had  no  returns  from  that  because  the 
calendar  year  1917  is  the  first  year  in  which  the  increased  income 
tax  applied,  and  we  shall  not  know  what  those  taxes  are  until  the 
close  of  our  books  after  the  31st  of  December,  1917. 

Mr.  EtiCH.  You,  of  course,  anticipate  a  sharp  upward  movement 
of  the  curve,  do  you  not  ? 

Mr.  Kruttschnitt.  Unquestionably,  a  very  sharp  upward  move- 
ment. Then  comes  on  another  element,  the  8  per  cent  on  profits  in 
excess  of  8  per  cent.  The  Southern  Pacific  has  a  number  of  outside 
enterprises;  numerous  market  carrier  companies,  not  railroad  com- 
panies at  all.  but  oil  development  companies  and  others  on  which 
no  doubt  it  will  have  to  pay  quite  a  large  tax  under  that  new  tax 
law,  the  8  per  cent  tax  on  the  excess  over  8  per  cent.  So  that  I  am 
afraid,  Mr.  Esch,  that  our  chart  will  not  hold. 

Mr.  EscH,  You  will  not  have  room  enough  on  the  chart? 
.     Mr.  Kruttschnitt.  AVe  shall  have  to  make  another. 

Mr.  Sims.  Do  you  proportion  your  income  tax  per  mile  of  rail- 
road? 

Mr.  Kkuttschhnitt.  No,  sir;  I  did  not  say  that  this  showed  the 
income  tax  per  mile. 

Mr.  Sims.  If  that  be  added  to  it 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  913 

Mr.  Kia  TTsciiMTT.  I  think  vou  luisiinderstood  Mr.  Esclrs  ques- 
tion. He  tislcod  me,  or  rather  ohserved  tliat  of  course  it  could  not 
inchide  the  increased  income  tax,  the  2  per  cent  normal  tax,  and  the 
increases  in  supertaxes  under  the  new  income-tax  laAv.  1  told  him 
of  course  it  did  not,  because  those  taxes  are  not  matured  vet. 

Mr.  Sims.  You  were  discussing  the  chart  showing  the  per  mde 
increase  taxes? 

Mr.  KKITTTSCH^•1TT.  Taxes  per  mile? 

Mr.  TiioM.  But  that  does  include  the  income  tax  of  the  normal, 
of  1  per  cent,  etc.? 

Yv.  IvituTTsciiNrrT.  Yes;  it  includes  everything  that  has  accrued 
up  to  the  end  of  1915.  Nineteen  hundred  and  sixteen  will  no  doubt 
be  larger,  because  the  earnings  in  1916  were  larger,  the  income  tax 
is  based  on  earnings,  and  in  California  the  State  taxes  are  based  on 
earnings,  so  1916  will  be  much  larger  than  1915,  and  1917,  for  the 
reasons  that  the  two  new  sources  of  tax  Avill  not  appear  until  then, 
and  that  year  will  be  still  higher. 

^Iv.  Sims.  But  it  can  only  affect  the  earnings  in  excess  of  8  per 
cent (  . 

Mr.  KiJUTTscHNiTT.  No :  the  exce^^s-eai-nings  tax  will  not  aiiect 

Mr.  Sims.  That  is,  I  mean  this  excess-earnings  tax? 

]Mr.  KRUTTscHNrrT.  Yes:  but  the  income  tax  has  been  largely  in- 
creased. 

:Mr.  Sims.  I  know  that,  having  been  obliged  to  pay  a  little  of  it 
out  of  mv  salary  every  month. 

INIr.  KiiUTTsc'iixiTT.  I  thought  Congressmen  were  exempt? 

;Mr.  Sims.  No;  they  are  part  of  the  burden-bearing  people  of  the 
country. 

Mr.  "Hamilton.  Most  of  them  are  willing  to  pay  the  tax  if  they 
can  draw  the  salary. 

Mr.  EscH.  And  there  are  a  few  bachelors. 

Mr.  KRUTrscHNi'n\  This  diagram.  lOi-1,  page  914,  shows  for  the 
years  1900  and  1915  the  relative  calls , made  on  a  dollar  of  gross 
earninss  for  taxes  and  other  purposes.  In  1915  for  every  11.2  cents 
received  by  the  owners  the  tax  collector  received  4.5  cents.  You  will 
notice  that  operating  expenses  one  year  took  63.4  cents  and  in  the 
later  year  nearly  67  cents  out  of  the  dollar.  Interest  on  funded  debt 
in  the  first  period  was  16.3  cents,  in  the  later  period  15.7  cents,  or, 
if  added  to  the  other  deductions,  it  took  a  slice  out  of  the  dollar,  or 
out  of  the  pie.  if  we  choose  to  consider  this  circle  a  pie— 3.2  cents  in 
1900  and  4.5  cents  in  1915.  leaving  11.2  cents  in  the  latter, 

:Mi-.  Snis.  If  it  keeps  on  as  it  has  been  going,  how  long  before  it 
will  take  the  whole  dollar? 

Mr.  Kruttschxitt.  I  am  afraid  about  February.  1918,  the  slice  of 
the  dollar  left  and  the  net  income  will  perhaps  require  the  services 
of  a  microscope  to  find  it. 

:Mr.  EscH.  Why  in  the  1915  charge  do  you  insert  a  new  element, 
which  is  deductions.  1.8  per  cent? 

:Mr.  Kruttschnitt.  Those  are  copied  simply  from  the  Interstate 
Commerce  Commission's  statistics  on  railroads.  It  is  put  in  simply 
because  they  put  it  in. 

Mr.  EscH.  Probably  due  to  the  requirements  of  section  15? 
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Mr.  Kruttsciimtt.  In  IDOO  I  presume  they  did  not  split  up  the 
interest  on  the  fuiuUnl  ck'bt  into  the  two  items,  and  in  the  hiter  date 
they  (lid. 

In  1900.  after  i)ayin<):  ()i)erating  expenses  and  interest,  there  was 
left  20.4  cents  of  the  railroad  dollar,  of  which  the  tax  collector  took 
3.2  cents,  or  IG  per  cent ;  and  in  1915,  out  of  15.7  cents  left  after  pay- 
ing interest  and  operating  ex^jenses,  the  tax  collector  took  4^  cents, 
or  29  per  cent. 

You  see  at  that  I'ate  it  will  not  take  long  to  take  it  all. 

Mr.  Sims.  In  other  words,  there  will  not  be  any  profit  under  the 
present  regime 't 

Mr.  KR^TTSCII^'1TT.  I  mean  unless  conditions  change. 

Mr.  Sims,  I  mean  if  it  keeps  on  it  is  only  a  matter  of  calculation,- 
a  matter  of  years,  until  it  will  absorb  it  alii; 

Mr.  Kruttschnitt.  Yes;  if  things  go  on  as  they  are  going  on,; 
unchecked,  there  is  no  doubt  about  that. 

Mr.  Sims.  Do  you  not  think  this  kind  of  illumination  is  liable  to* 
reflect  on  railway  credit  very  adversely  ? 

Mr.  Kruttschnitt.  What  illumination? 

Mr.  Sims.  Showing  what  is  going  on  and  what  will  take  place 
without  a  change?  What  do  you  expect  the  effect  will  be  on  value 
of  bonds  and  stocks? 

Mr.  Kruttschnitt.  All  these  things  are  thoroughly  well  known 
now.  I  am  only  presenting  them  to  you  in  a  way  I  thought  would 
make  the  matter  clearer. 

JNIr.  Sims.  I  am  glad  to  have  the  illumination;  but  what  I  am. 
thinking  about  is  what  effect  is  it  going  to  have  on  railway  credits? 

^Nlr.  KRUTTScn>;iTT.  I  have  read  a  good  many  pages  here  to  show 
what  the  effect  will  be  and  what  the  effect  has  been  up  to  date. 

Mr.  Sims.  If  I  had  any  railway  securities,  after  hearing  you  read 
this,  I  would  feel  like  going  out  and  selling  them. 

Mr.  Kruttschxitt.  If  you  had  watched  the  trend  of  things,  if 
you  had  a  railway  security,  I  think  you  might  have  yielded  to  your 
fears  before  this.  There  is  no  secret  about  this.  The  operations  of 
the  railroads  are  given  the  w  idest  publicity ;  the  most  intimate  sta- 
tistics are  filed  right  in  the  office  of  the  Interstate  Commerce  Com- 
mission. Any  citizen  can  go  there  and  see  them  who  has  any  interest 
in  them,  and  an}'  man  who  has  any  railway  securities,  no  doubt,  takes 
interest  enough  to  either  go  there  and  see  the  statistics  or  to  hav& 
some  one  go  there  and  get  him  extracts  of  what  he  wants  to  see. 

Mr.  Sims.  Still,  the  average  market  value  of  stocks  and  bonds  has 
not  declined  in  proportion  to  what  this  would  indicate  if  it  had  its 
normal  effect. 

jVIr.  Kruttsciixitt.  But  what  I  am  saying  here  is  not  revealing 
any  secrets.  It  is  simply  stating  facts  that  exist  to-day.  They  are 
known  thoroughly  well  by  investors,  by  bankers,  brokers,  and  others 
who  make  it  a  business  to  study  operations  of  railways.  So  I  am 
not  revealing  any  secrets;  I  am  simply  calling  attention  to  facts  that 
are  given  the  widest  publicity. 

Mr.  Sims.  And  that  this  committee  ought  to  know  ? 

Mr.  Kruttschnitt.  Yes;  and  that  this  committee,  no  doubt,  does 
know  to  a  considerable  extent ;  but  I  am  simply  here  trying  to  place 
this  matter  in  such  a  wav  before  the  committee  as  to  save  them  a 
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great  deal  of  time  and  trouble  that  woidd  be  hecessarv  to  work  tho.se 
things  up  themselves. 

Mr.  SiJis.  I  think  you  are  doing  exactly  what  you  ought  to  do :  I 
am  not  criticizing,  I  am  only  asking  what  the  effect  will  be  on  the 
markets  of  the  country  by  showing  the  fact  that  the  market  is  an  ever- 
diminishing  one  under  present  conditions. 

Mr.  Kruttsch>;itt.  I  do  not  think  I  am  injuring  railway  credits 
at  all  by  telling  that,  because  bankers,  brokers,  investors,  and  a  large 
l^art  of  the  general  public  know  it  noAv. 

Mr.  Sims.  Well,  if  the  truth  injures  them,  we  can  not  help  it. 

Mr.  Keuttschxitt.  For  instanc  e,  the  Southern  Pacific  has  now 
about  34,500  shareholders;  they  know  it;  they  have  their  annual 
reports,  and  their  attention  is  called  to  these  things  once  a  year. 

Mr.  EscH.  It  is  true  that  these  statistics  are  filed  with  the  connnis- 
sioners  and  are  available,  but,  as  you  yourself  have  said,  the  latest 
statistics  go  back  only  to  191-5,  and  they  are  just  about  two  years 
behind.  I  never  could  understand  why  the  connnission  should  be 
that  far  behind  in  developing  its  statistics  of  railways,  in  view  of  the 
requirements  of  section  15  of  the  Interstate  Commerce  Commission 
act. 

Mr.  Keuttschnitt.  I  will  say  this,  I  have  not  used  them  because 
I  caii  not  vouch  for  them,  but  the  railroads  do  make  a  stagger  at 
getting  the  satisfies  in  a  rough  form  earlier  than  that. 

Mr.  EscH.  But  the  general  public,  the  student  of  the  question,  like 
ourselves,  for  instance,  not  interested  in  any  particular  road  but  in 
the  totals  of  all  roads,  can  not  get  the  available  statistics  until  they 
are  almost  2  years  old. 

Mr.  Kruttschnitt,  Your  criticism  is  a  correct  and  a  just  one.  1 
objected  years  ago  to  Mr.  Harriman  because  our  accounting  depart- 
ment published  the  statistics  for  our  roads  from  40  to  70  da,ys  after 
date.  He  Avas  not  convinced  nuich  of  the  necessity  of  what  I  Avanted 
to  do  until  1907,  Avhen  the  squeeze  came,  and  he  Avas  putting  questions 
to  me  fast  and  furious  about  Avhy  this  Avas  so  and  Avhy  that  Avas  so, 
and  Avithout  disrespect,  I  said.  "Mr.  Harriman,  it  is  impossible  for 
me  to  tell  you  until  I  get  the  returns  from  the  accounting  department, 
and  it  may  be  40,  50,  or  GO  days  before  I  can  ansAver  you."'  He  got 
A'er}'  impatient.  When  he  Avanted  something  he  wanted  it  very  badly. 
He  said,  "What  is  the  remedy  for  this?  "  I  said.  "The  remedy  is 
to  get  the  statistics  fresher,  quicker."  He  said,  "  How  can  it  be 
done?"  I  said,  "In  olden  times,  before  the  merger  of  the  Union 
Pacific,  Ave  had  methods  on  the  Southern  by  which  the  statistics  were 
furnished  the  operating  men  much  quicker  and  much  fresher,"  and, 
Avithout  bothering  you  Avith  the  details  of  the  conAcrsation,  it  ended 
^ith  his  saying, "  Go  ahead  and  do  AvhateAer  you  want, but  get  them." 
"We  get  the  operating  statistics  now  as  to  Avhat  our  locomotives  are 
•doing  and  our  superintendents  are  doing  10  davs  after  date,  instead 
of  60  to  70  days  after  date.  ' 

Now,  I  can  only  faintly  imagine  the  bulk  of  stuff  that  is  dumped 
on  the  Interstate  Connnerce  Commission  by  comparing  it  Avith  the 
bulk  of  stuff  in  the  way  of  statistics  that  are  dumped  on  me.  Our 
.system  is  1P>,000  or  14,000  miles.  The  Interstate  Commerce  Commis- 
sion has  to  do  Avith  the  railroads  of  the  United  States  Avhat  I  am  doing 
simply  for  my  employers,  and,  by  a  rule  of  simple  proportion,  the 
amount  of  stuff'  that  thcA'  require  for  260,000  miles  of  road  is  twenty 
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times  as  great  as  I  get  for  13,000  miles  of  road.  I  expect  the  answer 
is  that  it  is  ahnost  a  physical  impossibility,  but  it  seems  to  me  that 
some  kind  of  figiii-es  coidd  be  given  for  the  use  of  Congress  and  the 
public  somewhat  fresher  than  those  they  give  now. 

As  I  remember  it,  there  was  a  statement  issued  by  the  commission 
covering  approximate  results  for  191C  that  appeared  about  two  weeks 
ago,  just  about  the  time  I  couipleted  these  memoranda.  But  that,  I 
think,  took  in  the  roads  of  over  $1,000,000  revenue. 

Mr.  Escii.  It  was  only  preliminary  and  the  statement  was  not  com- 
plete ? 

Mr.  KiuTTSciiNiTT.  Yes.  That  is  why  when  I  looked  at  it  I  re- 
jected it.  I  told  the  draftsman,  who  was  preparing  these  charts,  "  Do 
not  use  that;  I  do  not  want  to  use  an3"thing  for  which  I  can  not  give 
the  authority  on  the  bottom  of  the  chart."  But  I  realize  the  em- 
barrassing position  in  which  you  are  put,  that  you  have  not  these 
statistics,  but  that  is  a  matter  that  I  suppose  the  commission  might 
be  able  to  remedy. 

Senator  Townsend.  How^  often  do  you  make  your  report  to  the 
conunission? 

Mr.  Kruttschnitt.  We  make  a  complete  report  annually,  but  we 
make  a  vast  number  at  shorter  intervals.  They  get  full  reports 
monthly  from  us  as  to  earnings  and  expenses. 

Senator  Tow^nsend.  Are  your  annual  reports  up  to  date  when  you 
make  your  report  ? 

Mr.  Kruttschnitt.  Our  fiscal  ,year  closed,  as  that  of  most  carriers 
did,  on  the  30th  of  June.  Our  annual  report  was  ready  about  the 
latter  part  of  September — roughly,  three  months  after  the  close  of 
the  year.  We  do  not  get  all  of  the  monthly  statistics  complete  until 
about  the  20th  or  21st  of  the  month  following.  The  statistics  that  I 
said  we  got  10  days  after  date  are  those  on  which  we  can  check  up 
the  efficiency  of  operation  by  the  men  in  direct  charge  of  the  prop- 
erty, but  all  of  the  statistics  are  not  ready  until  about  the  20th  of 
the  month,  and  the  annual  report  takes  about  40  to  45  days  after  the 
close  of  the  last  month  to  prepare.  But  I  would  say  that  the  Southern 
Pacific  is  such  an  extremely  complicated  company,  requiring  returns 
from,  I  think,  112  or  115  different  companies,  that  it  takes  longer  to 
prepare  its  annual  report  than  it  does  of  almost  any  other  road  in  the 
country. 

jSIr.  TiioM.  Mr.  Chairman,  ma,y  I  make  just  a  brief  statement 
here  ? 

Mr.  Sims  (presiding).  Certainly;  without  objection. 
Mr.  TiioM.  I  think  the  chairman's  question  a  moment  ago  is  a 
most  important  one  and  is  one  that  has  been  giving  all  of  us  who 
have  a  responsibility  about  this  matter  great  concern.  The  question 
was  whether  or  not  the  stating  of  these  conditions  would  hurt  rail- 
road credit.  We  arrived  at  the  conclusion  in  the  first  place  that  the 
truth  is  due  to  the  public  at  all  times  whatever  it  may  be  and  that 
nothing  is  gained  either  in  the  public  interest  or  anybody's  by  an 
attempted  concealment  of  the  real  facts,  and,  in  the  second  place,  we 
felt  it  our  duty  as  the  manifest  tendency  of  these  conditions  is  so 
apparent  to  us'  that  we  should  bring  them  to  the  attention  of  the 
responsible  Government  authorities  before  the  collapse  actually  came, 
so  that  the  remedy  might  be  applied  before  the  disaster  to  us,  which, 
as  we  think,  the  tendency  is  inevitable. 
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Mr.  Sims.  You  may  proceed.  JNIr.  Kruttschnitt. 

Mr.  Kruttschnitt.  Diminishing  surplus  available  for  dividends: 
In  1908,  fifty  seventy-fourths,  or  68  per  cent,  of  all  capital  stock, 
paid  dividends;  in  1915,  fifty-two  ninetieths,  or  58  per  cent,  paid 
dividends;  and  the  average  dividend  rate  on  all  stock  fell  from  5A 
per  cent  in  1908  to  3.8  per  cent  in  1915,  or  30  per  cent. 

The  railroads,  generally  speaking,  must  finance  themselves  through 
securities  involving  fixed  charges  and  certain  returns  to  the  investor. 
The  public  it  not  willing  to  assume  the  risks  of  a  partner  to  con- 
tingent profits  in  enterprises  in  Avhich  it  has  little  control  as  to  man- 
agement and  expenses  and  none  as  to  revenues.  Its  returns  would 
be  too  uncertain,  dependent  as  they  would  be  on  the  judgment  of 
persons  with  no  sense  of  responsibility  to  owners.  The  trend  of  capi- 
talization through  interest-bearing  securities  for  the  last  26  years  is 
thus  shown :  In  1890  the  proportion  of  funded  debt  to  total"  capital 
was  49.78  per  cent,  and  in  1916  it  was  65  per  cent. 

The  fixed  charges  must  be  earned  or  the  road  becomes  bankrupt. 
Large  roads  with  correspondingly  large  earning  capacities  whose 
fixed  charges  are  not  more  than  50  per  cent  of  their  gross  income  and 
whose  funded  obligations  do  not  exceed  TO  to  75  per  cent  of  total 
capitalization  are,  of  course,  able  to  meet  reverses  in  years  of  low 
earning  with  a  much  greater  margin  of  safety  than  those  whose  fixed 
charges  exceed  these  percentages.  The  relation  between  the  amount 
of  capital  which  imposes  fixed  charges  that  must  be  earned  under 
pain  of  bankruptcy  and  the  amount  of  capital  contributed  by  the 
owners  and  represented  by  stock,  a  return  on  which  is  not  compul- 
sory but  is  contingent  on  earnings,  should  be  certainly  not  more  than 
in  the  proportion  of  two  or  three  to  one — that  is,  67  per  cent  to  75 
per  cent — for  large  companies,  and  in  the  proportion  of  one  and 
one-quarter  or  one  to  one — that  is,  44  per  cent  to  50  -per  cent — for 
small  ones. 

In  other  words,  that  margin  of  safety  has  been  passed  as  to  small 
companies  and  it  is  rapidly  being  reached  as  to  large  ones. 

American  railways  are  never  complete.  They  are  growing  organi- 
zations and  need  sustenance  for  both  growth  and  operation  like  a 
boy.  Grown  men  can  reduce  their  intake  and  maintain  their  output, 
but  boys  and  railways  suffer  under  such  conditions.  Yet  our  system 
of  regulation  forbids  the  railways  to  charge  rates  sufficient  both  to 
earn  income  on  capital  and  to  provide  funds  for  growth.  The  facts 
approved  by  experience  are  antagonistic  to  the  theory  that  earnings 
on  railways  should  approximate  earnings  on  investments. 

The  safe  proportion  of  fifty-fifty  for  small  roads  is  now  largely 
exceeded  in  American  railroad  capitalization,  and  the  rapid  trend 
upward  in  late  j^ears  is  a  danger  signal  that  inspires  caution  if  not 
alarm  in  investors  minds.  We  show  eles where  why,  under  present 
conditions,  there  is  little  or  no  opportunity  of  financing  by  stock 
issues.  A  large  percentage  of  railroads  earn  no  dividends  at  all,  and 
the  average  dividends  for  a  period  of  years  of  all  the  railroads  of  the 
country  is  so  small  that  the  margin  above  fixed  charges  is  not  sufficient 
to  make  railroad  bonds  as  attractive  as  they  should  be.  The  result  is 
the  railroads  have  to  pay  larger  interest  charges  to  secure  money  than 
if  their  incomes  were  better  assured. 

Chart  15,  page  919,  shows  for  1904  and  1914  the  changes  in  rates  of 
interest  on  funded  debts. 
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CHART   No    /JT 


United  States  Railways 

PERcfeNTAGE  OF  ToTAL   Funded   Debt  (Exclusive  of  Equipmetnt   Obligations) 
Outstanding   Classified    by  Rate   of    Interest 
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Percentage  of  total  funded  debt  {e.rcJndiny  equipment  obligations)   at  different 

interest  rates. 


3  to  4 
per  cent. 

4  to  5 
per  cent. 

5  per  cent . 
and  over . 

1904 

3S.5 
11.0 

32.0 
57.0 

20.1 
26.2 

1914 

Mr.  Sims.  Did  von  make  an  average  for  both  periods  there? 

Mr.  Kruttschkitt.  I  did  not  make  tlie  average.  On  m}'  own 
copy  I  find  some  pencil  scratches  here  that  I  made  after  the  chart 
was  complete— that  the  average  rate  on  all  funded  securities  in  lL!i4, 
the  latter  year,  was  4.6  per  cent. 

Mr.  Sims.  What  was  it  on  the  first  date  mentioned,  if  von  have 
that? 

Mr.  Kruttschxitt.  I  can  compute  that,  Mr.  Charmain.  I  have 
not  done  it.  but  I  will  do  it  and  Avill  give  it  to-morrow  if  the  stenog- 
rapher will  put  it  in. 

Regulations  should  be  based  on  normal  conditions  and  not  on  ab- 
normal ones,  such  as  prevailed  in  191G,  that  have  grown  out  of  an 
unusual  volume  of  traffic  traceable  to  the  European  war. 

I  have  put  a  few  figures  as  to  the  returns  on  our  own  company 
from  the  date  of  its  organization: 

Average    capital    stock    of    Southern    Pacific    and    proprietary 

companies  during  31i  years,  since  its  incorporation  in  1885 $288,  742,  000 

Average  annual  surplus  over  fixed  charges,  or  only  4.19  per  cent 
on  capital  stock 12, 102,  000 

Property  investment,  1885 409,  000,  000 

Surplus  reinvested  in  property  to  date 192^  lOo!  000 

Money  derived  from  sales  of  securities  and  invested  in  property__       589,'  50o[  000 

Total-  1^  190,  600,  000 

Surplus  over  fixed  charges,  1916 29  950  000 

Return  on  property  investment,  per  cent I  '       2.  51 

Rates  which  applied  to  abnormal  volume  of  traffic  in  1916  yielded 
a  surplus  of  about  $30,000,000  would  imperil  dividends  Avith  a  con- 
siderable decrease  of  volume  and  the  present  scale  of  operating 
expenses. 

The  public's  greatest  interest  is  in  adequate  transportation  facili- 
ties and  not  so  much  in  low  rates,  which  as  to  most  commodities  bear 
a  very  small  percentage  of  their  co.st.  Excluding  low-grade  com- 
modities the  percentage  of  the  freight  rate  to  cost  is  so  slight  as  to 
offer  no  justification  to  the  dealer  to  substantiallv  raise  prices  to 
the  consumer.  For  example,  California  oranges  can  frequently  be 
purchased  at  as  low  a  price  in  New  York  and  Chicago  as  in  Cali- 
fornia; and  it  is  a  custom  Avith  tradesmen,  such  as  greengrocers, 
grocers,  etc.,  to  pay  the  freight  on  purchases,  deliverino-  them  for 
considerable  distances  around  large  centers  of  population  at  the 
same  prices  as  they  charge  for  city'delivery.  It  may  be  .stated  Avith 
little  fear  of  contradiction  that  tlie  ccmsunier  seldoni.  if  eAer,  profits 
froui  a  lowering  of  freight  rates.  The  middleman  pockets  whatever 
reductions  his  organized  efforts  can  procure  from  commissions.  The 
small  influence  of  freiglit  rates  on  ordinary  purchases  is  shown  on 
the  chart  I  have  already  placed  before  you,  10-g. 
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Unquestionablv  the  public  interest  requires  that  nvih-oacls  should 
be  put  on  a  more"  stable  basis  than  they  now  occupy. 

New  construction  has  been  falling  steadily  because  investors  have 
found  raih-oad  secui'ities  unattractive  and  will  not  purchase  them  ex- 
cept at  rates  of  return  that  the  railroads  can  not  promise.  Chart 
21.  paae  9'2'2.  shows  that  less  than  1,000  miles  were  added  to  operated 
mileage  in  li)!."),  a  smaller  number  than  in  18()5,  just  after  the  end 
of  the  CivilAVar,  or  than  in  1819,  GG  years  prior  to  1915         ,      ,      ,, 

According  to  theorists  and  regulators,  railway  dividends  should 
resemble  mortgage  interest,  and  rates  should  be  reduced  to  bring 
that  about.  AVe  see  the  result.  Dividends  on  a  mortgage  rate  do  not 
attract  speculative  capital,  and  speculative  capital  is  necessary  to 
produce  railway  transjiortation  in  advance  of  its  demonstrated  neces- 
sitv.  There  never  was  a  scarcity  of  transportation  when  railway 
capital  was  allowed  to  earn  good  profits.  On  the  contrary,  there 
was  a  surplus  of  such  size  that  it  was  thought  the  country  could  do 
with  less.  That  is  the  root  cause  of  the  present  situation,  which 
reduces  general  trade  and  profits  to  an  extent  making  the  savings  on 
rates  to  shippers  not  Avorth  consideration.  The  railroads  of  the 
country  have  been  kept  up  to  the  proper  standards  of  safety,  but  im- 
provements A\-ithout  which  the  railroads  can  not  keep  np  with  the 
times  and  give  the  best  service  possible  have  been  sparingly  made 
because  of  kck  of  money,  lack  of  control  of  their  operations  througn 
the  assiimption  of  management,  by  commissions  and  (Government 
bodies,  and  the  general  paralysis  caused  by  fear  of  what  the  future 
may  have  in  store.  Efficiency  of  management  is  checked  by  depriva- 
tion of  many  means  to  increase  it.  The  lack  of  control  over  earnings 
bv  inability  to  get  their  inadequacy  recognized' by  commissions  and 
the  necessary  relief  through  increased  rates  at  times  when  the  volume 
of  traffic  is*^  small  prevents  the  carriers  from  providing  increased 
future  facilities  or  looking  ahead  sufficiently  into  the  future.  The 
result  is  that  in  times  of  very  heavy  traffic  many  much-needed  im- 
provements are  wanting,  and  purchases  such  as  equipment  and  power 
at  the  present  time  are  improvidently  made  at  exorbitant  prices. 
From  1000  to  1915,  $9.GO0.O00,OOO  new  capital  has  been  put  m  the 
railways,  or  $010,000,000  per  annum,  which  has  not  sufficed  to  make 
all  the  additions  and  improvements  required  for  the  highest  effi- 

cienev.  ,  , 

Bearino:  the  expenditures  in  mind  which  have  been  already  made 
and  realizing  that  a  large  additional  amount  will  be  necessary  to 
]Drovide  for  the  desired  adequacy  of  transportation  facilities  and 
for  the  refunding  of  maturing  debt,  it  is  necessary  for  the  responsible 
railroad  managers  and  for  the  statesmen  of  the  country  to  form  some 
estimate  of  the  capital  requirements  during,  say,  the  next  10  years. 
It  is  of  course,  impossible  to  be  accurate  in  making  this  estimate. 
Mr.  James  J.  Hill  a  number  of  years  ago  estimated  that  $1,000,000,000 
per  annum  would  be  necessarv.  Some  have  estimated  that  a  very 
much  larger  amount  would  be  recjuired.  Without  undertaking  to 
accurately  state  any  amount,  it  is  obvious  that  the  necessary  capital 
requirements  to  keep  the  railroads  abreast  of  the  times  and  to  pro- 
vide for  the  refunding  of  maturing  obligations  will  be  enormous, 
almost  staggering  to  the  imagination.  And  the  question  is :  Where 
is  this  money  to  come  from?  Under  existing  conditions  have  the 
railroads  the  credit  to  secure  it  ? 


922 


IISTTEESTATE   AND   FOEEIGiSr   TRANSPORTATIOlSr. 


Chart  No.  ^^ 


All  Railroads     of    United    States 
Increases   in    Mileage    of    Railways    Operated 
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Records  of  the  Pacific  Car  Demurrage  Bureau,  operating  on  the 
Pacific  coast,  show  that  the  average  detention  by  consignees  ot  cars 
in  the  State  Of  Oregon  is  upproxiniately  50  per  cent  greater  than 
tlie  detention  in  the  State  of  (/alifornia,  where  the  radroad  commis- 
sion has  permitted  a  sullicientlv  high  demurrage  rate  to  be  cliarged 
to  secure  the  prompt  unhxuUng  of  cars.  In  the  period  ot  from  i^eb- 
ruary  to  November,  Uni'u  T(J.20()  cars  were  .required  to  handle  the 
State  and  interstate  traffic  in  the  State  of  Oregon,  while^if  the  cars 
had  been  handled  under  California  demurrage  rules  a,430  cars 
would  have  handled  the  traffic,  a  saving  of  4,770  cars,  or  6.7  per  cent. 

The  C^ilifornia  commission  has  been  very  cooperative  with  the  car- 
riers in  brinmng  about  a  better  use  of  rolling  stock,  and  this  measures 
the  dilference  between  the  rules  they  allow  and  the  rules  prescribed  in 
Oregon,  the  adjoining  State. 

Mr.  Sims.  The  railroads  themselves  do  not  fix  their  own  demurrage 
xjharges;  thev  are  not  permitted  to  do  so?  .    . 

Mr.  KuuTTsciiNiTT.  Only  under  the  api)roval  of  the  commissions. 

Mr.  Sims.  That  is  Oregon? 
'    Mr.  Kruttschnitt.  Yes. 

Mr.  Snis.  Is  that  general  throughout  the  United  States^ 

Mr.  IvRrTTSCiiNiTT.  Yes.  It  is  also  under  the  Interstate  Com- 
merce Commission.  The  railroads  can  only  propose  demurrage  rates, 
but  they  can  not  put  them  in  force  until  filed  with  the  commission. 

Mr.  Sims.  Therefore  different  States  have  different  demurrage 
rates  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  1  mean  it  is  possible  for  them  to  have? 

Mr.  Kruttschnii-t.  It  is  actually  so  in  California  and  Oregon. 

;Mr.  Hamilton.  The  action  of  the  Federal  commission  on  these 
demurrage  propositions— is  it  reasonably  prompt,  or  is  that  again  a 
case  of  congestion  of  work? 

Mr.  Kruttschnitt.  It  is  a  case  of  delay;  though  m  the  emergency 
that  existed  this  year  the  commission  did  act  more  promptly  than 

usual. 

Mr.  Hamilton.  How  more  promptly  than  usual  ?  L  ould  you  meas- 
ure that  in  some  wav,  so  that  we  can  get  an  idea  ? 

Mr.  Kruttschnitt.  I  think  al)out  October  or  November,  1916,  the 
complaints  about  congestion  and  inadequacy  of  car  supply  became 
very  acute,  and  the  American  Railway  Association  appointed  a  com- 
mission to  sit  in  Washington — a  commission  of  their  own  selec- 
tion—to  take  up  matters  with  the  Interstate  Commerce  Commis- 
sion to  secure  a  prompter  release  of  cars,  and  what  tliey  proposed 
was  a  large  increase  in  the  demurrage  rate  for  detention  of  cars 
nfter  the  free  time  and  an  increase  in  what  is  known  as  the  "per 
diem  rate'';  that  is.  a  rate  that  the  roads  pay  to  each  other  for  the 
use  of  cars.  The  commission,  after  considering  the  matter  a  while — 
[  think  at  first  thev  refused  to  increase  the  demurrage  rate  at  all- 
suspended  the  rate  "for  five  or  six  months ;  afterwards,  at  the  instance 
of  this  American  Kailwav  Association  Commission,  the  matter  was 
taken  up  again;  the  Interstate  Commerce  Commission  said  that  if 
there  were  a  large  increase  made  in  the  rental  payments  of  one  road 
to  another,  thev"  would  sanction  an  increase  in  the  demurrage  rate, 
which  was  done,  but  not  to  the  extent  asked  by  the  earners;  in  other 
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words,  it  was  a  compromise.  The  (lemurrage  rate  was  made  larger, 
but  not  enouiili  larirer.  in  the  opinion  of  the  carriei-s,  and  tlie  per 
diem  rate  was  increased  from  45  cents  to  75  cents  a  day  on  inter- 
change of  cars. 

Mr.  Hamilton.  By  "free  time."  do  you  mean  the  time  during 
which  freiglit  is  permitted  to  remain  upon  the  cars  before  demurrage 
lakes  etfect  ? 

jMr.  IvRUTTsniNiTT.  Free  time  is  the  time  aUowed  without  de- 
murrage. 

]Mr.  Hamiltox.  Yes.     That  is  Avhat  I  was  trying  to  get  at. 
Mr.  Kruttsciixitt.  Yes. 

]\Ir.  Ha:milton.  How  is  the  free  time  determined? 
■  Mi:  Kruttsciinitt.  That  is  detemiined  by  the  carriers,  who  file 
the  rates  with  the  commission. 

]Mr.  Haimilton.  Is  there  any  uniform  arrangement  throughout  the 
country  as  to  free  time? 
Mr.  Kruttschnitt.  No. 

Mr.  Hamilton.  That  depends  upon  the  locality  ? 
Mr.  Kruttschxitt.  Yes :  it  varies  very  considerably. 
Mr.  TiioM.  Some  of  the  States  fix  it  absolutely,  as  tin  act  of  initia- 
tion by  the  State  authorities. 

Mr.  Ha3iiltox.  Then  there  is  a  conflict  between  the  Federal  com- 
mission and  the  various  State  commissions  as  to  demurrage  and  free 
time  ? 

;Mr.  Kruttschnitt.  As  I  remember  it,  the  carriers  are  required 
to  put  that  on  their  tariifs,  which  are  filed  with  the  Intei-state  Com- 
merce Commission:  and  my  recollection  is  that  all  of  that  free  time 
and  demurrage  has  to  be  approved  or.  ratlier.  not  disapproved  by  the 
Interstate  Commerce  Commission,  because  it  is  a  part  of  the  tarilf. 

Mr.  TiiOM.  Yes:  but  the  Virginia  nUe  is  made  as  to  intrastate 
traffic  by  the  Virginia  connnissiou,  without  the  initiative  of  the 
carriers  at  all. 

Mr.  EscH.  I  think  the  Car  Service  Commission  rules,  which  are 
now  enforced  by  the  Interstate  Commerce  Commission,  provide  two 
days'  free  time:  then  a  dollar  a  day,  with  an  additional  dollar  for 
each  succeeding  day.  up  to  a  maximum  of  $5. 

:Mr.  Kruttschxitt.  My  recollection  is  that  the  California  rate  be- 
gins with  either  two  or  three  dollars  and  rises:  but  it  has  been  most 
efficient  in  preventing  car  delays,  and  I  can  add  that  there  has  been, 
singularly,  little  objection  or  friction  with  the  public  because  of  it, 
the  public  seem  to  have  accepted  it,  and  it  is  working  perfectly 
smoothly,  and  releasing  cars  much  more  rapidly  than  in  adjoining 
States. 

Mr.  Escii.  Some  States  enforce  reciprocal  demurrage,  but  I  do 
not  think  that  has  ever  been  established  by  the  Car  Service  Com- 
mission or  indorsed  by  the  Interstate  Connnerce  Commission. 
Mr.  IvRUT-rscHXiTT.  I  think  you  are  right  about  that. 
Mr.  Sims,  About  the  car  shortage  in  the  northeastern  Atlantic 
coast  territory,  one  of  the  commissioners  before  our  conmiittee,  my 
recollection  is,  said  that  ther  were  enabled  to  relieve  it  largely  by 
the  cooperation  of  the  railway  companies  serving  that  section,  and 
that  they  cooperated  to  the  extent  of  doing  that  which  they  coukl 
not  be  compelled  to  do  either  by  law  or  regulation. 
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Mr.  KitiTTs<!iMTT.  Tliat  is  c-orroct.  This  car  comniission  that  lias 
been  sitting-  in  Washington  has  been  eh)the(l  witli  such  authority  that 
very  few  raih'oad  managers  dreamed  six  months  ago  that  raih'oa(ls 
Avould  ever  agree  to  such  a  thing;  but  there  is  a  very  strong  senti- 
ment in  the  American  Kaihvay  Association  that  emergencies  \Yarrant 
emergency  measures,  and  ahhougli  car  commissions  hjul  not  there- 
tofore been  given  such  plenary  power  as  this  commission  possesses, 
the  measure^vas  voted  through  in  the  face  of,  I  must  say,  a  great 
deal  of  opposition,  to  give  this  connnission  sitting  in  Washington 
a  free  hand,  permitting  them  to  coo[)erate  with  the  Interstate  Coni- 
merce  Commission  and  secure  the  support  of  their  authority,  in 
doing  things  that  the  railroads  theretofore  had  never  agreed  to  do; 
and  I  know  that  the  Interstate  Commerce  Commission  recognizes 
that  the  car  commission,  vohintarily  created  by  the  carriers,  has  i-een 
of  great  service  in  relieving  the  congested  conditions. 

Mr.  Sims.  And  that  the  railroad  companies  acted  without  any 
reference  to  their  respective  gains  or  losses  for  that  period  of  time. 

Mr.  Kruttsciixitt.  That  is  what  I  meant  to  say;  but  you  have 
expressed  it  better  than  I  did— that  is  to  say,  they  sank  all  considera- 
tions of  technical  rights;  they  did  a  great  many  things  that  under 
ordinary  circumstances  thev  would  not  agree  to  at  all. 

Secret  rebates,  charging  "less  than  published  rates,  and  discrimina- 
tions between  individual  "shippers  are  the  evils  which  mainly  led  to 
the  enactment  of  the  interstate-commerce  law,  and  they  have  been 
practically  eliminated  bv  the  law.  Such  offenses  so  rarely  figure  m 
the  reports  of  the  commission  or  of  the  courts  that  they  may  now 
be  regarded  as  an  almost  extinct  species  of  evil.  The  discrimina- 
tions of  the  present  dav  are  mostly  presented  by  controversies  be- 
tween localities  to  which  the  real  parties  are  competing  markets  or 
competing  fields  of  production.  The  carrier  is  simply  the  medium 
through  which  the  rival  claimants  bring  their  dispute  before  the 
commission.  There  is  another  significant  feature  in  the  matters 
wdiich  are  bednning  to  come  before  the  commission.  I  refer  to  com- 
plaints calling  for  increased  service  and  enlarged  facilities.  Unlike 
the  other  classes  of  complaints,  these  demands  for  cars,  especially 
designed  equipment,  and  additional  facilities  involve  expenditures 
and*i'e(iuire  increased  revenues.  The  railroads  will  soon  become  judg- 
ment proof  in  respect  to  orders  rendered  in  such  complaints  unless 
some  wav  is  found  to  increase  their  earnings  and  borrowing  capacities. 
There'is  a  serious  menace  to  effective  regulation  m  the  tendency  on 
the  part  of  the  commissions  to  exercise  the  functions  of  management ; 
in  other  words,  to  substitute  their  judgment  on  purely  business  propo- 
sitions for  the  judgment  of  railroad  managers. 

Xo  svstem  of  leaislation  or  government  regulation  can  be  charac- 
terized" as  wise  which  shows  passion,  vindictiveness.  unwillingness  to 
o-ive  proper  consideration  to  the  rights  of  that  part  of  the  public  that 
Swns  the  railroads,  which  io-nores  constructive  measures  intended 
to  insure  the  stability,  adequacy,  and  growth  of  the  instrumentalities 
of  commerce  and  confines  itself  to  mere  infliction  of  penalties  and  to 
the  assumption  of  management  and  control  of  the  properties  instead 
of  their  regulation:  in  other  words,  substituting  the  judgment  ot 
public  officers  not  responsible  to  anyone  for  the  condition. or  efficiency 
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of  the  property,  for  the  judgment  of  the  directors  who  tire  the  rep- 
resentatives and  trustees  of  the  shareholders. 

Extortionate  charges  are  a  thing  of  the  past,  and  in  aiming  to  cut 
rates  to  their  lowest  possible  figures  the  interest  of  the  whole  public 
in  the  character  and  standard  of  transportation  is  subordinated  to 
the  interest  of  that  jxirt  of  the  public  only  that  profits  by  lowering 
rates ;  that  is  to  say,  the  shippers  and  their  agents  and  not  the  gen- 
eral pubhc.  the  ultimate  consumers.  Chart  No.  lOh-2  shows  the 
constant  fall  of  passenger  and  freight  rates  since  1895. 

Passenger  rates  per  mile  have  fallen  from  2.04  cents  to  1.98  cents, 
or  3  per  cent. 

Freight  rates  per  mile  have  fallen  from  8.39  mills  to  7.3,  or  13  per 
cent,  and  in  the  same  period  operating  expenses  per  train  mile  haA^e 
risen  93  per  cent.     (Chart  No.  10h~l.) 

The  interests  of  shareliolders  of  railroads,  the  holders  of  their 
bonds,  and  the  general  public  are  all  subordinated  to  the  interests  of 
organized  labor  and  shippers.  On  account  of  the  marked  preference 
of  the  public  to  other  than  railroad  investments  it  would  seem  that 
the  time  had  come  when  a  careful  review  should  be  made  of  regula- 
tion, of  its  benefits  and  shortcomings. 

Investments  must  be  attractive.  People  can  not  be  forced  to  invest 
money  where  they  do  not  desire  to  do  so.  Perfectly  safe  investments 
with  larger  returns  than  from  railroad  securities  can  be  made  in  the 
stock  of  national  banks,  which  are  closely  but  reasonably  and  intelli- 
gently regulated  by  the  Federal  Government— in  agricultural  and 
other  business— manufacturing,  shipping,  mining,  etc.     (Chart  No. 

Per  cent. 

Return  on  rjiihvay  stocks,  lO-yeiir  average 4.6 

Return  on  national-bunk  stocks,  10-year  average 109 

Return  on  two  sugar  stocks,  1917__" I4!  5-18 

Return  on  zinc  mining  stocks,  1917 iQ 

Return  on  machinery-manufacturing  stocks.  1917 16 

Return  on  steanisliip-conipany  stock,  1917 18 

Return  on  petroleum-company  stocks,  1917 111_  20 

Return  on  two  copper-mining  company  stocks,  1917 48     -50 

I  might  add  what  has  come  out  since  I  wrote  this:  That  a  steel 
corporation  shows  a  return  on  its  capital  stock  of  between  18  and  49 
per  cent  for  the  last  past  vear. 

Mr.  Sims.  The  United  States  Steel  Co. 

Mr.  Kruttsciixitt.  Yes. 

Mr.  Si-Ais.  What  does  the  Bethlehem  Steel  Co.  show  in  the  way  of 
profits  for  the  same  time? 

Mr.  Kruttschnitt.  I  do  not  know.  I  mentioned  the  steel  com- 
pany because  they  have  published  their  results.  They  published  them 
about  a  week  or  10  days  ago. 

The  time  has  come  Avhen  in  the  public  interest  constructive  regu- 
lation and  encouragement  must  be  substituted  for  destructive  regula- 
tion and  repression.  A  strong  editorial  in  the  Manufactui-ers'  Rec- 
ord, February  15,  1917,  calls  attention  to  the  ])resent  crisis  in  railway 
affairs  thus : 

Ten  years  ago,  statistically  reviewing  the  percentage  of  growth  in  railroad 
and  business  traffic  in  the  LTnited  States,  the  I\hinufacturers'  Record  predicted  a 
complete  physical  Jireakdown  of  our  railways  system  unless  $10,000,000,000 
should  lie  expended  within  10  years  for  increasing  our  transportation  facilities 
at  least  50  per  cent,  without  counting  in  this  the  usual  expenditures  for  main- 
tenance of  track  and  equipment. 
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That  pivtUotion  is  now  fulfilled. 

The  niilway  system  of  the  country  lias  iiroken  down. 

This  vital  faetor  in  the  husiness  life  of  the  country,  and  in  national  safety  if 
war  should  c^tnie,  lias  [u-actically  collapsed^  since  embargoes  on  freight  are  being 
issued  in  every  direction,  trafiic  is  congested,  manufacturing  enterprises  are 
hampered,  and  all  business  is  restricted. 

The  great  prol)lem  before  the  American  people  to-day,  because  it  is  as  vital 
to  safety  in  tinu>  of  war  as  to  prosperity  in  time  of  peace,  is  liow  to  tind  tlie 
billions  that  nuist  be  exi)en(led  for  an  enormous  expansion  of  z-ailroad  in- 
terests. We  are  squarely  up  against  this  problem,  the  magnitude  of  which 
legislators.  National  and  State,  tinanciers,  business  men,  and  even  railroad 
I»eople  them.selves,  have  not  heretofore  seemed  to  adequately  grasp.  Delay  can 
not  be  endured  longer  without  great  <lisaster.  How  shall  we  meet  the  problem 
is  (he  Nation's  question. 

Mr.  Sims.  You  have  (luoted  that.  I  suppose  yoit  regard  it  as  cor- 
rect 'i 

Mr.  KiuTTscHNiTT.  Substantially  so ;  yes.  Government  regulation 
should  inKjuestionably  possess  the  elements  of  simplicity  and  homo- 
geneity to  the  greatest  extent  possible  consistent  with  the  public  in- 
terest. That  it  does  not  possess  these  qualities  at  the  present  time  is 
evidenced  by  the  following: 

In  1911  the  Railroad  Commission  of  Louisiana  petitioned  the 
Interstate  Commerce  Commission  to  remove  the  discrimination 
against  Shreveport  in  the  rates  to  and  from  points  in  Texas,  which 
existed  because  the  carriers  were  forced  by  the  Texas  Railroad 
Commission  to  establish  unusually  low  rates  to  and  from  Dallas  and 
Houston,  and  because  the  carriers  maintained  what  they  considered 
reasonable  interstate  rates  in  and  out  of  Shreveport.  *  The  Inter- 
state Commerce  Commission  decided  in  March.  191'2,  that  the 
rates  were  discriminatory  against  Shreveport  and  ordered  the  dis- 
crimination removed,  and  on  appeal  to  the  Supreme  Court  the  order 
was  sustained,  and  it  was  found  that  as  the  Interstate  Commerce 
Commission  had  not  found  the  interstate  rates  unreasonable  the 
carriers  would  be  justified  in  removing  the  discrimination  by  in- 
creasing the  intrastate  rates. 

In  August,  1914,  the  Louisiana  commission  requested  the  Inter- 
state Commerce  Connnission  to  make  a  similar  order  in  regard  to 
rates  from  Shreveport  to  all  points  in  Texas,  and  the  relief  was 
partially  granted.  During  this  same  period  efforts  of  the  Texas 
carriers  extending  oA'er  a  number  of  years  resulted  in  the  Texas 
commission  granting  increased  rates  on  a  limited  number  of  com- 
modities, but  after  the  decision  of  the  Interstate  Commerce  Com- 
mission the  Texas  commission  expressed  its  displeasure  by  can- 
celing all  authority  previously  given  to  advance  rates,  and  a  bill 
has  been  introduced  in  the  legislature  by  the  attorney  general  of 
Texas,  providing  that  if  any  common  carrier  after  March  1,  1917, 
shall  disobey  or  otherwise  refuse  to  comply  with  any  requirements  of 
any  statute  of  Texas,  or  of  any  rate,  rule,  or  regulation  of  the  rail- 
road commission,  it  shall  be  deprived  of  the  benefit  of  any  law  of 
Texas  and  no  Texas  court  shall  entertain  jurisdiction  of  any  cause 
filed  by  it,  or  secure  or  enforce  any  privilege  or  power  claimed  by 
it;  and  the  charter  of  such  corporation  shall  also  be  subject  to  for- 
feiture. 

Senator  Townsend.  Do  you  know  what  the  status  of  the  bill  is 
now  in  the  legislature? 

Mr.  Kruttschnitt.  It  has  not  come  up  to  vote  yet. 
117900— 19— VOL  2 ^59 
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Another  case  is  what  is  known  as  the  Houston-Galveston  differ- 
ential. The  Texas  commission,  after  informal  conferences  with  a 
number  of  the  carriers  in  or  about  1911,  stated  to  them,  unqualifiedly, 
that  unless  the  cotton  rates  from  Texas  to  New  Orleans  were  made 
10  cents  higher  than  the  current  rates  to  Galveston  that  they  would 
reduce  the  rates  to  Galveston  10  cents  ])er  100  pounds,  with  excep- 
tion of  Texas  and  Pacific  and  some  of  its  connections,  the  object 
being  to  prevent  the  export  of  Texas  cotton  through  the  port  of  Xew 
Orleans. 

Mr.  Sims.  That  is  any  port  outside  of  Texas,  is  it  not  ? 

Mr.  Kruttschnitt.  Yes,  sir;  I  said  that  was  the  object,  because 
I  knew  wdiat  it  was.  But  they  were  not  particularly  aiming  at  Xew 
Orleans.  What  they  wanted  was  to  force  the  cotton  through  Gal- 
veston. 

In  1913  arrangements  were  made  with  bankers  for  the  sale  of  two- 
year  notes  of  the  Southern  Pacific  Co.  at  a  satisfactory  price,  to  meet 
ithe  cost  of  improvements.  Authority  of  the  California  Railroad 
Commission  to  issue  the  notes  was  obtained  without  delay,  but  the 
Arizona  attorney  general  objected  to  the  commission  approving  the 
issue  unless  litigation  relating  to  a  3-cent  fare  bill  be  abandoned 
and  unless  a  new  station  should  be  built  in  Phoenix,  or  that  a  definite 
part  of  proceeds  of  bond  issue  be  allocated  to  Arizona.  During  the 
delay  imposed  by  the  action  of  the  Arizona  commission  the  condition 
of  the  money  market  had  so  changed  that  the  proposed  two-year  note 
issue  was  abandoned  and  one-year  notes,  not  requiring  the  approval 
of  the  Arizona  and  California  commissions  were  issued  instead  and 
sold  at  prices  yielding  approximately  $275,000  less  than  would  have 
been  received  had  the  delay  not  occurred  in  issuing  the  tAvo-year 
notes. 

Tlie  following  is  tnken  from  nu  article  ajDjiearing  in  the  March, 
1917,  number  of  Railway  and  Marine  Xews,  of  Seattle,  entitled 
"Railroad  regulation  reaches  limit": 

One  .State  requii'e.s  cuspidors  in  passenger  ears.  Adjacent  States  jirohibit 
this  practice.  This  State  is  traversed  by  carriers  passing  tlironjrh  the  "  cuspi- 
dor "'  State.  One  State  requires  screens  in  tlie  windows  of  passenger  cars,  and 
these  cars  traverse  States  where  screens  are  forbidden.  Indiana  requires  all 
locomotives  to  be  equipped  with  automatic  "  bell  ringers."  It  also  specifies 
that  cabooses  must  be  at  least  20  feet  long — the  usual  length  being  18  feet. 
To  comply  with  the  law  in  Indiana  the  railroads  have  spent  .$800,000. 

The  tendency  to  long  and  continuous  lines  of  railroad  is  sound 
from  an  economic  standpoint  and  is  thus  in  the  public  interest. 

ITnquestionably  long  and  continuous  lines  of  railroad  can  give 
better  service  and  get  better  use  out  of  equipment  than  a  niunber  of 
sliort  ones  of  the  same  aggregate  lenoth.  The  Sunset  Route  of  the 
Southern  Pacific  Co.  was  the  jiioneer  in  excellence  of  transcontinental 
service.  The  Sunset  Route.  comj)osed  of  the  Southern  Pacific  rail 
lines  between  California  and  Algiers,  La.  (a  Mississippi  River  termi- 
nal opposite  Xew  Orleans),  and  its  steamship  line  between  Xew 
Orleans  and  Xew  York,  Avas  opened  February  1,  1883. 

Prior  to  that  time  the  all-rail  lines  were  consuming  at  least  30 
days  in  transportation  of  freight  from  coast  to  coast,  each  all-rail 
route  l)eing  composed  of  tAvo  or  three  se]:>arate  connecting  lines  be- 
tween Avhich  there  Avas  no  common  interest  or  effectiA'e  cooperation. 
Through  billing  had  not  been  established  and  claims  were  not  paid 
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until  it  could  be  ascertained  to  what  part  of  the  route  the  liability  was 
allocated,  thereby  consuniint»:  many  months  in  settlement. 

The  time  inaugurated  by  the  Sunset  Koute  from  coast  to  coast  was 
about  18  or  20  days,  Throu<4h  billin<?  was  established  and  both  over- 
charge and  loss  and  damage  claims  were  paid  upon  presentation 
Avhen  supported  by  evidence  of  carrier's  responsibility  without  wait- 
ing to  determine  what  part  of  the  route  was  responsible.  A  system 
of  notices  to  consignees  of  the  dispatch  of  their  shipments  was 
adopted,  and  the  time  was  so  uniform  and  dependable  as  to  enable 
them  to  determine  with  reasonable  accuracy  when  their  goods  might 
be  expected  to  arrive. 

By  this  superior  service,  the  major  part  of  the  coast-to-coast  busi- 
ness" was  soon  attracted  to  the  Sunset  Koute,  which  after  a  while  had 
the  etfect  of  stinudating  the  various  component  parts  of  the  all-rail 
routes  to  a  coordination  of  effort  which  resulted  in  a  gradual  im- 
provement of  the  all-rail  service  from  year  to  year  until  it  caught  up 
with  the  modern  methods  and  services  of  the  Sunset  Route  and  over- 
came the  ascendency  of  that  route  because  of  physical  disabilities, 
such  as  transfer  en  route  and  steamship  versus  rail  terminal  facilities 
at  New  York,  which  it  was  impossible  for  the  Sunset  Eoute  to  sur- 
mount, although  in  the  meantime  the  Sunset  Eoute  kept  up  an  im- 
provement of  its  service  by  increasing  the  number  and  speed  of  its 
ships,  enlarging  its  terminal  facilities  at  New  York,  and  expediting 
schedules  on  the  rail  portion  of  the  route,  so  that  the  through  time 
from  coast  to  coast  Avas  reduced  to  from  12  to  14  days;  and  ever  since 
the  opening  of  the  route  it  has  been  a  continuous  competitive  spur 
to  an  improvement  of  the  service  of  all-rail  lines,  to  the  great  benefit 
of  the  shipping  public. 

This  tendency  due  to  the  natural  operation  of  economic  laws  which 
demand  that  transportation  facilities  shall  accommodate  themselves 
to  the  requirements  of  conmierce  is  a  desirable  condition. 

The  existence  of  these  long  and  continuous  lines  of  railroad  under 
a  single  management  is  in  the  public  interest,  and  is  justified  by  sound 
economic  considerations,  and  there  should  not  exist  conflicting  pow- 
ers of  governmental  regidation  over  different  parts  of  the  same  line 
of  railroad  or  over  different  functions  of  the  same  line  of  railroad. 

Since  the  present  dual  system  of  governmental  regulation  of  rail- 
ways was  adopted,  American  railways  have,  practically  speaking, 
ceased  to  be  local  or  state  facilities  in  the  sense  they  formally  were, 
and  have  in  substance  become  highways  for  interstate  and  interna- 
tion  business,  and  governmental  regulation  should  recognize  this 
fact  and  the  policy  of  treating  these  facilities,  which  have  now  be- 
come national  in  their  importance,  as  still  local  or  State  facilities  in 
many  of  their  substantial  and  controlling  aspects  should  be  aban- 
doned. 

Under  a  system  of  private  ownership,  the  standards  of  efficiency 
and  the  maintenance  of  efficiency  of  an  instrumentality  of  commerce 
are  dependent  on  its  earnings — in  other  words,  high  efficiency  can  not 
be  continued  without  adequate  earnings. 

There  should  be  but  one  public  authority  to  detennine  what  in  the 
public  interest  the  proper  standard  of  earnings  and  efficiency  shall  be. 

If  the  States  have  the  power  to  fix  rates  and  to  determine  the 
standard  of  service  as  to  State  business  of  a  railroad  company  also 
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engaged  in  interstate  and  foreign  commerce,  they  may,  in  cases 
where  no  question  of  discrimination  against  interstate  or  foreign 
commerce  is  involved,  fix  the  State  rates  high  enough  to  escape  the 
line  of  confiscation  but  so  low  that  no  substantial  contribution  will 
be  made  by  State  business  to  the  maintenance  of  the  standard  of  effi- 
ciency deemed  essential  in  the  public  interest  by  the  Federal  au- 
thorities. 

This  is  answered  by  an  explanation  of  the  action  of  Texas  in  the 
Shreveport  rate  case. 

Such  a  power  on  the  part  of  the  State  involves  the  power  either  to 
fix  the  standard  of  efficiency  of  these  instruments  of  commerce,  con- 
trary to  the  views  of  the  National  Government  and  to  the  views  of 
other  States,  or  to  throw  the  burden  of  establishing  and  maintaining 
a  high  standard  of  efficiency  on  interstate  and  foreign  conmierce 
and  on  the  commerce  of  other  States. 

This  is  not  in  the  public  interest. 

A  power  to  thus  prejudice  the  interests  and  to  obstruct  the  policy 
of  other  States  can  not  be  justly  left,  to  one  of  the  States.  It  should 
be  the  right  of  each  State  to  demand  that  no  other  State  shall  possess 
the  power  to  determine  a  question  in  which  both  States  have  this  im- 
portant interest. 

^  These  important  questions  should  be  determined,  not  by  one  of  the 
States  which  may  have  a  diiferent  interest  or  a  different  policy  from 
the  others,  but  by  the  National  Government  acting  for  and  onbehalf 
of  all  the  States,  and  thus  alone  able  to  act  impartially  between  them. 

Some  of  the  influences  tending  to  impede  development  of  railroads 
and  to  interfere  with  free  flow  of  commerce  have  been  brought  to  my 
attention  and  have  been  explained  already.  P'or  instance,  the  Shreve- 
port rate  cases,  the  action  of  the  Arizona  commission  in  respect  to 
two-year  notes,  and  the  reduction  of  the  Galveston-Houston  differ- 
ential. 

Now  we  come  to  the  detention  of  cars  at  seaports.  The  annual 
report  of  the  Interstate  Connnerce  Connnission,  recently  issued,  says : 

The  uncertaiiitie.s  as  to  ocean  tiansporteition  have  made  it  uiuisuallv  difficult 
to  secure  expeditious  or  regular  iiiovement  of  export  traffic  through  the  ports, 
and  this  led  to  great  congestion  with  consequent  delay  of  equipment  at  the 
ports  and  on  the  lines  leading  thereto. 

This  condition  was  more  serious  even  in  the  early  part  of  1916 
than  it  is  in  1917.  The  trouble  is  due  to  the  fact  that  existing  tariffs 
permit  freight  cars  to  be  held  at  seaports  15  and  sometimes  20  days 
before  and  charge  for  demurrage  is  made.  Much  of  the  congestion 
in  both  years  has  resulted  through  failure  or  inability  of  shippers  to 
provide  vessels  to  take  care  of  their  tonnage  after  it  reached  desti- 
nation. 

Eecords  of  the  Pacific  car-demurrage  bureau  operating  on  the 
Pacific  coast,  show  that  the  average  detention  by  consignees  of  cars 
in  the  State  of  Oregon  is  approximately  50  per  cent  greater  than  the 
detention  in  the  State  of  California,  where  the  railroad  commission 
has  permitted  a  sufficiently  high  denmrrage  rate  to  be  charged  to 
secure  the  prompt  unloading  of  cars.  In  the  period  of  from  Febru- 
ary to  November,  1916,  76,200  cars  were  required  to  handle  the  State 
and  interstate  traffic  in  the  State  of  Oregon,  while  if  the  cars  had 
been  handled  under  California  demurrage  rules  71,430  cars  would 
have  handled  the  traffic,  a  saving  of  4,770  cars,  or  6.7  per  cent. 
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Mr.  Hamilton.  1  do  not  want  to  deviate  from  the  rule  of  the  com- 
niittee,  but  I  should  like  to  ask  a  question  for  information. 

Mr.  Sims.  Without  objection,  you  may  do  so. 

Mr.  Hamilton.  How  is  it  that  this  free  time  as  to  seaports  is  dif- 
ferent from  the  free  time  at  other  places? 

Mr.  KKUTTscHNrrT.  The  free  time  at  seaports  is  made  large  to 
allow  for  the  uncertainty  in  the  arrival  of  ships  to  take  the  freight 
from  the  cars. 

Mr.  Hamilton.  And  who  fixes  this  free  time  at  seaports? 

Mr.  Kruttschnitt.  That  has  been  fixed  by  carriers  and  filed  Avith 
the  commission. 

jSIr.  Hamilton.  The  Interstate  Conunission — the  Federal  Commis- 
sion ? 

Mr.  Kruttschnitt.  The  Interstate  Commerce  Commission;  yes, 
sir. 

Mr.  Hamilton.  Thank  you. 

Mr.  Sims.  Proceed,  Mr.  Krutschnitt. 

Mr.  Kruttschnitt.  The  failure  of  consignees  to  promptly  unload 
cars  themselves,  an  abuse  of  long  standing,  as  consignees  who  have 
not  provided  and  who  can  not  obtain  warehouse  room  for  their  com- 
modities, deliberately  plan  to  pay  the  small  demurrage  that  has  here- 
tofore been  charged  in  order  to  use  freight  cars  as  warehouses.  In 
paying  this  small  charge  they  not  only  obtain  the  use  of  a  warehouse 
but  the  use  of  the  ground  on  which  the  car  stands,  w^hich  is  no  doubt 
cheaper  to  them  than  to  provide  facilities  themselves.  The  Inter- 
state Commerce  Commission,  however,  acted  with  commendable 
promptness  in  relieving  this  situation  by  sanctioning  substantially 
higher  demurrage  rates  that  became  efi'ective  about  the  middle  of 
December. 

I  would  say,  in  further  answer  to  your  question  about  the  seaport 
free  time,  that  is  one  of  the  troubles  the  carriers  experience;  that 
if  they  w^isli  to  vary  their  free  time,  change  it,  they  can  not  do  it 
without  the  commission's  approval.  If  an  emergency  exists  and 
ships  can  not  be  gotten,  and  the  carriers  know  it,  nevertheless  they 
can  not  change  this  free  time  because  it  is  incorporated  in  their 
tariffs,  and  it  requires  a  long  time  to  get  that  permission,  and  before 
the  permission  can  be  gotten  probably  the  emergency  has  either 
passed  or  the  trouble  has  cured  itself. 

Mr.  Sims.  Eight  there,  do  you  know  what  free  time  is  allowed  in 
foreign  countries  for  cars  to  be  loaded  on  to  the  ships — foreign  coun- 
tries doing  business  with  the  United  States  ? 

Mr.  Kruttschnitt.  I  do  not;  but  as  an  indication  of  that  I  can 
relate  this  incident :  Shortly  after  the  outbreak  of  the  Europan  war, 
and  before  the  date  when  everything  in  sight  was  being  blown  up, 
we  were  urged  by  the  cotton  shippers  of  Louisiana  and  Texas  to  send 
a  few  ships  of  our  fleet  to  foreign  ports  with  cotton  as  a  relief.  We 
did  so.  Our  ships  are  unloaded  at  their  termini.  New  York  and 
Galveston,  in  about  36  hours,  and  they  are  loaded  in  about  36  hours, 
so  that  from  the  time  of  arrival  of  a  ship  to  her  departure  does  not 
exceed  from  TO  to  80  hours.  We  dispatched  one  of  the  ships  to 
Gothenburg,  in  Sweden,  and  to  unload  that  ship  that  in  America 
was  unloaded  in  36  hours,  required  12  days  at  Gothenburg,  with  a 
captain  fussing  all  he  knew  how  to  expedite  matters. 

Mr.  Hamilton.  Wliat  year  did  you  say  that  was  in  ? 
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Mr.  Kruttschnitt.  That  was  just  after  the  breaking  out  of  the 
European  war;  I  should  say  in  the  hitter  part  of  1914  or  early  in 
1915.  ^ 

Mr.  Sims.  I  did  not  know  but  that  possibly  the  demurrage  charges 
for  exports  in  foreign  countries  and  ours  were  somewhat  similar. 

Mr.  Adamso>\  I  should  like  to  know  what  constituted  the  great 
ditference.  Was  it  the  cheap  foreign  labor,  that  was  less  efi'ective 
than  our  labor,  which  caused  the  delay  in  unloading  and  loading  ? 

Mr.  Kruttschnitt.  I  did  not  inquire,  Mr.  Chairman,  as  to  just 
what  the  cause  was.  The  captain  made  a  brief  report  to  the  manager 
of  the  line  to  explain  his  long  absence,  and  that  was  sent  to  me,  and 
I  read  it;  and  that  fact  made  an  impression  on  my  memory^that 
what  we  in  America  were  doing  in  a  day  and  a  half  took  nearly  10 
times  as  long  to  do  in  Sweden.  We  have  a  great  many  Swedish 
laborers  on  our  docks.  I  do  not  know  whether  the  atmosphere  in  this 
country  affects  them  or  not,  but  I  suppose  they  are  the  same  kind  of 
people  that  unloaded  the  ship  in  Gothenburg. " 

Mr.  Adamson.  I  thought  possibly  that  accounted  for  it— that,  due 
to  the  fact  that  wages  were  lower  in  foreign  countries,  they  did  not 
do  as  much  as  our  laborers. 

Mr.  Hamilton.  I  do  not  think  that  the  chairman  will  be  able  to 
draw  any  general  deduction  from  this  single  incident. 

Mr.  Adamson.  It  is  only  a  concrete  fact  that  I  am  trying  to  learn. 

Mr.  Hamilton.  I  notice  some  make  a  greater  impression  than 
others. 

Mr.  EscH.  Might  not  that  long  delay  be  due  to  a  lack  of  dock 
facilities  ? 

Mr.  Kruttschnitt.  Xo;  the  vessel  was  at  dock  all  the  time. 

Mr.  EscH.  And  she  used  her  own  unloading  facilities,  I  suppose? 
She  has  her  own  hoists,  and  all  that? 

Mr.  Kruttschnitt.  Yes;  the  same  that  we  used  in  America.  There 
were  scandalous  delays  to  ships  for  want  of  dock  facilities  in  Great 
Britain  and  other  allied  ports,  but  that  was  not  the  case  at  Gothen- 
burg.   Our  ship  got  a  dock  promptly. 

And,  by  the  way,  that  scandalous  delay  of  ships— the  ability  of 
ships  to  dock  at  Liverpool  and  London— was  the  beginning  of  the 
trouble  in  this  country,  of  congestion.  Congestion  really  started  in 
London  and  Liverpool  and  worked  back  this  way. 

Mr.  Sims.  Was  it  a  delay  involving  moral  turpitude?  You  used 
the  expression  ''  scandalous." 

Mr.  Kruttschnitt.  No  ;  that  is  not  ca  proper  word.  I  mean  it  was 
outrageous^hat  vessels  would  lie  in  the  stream  sometimes  6,  8,  or 
10  weeks  waiting  for  a  berth. 

Railroad  transportation  is  perhaps  the  one  most  important  essen- 
tial of  national  defense  after  the  collection  of  adequate  land  and 
naval  forces.  For  instance,  in  moving  troops  to  the  Mexican  border 
from  June  1  to  October  31,  1916,  the  Southern  Pacific  lines  operated 
326  special  trains,  consisting  of  2,522  passenger  and  sleeping  cars 
and  2,635  freight  cars,  in  which  98,357  troops  with  their  luggage 
and  ftccouterments  were  transported.  In  emergencies  arising  out  of 
the  necessity  of  moving  troops  for  national  defense,  occasions  will 
arise  when  saving  a  few  hours  may  be  vital,  and  unless  the  railroads 
can  accumulate  a  reserve  of  passenger  vehicles  it  appears  reasonably 
certain  that  if  any  very  large  number  of  soldiers  would  have  to  be 
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lllo^od  in  the  United  States,  it  would  be  at  the  expense  of  service  to 
the  jiublic,  which  would  probably  have  to  be  discounted  entirely  dur- 
inir  the  period  of  mobilization  just  as  was  done  in  England,  France, 
and  (Terniany  in  the  present  war. 

In  fluly,  1870,  the  mobilization  of  the  French  troops  covered  the 
carriage  of  3()0,0()0  men,  1)5,000  horses,  G,GOO  guns  and  road  vehicles, 
and  4,400  wagonloads  of  ammunition  and  supplies  in  19  days  inter- 
vening between  July  10  and  August  4.  The  German  concentration, 
for  which  six  railroad  lines  were  available,  was  made  in  11  days  be- 
tween July  24  and  August  3,  and  covered  the  transportation  in  1,200 
trains  of  350,000  men,  87,000  horses,  and  8,400  guns  and  road  vehicles. 

I  only  give  those  figures  on  the  mobilization  in  the  great  war  of 
1870  to  compare  with  what  was  done  in  our  own  country,  to  show  the 
relative  number  of  trains,  the  relative  number  of  men,  and  the  way  in 
which  the  work  was  done.  In  other  words,  the  work  of  the  American 
roads  was  not  at  all  discreditable  when  compared  with  what  had 
been  done  on  the  European  roads  in  1870. 

Mr.  Thom.  In  listening  to  you  I  understood  that  the  European 
figures  related  to  this  Avar.    It  was  the  war  of  1870? 

]Mr.  Kruti^schnitt.  It  was  the  w^ar  of  1870.  I  tried  to  get  figures 
for  this  war,  but  most  diligent  search  failed  to  reveal  them. 

Mr.  Adamsox.  I  suppose  they  are  all  censored  yet;  the  censors  will 
not  let  them  out  yet,  I  suppose  ? 

Mr.  Kruttschxitt.  I  suppose  that  is  true,  though  I  thought  I  had 
seen  in  general  reading  some  figures  relating  to  it;  but,  as  I  say,  I 
could  not  find  them  when  I  was  preparing  this  memorandum. 

Senator  Towxsexd.  You  would  not  think  that  that  would  be  a  fair 
comparison,  comparing  railroads  of  40  years  or  more  ago  wdth  rail- 
roads now,  Avould  you  ? 

Mr.  Kruttschxitt.  No,  sir;  but  further  on  I  give  the  opinion  of 
the  President  of  the  United  States  and  the  Army  officers  as  to  what 
the  American  roads  did. 

Mr.  Hamiltox.  In  1870,  the  Prussian  roads  had  gone  into  the 
control  of  Prussia,  had  they  not  ? 

Mr.  Sims.  No. 

Mr.  Kruttschxitt.  The  Prussian  roads,  I  think,  had  been  State 
roads  for  a  great  many  years  at  that  time,  and  ever  since. 

Mr.  Hamiltox.  I  was  thinking  that  at  least  part  of  the  roads  of 
Prussia  had  gone  into  State  control  at  that  time ;  but  I  am  not  dead 
sure. 

Mr.  EscH.  Xo;  that  was  Bismarck's  policy  after  the  war  for  the 
unification  of  the  Empire. 

]Mr.  Sims.  Yes ;  it  went  in  afterwards. 

Mr.  Hamiltox.  Yes;  but  Prussia  does  not  own  the  rest  of  the  roads 
of  Germany.  The  other  States  own  their  roads,  except  for  300  or 
400  miles  in  Alsace  and  Lorraine. 

Mr.  Kruttschxitt.  That  may  be  true,  but  I  should  have  said  that 
all  the  roads  of  Germany  are  Government-owned  roads.  Some  are 
owned  by  Prussia,  some  by  Hanover,  and  so  forth. 

Mr.  Sims.  Do  you  mean  that  in  1870  they  were  all  Government 
owned  ? 

Mr.  Hamiltox.  No;  he  says  now. 

i\Ir.  Kruttschxitt.  I  did  not  look  up  that  fact  as  to  whether  they 
were  all  State  roads  in  1870.    I  do  not  know. 
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I  read  a  short  quotation  from  a  most  interesting  work  that  has 
recently  appeared,  called  '^  Rise  of  rail  poAver  in  war  and  conquest, 
1833-191-1,"  by  EdAvin  A.  Pratt,  bearing  on  this  subject.  After 
touching-  on  the  importance  of  uniform  gauge  and  physical  connec- 
tions betAveen  the  different  systems  the  desirability  of  double  track 
on  all  important  lines,  and  the  necessity  of  a  very  liberal  provision 
of  passing  tracks  and  a  sufficiency  of  sidings  at"^all  stations  Avhere 
troops  are  to  be  detrained  or  entrained  he  advises  that  preparations 
m  advance  should  include  : 

I.  The  carryinii-  out  (.f  a  selieiiie  of  organization  based  on  recognition  (.f 
the  following  principles:  (a)  That,  while  the  railway  is  an  instrument  capable 
of  renderuig  great  and  even  incalculable  services  in  the  conduct  of  war 
the  worknig  of  it  is  a  highly  skilled  Ijusiness  only  to  be  intrusted  to  those 
possessed  of  the  necessary  experience;  (b)  that  interference  with  such  work- 
ing on  the  part  of  military  officers  not  possessing  the  requisite  technical 
knowledge  of  the  details  and  limitations  of  railway  operation  may  result  in 
chaos  and  disaster;  (c)  that  railway  men  in  turn  are  not  likely  to  be  fully 
acquainted  with  the  technicalities  of  military  conditions  and  "requirements 
and  should  not  in  any  case  be  left  with  the  responsibility  of  having  to  decide 
between  the  possibly  conflicting  demands  of  various  military  authorities-  (d) 
that  for  these  reasons  there  should  lie  coordination  of  the  military  and  the 
technical  railway  elements  operating  throughout  the  whole  scheme  "of  organi- 
zation in  Its  manifold  details,  avoiding  conflict  of  authority,  insuring  harmony 
of  working,  and  offering  the  fullest  guaranty  that  all  military  requirements 
will  be  met  so  far  as  the  capacity  of  the  railway,  together  witii  a  due  regard 
tor  sate  and  efficient  operation,  will  allow;  and  (e)  that  effect  can  best  be 
given  to  these  various  conditions  by  the  appointment  of  intermediary  bodies 
Avhich,  representing  the  dual  elements,  shall  alone  have  power  to  o-ive  direc- 
tions or  to  make  demands  in  respect  to  military  rail  transport  during  the 
continuance  of  war. 

II.  (Collection  of  data  concerning  the  physical  character,  resources  and  trans- 
port capabilities  of  the  railways  both  in  the  national  territory  and  in  any  other 
country  to  which  the  war  operations  may  extend. 

III.  Study  of  all  movements  of  troops,"  etc.,  likely  to  be  necessary  on  the  out- 
break of  war;  the  preparation  of  special  time  tables  for  the  running  of  troop 
trains,  etc.,  and  the  working  out  of  all  essential  details  respecting  military 
transport  in  general. 

IV.  Creation  and  training  of  bodies  of  railway  troops  qualified  to  undertake 
the^  construction,  destruction,  repair,  and  operation  of  railways  in  time  of  war 

Great  masses  of  troops  can  be  entrained  only  at  stations  where  facilities 
for  their  so  doing  have  been  prepared  in  advance.  The  provision  of  these 
facilities  IS  even  more  necessary  in  the  case  of  cavalry  or  artillery  than  in 
that  of  infantry.  Hence  the  movement  of  considerable"  bodies  of  troops  may 
l)e  restricted  to  certain  lines,  and  their  entrainment  or  detrainment  even  to 
certain  large  stations.  In  the  case  of  road  marching  these  restrictions  would 
not  apply. 

Vehicles  specially  constructed  for  the  purpose  can  alone  be  used  on  railways 
Any  deficiency  in  their  supply  must  needs  cause  delay. 

Substantially  all  the  foregoing  has  been  folloAved  in  our  country 
bv  the  appointment  of  a  general  chairman  and  four  regional  com- 
mittees of  railroad  presidents  by  the  American  Eailway  Association 
to  cooperate  Avith  the  War  Department  and  department  commanders 
as  to  measures  concerning  national  defense. 

The  paramount  need  of  cooperation  betAveen  the  transportation 
comi)anies  and  the  GoA^ernment  and  the  inevitable  congestion  result- 
ing Avhen  it  is  Avanting  is  strikingly  outlined  by  Pratt  in  describing 
the  mobilization  of  the  French  armies  in  1870,  thus: 

All  this  activity  <m  the  part  of  the  railway  companies  was,  however,  neutral- 
ized more  or  less  by  the  absence  of  any  adequate  organization  for  regulating 
and  otherwi.se  dealing  with  the  traffic,  .so  far  as  concerned  the  military  authori- 
ties themselves. 
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Tyi>ical  of  tlie  ji'oneral  t'oiHlitioiis  as  they  prevailed  not  only  in  Paris,  but  else- 
where in  France,  were  the  cireunistaiiees  under  whieh  the  Nineteenth  Army 
Corps,  of  32,00()  men,  3,000  horses,  and  300  suns,  was  sent  from  Cherbourg  to 
Alencon.  The  troops  were  late  in  arriving  at  the  station;  the  oflieers  neglected 
to  look  after  the  men;  the  men  refused  to  travel  in  goods  trucks;  orders  and 
counter-orders  succeeded  one  another  in  rapid  succession;  two  or  three  hours 
were  required  for  the  dispatch  of  each  train  and  delay^  occurred  which  must 
have  disorganized  the  trafUi-  all  along  the  line. 

Great  as  the  confusion  undoubtedly  was  at  the  points  of  dispatch,  it  was  far 
surpassed  by  that  which  prevailed  at  slations  to  which  trains  wei-e  sent  regiird- 
less  of  any  consideration  as  to  whether  or  not  they  could  be  unloaded  there 
with  such  dispatch  as  to  avoid  congestion.  *  *  *  There  were,  consequently, 
many  stations  close  to  the  frontier  where  the  rails  leading  to  them  wei-e  occupied 
for  miles  together  by  loaded  wagons,  the  number  of  which  was  being  constantly 
added  to  by  fresh  arrivals.  IVIany  of  these  wagons  were,  in  fact,  used  as  maga- 
zines or  storehouses  on  wheels. 

I  Avoiild  say  paranthetically  that  I  have  j^ut  these  quotations  in^ 
although  they  relate  to  operations  in  1870,  to  show  how  strikingly 
similar  the  conditions  as  to  army  transport  are  to  the  conditions  on 
the  seaboard  at  the  present  time  that  are  causing  our  present  conges- 
tion.   In  other  words,  they  are  strikingly  similar. 

Mr.  Sims.  The  word  ''  wagon "  there  means  a  car.  does  it  not ; 
what  we  would  call  a  car  here? 

Mr.  Kruttschnitt.  No,  sir;  they  call  cars  "'trucks."  ''Wagons" 
mean  the  Avagons  in  AA'hich  the  arm^^  supplies  are  loaded. 

Mr.  Sims.  The  same  as  we  have  here? 

Mr.  Kruttschnitt.  The  same  as  you  have  here ;  that  would  be  run 
up  on  a  flat-car  and  carried  bodily. 

Mr.  Sims.  I  have  seen  the  word  "  wagon  "  in  reading  referring  to 
a  car. 

Mr.  Kruttschnitt.  AYell,  they  do  use  that  also;  but  here  they 
seem  to  have  used  the  words  "  goods  trucks"  for  that. 

He  goes  on — 

It  suited  the  officers  or  the  military  department  concerned  to  keep  the  sup- 
plies until  they  were  wanted  in  the  wagons,  and  this  arrangement  may  have 
appeared  an  especially  desirable  one  from  their  point  of  view  because  if  the 
army  moved  forward  or  backward,  the  supplies  could  be  more  readily  moved 
with  it  if  they  were  still  in  the  wagons.     *     *     * 

It  was  evidently  a  matter  of  no  concern  to  them  that  tbe  wagons  they  were 
detaining  might  be  wanted  elsewhere,  and  that,  for  lack  of  them,  other  troops 
might  be  experiencing  a  shortage  in  their  own  supplies. 

Here  he  does  use  the  word  "  wagon  "  in  the  sense  of  a  car. 

Mr.  EscH.  I  think  that  is  the  sense  in  which  it  is  used  in  the  quota- 
tion before.  He  says  that  the  rails  were  occupied  for  miles  by  loaded 
wagons. 

Mr.  Kruttschnitt.  That  is  right ;  he  does  mean  a  railroad  car. 

Mr.  Esch.  Is  this  Pratt  an  English  authority? 

Mr.  Kruttschnitt.  EdAvin  A.  Pratt ;  he  has  Avritten  tAvo  books— 
this  one,  called  "  Rise  of  Eail  PoAver  in  AVar  and  Conquest,"  and  the 
other  is,  I  think,  called  "'RailAvny  Transportation.'' 

Mr.  Esch.  There  is  an  English  authority  by  the  name  of  Pratt. 

Mr.  Kruttschnitt.  It  is  that  man.  because  I  had  to  send  to  Eng- 
land for  these  books. 

These  conditions  are  strikingly  similar  to  those  now  existing  on 
United  States  raihvay  lines  east  of  the  Mississippi  RiA^r.  Avhere 
freight  has  been  moA^ed  so  rapidly  ])y  the  raihvays  that  the  receivers 
(in  this  case.  hoAvever.  the  public  and  not  the  Army)  can  not,  or  will 
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not,  unload  the  cars  until  their  contents  are  actually  required,  which 
has  resulted  in  an  accumulation  so  great  as  to  paralyze  the  power  of 
the  carriers  to  serve  the  public. 

The  wisdom  of  the  i^lans  drawn  up  for  the  mobilization  of  the 
Regular  Anny  and  the  National  Guard  at  the  time  of  the  threatened 
trouble  with  Mexico,  and  as  amplified  at  the  present  time  in  expecta- 
tion of  mobilization  in  case  of  trouble  with  European  powers,  is  con- 
firmed by  England's  example.  She  placed  the  operation  of  her  rail- 
ways entirely  in  the  hands  of  a  committee  of  railway  officials  at  the 
beginning  of  the  war,  and  all  of  her  calls  on  them  have  been  promptly 
and  efficiently  met. 

Finally,  it  is  all-important  to  the  national  defense  that  the  stand- 
ards of  railroad  efficiency  i^hould  be  established  in  times  of  peace. 
Practice  mobilizations  should  be  made  from  time  to  time,  as  is  done 
in  Europe. 

Under  proper  rules,  I  do  not  believe  the  transportation  facilities  in 
America  are  inadequate  to  handle  the  increased  business  due  to  the 
war  in  Europe,  but  I  do  believe  that  under  the  conditions  of  opera- 
tion and  rules  for  penalizing  delay  to  equipment  and  expediting 
unloading  of  freight  prescribed  by  Government  bodies  they  are  totally 
inadequate  to  handle  the  increased  business.  A  given  conduit  ma,y 
be  adequate  to  deliver  a  certain  quantity  of  water  at  a  given  pressure, 
and  it  can  be  made  to  deliver  twice  the  amount  by  doubling  the 
velocity ;  but  this  doubled  delivery  is  not  possible  if  the  rate  of  out- 
flow is  obstructed  and  the  water  prevented  from  leaving  the  conduit 
as  fast  as  it  reaches  its  end.  Emergency  rules  are  required  in  emer- 
gencies. The  railroads  can  not  reduce  free  time  at  destination,  can 
not  increase  demurrage  without  the  permission  of  commissions,  and 
if  the  proposed  rules  are  held  in  suspense  from  three  to  six  months 
it  is  evident  the}-  can  not  be  of  the  slightest  use  in  the  emergency  that 
prompted  their  imposition. 

It  is  important  to  the  national  defense  that  in  times  of  peace  the 
standard  of  railroad  efficiency  should  be  established,  so  that  in  times 
of  war  the  railroads  could  be  readily  made  available  for  the  purposes 
of  national  defense. 

Xotwithstanding  what  I  have  said,  I  think  it  perfectly  obvious 
that  the  railroads  of  the  country  have  not  been  able,  with  the  credit 
which  they  have  had  at  their  command,  to  keep  their  facilities  up 
to  the  standard  required  by  the  national  defense  in  preparation  for 
any  serious  war.  Neither  in  equipment,  nor  in  tracks,  nor  in  yards 
and  terminals,  nor  in  strength  of  bridges,  have  the  transportation 
facilities  of  the  country  been  kept  up  to  a  standard  which  would 
render  them  reasonably  capable  of  doing  their  part  in  an  important 
national  emergency.  As  transportation  is  at  the  foundation  of  suc- 
cessful national  defense,  it  seems  manifest  that  the  National  Gov- 
ernment, which  is  charged  with  the  duty  of  national  defense,  should 
also  have  the  power  of  fixing  the  standards  of  efficient  transporta- 
tion in  times  of  peace  as  well  as  in  times  of  war — otherwise  the  Na- 
tion might  perish  while  the  preparations  are  being  made. 

As  the  duty  o|  national  defense  rests  upon  the  National  Govern- 
ment, transportation  is  so  essential  to  the  national  defense  that  the 
National  Government  alone  should  have  the  power  to  fix  the  stand- 
ard of  railroad  efficiency. 
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Tlie  duty  of  nationul  defense  carries  with  it  the  duty  to  fix  tlie 
standard  of  raih-oad  efficiency  by  the  National  (Government,  which 
should  provide  for  its  wants  through  the  existing  operating  organi- 
zation of  raih'oads  and  should  not  substitute  its  operating  rules  and 
judgment  for  the  existing  rules  and  judgment  of  officers  now  oper- 
ating the  properties. 

The  standard  of  railroad  efficiency  can  not  be  established  and 
maintained  by  the  National  Government  unless  it  has  the  po^yer  to 
deal  with  all"  questions  of  railroad  credit  and  railroad  policies  as 
far  as  they  are  within  governmental  control. 

In  view  of  the  constitutional  power  and  obligation  of  the  Fed- 
eral Government  as  to  the  regulation  of  interstate  and  foreign  com- 
merce, of  the  Federal  Government's  responsibility  for  the  national 
defense,  and  in  view  of  the  necessity  for  prompt  and  harmonious 
governmental  action  in  respect  to  security  issues,  there  should  be  a 
single  governmental  system  of  regulating  security  issues  of  carriers 
engaged  in  interstate  and  foreign  commerce,  and  this  power  should 
rest  in  the  National  Government  alone. 

For  the  purposes  of  national  defense  alone  the  railroads  of  the 
entire  Nation  should  arrange  to  place  their  facilities  at  the  disposal 
of  the  Government  and  to  operate  them  as  a  unit. 

A  standard  of  earnings  such  that  in  prosperous  years  an  adequate 
surplus  may  be  laid  up  to  carry  the  railroads  over  the  lean  years, 
without  the  necessity  for  any  diminution  of  the  work  of  maintenance 
and  improvement,  and  without  the  necessity  for  a  suspension  of 
reasonable  returns  to  those  whose  means  have  created  the  instrumen- 
talities of  connnerce,  should  be  permitted. 

Under  normal  conditions  and  with  a  volume  of  business  such  as 
moved  in  1916,  the  earnings  of  most  railroads  would  be  adequate  to 
pay  fixed  charges,  fair  dividends,  and  some  surplus,  but  the  rail- 
roads should  be  able  to  do  this  with  absolute  certainty  in  order  to 
make  their  securities  attractive,  and  the  rates  should  be  sufficient  so 
that  when  applied  to  the  volume  of  biLsiness  carried  in  lean  years, 
fixed  charges,  dividends,  and  some  surplus — though  small — will  be 
earned,  an  adequate  surplus  being  provided  by  averaging  the  small 
surplus  in  lean  years  with  the  larger  surplus  yielded  by  an  increased 
volume  of  business,  without  increases  of  rates  in  the  prosperous 
years.     (See  p.  217(5.  figures  for  Southern  Pacific  Co.) 

In  view  of  the  power  of  regulation  which  is  exerted  by  the  Inter-, 
state  Connnerce  Commission  over  carriers  engaged  in  interstate  and 
foreign  commerce,  which,  of  course,  involves  a  power  to  prevent 
abuses,  there  is  no  reason  for  the  application  to  railroad  companies 
of  the  antitrust  laws. 

This  is  especially  so  in  view  of  the  necessity  for  commerce  from  all 
sections  to  move  on  relatively  equal  terms  and  of  the  fact  that,  com- 
merce being  continuous  over  several  lines  of  railroad,  there  must  be 
an  understanding  as  to  through  rates.  These  considerations  involve 
the  necessity  for  traffic  officers  to  meet  and  to  agree  upon  rates  and 
terms  of  •service,  subject,  of  course,  to  the  approval  of  the  Interstate 
Conmierce  Commission. 

There  is  no  reason  for  the  application  to  railroad  companies  of 
the  antitrust  laws,  inasmuch  as  they  ^u'e  closely  and  absolutely  regu- 
lated by  Government  authority.  The  rates  from  and  to  all  impor- 
tant points  are  the  same,  regardless  of  the  route  over  which  the  traffic 
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is  carried,  so  that  the  only  competition  amongst  carriers  at  the  pres- 
ent time  is  in  excellence  and  certainty  of  service.  The  public  interest 
certainly  could  not  be  affected  by  pennitting  railroad  officers  to  meet 
to  agree  upon  rates,  terms  of  service,  schedules,  etc.,  subject  to  the 
approval  of  the  Interstate  Commerce  Commission. 

As  the  continued  operation  of  railroads  is  essential  to  the  public 
welfare,  the  laws  should  not  permit  such  operation  to  be  interfered 
with  either  by  combinations  of  capital  or  by  combinations  of  labor. 

The  laws  should  bear  just  as  heavily  on  combinations  of  labor  as 
they  do  on  combinations  of  capital.  There  should  be  no  discrimina- 
tions. 

As  investments  of  capital  are  by  law  required  to  be  subject  to  the 
public  obligation  to  keep  the  railroads  in  operation,  the  law  should 
attach  to  labor,  when  it  enters  into  this  public  service  and  enjoys 
employment  in  it,  an  obligation  not  to  combine  to  prevent  the  opera- 
tion of  these  facilities  which  are  essential  to  the  public  welfare,  it 
being,  of  course,  understood  that  no  law  should  undertake  to  limit 
the  freedom  of  individuals  in  respect  to  service  or  terms  of  employ- 
ment, but  only  to  prevent  combinations  and  conspiracies  to  unlaw- 
fully obstruct  or  interrupt  public  service. 

The  railroads,  being  public  servants,  should  be  kept  in  operation 
by  laws  that  would  hold  all  employees,  whether  designated  as  officers 
or  laborers,  to  a  strict  accountability  and  should  prevent  either  one 
or  the  other  from  combining  to  prevent  the  operation  of  the  roads 
by  conspiracies  or  other  unlawful  acts. 

If  in  the  public  interest  labor  should  be  thus  deprived  of  the  power 
of  combination  for  the  purpose  of  preventing  the  operation  of  a 
public  facility,  the  law  should  deal  with  the  question  of  wages,  so 
that  the  system  may  be  balanced  by  preventing  the  oppression  of 
labor  by  capital  and  the  oppression  of  capital  and  the  public  by 
combinations  of  labor. 

I  have  a  very  wretched  cold  and  inflamed  throat. 

Mr.  Adamson.  I  think  the  committee  will  be  glad  to  yield  to  you 
here,  if  you  desire. 

Mr.  Kruttschnitt.  I  am  very  near  through.  If  you  will  permit 
the  reading  of  this  answer  that  I  told  Mr.  Hamilton  I  had  prepared 
about  regulating  trouble  with  employees,  I  should  be  glad  to  have  my 
secretary  read  it. 

Mr.  Adamson.  It  is  hardly  time  to  adjourn;  but  if  you  are  feeling 
uncomfortable 

Mr.  Sims.  It  is  within  25  minutes  of  the  time. 

Mr.  Kruttschnitt.  I  will  ask  my  secretary  to  read  it.  » 

Mr.  Ada:mson.  That  is  perfectly  satisfactory  to  me. 

Mr.  Kruttschnitt.  This  is  the  memorandum  I  mentioned  as  hav- 
ing been  consolidated,  takino;  in  several  memoranda  made  by  me 
within  the  last  four  or  five  years.     I  will  ask  my  secretary  to  read  it. 

I  do  not  see  how  the  law  could  fix  the  wages  of  railway  employees 
unless  the  Government  should  take  over  the  railways. 

The  act  of  Congress  approved  June  15,  1913,  known  as  the  Xew- 
lands  Act,  providing  for  mediation,  arbitration,  and  conciliation  in 
controversies  between  certain  employers  and  employees,  is  a  great 
improvement  on  the  Erdman  Act,  which  it  superseded,  but  it  relates 
to  employees  engaged  in  train  service  or  train  operation  only  of  com- 
mon carriers  engaffed  in  interstate  commerce.     Its  usefulness  would 
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be  iireatly  incieased  if  it  were  made  to  apply  to  all  railway  ein- 
ployoos  oiiiiafjed  in  the  interstate  business  of  the  employer,  including 
those  engaged  in  kee})ing  in  repair  cars,  locomotives,  appliances, 
machinery,  track,  roadbed,  and  other  instrumentalities  of  interstate 
commerce.  The  Board  of  Mediation  and  Conciliation  appointed  by 
the  President,  under  the  act,  has  proven  useful  in  maintaining  in- 
dustrial peace,  but,  as  it  frequently  results,  as  a  conse(juence  of  in- 
voking the  services  of  the  board,  that  railway  expenses  are  in- 
creased, it  is  very  important  to  the  carriers  that  the  board  should  be 
closely  coordinated  with  or,  better  still,  subordinated  to  the  Inter- 
state Commerce  Commission,  so  that  the  same  authority  responsible 
for  increasing  expenses  of  the  carriers  should  at  the  same  time  incur 
a  corresponding  responsibility  for  providing  revenue  to  meet  the 
expenditures.  The  reasonableness  of  such  a  provision  is  apparent 
Avhen  the  complete  control  of  revenues  and  almost  equally  complete 
control  of  expenditures  by  the  Government  at  the  present  time  is 
considered. 

The  Newlands  Act  provides  that  when  a  controversy  arises  either 
party  may  apply  to  the  Board  of  Mediation  and  Conciliation  for  its 
adjustment,  and  the  board  may  oli'er  its  services  to  the  parties  in 
controversy  where  interruption  to  public  service  is  imminent.  There 
is  no  obligation,  however,  other  than  a  sense  of  obligation  to  the 
public,  on  either  employer  or  employee  to  submit  differences  to  me- 
diation. Instances  have  occurred  where  mediation  and  arbitration 
ha^e  been  stubbornly  refused,  with  utter  disregard  of  the  public's 
interest  and  rights,  and  the  act  offers  no  remedy.  This  defect  could 
apparently  be  remedied,  as  is  done  in  the  Canadian  industrial  dis- 
putes investigation  act  of  1907,  which  makes  a  combination,  lockout, 
or  strike  illegal  until  the  questions  at  issue  shall  have  been  thoroughly 
investigated  and  made  public;  and  there  should  be  a  provision  that 
where  the  board  offers  its  services  for  investigation,  mediation,  and 
conciliation  it  shall  be  obligatory  on  and  not  optional  to  the  parties 
to  submit  their  differences,  so  that  the  public  may  judge  the  dispute 
intelligently. 

The  desirable  feature  in  the  Canadian  act  is  that  it  compels  inves- 
tigation and  publicity,  and  peace  pending  investigation  and  paves 
the  way.  as  the  Xewlands  Act  does,  to  arbitration,  which,  however,  is 
optional  with  the  jjarties  to  the  dispute. 

Report  of  the  United  States  Board  of  Mediation  and  Conciliation, 
November  1.  191G.  shows  that  from  the  passage  of  the  Canadian 
disputes^  act  in  1907  up  to  October  18,  1916,  a  total  of  2V2  disputes 
were  referred  for  adjustment  under  its  provisions.  The  total  num- 
ber of  boards  of  conciliation  and  investigation  established  under  the 
act  was  182.  the  remaining  30  being  settled  without  the  establishment 
of  boards.  The  number  of  disputes  where  a  strike  was  not  averted 
or  ended  Avas  21.  The  report  states,  ''  In  approximately  90  per  cent 
of  the  cases  brought  under  the  act.  therefore,  its  provisions  were 
effective  so  far  as  actually  preventing  strikes  was  concerned.''  The 
report  adds  that  an  inquiry  of  the  Canadian  authorities  in  1915  as 
to  the  outcome  of  strikes  which  occurred  legally  after  the  reports  of 
(he  boards  if  investigation  had  been  made  showed  that  settlements 
were  '*  ultimately  effected  closely,  if  not  wholly,  on  the  lines  recom- 
mended by  the  boards," 
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In  a  repcrt  dated  December  9,  1912.  on  the  industrial  disputes 
investigation  act  of  Canada,  1907,  made  by  Sir  George  Askwith, 
chief  industrial  commissioner  to  the  British  Board  of  Trade,  and 
presented  to  both  Houses  of  Parliament  of  Great  Britain,  the  pur- 
poses of  the  act  are  defined  as  follows : 

The  simple  purpose  of  the  net  is  to  insure  the  recognition  of  the  interests  of 
the  public  as  a  third  party  in  trade  disputes  and  the  insistence  that  that  third 
party,  throush  the  Government,  shall  have  a  voice  in  regard  to  a  dispute 
affecting  their  interests,  and,  according  to  the  act,  before  a  stoppage  of  work 
takes  place.  In  practice  the  recognition  extends  to  cases  arising  before  or 
after  a  stoppage  of  work.  While  this  principle  of  the  recognition  of  the  public 
interest  in  trade  disputes  is  emphasized  in  the  act,  the  actual  interference  with 
the  parties  in  the  settlement  of  their  differences  is  sought  to  be  reduced  to  a 
minimum  by  the  act  being  confined — 

1.  To  industries  whose  uninterrupted  continuance  is  of  high  importance  to 
the  well-being  of  the  nation  (mining,  railways,  shipping,  and  other  public 
utilities)  ;  and 

2.  To  a  brief  suspension  of  the  right  to  stop,  as  distinct  from  a  complete  pro- 
hibition of  stoppage. 

And  further  on  occur  the  following  views,  which  are  as  applicable 
to  our  country  as  they  are  to  Great  Britain : 

*  *  *  And  I  think  that  it  might  be  feasible  in  the  United  Kingdom,  with 
advantage  to  both  employers  and  employed,  to  give  opportunity  for  such  in- 
vestigation and  recommendation  as  would  bring  into  light  the  Veal  causes  of 
difficulties  and  create  in  the  public  mind  and  in  the  minds  of  employers  and 
employed  the  opinion  that  when  opportunity  exists  by  law  such  opportunity 
should  be  taken  advantage  of,  and  that  strikes  and  lockouts  ought  not  to  be 
conmienced,  and  certainly  not  supported  by  "  sympathetic  "  strikes,  while  such 
investigation  and  recommendation  ai'r^  pending.  Investigation  and  recommenda- 
tion would  not  be  necessary  in  all  cases  and  could  well  be  confined,  at  any  rate 
In  the  first  instance,  to  cases  in  which  the  public  were  likelv  to  be  seriously 
affected. 

F^rom  the  point  of  view  of  the  public  the  advantage  of  such  a  course  is  obvious. 
The  public  have  no  use  for  strikes  or  lockouts,  and  such  a  course  might  I'ea- 
sonably  be  expected  to  lessen  their  number.  While  the  public  might  often 
have  much  difficulty  in  bringing  opinion  to  bear  in  favor  of  acceptance  or  re.iec- 
tion  of  technical  decisions,  which  in  many  trades  it  would  be  impossible  for 
persons  who  had  not  examined  the  question  to  understand,  their  support  to 
the  principle  tJiat  the  ordeal  of  battle  should  give  place  to  reas(mable  iudg- 
ment  would  probably  be  emphatic  and  frequently  effective. 

From  the  point  of  view  of  the  employers  such  a  course  need  not  interfere 
with  the  administrative  details  of  business  or  discipline  but  should  give  better 
opju.rtunity  for  regular  and  c-onsecutive  business  by  reducing  the  number  of 
strikes  by  bringing  strikes  to  an  earlier  conclusion,  and  bv  the  powerful  effect 
which  I  am  convinced  would  result  in  the  direction  of  rendering  unnecessarv 
and  ineffective  the  progress  of  those  sympathetic  strikes  bv  which  emplovers 
having  no  quarrel  with  their  own  workmen  are  now  so  frequently  disturbed. 

Reports  of  the  satisfactory  operation  of  the  Canadian  act  and  a 
conviction  that  like  benefits  would  accrue  throuoh  the  adoption  of 
some  of  its  provisions  in  the  United  States  induced  me  to  send  an 
assistant  to  Canada  in  September,  1914,  to  learn  at  first  hand  from 
the  managers  of  Canadian  railways  and  from  the  Canadian  depart- 
ment of  labor  their  experience  with  the  operations  of  the  act.  The 
opinion  alike  of  railway  executives  and  of  the  commissioner  of  labor 
was  that  their  disputes  and  investigation  act  Avas  satisfactory  and 
very  successful  in  preventing  lockouts  and  strikes.  In  discussino-  the 
results  of  our  observations  with  the  executive  heads  of  11  of  our  im- 
portant railway  systems  the  opinion  was  expressed,  without  excep- 
tion, that  the  provisions  of  the  Canadian  act  were  most  helpful  in 
the  interests  of  employers,  employees,  and  the  general  public  the 
three  parties  to  every  industrial  disturbance. 
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If  such  a  plan  were  adopted  the  board  should  be  charjied  not  only 
with  the  duties  of  mediation  and  conciliation,  l>ut  also  with  the  duty 
of  securinof  settlements  of  all  (|uestions  at  dispute,  not  on  the  basis  of 
makinof  concessions  that  would  dispose  of  the  matters  for  the  time 
being  only,  but  on  the  basis  of  justice  to  employer,  employee,  and'  to 
the  general  public.  The  chairmanship  of  this  l)oard  should  certainly 
be  a  permanent  position,  so  that  the  incumbent  should  become  thor- 
oughly familiar  with  labor  contracts,  which  have  grown  to  be  ex- 
tremely complex.  The  Interstate  Commerce  Commission  should  name 
a  member,  the  Federal  Trade  Commission  a  member,  the  railways 
one,  and  the  employees  one.  As  the  last  two  would  admittedly  be 
partisan,  the  decision  would  rest  with  the  permanent  chairman,  the 
member  from  the  Interstate  Commerce  Commission,  and  the  member 
from  the  Federal  Trade  Commission.  The  public  would  thus  have 
three  representatives,  and  its  interests  would  seem  thereby  to  be  fully 
l^rotected. 

That,  briefly,  was  the  plan  that  seemed  to  me  to  offer  most  promise 
of  settling  these  industrial  disputes. 

Mr.  Adamsox.  Xow,  have  you  completed — '— 

!Mr.  Kruttschnitt.  The  principle  underlying  it  is  simply  this — 
compulsory  investigation  and  compulsory  publicity.  There  is  nothing 
forbidding  labor  unions  to  strike  after  they  have  gotten  through  with 
this,  if  they  wish,  but  the  operation,  I  might  say,  just  across  the  fence 
in  our  neighbor's  country  shows  it  has  been  extremely  successful  in 
stopping  strikes.  In  one  or  two  strikes  that  they  have  had,  despite 
the  efforts  of  these  mediation  committees,  the  strikes  have  afterwards 
been  settled  substantially  on  the  same  terms  as  suggested  at  first  by 
the  committees. 

Mr.  Adamson.  You  have  not  finished  your  direct  statement,  have 
you  ? 

Mr.  Kruttschxitt.  Yes;  except  one  or  two  things  that  I  wanted 
to  bring  out. 

Mr.  Adamsox.  I  thought  you  were  weary,  and  it  occurred  to  me 
that  the  committee  might  excuse  you  for  the  day,  if  you  were  uncom- 
fortable. 

^Ir.  Kruttschxitt.  The  time  is  very  nearly  up,  and  I  should  ap- 
])reciate  it. 

Mr.  Thom.  Before  you  adjourn,  I  sent  for  the  copy  of  the  laws  of 
Illinois  of  1913,  in  order  to  answer  accurately  a  question  asked  by 
Judge  Sims  as  to  the  nature  of  the  imposition  by  the  State  of  Illinois 
in  regard  to  issues  of  securities. 

:Mr.  Sims.  On  the  Xew  York  Central  ? 

Mr.  THo:\r.  On  the  New  York  Central;  yes.  The  law  on  this  sub- 
ject is  found  in  the  chapter  entitled  ""  State  public  utilities  commis- 
sion.'' which  is  the  act  approved  June  30,  1913,  which  went  into  effect 
January  1,  1914. 

After  proj-iding  in  section  23  of  that  act  that  any  securities  therein 
mentioned  which  should  be  issued  without  the  order  of  the  commis- 
sion authorizing  the  same,  then  in  effect,  shall  be  void 

!Mr.  Adamsox.  Will  you  please  repeat  that  statement,  please. 

Mr.  Thom.  In  section  23  of  this  act  that  I  alluded  to  there  is  a 
provision  that  all  stocks  and  every  stock  certificate  and  every  bond, 
note,  or  other  evidence  of  indebtedness  of  a  public  utility  not  payable 
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within  12  months,  issued  without  an  order  of  the  commission  author- 
izing the  same,  then  in  effect,  shall  be  void,  unless  issued  upon  the 
authority  of  any  articles  of  incorporation,  etc. 

Xow,  in  section  31,  the  tax  or  fee,  or  whatever  you  call  it,  is  imposed, 
and  I  shall  read  that  section  now.  Section  31 — it  is  entitled  at  the 
head  of  it,  "  Fees  for  issuance  of  stocks  or  bonds,"  and  the  text  of  the 
section  is : 

The  conimissiou  shall  charge  every  public  utility  receiving  permission  under 
this  act  for  the  issue  of  stocks,  stock  certificates,  bonds,  notes,  and  other  evi- 
dences of  indebtedness,  an  amount  equal  to  10  cents  for  every  $100  of  such  securi- 
ties authorized  by  the  commission,  and  the  same  sliall  be  paid  into  the  State 
treasury  before  any  such  securities  shall  be  issued. 

Now  assume  that  is  imposed  in  pursuance  of  the  taxing  power  of 
the  State. 

Mr.  Sims.  In  other  words,  it  is  a  tax. 

Mr.  Thom.  They  call  it  a  fee,  but  I  think  it  is  a  tax. 

Mr.  Adamson.  We  will  adjourn  now  until  10.30  o'clock  to-morrow. 

(Whereupon,  at  1.25  o'clock  p.  m.,  an  adjournment  was  taken  until 
to-morrow,  Tuesday,  March  27, 1917,  at  10.30  o'clock  a.  m.) 
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TUESDAY,  MARCH  27,  1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)   presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.     Mr.   Krutt- 
schnitt,  are  you  ready  to  proceed? 
Mr.  KituTTscHNiTT.  Ycs,  sir. 

STATEMENT  OF  MR.  JULIUS  KRUTTSCHNITT— Continued. 

Mr.  Kkittschnitt.  I  want  to  take  a  very  short  while  in  com- 
menting on  some  of  the  statements  made  by  Mr.  Thelen,  president  of 
the  California  State  Kailroad  Commission.  There  is  a  quotation  he 
makes  on  page  431  of  the  liearing,  from  the  Financial  Age,  entitled 
''  Evidences  of  railroad  prosperity,"  to  show  how  well  the  railroads 
were  doing.  Those  figures  relate  to  1916,  an  extraordinarily  good 
year,  and  they  only  take  in  a  number  of  large  systems  that  did  ex- 
tremely well.  If  you  take  the  statistics  of  the  Interstate  Commerce 
Commission,  covering  all  the  roads  of  the  country,  instead  of  showing 
10,  11,  10,  18,  and  so  on,  per  cent  available  for  dividends,  we  find  that 
the  average  rate  on  all  railroad  stock  for  the  year  1915,  which  is  the 
latest  for  which  the  commission  gives  data,  is  a  fraction  under  4 
per  cent. 

Mr.  Sims.  All  railroad  stocks;  par  value? 

Mr.  Kruttsciiniit.  All  railroad  stocks. 

Mr.  Sims.  Par  value? 

Mr.  Kruttschnitt.  Par  value.  It  is  fair  enough  to  show  that 
some  railroads  are  very  prosperous.  I  do  not  deny  that :  but  to  draw 
a  general  conclusion  for  the  railroads  of  the  country  we  should  take 
the  statistics  covering  all. 

Mr.  Sims.  Those  statistics  that  Mr.  Thelen  gave  there  could  only 
come  ujD  to  October.  The  article  in  the  Financial  Age  Avas  published 
in  October.  1916,  and  did  not  include  all  for  1916. 

Mr.  Kruttschnitt.  The  (]uotation  is  dated  October  '2,1. 

Mr.  Sims.  Then  it  could  not  have  figures  later  than  that. 

Mi".  Kruttschnitt.  Yes;  he  could  have  figures  for  the  vear  ending 
Jun<^  30,  1916. 

M.r.  Sims.  Oh,  you  mean  the  fiscal  year. 

Mr.  Kruitschnitt.  Yes;  the  fiscal  vear. 

Mr.  Sims.  The  fiscal  vear  of  1916  was  half  of  it  1915  and  half  of 
it  1916,  in  fact? 
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Mr.  Kruttschnitt.  Yes;  but  until  the  recent  order  of  the  com- 
mission making  the  fiscal  years  coincide  with  the  calendar  years  the 
practice  was  almost  universal  Avith  the  carriers  to  make  their  fiscal 
years  end  on  the  30th  of  June. 

A  great  deal  of  what  Mr.  Thelen  says  there  is  true,  as  to  the  pleas- 
ant relations  between  the  California  commission  and  the  carriers.  I 
want  to  say  that  of  all  the  State  commissions  we  have  ever  had  any- 
thing to  do  with  we  have  found  the  California  commission  the  most 
progressive  and  most  conservative  and  reasonable  to  deal  with. 

Mr.  Sims.  Such  a  statement  on  your  part  necessarily  strengthens 
Mr.  Thelen's  statement.  I  suppose — that  is,  that  they  are  reliable? 

Mr.  Kruttschxitt.  Yes.  sir.  As  to  some  of  his  statements  he  is 
in  error,  and  I  just  wanted  to  point  them  out. 

Mr.  Adamson.  But  you  applied  to  the  California  commission  tAvo 
descriptive  words  that  in  modern  parlance  are  usually  held  to  bs 
contradictory  to  each  other — "  conservative  "  and  "  progressive." 

Mr.  Kruttschnitt.  Yes;  that  is  perhaps  a  proper  criticism.  AY  hat 
I  meant  was  that  they  were  conservative  and  not  seeking  to  pull 
down  and  destroy. 

Mr.  Adamsox.  I  did  not  mean  it  as  a  criticism. 

Mr.  Kruttschnitt.  And  by  "  progressive  "  I  meant  that  they  are 
up  to  date  and  alive  to  the  necessity  for  improvements  and  safe 
methods,  and  so  on. 

Mr.  Adamson.  They  go  ahead  prudently? 

Mr.  Kruttschnitt.  Yes.  sir. 

Mr.  Adamson.  I  did  not  mean  it  as  a  criticism,  but  simply  to  call 
your  attention  to  it  in  order  that  you  might  make  a  more  explicit 
statement  about  it. 

Mr.  Kruttschnitt.  There  is  an  old,  very  apt  Latin  criticism 
which  I  remember  from  school  days,  which  is  to  ''  make  haste  sloAvly," 
which  fits  it. 

Mr.  Adamson.  Some  other  old  American  patriarch  has  said,  "  Be 
sure  you  are  right  and  then  go  ahead." 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  He  did  not  say  go  ahead  too  fast,  though. 

Mr.  Adamson.  Be  sure  you  are  right  and  it  does  not  make  any 
difference  how  fast  you  go. 

Mr.  Hamilton.  Let  me  ask  you  this,  before  you  pass  to  what  you 
have  in  mind :  Have  you  prepared  or  are  you  going  to  insert  in  your 
statement  a  list  of  the  railroads  that  were  not  taken  into  considera- 
tion in  Mr.  Thelen's  statement  as  to  dividends? 

Mr.  Kruttschnitt.  Xo;  I  did  not  intend  to  do  that.  His  state- 
ment covers  a  quotation  from  a  New  York  financial  paper,  taking  in 
about  15,  as  I  should  take  it,  large  roads  and  very  prosperous  ones. 
The  commission's  statistics  take  in  all  the  railroads  of  the  United 
States. 

Mr.  Hamilton.  Precisely.  So  it  is  easier  to  differentiate,  taking 
your  statement  into  consideration  with  his.     I  understand. 

Mr.  Kruttschxitt.  Yes,  sir:  the  statement  I  give  is  based  on  the 
latest  copy  of  the  Interstate  Commerce  Commission's  Statistics  of 
Railroads  of  the  United  States. 

Mr.  Sims.  But  do  you  insist  that  the  percentage  of  earnings  based 
on  par  value  is  a  fair  Avay  to  look  at  the  matter?     Some  stocks  are 
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above  par  and  some  below — I  mean  the  market  value — some  of  them 
are  above  j^ar  and  some  below. 

Mr.  Kruttsciinitt.  You  uiust  necessarily  make  some  standard  on 
Avliich  to  base  the  returns. 

Mr.  Sims.  Take  the  market  value  of  the  stocks. 

Mr.  Hamilton.  That  is  fluctuating,  is  it  not? 

Mr.  Kruttsciinitt.  If  you  stated,  for  instance,  that  a  stock  was 
paying  4  per  cent,  and  it  Avas  soiling  at  50,  paying  2  per  cent,  no  one 
would  know  exactly  what  was  meant.  But  if  you  say  a  stock  is 
paying  4  per  cent,  it  is  universally  understood  that  you  are  referring 
to  the  par  value  of  the  stock,  which  is  well-nigh  universally  100. 
There  are  some  stocks  lower,  but  in  such  cases,  both  in  the  reports 
of  the  stock  market  and  in  conversation,  you  would  specify  par  value 
25  or  50.  But  they  are  very  unusiuil ;  there  are  very  few  roads  that 
have  par  values  of  less  than  100. 
-Mr.  Sims.  Very  few.  you  mean,  of  the  whole  number  of  roads? 

Mr.  Kruttschnitt.  Yes.  I  say  the  practice  is  almost  universal  to 
luive  the  par  value  100. 

Mr.  Sims.  I  know ;  but  the  market  value  of  the  stocks  ? 

Mr.  Kruttschnitt.  The  market  value  varies  from  day  to  day, 
and  you  might  say  from  hour  to  hour. 

Mr.  Sims.  Well,  the  average. 

Mr.  Adamson.  You  are  not  talking  about  returns  on  the  market 
value  of  the  stock  ? 

Mr.  Kruttschnitt.  Xo;  I  mean  the  par  value. 

Mr.  Hamilton.  We  have  got  to  have  some  standard  for  compar- 
ison. 

Mr,  Kruttschnitt.  Senator  Phelan  speaks  of  a  certain  number  of 
roads  heie  to  show  the  activity  of  railroad  construction  in  California, 
to  show  that  construction  is  active  and  reasonably  rapid.  He  gives, 
for  instance,  the  Panoche  Valley  Railroad.  That  railroad  has  not 
been  built.  It  is  nothing  but  a  spur  to  a  nuignesite  mine.  It  was 
projected,  but  has  never  been  built.  The  Martinez  &  Concord,  one 
of  his  other  roads,  is  dead.  The  California  Southern,  20  miles,  is  a 
little  spur  of  the  Santa  Fe.  The  Patterson  &  Western  is  another  spur 
to  a  magnesite  mine,  not  a  regular  railroad.  It  is  a  spur  from  the 
Southern  Pacific.  The  Hetch  Hetchy  road  is  a  road  built  to  carry  the 
materials  up  into  Hetch  Hetchy  Valley  for  the  San  Francisco  city 
water  development. 

Mr.  Hamilton.  Will  that  road  cease  to  exist  after  the  water  devel- 
opment is  completed  ? 

Mr.  Kruttschnitt.  Presumably. 

The  Fresno  Interurban  is  a  short  road  built  for  sale,  is  for  sale,  and 
I  know  can  be  bought  very  cheap.     It  is  on  the  bargain  counter. 

Mr.  Hamilton.  You  referred  to  a  road  back  there  as  dead.  What 
did  you  mean  by  that  ? 

Mr.  Kruttschnitt.  It  has  been  abandoned.  The  project  has  been 
abandoned ;  nothing  done. 

Mr.  Hamilton.  No  track  laid,  even? 

Mr.  Kruttschnitt.  No;  it  was  projected,  but  nothing  has  been 
done. 

The  Tidewater  Southern  was  another  snuill  road  built  in  the  San 
Joaquin  Valley  southward  from  Stockton,  notably  for  sale,  and  it 
has  been  sold  to  the  Western  Pacific. 
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The  Indian  Valley  road  is  a  copper  mine  spur. 

Those  are  the  ones  referred  to  by  Mr.  Phelan.  There  are  others 
that  he  did  not  refer  to.  The  San  Diego  &  Arizona,  in  his  narrative 
testimony,  he  said  had  been  revived,  I  think,  by  the  California  com- 
mission. "  I  thought  it  had  been  revived  by  the  Southern  Pacific,  as  we 
made  arrangements  with  the  owners  and  projectors  of  that  road  some 
time  to  acquire  a  half  interest  in  it  and  to  finance  it.  The  road  had 
stopped,  after  constructing  part  of  its  mileage,  on  account  of  difficulty 
in  obtaining  money. 

There  is  the  Northern  Electric  Railway,  finished  some  time  ago,  a 
system  of  152  miles,  that  was  for  sale  and  in  bankruptcy  a  few 
months  after  it  was  completed.  There  was  the  Western  Pacific  Rail- 
.road  that  has  recently  been  through  bankruptcy.  The  Tidewater 
;S'0!uthern  I  have  referred  to.  He  referred  to  16  miles.  I  have  here 
33  miles  that  they  completed,  but  that  has  all  been  sold  to  the  West- 
ern Pacfic. 

The  Ocean  Shore  Railroad,  of  5-1  miles,  down  the  Pacific  coast 
from  San  Francisco  to  Santa  Cruz,  was  notably  built  for  sale,  and  it 
went  into  bankruptcy  a  few  months  after  its  completion.  I  speak 
advisedly  because  the  projectors  of  the  road  several  times  came  into 
my  office  jokingly  and  said  that  we  would  buy  that  road  sooner  or 
later.  I  told  them  I  thought  not.  We  had  made  the  surveys,  hatl 
them  on  file,  and  knew  that  the  road  was  impracticable;  yet  they 
built  it. 

In  Texas  there  is  the  San  Antonio,  Uvalde  &  Gulf,  of  360  miles, 
that  was  in  a  receiver's  hands  almost  as  soon  as  it  was  completed. 

There  is  a  short  road  built  very  near  San  Antonio,  from  McDon- 
ough  Station,  on  our  line,  southerly.  That  road  was  in  difficulty 
from  the  beginning  in  getting  money:  and  it  is  unique,  perhaps,  in 
being  a  road  that  was  offered  as  a  gift  twice  and  refused.  It  was 
offered  to  our  road  as  a  gift,  without  payment  of  any  money,  if  we 
would  operate  it.     I  told  them  we  coukl  not  afford  to  take  it. 

The  Lake  Charles  &  Northern  road  is  a  little  road  that  was  in 
very  sore  straits  in  Louisiana  and  was  bought  by  us  some  years  ago. 

There  is  the  Yosemite  Valley  road,  of  78  miles,  built  from  a  sta- 
tion on  our  line  in  the  San  Joaquin  Valley,  up  to  the  entrance  of  the 
Yosemite  Valley,  that  was  also  built  for  sale,  the  promoters  stating 
that  we  should  buy  it  sooner  or  later.  It  is  not  in  bankruptcy,  be- 
cause it  has  rich  friends,  but  it  has  for  many  j-ears  been  on  the  bar- 
gain counter. 

I  have  had  sent  me  the  rates  of  money  borrowed  by  proposed  and 
existing  steam  roads  in  California,  gotten  from  the  annual  reports 
to  the  State  railroad  commission,  to  show  by  the  rates  at  which  the 
bonds  are  taken  by  the  public,  the  measure  of  the  desirability  of 
those  bonds.  There  is  the  California  AVestern  Railroad  &  Naviga- 
tion Co.,  which  sold  bonds  during  the  year  ending  June  30,  1915.  at 
a  price  which  yielded  6^  per  cent.  The  Death  Valley  Railroad  sold 
bonds  in  1915  and  1916  at  prices  which  yielded  6^  and  6^  per  cent. 
The  Nevada  County  Narrow  Gauge  sold  bonds  in  1915  on  the  basis 
of  6i  per  cent.  The  Western  Pacific  first-mortgage  golds,  due  March 
1,  1946,  sold  quite  recently  at  a  price  to  yield  5|^  per  cent.  The  Ne- 
vada, California,  Oregon  Railway  sold  bonds  in  1915  and  1916  on  a 
basis  to  yield  7|  and  74  per  cent. 

Mr.  Sims.   Arc  thpse  lono-  time  or  short  time  bonds? 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  947 

Mr,  KKFTTscHNriT.  I  can  not  give  you  that,  except  as  to  the 
Western  Pacific.    Tlieir  bonds  are  (hie  in  li)4(). 

Mr.  Sims.  That  7  ])er  cent  bond  that  you  referred  to,  tliat  is  wliat 
I  am  aslviniz:  about. 

Mr.  KitrTi'sciiNiTT.  1  have  not  their  term.  I  assume  they  are  rea- 
sonably long  ])eriods,  because  the  term  "notes"  is  generally  used 
when  they  mature  in  a  very  short  period — from  2  to  10  years. 

Mr.  Si.Ais.  Is  that  7  per  cent  road  a  solvent  road,  the  one  that  sold 
bonds  that  would  earn  seven  and  some  odd  per  cent^ 

Mv.  Kiji'iTSciiMrr.  1  think  tliat  is  the  Nevada,  California  &  Oi'e- 
gon.  1  should  say  now,  as  part  of  the  road  has  been  sold  to  the 
Western  Pacific  quite  recently,  that  the  owner  called  on  me  about  a 
month  ago  and  told  me  that  he  was  at  the  end  of  his  rope,  and  he 
had  to  sell  a  piece  of  the  road  in  order  to  keep  the  other  piece.  It 
was  not  prosperous;  it  was  very  much  the  reverse. 

Mr.  Hamilton.  Just  in  wdiat  relation  to  Mr.  Thelen's  testimony, 
will  you  state,  have  you  referred  to  these  railroads? 

Mr.  Kruttsciinitt.  A  good  deal  of  Mr.  Thelen's  testimony  is 
taken  up  in  showing  that  the  influence  of  State  regulation  is  benign 
and  fosters  railroad  construction  and  railroad  prosperity.  I  did  not 
refer  to  it  particularly,  because  the  answer  is  almost  self-evident. 
He  takes,  for  instance,  the  Santa  Fe  and  the  Southern  Pacific  to  show 
how  prosperous  they  were.  Neither  line  has  a  very  large  percentage 
of  its  mileage  in  California.  The  Southern  Pacific  has  perhaps  20 
to  25  per  cent  of  its  total  mileage  in  California,  but  the  other  75  or 
80  per  cent  is  in  other  States ;  and  the  same  with  the  Santa  Fe. 

Mr.  Sims.  And  the  roads  that  you  have  just  referred  to  are  not 
prosperous  roads,  and  a  greater  percentage  of  them  is  located  in 
California? 

Mr.  Kruttschnitt.  They  are  all  in  California,  except  where  I 
stated  otherwise.  I  mentioned  a  road  in  Louisiana  and  several  roads 
in  Texas. 

Mr.  Sims.  But  they  are  weak  and  short,  not  prosperous  roads,  as  a 
rule? 

Mr.  Kruttschnitt.  Yes,  sir. 

I  think,  Mr.  Chairman,  that  is  about  all  I  wish  to  say. 
Mr.  Adamson.  Judge,  do  you  want  to  cross-examine? 
Mr.  Sims.  You  are  chairman  of  the  committee. 
Mr.  Adamson.  I  have  not  heard  all  of  his  statement,  and  I  will 
defer  my  examination. 

Mr.  Sims.  I  would  suggest  that  the  Senator  be  permitted  to  lead, 
as  he  was  last  the  other  day. 

Mr.  Ada]msox.  Senator  Townsend,  you  are  the  only  Senator  pres- 
ent, I  think.     I  yield  to  you  to  cross-examine. 

Senator  Towxsejcd.  I  was  trying  to  find  the  testimony  of  Mr. 
(xompers  and  several  other  gentlemen  who  w^ere  before  the  Com- 
mittee on  Interstate  Commerce  of  the  Senate  on  the  question  of  the 
regulation  of  railroads  a  month  or  two  ago.  I  have  not  been  able  to 
locate  that  testijnony,  but  I  am  going  to  quote  from  my  memory, 
wdiich  I  think  is  correct,  on  the  subject.  He  insisted  that  the  Cana- 
dian arbitration  act  was  a  failure ;  that  it  was  approved  by  no  one,  as 
I  recall  it,  neither  the  men  nor  the  shippers,  nor  the  people  them- 
selves; that  it  had  not  resulted  in  such  benefits  as  were  expected  of  it, 
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iind,  in  fact,  that  the  condition  in  Canada  under  that  law  was  worse 
than  the  condition  in  the  I'nited  States  nnder  the  Newlands  arbitra- 
tion laAv.  Your  testimony  on  yesterday,  as  I  recall  it,  was  to  the  effect 
that  the  investigation  that  had  been  made  there  by  the  Government 
and  others  had  pronounced  that  law  a  success  Am  I  correct  as  to 
your  statement  ? 

Mr.  Kruttschnitt.  You  are.  Mr.  MacKenzie  King,  the  ex-Cana- 
dian minister  of  labor,  in  an  address  made  before  a  meeting  which 
I  attended,  explained  the  workings  of  that  law  and  pronounced  it  a 
most  unqualified  success.  I  had  the  pleasure  afterwards  of  meeting 
Mr.  King  socially,  and  on  account  of  my  interest  in  the  matter,  I 
took  the  matter  up  again  with  him  and  discussed  the  workings  of 
the  law.  and  lie  again  assured  me  that  the  law  had  been  very  success- 
ful in  its  workings.  I  stated  in  the  memorandum  that  I  had  read 
by  my  secretary  yesterday  that  I  sent  a  representative  to  Ottawa  per- 
haps two  or  three  years  ago  to  interview  the  minister  of  labor,  Gov- 
ernment officials,  and  railroad  officials,  and  received  the  same  assur- 
ance as  to  the  success  of  the  law  that  I  got  from  Mr.  King. 

I  embodied  in  my  memorandum  an  examination  made  of  the  law 
by  Sir  George  Askwith,  chief  industrial  commissioner  of  the  British 
Board  of  Trade,  which  was  presented  to  both  Houses  of  Parliament 
of  Great  Britain.  He  investigated  the  workings  of  that  act,  and  I 
quoted  about  a  page  and  a  half  from  his  report,  which  corroborated 
everything  that  the  Canadian  ministers  of  labor  had  said  of  it.  That 
you  will  have  before  you,  as  it  is  in  the  proceedings. 

I  think  we  have  to  judge  of  the  act  by  what  it  has  accomplished, 
or,  to  use  the  old-time  adage,  "  The  proof  of  the  pudding  is  in  the 
eating  " ;  and  I  give  here  in  my  memorandum  a  report  of  the  United 
States  Board  of  Mediation  and  Conciliation,  dated  November  1,  1916, 
which  shows  that  from  the  passage  of  the  Canadian  disputes  act  in 
190T  up  to  October  18,  1916,  a  total  of  212  disputes  were  referred  for 
adjustment  under  its  provisions.  The  total  number  of  boards  of  con- 
ciliation established  under  the  act  was  182,  the  remaining  30  dis- 
putes being  settled  without  the  establishment  of  boards.  The  num- 
ber of  disputes  where  a  strike  was  not  averted  or  ended  was  21.  The 
report  states  in  approximately  90  per  cent  of  the  cases  brought  under 
the  act,  therefore,  its  provisions  were  effective,  so  far  as  actually 
preventing  strikes  was  concerned. 

It  seems  to  me  that  if  Ave  can  not  stop  100  per  cent  of  strikes 
we  Avould  be  making  a  very  good  stagger  if  we  could  stop  90  per  cent 
of  them;  and  if  that  could  be  done  under  an  act  similar  to  the 
Canadian  disputes  act  Ave  might,  by  the  Avisdom  acquired  in  adminis- 
tering this  act,  get  sufficient  information  to  reduce  the  remaining  10 
per  cent — perhaps  get  a  little  more  off.  I  do  not  know  that  Ave  could 
ever  attain  perfection  and  stop  all  strikes.  It  is  a  condition  A'ery 
much  to  be  desired:  but  if  Ave  could  stop  90  per  cent  it  Avould  be  a 
splendid  beginning. 

Senator  Toavnsend.  I  have  been,  as  is  knoAvn,  for  years  a  A'ery 
ardent  supporter  and  believer  in  a  compulsory  investigation  law.  T 
did  introduce  several  bills  in  the  House  and  had  them  pending  in 
the  Senate  and  received  a  favorable  report  in  the  House  and  also  in 
the  Senate,  but  the  statement  that  Avas  made  Avas  that  under  the 
Newlands  Act  fewer  strikes  had  occurred  in  the  United  States  than 
occurred  in  Canada  imder  that  act  for  the  same  leneth  of  time:  and 
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it  was  presented  here  as  being  opposed  not  only  by  the  laborers,  but 
by  tlie  people  generally.  I  was  surprised  when  I  heard  that  testi- 
mony, because  it  had  been  contrary  to  my  understanding  of  the 
situation. 

Mr.  Krittschnitt.  1  share  your  surprise.  This  statement — not 
mine,  but  of  the  United  States  Board  of  Mediation — that  there  were 
21  strikes  in  nine  years,  or  an  average  of  a  little  over  2  a  year,  it 
seems  to  me  is  a  very  strong  confirmation  of  the  opinion  that  the 
act  is  helpful  in  preventing  strikes. 

Senator  Townsend.  Can  you  speak  for  the  railroad  managers  suf- 
ficiently to  state  whether  they  are  in  favor  of  a  compulsory  investiga- 
tion laAV  which  would  make  public  all  of  the  incidents  connected 
with  a  strike  or  a  pending  strike? 

Mr.  Kruttschnitt.  At  the  time  I  had  the  personal  investigation 
made,  by  sending  a  representative  to  Canada,  I  prepared  a  brief 
report  of  his  visit  and  the  opinions  he  had  gotten  from  Canadian 
railway  officers  and  from  the  Canadian  Government  officers  of  the 
utility  of  the  act,  and  I  sent  it  around  to  11  executives  of  the  prin- 
cipal American  railways,  and  they  all  approved  it.  To  be  very  ac- 
curate, I  think  one  said  at  the  time  that  while  he  approved  it  he 
did  not  think  the  time  was  opportune  to  try  to  have  such  a  law 
passed :  but  my  recollection  is  quite  clear  that  with  that  one  single 
qualification  the  indorsements  were  all  unqualified. 

vS'enator  Townsend.  Another  thing  that  you  have  mentioned  sev- 
eral times  is  the  fact  that  legislation  has  hampered  the  operation 
of  the  railroads  and  thereby  affected  their  credit.  Do  you  believe 
that  the  interstate-commerce  law,  even  with  its  amendments,  as  a 
whole,  has  been  detrimental  to  the  railroads  of  the  country? 

Mr.  Kruttschnitt.  No  ;  I  do  not. 

Senator  Townsend.  It  has  been  highly  beneficial,  has  it  not  ? 

Mr.  Kruttschnitt.  I  think  so.  It  has  substituted  regulation  for 
freedom  of  action  in  a  great  many  directions,  but  I  think  there  has 
been  compensation  and  more  than  compensation  by  the  elimination 
of  abuses. 

Senator  Townsend.  And  yet  that  law,  as  I  recall  it,  when  the  bill 
was  before  Congress  and  when  amendments  had  been  proposed  gen- 
erally— the  railroads  appeared  in  opposition  to  it,  did  they  not? 

Mr.  Kruttschnitt.  I  think  in  the  main  you  are  right. 

Mr.  Adamson.  Has  not  that  been  true  of  every  amendment? 

Senator  Townsend.  I  was  just  getting  into  that. 

Mr.  Kruttschnitt.  I  think  this  is  also  true:  That  the  railroads 
have  learned  their  lesson,  and  have  learned  it  quite  thoroughly. 

Senator  Townsend.  I  was  wondering  if  they  had.  That  is  the 
point  that  interests  me,  because  you  gentlemen  are  certainly  skilled 
in  your  business,  and  your  reputation  is  such  as  to  warrant  confi- 
dence. But,  having  been  on  this  committee  throughout  so  many 
years,  and  met  with  opposition  to  things  that  seemed  to  us  to  be 
good,  and  which  were  subsequently  demonstrated  to  be  good,  and 
admitted  now  by  you  and  others  as  being  good.  I  should  like  to  know 
that  we  could  have  confidence  in  your  judgment  at  this  time  on  these 
subjects. 

]\Ir.  Kruttschnitt.  I  will  say  that  there  are  some  few  things  that 
we  would  like  to  see  altered.  For  instance,  this  stereotyped  delay 
in  the  application   for  increase   of   a   rate.     That  delay  is   nearly 
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always  the  maximum  delay  alloAved  to  the  commission  by  the  hiw. 
We  do  not  think  for  a  moment  that  that  is  because  of  the  indisposi- 
tion of  the  commission  to  listen  to  our  side  of  the  case,  but  that  it  is 
due  to  the  fact  that  they  are  ovorAvorked ;  that  they  haye  not  the 
time,  and  that  they  are  forced  to  procrastinate. 

Senator  Townsexd.  I  realize  that;  I  think  eyerybody  does. 

Mr.  Kruttschnitt.  The  principal  reason  Aye  haye  come  before 
you  now  is  to  ask  to  be  relieyed  of  a  large  number  of  masters;  m 
other  words,  to  be  subjected  to  the  regulation  and  control  of  one 
master  instead  of  many.  I  think  from  what  has  been  said  here 
already  to  the  committee  that  it  must  be  eyident  to  you  that  the 
multiplicity  of  yiews  about  regulation  and  interference  in  the  man- 
agement of  railroad  affairs  is  embarrassing,  yery  embarrassing,  and 
when  these  facts  are  knowji  to  the  inyesting  world  it  makes  inyest- 
ment  in  railroad  securities  unattractiye  in  comparison  with  other 
securities  in  companies  the  operations  of  which  are  not  hampered  by 
either  close  regulation  or  management. 

Senator  Towxsend.  You  haye  mentioned  seyeral  times,  as  did  also 
Judge  Loyett,  that  the  element  of  speculation  must  enter  into  the 
financing  of  railroad  properties:  there  must  be  an  opportunity  for 
extraordinary  earnings  else  capital  would  not  inyest.  Now,  to  what 
speculation  do  you  haye  reference?  What  speculatiye  yalue  could 
be  found  in  legitimate  railroading? 

Mr.  Kruttschxitt.  I  would  illustrate  that  in  this  way:  A  com- 
munity wants  a  railroad.  They  get  out  a  prospectus  and  figure  that 
the  earnings  are  going  to  be  yery,  very  large,  yery  profitable.  Most 
men.  when  brought  face  to  face  with  that,  would  naturally  ask  the 
community.  ''  If  they  are  so  yery  profitable,  why  don't  you  build  a 
road  ? ''  There  are  always  a  great  many  excuses  why  they  should 
not.  I  remember  distinctly  the  case  of  a  road  in  Oregon,  the  con- 
struction of  which  came  under  me  at  a  time  when  I  was  serying  the 
Union  Pacific  as  well  as  the  Southern.  Communities  in  Oregon  had 
been  doing  just  what  I  said:  they  had  been  circulating  prospectuses 
as  to  the  fertility  of  the  country  "to  be  seryed,  the  amount  of  tonnage 
to  be  expected,  and  painted  the  situation  in  the  most  rosy  colors :  and 
it  was  the  practice  wheneyer  ^Ir.  Harriman  or  I  went  up  into  Oregon, 
particularly  to  Portland,  for  these  people  to  tackle  us  and  urge  con- 
struction of  this  road.  We  asked  seyeral  tiines  "  Why  don't  you 
gentlemen  build  this  road?  It  is  a  yery  small  affair" — I  think  it 
w^as  150  or  100  miles — "  If  the  profits  are  so  great  and  the  demands 
are  so  urgent  for  transj^ortation  facilities,  this  must  be  a  splendid 
inyestment,  and  why  do  you  neglect  the  opportunity  of  soinff 
into  it?"  *  "  IF  .  ^      Ji 

I  neyer  remember  that  they  gaye  a  yery  satisfactory  answer,  but 
at  a  dinner  that  they  gaye  Mr.  Harriman,  at  which  I  was  present, 
when  they  urged  him  to  build  it.  he  finally  said  :  '"  I  make  you  this 
proposition — ^let  us  go  into  this  road  as  partners.  I  will  oo  into  it 
with  you.  I  will  furnish  half  the  money,  you  to  furnish  the  other 
half.  Now,  it  is  a  fine  inyestment.  according  to  you,  and  you  ought 
to  haye  no  trouble  getting  a  yery  high  return  on  your  money.*'  As  I 
remember  there  was  dead  silence.  There  was  noa  answer  to  Mr.  Har- 
riman's  proposition. 

The  situation  remained  so  acute  and  was  the  cause  of  so  much  irri- 
tation that  Mr.  Harriman  at  last  yielded  and  did  build  the  road. 
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\\iiic'li  \vii>  coiiipletcHl  about  li>ll  or  1912,  before  the  uninerger  of  the- 
Union  Pacilic  antl  the  Sonthern  Pacific  systems.  About  a  year  ago 
a  nuin  wlio  has  been  associated  with  us  in  former  years  in  building 
branch  i-oads  conceived  the  idea  of  building  some  roads  in  the  same 
territory,  and  asked  me,  as  a  friend,  for  advice;  and  to  write  him  a 
proi)er  letter  of  advice  I  went  to  my  former  Union  Pacific  associates 
and  asked  them  if  they  would  mind-  telling  me  what  had  been  the 
returns  on  this  road  that  Mr.  Harriman  had  been  almost  compelled 
to  build.  They  told  me  they  had  no  objections  whatever,  and  they 
showed  that  the  road  had  just  about  jjaid  its  operating  expenses — a 
little  more — and  all  the  money  invested  in  it  was  a  dead  investment.— 
was  [)roducing  nothing,  and  that  was  about  the  early  part  of  1916. 
The  road  was  finished,  I  should  say,  in  1911  or  1912,  and  after  four 
years  was  barely  payi«g  operating  expenses. 

Senator  Townsend.  What  Avould  have  been  the  loss  to  the  country 
if  that  road  had  not  been  built  !■ 

Mr.  Kruttschnitt.  I  do  not  think  there  would  have  been  any.  Of 
course  it  is  a  convenience  to  the  people  there,  but  they  can  not  pos- 
sibly produce  enough  tonnage  to  support  the  road. 

Senator  Townsend.  Your  speculative  value  that  you  have  illus- 
trated there  was  in  reference  to  a  new  road.  Of  what  value  is  the 
speculative  interest — before  I  get  to  that  question:  What  right  have 
intelligent  people  anywdiere  to  believe  that  there  could  be  an  ex- 
orbitant return  on  the  proper  operation  of  a  railroad,  under  the  regu- 
lations prescribed  for  interstate  commerce,  which  prescribe  only  just 
and  reasonable  rates? 

]\Ir.  KuuTTSCHNiTT.  I  luul  hardly  finished  my  answer.  I  had 
started  by  stating  that  communities  wanted  these  roads  built,  and 
were  unwilling  to  put  their  own  money  in  these  enterprises,  but  were 
({uite  willnig  that  others  should  put  their  money  in  on  the  specu- 
lation that  they  might  get  returns  that  would  justify  the  risk.  I 
want  to  state,  out  of  respect  to  Mr.  Harriman's  business  acumen,  that 
I  do  not  think  he  ever  built  this  road  with  the  idea  of  every  getting 
very  large  returns,  but  he  built  it  because  the  public  he  w^as  serving  in 
a  great  many  other  directions  practically  insisted  that  he  should. 

Senator  Towxsend.  You  are  not  asking  for  any  special  legislation 
tliat  would  help  such  a  proposition  as  that,  are  you? 

]\Ir.  Kkuttschnitt.  I  would  not  ask  any  except  as  has  been  jjointed 
out  before  that  we  should  get  reasonable  rates.  If  the  road  can  not 
live  under  them,  I  suppose  Ave  should  have  to  charge  it  up  to  bad 
judgment  or  excessive  good  nature. 

Senator  Toavnsend.  Now,  I  say,  your  example  has  referred  to  the 
financing  of  a  ne^\  proposition.  How  does  the  speculative  value 
enter  into  the  operation  or  management  of  roads  already  in  exist- 
ence ? 

]Mr.  KuuTTSCHNiTT.  This  speculative  element  entered  into  the  con- 
struction of  those  roads  from  the  beginning.  If  the  parties  who  put 
their  money  in  are  restricted,  we  will  say,  to  4  per  cent  or  -U  or  even 
5  per  cent  returns  on  a  project,  the  future  of  which  is  uncertain,  they 
Avould  be  very  foolish  to  put  their  money  into  such  a  concern,  because 
they  can  find  investments  elscAvhere  the  returns  on  which  are  certain 
and  on  Avhich  they  can  get  that  much  or  more. 

Senator  Townsend.  Noav.  you  are  referring  to  ncAvly  constructed 
roads  ? 
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Mr.  Kruttschnitt.  I  can  not  refer  back,  or  I  can  not  very  well 
suppose  a  road  now  in  operation  where  that  speculative  element  did 
not  enter  into  its  construction. 

Senator  Townsend.  Well,  now,  what  proportion  of  the  roads  of 
this  country  are  owned  to-day  by  the  men  who  built  them,  who  put 
their  money  into  them  with  the  proposition  they  were  going  to  get 
a  speculative  value  out  of  them? 

Mr.  Kruttschnitt.  Oh,  I  can  not  say. 

Senator  Townsend.  A  very  small  proportion  of  the  railroads,  is 
it  not? 

Mr.  Kruttschnitt.  I  would  say  that  I  believe  that  a  great  many — 
perhaps  most,  as  you  put  it — of  the  men  who  promoted  these  roads 
are  no  longer  in  them. 

Senator  Toavnsend.  Well,  then,  I  am  at  a  loss  to  understand  the 
application  of  the  argument  that  we  must  encourage  a  speculative 
element  in  order  to  have  the  roads  properly  operated. 

Mr.  Kruttschnitt.  If  the  people  who  have  their  money  now  in 
these  roads,  who  now  own  them,  have  no  certain  or  guaranteed  re- 
turn— that  is,  if  they  are  not  lured  on  by  the  spirit  of  speculation 
and  hope  of  getting  a  larger  return  in  the  future  to  make  up  for  w^hat 
they  consider  unsatisfactory  returns,  now  or  in  the  past — they  will 
take  their  money  out  of  those  projects  and  put  it  into  others  that  olfer 
more  certain  and  more  attractive  returns,  and  you  will  get  no  people 
who  will  invest  in  the  securities  of  the  roads  under  the  conditions 
that  put  a  very  low  maximum  on  the  returns  and  let  the  minimum 
take  care  of  itself. 

Senator  Townsend.  I  am  in  hearty  sympathy  with  the  proposition 
that  there  should  be  stability,  and  that  there  should  be  reasonable 
certainty,  as  nearly  as  can  be,  in  reference  to  railroad  operation ;  but 
I  still  must  beg  your  pardon  if  I  fail  to  see  hoAV  you  have  demon- 
strated, or  anyone  else  has  demonstrated,  as  a  statement  of  fact,  that 
speculation  is  necessary  in  order  to  operate  railroads.  What  right 
has  any  man  of  intelligence  to  expect  a  speculative  profit  out  of  rail- 
road operation  with  the  laws  of  our  country  as  they  are  to-day  and 
these  questions  having  been  determined  so  often  by  the  Supreme 
Court  of  the  United  States? 

Mr.  Thom.  Mav  I  interrupt  a  moment.  Senator,  to  sav  a  word 
there? 

Senator  Townsend.  Certainly. 

Mr.  Thoim.  I  made  an  argument  on  this  subject,  and  I  heard  Judge 
Lovett's  remarks  on  the  subject,  and  my  understanding  of  his  posi- 
tion and  my  assurance  as  to  my  own  in  respect  to  this  matter,  was 
that  we  recognized  that  under  regulation  the  speculative  element  is 
withdrawn,  and  therefore  in  order  to  get  the  new  capital  necessary  to 
keep  these  utilities  up  to  the  point  of  adequate  usefulness  you  must 
now  appeal  not  to  the  speculative  element  but  to  those  investors  who 
require  assurance  as  to  stability  and  as  to  certainty,  and  consequently 
eliminating  the  speculative  element  and  eliminating  the  other  sources 
of  credit  Ave  come  down  to  the  problem  before  the  American  Congress 
and  the  country  as  to  how  now  we  are  to  get  the  necessary  money  out 
of  the  only  class  of  investors  which  is  left,  and  that  is  the  class  which 
must  be  attracted  by  stability  and  certainty. 

Senator  Townsend.  I  understand  that  position  very  fully,  but  that 
has  not  been  the  position  that  has  been  taken. 
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Mr.  Adamson.  My  recollection,  Senator  Townsend,  of  Mr.  Thorn's 
argument  was  that  he  was  emphasizing  the  fact  that  formerly  specu- 
lative instinct  led  men  to  go  into  these  railroads,  but  under  strict 
regulation  that  has  been  eliminated. 

Senator  Townsend.  I  was  not  a  member  of  the  committee  and 
present  when  Mr.  Thom  was  testifying,  and  while  he  told  me  he  was 
going  to  send  me  his  testimony,  I  have  not  yet  received  it.  I  simply 
listened  to  the  testimony  of  Judge  Lovett  and  of  the  present  witness. 

Mr.  Thom.  Judge  Lovett's  position,  unmistakably,  Senator,  if  you 
will  read  what  he  said,  accords  with  what  I  said. 

Mr.  Hamilton.  I  understood  the  railroads'  position  to  be,  so  far, 
that  there  was  no  longer  room  for  adventure;  that  the  time  for  ad- 
venture had  passed. 

Mr.  Thom.  That  is  it. 

Senator  Townsend.  Another  thing  that  you  stated  the  other  day, 
or  a  complaint  that  you  made,  was  that  under  existing  regulation  by 
the  States  generally,  and  possibly  by  the  Interstate  Commerce  Com- 
mission, the  claims  for  shippers,  or  rather  proposed  increases  in 
rates  for  railroads,  should  go  into  effect  at  once  instead  of  waiting  for 
some  time  for  determination  by  the  Interstate  Commerce  Commis- 
sion, during  which  time  the  proposed  rate  is  suspended.  You  figure 
that  it  would  be  better,  as  I  understand,  to  have  that  go  into  effect  at 
once,  and  yet  I  can  not  understand  how,  if  that  proposed  rate  should 
be  declared  illegal,  how  the  shippers  would  be  able  to  get  any  redress 
at  all.  Some  of  them  would,  I  can  readily  see  that,  but  the  great 
majority  of  them,  whose  goods  and  products  had  been  mingled  with 
others  and  who  had  sold  their  stuff  to  the  local  dealer,  possibly,  and 
the  freight  rate  had  entered  into  the  proposition — how  are  those 
people  going  to  get  any  redress  if  they  should  be  made  immediately 
operative  and  then  afterwards  found  illegal  ? 

Mr.  Kruttschnitt.  The  freight  rate,  as  I  pointed  out  yesterday, 
in  a  majority  of  articles  of  commerce  is  an  extremely  small  percent- 
age of  its  cost.  It  should  not  affect  the  price  of  commodities  to  the 
consumer  to  any  extent.  Of  course,  if  the  middleman  has  bought 
goods  and  has  largely  increased  their  prices  and  sold  them  to  the 
ultimate  consumer,  it  would  perhaps  be  difficult  for  the  ultimate  con- 
sumer to  get  back  the  increases  from  him,  but  the  amount  of  those 
sales  must  be  small,  and  if  the  rate  went  into  effect  at  once  and  the 
commission  ordered  a  restitution,  it  devolves  upon  the  railroads  to 
keep  account  of  the  freights  ymid  and  to  return  them  to  the  people 
who  paid  them.  On  the  other  hand,  if  the  suspensions  continue  to  be 
made  as  they  are  now,  the  carrier  has  no  redress  if  the  commission 
finds  the  rates  justifiable  and  reasonable.  The  carrier  in  the  interim 
of  the  suspension  has  lost,  without  any  hope  of  ever  getting  back,  the 
difference  between  the  rate  finally  fixed  by  the  commission  and  the 
one  appealed  from. 

Senator  Townsend.  I  see  that.  I  understood  that  when  the  law 
was  passed,  and  I  could  see  where  possibly  there  would  be  an  injustice 
done,  but  let  us  take  the  example,  for  instance,  of  the  farmer  who 
sells  his  wheat  to  the  local  elevator  man.  The  elevator  nuin  pays 
him.  as  I  think  he  will  admit,  less  by  the  amount  of  the  additional 
freight,  for  the  wheat.  How  is  the  farmer  going  to  get  his  freight 
back  if  the  rate  is  declared  an  improper  one  by  the  commission? 
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Mr.  Kruttschnitt.  Well,  that  is  a  matter  that  I  expect  you  gen- 
tlemen charoed  with  seeing  justice  clone  between  the  shareholder  of 
a  railroad,  who,  on  the  one  hand,  would  be  deprived  of  the  earnings 
to  which  he  would  be  entitled  under  a  proper  rate,  and  the  former 
who  might  pay  a  little  more  under  the  suggested  conditions — that 
somewhere  it  would  become  your  duty  to  cast  a  balance  between  those 
two,  and  to  prescribe  a  law  that  would  recognize  the  rights  of  both 
sides. 

Senator  Town  send.  If  that  could  be  done 

Mr.  Kruttschnitt.  There  are  a  great  many  shareholders  who  own 
the  railroads  of  this  country.  They  are  no  longer  owned  by  a  few 
men.  as  was  the  case  perhaps  15,  20,  or  25  years  ago,  but  they  are 
owned  by  a  vast  number  of  people,  spread  over  the  country.  Our 
company,  whi(  h  not  many  years  ago  was  really  owned  by  four  men, 
is  now  owned  by  over  34:,00O  people. 

Senator  Toavnsend.  I  understand  that. 

Mr.  Hamilton.  May  I  ask,  at  this  point,  how  long  ago  it  was  when 
j^oii  said  your  railroad  was  practically  owned  by  four  men? 

Mr.  Kruttschnitt.  Well,  Mr.  Huntington  died  in  1899. 

Mr.  Hamilton.  I  was  only  trying  to  get  at  the  period  covering  this 
rapid  spread  of  ownership. 

Mr.  Kruttschnitt.  He  died  in  1899.  Up  to  that  time  the  road 
had  been  practically  owned  by  four  people. 

Mr.  Hamilton.  Then  this  wonderful  rapidity  of  growth  of  owner- 
ship has  gone  on  in  approximately  the  last  16  years? 

Mr.  Kruttschnitt.  Practically;  yes,  sir. 

Senator  Toavnsend.  The  theory,  as  I  understand  it,  of  the  law- 
makers was  that  the  railroads  proposed  an  increase  of  rates;  rates 
that  had  been  in  existence  probably  many  years,  and  the  proposition 
M\as  that  before  those  rates  were  changed  there  should  be  an  oppor- 
tunity given  to  determine  whether  or  not  they  were  just  and  reason- 
able, and  leave  the  matter  in  statu  quo — as  it  had  been — until  that 
determination.  It  Avas  not  placing  any  additional  burden  on  the 
railroads,  but  simply  giving  them  an  opportunity  to  make  good  the 
claim  that  the  rates  should  be  increased.  That  was  the  theory,  as  I 
understand  it. 

Mr.  Kruttschnitt.  It  Avas  not  imposing  any  additional  burden, 
but  it  Avas  not  giving  the  railroads  relief  from  burdens  Avhi  h  had 
become  intolerable  under  changed  conditions. 

Senator  Toavnsend.  Xoav.  I  do  not  Avant  to  occupy  very  much  of 
your  time.  I  was  interested — greately  interested — in  the  statement 
you  made  the  other  day  to  the  effect  that  labor  employed  by  the  rail- 
roads Avas  becoming  less  efficient,  and  was  uoav  less  efficient  under  the 
laAYS  Avhich  have  been  passed,  ostensibly  and  openly,  for  the  benefit  of 
labor — that  it  had  resulted  in  less  efficiency. 

Mr.  Kruttschnitt.  I  Avill  try  to  point  that  out  somewhat  in  detail. 
I  thought  a  great  many  of  the  reasons  that  I  read  yesterday  were 
almost  self-explanatory.  Let  us  take  Avhat  is  knoAvn  popularly  as 
the  full-creAY  laAv.  A  certain  nuuiber  of  "men  have  been  operating 
trains  successfully  and  safely,  and,  I  will  say,  efficiently.  Suddenly 
the  claim  is  ntade  that  it  is  unsafe  to  operate  trains  with  that  number 
of  men,  and  they  should  have  one  more  man,  and  a  great  many  States 
have  said,  "  All  right,  we  Avill  put  on  the  one  more  man."  That  is 
making  for  efficiency.     We  are  paying  one  man   for  doing  work 
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that  could  be  done  by  those  who  were  on  the  trains  before.  We  are 
paying  four,  for  instance,  in  place  of  three. 

Take  the  lav,  limiting  the  length  of  trains,  in  favor  of  which  a 
very  active  campaign  is  being  waged  at  the  present  time.  I  pointed 
out  yesterday  that  in  a  period,  I  think,  from  1895  to  1015,  that 
although  the  cost  of  running  a  train-mile  on  the  railroads  had  in- 
creased very  largely — S)H  per  cent — the  roads  by  increasing  the  effi- 
ciency of  opei-ation  have  nuuntained  their  net  constant.  It  was  3.6 
mills  20  years  ago  and  it  is  3.5  mills  to-chiy.  It  is  substantially  the 
same.  The  roads  have  been  able  to  do  that  by  vast  expenditures  of 
ca[Mtal.  They  have  reduced  grades  so  as  to  make  their  locomotives 
of  the  same  poAver  haul  more  freight,  which  they  can  do  on  a  low- 
grade  line  as  against  a  high-grade  line.  They  have  straightened 
their  lines.  A  locomotive  can  haul  more  freight  on  a  straight  line 
than  it  can  around  or  over  a  very  crooked  line  or  a  line  cut  up  or 
made  up  of  a  great  many  curves. 

Now,  that  efficiency  that  the  roads  have  obtained  by  expenditure 
of  vast  sums  of  money,  not  only  in  altering  the  physical  condition  of 
the  roads,  as  1  have  pointed  out,  but  by  buying  more  efficient  locomo- 
tives and  cars,  has  been  taken  away  in  some  States  from  the  roads  by 
the  inefficiency  of  labor.  Labor  says,  "  We  will  not  haul  these  long 
trains,  and  if  you  do  not  stop  making  them  up  we  will  go  to  the 
legislature  and  have  them  order  you  to  stop.''  They  have  succeeded 
in  one  or  more  States,  and  I  have  told  you  that  the  measure  is  pend- 
ing in  a  large  number  of  others. 

Take  the  very  contracts  that  have  been  given  a  great  deal  of  pub- 
licity—I  do  not  think  enough,  but  a  great  deal — in  this  contention 
that  was  made  last  August  inider  the  threat  of  a  strike.  The  rail- 
roads must  pay  a  certain  number  of  dollars  for  a  day's  work  whether 
it  be  10  hours  or  8  hours,  or  they  must  pay  money  for  a  certain  num- 
ber of  miles  per  run.  If  the  miles  run  are  100  and  the  speed  be  1'2| 
miles  an  hour,  it  figures  out  eight  hours  work.  Twelve  miles  and  a 
half  is  a  moderate  speed,  but  a  great  many  freight  trains,  such  as 
stock,  dressed  beef,  and  perishable  freight,  are  run  at  speeds  from  18 
to  25  miles  an  hour.  If  the  speed  is  25  miles  an  hour  and  the  run  is 
made  in  four  hours,  we  are  required  or  labor  demands  that  we  shall 
pay  the  same  for  the  four  hours  as  for  the  eight.  There  is  a  fall  in 
efficiency.    Take  the 

Mr.  Adamson.  How^  is  it  a  failure  in  efficiency  when  he  does  the 
same  thing 

Mr.  Kruttschnitt.  I  beg  your  pardon. 

Mr.  Adamsox.  If  it  does  the  same  thing  in  four  hours  as  in  eight 
hours,  how  do  you  drop  in  efficiency  ? 

Mr.  Kri'ttschnitt.  Because  we  are  paying  for  eight  hours'  work 
and  should  receive  it. 

Mr.  Adamson.  No;  you  are  ])aying  for  running  100  miles:  that  is 
the  basis  on  which  that  eight-hour  bill  passed,  and  I  do  not  think 
you  will  ever  get  any  consideration  for  increased  rates  on  account  of 
that  law  until  you  put  that  law  in  force.  Allow  them  to  run  12  miles 
an  hour  and  see  if  they  can  not  get  out  the  same  amount  of  Avork  in 
eight  hours. 

Mr.  Kruttschnitt.  Mr.  Chairman,  you  seem  to  consider  that  as 
entirely  an  academic  question,  to  be  proven  by  trial. 
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Mr.  Adamson.  On  the  contrary,  I  believe  it  is  a  practical  question. 
I  have  not  only  watched  both  sides  of  the  question,  but  I  have 
watched  trains  for  40  years,  going  from  a  pull  of  900  tons  from 
Macon  30  years  ago  to  a  pull  of  2,700  tons  now  at  $5.25  a  day,  and 
the  Georgia  Legislature  has  tried  two  or  three  times  to  pass  a  law 
that  you  shall  not  run  a  train  over  a  mile  long;  and  it  will  not  sur- 
prise me,  if  you  all  do  not  quit  exaggerating  Mr.  Hill's  idea  of  load- 
ing trains  to  the  capacity,  that  Congress  will  eventually  limit  your 
tonnage  and  the  length  of  your  trains. 

Mr.  Kruttschnitt.  Mr.  Hill  has.  perhaps  on  account  of  his  promi- 
nence in  the  railroad  world,  attached  his  name  to  the  running  of  long 
trains.  It  is  a  fact,  however,  that  whether  advocated  by  Mr.  Hill  or 
anybody  else,  as  I  tried  to  point  out  yesterday  and  again  this  morn- 
ing in  auswer  to  Senator  Townsend's  questions,  the  only  way  the 
railroads  could  live  was  by  increasing  the  hauling  power  of  their 
locomotives,  either  by  reducing  the  grades,  straightening  their  lines, 
or  buying  heavier  locomotives.  I  do  not  know  whether  your  observa- 
tions as  to  the  length  of  trains  in  Georgia  have  extended  to  the  char- 
acter of  the  locomotives  pulling  the  trains. 

Mr.  Adamson.  Yes,  sir. 

Mr.  Kruttschnitt.  They  were  probably  heavier  locomotives. 

Mr.  Adamson.  Yes ;  I  would  rather  see  one  heavier  than  a  double- 
header.  I  think. 

Mr.  Kruttschnitt.  But  if  the  time  should  come,  as  suggested  by 
you,  when  Congress  will  step  in  and  absolutely  prohibit  the  roads 
from  using  the  only  life-saving  methods  left  to  them,  that  day  will 
Hiark,  I  believe,  the  beginning  of  Government  oAvnership. 

Mr.  Adamson.  I  think,  on  the  contrary.  Congress  will  do  that  in 
advocacy  of  life-saving  methods.  They  admire  the  system,  whether 
pi'operly  named  from  Mr.  Hill  or  somebody  else,  of  loading  of  ve- 
hicles to  proper  capacity,  making  the  train  of  mobile  length  and 
weight,  but  I  think  the  concensus  of  opinion  of  all  is  that  you  are 
overloading  them  entirely,  and  for  that  reason  you  make  overtime 
unnecessary  on  your  roads,  but  that  is  more  than  balanced  by  your 
accidents  and  losses  connected  with  that, 

Mr.  Hamilton.  May  I  ask  a  question  there  of  Mr.  Adamson? 
"Would  it  not  react  upon  the  railroads  if  they  overloaded  their  trains? 

Mr.  Adamson.  It  does  do  it. 

Mr.  Hamilton.  Or  overextended  their  trains?  Now,  if  that  is 
true,  the  railroads,  being  managed  b}^  men  of  ability,  would  they 
not  recognize  that,  and  would  not  there  be  a  natural  limitation  in 
the  operation  of  the  traffic  ? 

Mr.  Adaimson.  Well,  they  send  out  one  long  train  and  three  or 
four  drawheads  pull  out  from  the  weight  on  the  front  cars,  and  the 
engineer  and  the  conductor  and  one  brakeman  tug  at  it  with  a  big 
chain  and  lose  time,  and  it  takes  16  hours  to  make  an  8-hour  run; 
therefore  it  looks  to  me  like  the  losses  and  overtime  more  than  bal- 
ance the  losses  on  that  train. 

Mr.  Hamilton.  But  would  not  a  few  such  instances  as  that ■ 

Mr.  Adamson.  Yet  hope  springs  eternal  in  the  human  breast,  and 
these  gentlemen  are  confident  that  they  know  more  about  it  than 
anybody  else,  and  they  think  the  next  time  it  will  not  break:  that 
thev  will  run  it  through  all  right. 
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]Mr.  Hamilton.  That  would  be  very  experimental  railroading,  I 

think. 

Mr.  Adamson.  That  is  where  the  speculation  comes  in. 

Mr.  Kruttschnitt.  I  should  like  to  answer  the  question  implied 
in  the  chairman's  remarks,  if  I  may. 

Mr.  Adamson,  I  should  be  or]ad  if  you  would.  If  I  am  wrono-,  I 
want  to  know  it.     I  have  been  looking  after  it  mighty  hard. 

Mr.  KuuTTsciiNiTT.  I  want  to  give  an  illustration  that  is  not  specu- 
lative. I  will  begin  by  saying,  of  course,  as  Mr.  Hamilton  has  prop- 
erly remarked,  if  the  railroads  of  the  country  continue  going  on 
doing  what  the  chairman  has  outlined,  their  officers  would  be  monu- 
mental asses,  absolutely  unfit  for  their  positions;  and  I  do  not  think 
Ihe  shareholders  would  allow  them  to  remain  there  very  long. 

Mr.  Adamson.  Congress  could  direct  tliem.  though,  without  call- 
ing them  those  names. 

Mr.  Kruttschnitt.  That  is  not  a  very  bad  name.  Xow  for  the 
illustration. 

When  I  was  located  in  San  Francisco  as  general  manager  of  our 
company's  properties  I  started  a  practice  of  getting  efficient  work 
out  of  the  locomotives.  We  certainly  before  that  time  had  not  been 
getting  it.  I  attached  to  my  office  as  an  assistant  a  very  intelligent 
man  and  instructed  him  to  act  with  the  engineer  of  uiaintenance  of 
way,  who  was  familiar  with  the  grades  and  curves,  and  with  the 
superintendent  of  motive  power,  who  was  familiar  with  the  capacity 
of  locomotives,  in  devising  a  table  of  locomotive  loads  for  each  and 
every  division.  And  I  said  to  them,  "  I  do  not  want  locomotives  over- 
loaded," because  I  appreciated  just  what  Mr.  Hamilton  did.  I  said, 
''  I  do  not  want  the  traffic  delayed  by  trains  unable  to  make  the  time 
simply  in  the  vain  effort  to  get  a  few  more  tons,  but  I  want  the  loco- 
motives rated  at  a  reasonable  rating;  give  them  what  they  can  pull 
comfortably  and  no  more.'' 

Well,  as  we  expected,  there  was  more  or  less  opposition  to  this, 
but  the  opposition  was  most  pronounced  on  one  particular  division, 
where  the  reports  came  in  every  morning,  "  Locomotive  overloaded ; 
could  not  make  time."  I  got  impatient  and  tired  of  these  reports, 
and  at  the  end  of  a  week  or  10  days  I  instructed  this  assistant  to  get 
out  on  that  division  and  live  on  it  until  he  ascertained  what  the 
causes  of  the  delays  were.  We  knew  thoroughly  well  that  the  cause 
Avas  not  overloading  of  the  locomotives,  because  the  power  of  a  loco- 
motive to  haul  a  load  on  a  given  grade  or  any  given  system  of  grades 
is  as  easily  computable  as  the  interest  on  a  promissory  note.  There  is 
no  doubt  about  it.  Well,  he  went  out  on  the  road,  and  within  two 
days  after  he  had  been  there  the  delays  were  lessened.  At  the  end  of 
a  week  the  locomotives  were  pulling  with  perfect  comfort  and  mak- 
ing time  over  the  division  the  loads  that  were  assigned  to  theni, 
and  when  he  came  back  I  asked  him,  "What  was  the  trouble?'' 
"  Well,"  he  said,  "  most  of  the  trouble  was  loafing  on  the  sidetracks, 
getting  in  a  sidetrack  and  not  taking  any  particular  interest  when 
they  got  out."  He  said,  "In  no  single  instance  did  I  ride  a  loco- 
motive in  which  the  engineer  claimed  he  could  not  comfortably  pull 
the  assigned  load."  That  ended  the  trouble,  and  we  have  never  had 
any  trouble  on  that  division  in  pulling  the  assigned  loads,  and  have 
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not  had  any  on  others.  We  have  had  drawheads  pulled  out;  that 
was  due  to  other  causes.  There  are  Avays  in  which  the  train  is 
handled ;  it  may  be  started  in  such  a  way  as  to  insure  pulling  out  of 
the  drawhead.  It  may  be  handled  over  undulating  grades  in  such  a 
way  as  to  guarantee  pulling  out  the  drawheads.  In  other  ways  the 
trains  can  be  hauled  over  the  same  undulating  grades  and  pull  the 
same  loads  with  almost  absolute  immunity  from  pulling  out  draw- 
heads.    So  it  is  not  the  loading  of  trains  that  does  this. 

Pos^bly  on  some  roads,  possibly  on  the  roads  you  have  watched, 
Mr.  Chairman,  there  has  been  injudicious  loading  and  bad  judgment 
shown ;  but  I  do  claim  as  to  the  roads  of  the  country  generallj'  that 
the  men  in  charge  of  the  management  have  reasonable  ability  and  are 
not  doing  things  that  would  simply  obstruct  traffic  on  the  road  in 
the  vain  endeavor  to  haul  a  few  more  tons  than  they  should. 

Xow,  we  will  see  what  happens  from  increasing  speed.  You  take 
a  typical  freight  locomotive.  To  make  a  speed  over  the  ground  of 
10  miles  an  hour  we  have  always  assumed,  and  the  assumption  is 
very  close  to  correct,  that  the  locomotive  has  to  run  about  50  per 
cent  faster  than  the  schedule;  in  other  words,  she  has  to  make  15 
miles  an  hour  running.  Now,  the  capacity  of  a  locomotive  at  that 
speed,  a  typical  freight  locomotive,  is  33,300  pounds  of  traction.  If 
you  increase  the  speed  to  1'2|  miles  an  hour  and  add  50  per  cent,  as 
we  did,  the  traction  falls  to  28,883  pounds,  or  13  per  cent.  Xow,  if 
we  examine  the  freight  train-miles  that  are  made  on  the  railroads 
of  the  United  States  in  1914,  the  last  complete  statement  that  we 
liave  of  locomotive  miles,  there  were  038,500,000  made  with  the  aver- 
age trainload  of  452  tons.  If  that  trainload  is  cut  13  per  cent  on 
account  of  the  loss  in  tractive  power  of  the  locomotive  at  the  higher 
speed,  it  would  require  735.000,000  train-miles,  or  an  increase  of 
96,500,000  train-miles,  to  handle  the  same  traffic. 

Mr.  Adamsox.  The  trouble  is,  though,  you  make  a  hodgepodge  out 
of  all  of  them,  while  there  may  be  75  per  cent  of  those  trains  not 
overloaded,  while  the  other  25  per  cent  are,  and  it  would  not  be  fair 
to  cut  those  that  are  not  overloaded  now.  You  cut  all  of  them  hori- 
zontally, according  to  your  figures. 

Mr.  Keuttschxitt.  The  hodgepodge  was  introduced  by  the  Inter- 
state Commerce  Commission  in  sizing  up  the  trains  and  the  average 
load  of  the  entire  United  States.  I  followed  their  example  only.  If 
the  hodgepodge  is  unjust  in  one  case,  it  is  unjust  to  the  same  extent 
in  the  other;  and  the  comparison  of  the  two  conditions,  or  their  rela- 
tive conditions,  are  not  affected. 

Mr.  Adamson.  But  it  is  evidently  unfair,  though,  to  say  that  those 
trains  that  are  not  overloaded  should  be  cut  also  because  you  are 
•correcting  errors  in  those  that  are  heavier  loaded. 

Mr.  Kruttsciinitt.  You  have  to  have  a  unit  of  measure,  and  the 
unit  of  measure  of  train  loading  and  the  number  of  train-miles  run 
is  derived  from  taking,  as  you  have  called  it,  a  hodgepodge  of  every- 
thing run  and  reduce  it  to  an  average. 

Mr.  Adamson.  But  talking  about  averages  does  not  mean  that 
when  you  undertake  a  correction  you  have  got  to  correct  all  hori- 
zontally, but  only  those  that  need  it. 

Mr.  ivRUTTscHNiTT.  Yet  the  effect  of  correct ino-  those  that  need  it 
is  the  same  in  one  set  of  figures  as  the  other.    That  is  what  I  ^^-ant 
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to  insist  on,  and  if  there  is  any  inaccuracy  the  inaccuracy  enters  into 
botli  compntations,  affects  them  alike,  and  therefore  a  comparison  is 
just  of  tlie  two  methods.  Incidentally  in  running  at  more  train-miles 
you  make  28  per  cent  more  stops,  meeting  points  of  trains,  and  sources 
of  delay. 

Mr.  Adamsox.  Then,  the  slower  you  go  and  the  fewer  meeting 
points  you  have  the  faster  you  will  go  on  the  entire  journey? 

Mr.  Kruttsciinitt.  No;  I  do  not  say  that. 

Mr.  Adamj&ox.  Would  that  not  result  from  the  argument? 

Mr.  Kruttschnitt.  No. 

Mr.  Adamson.  I  am  much  obliged  to  you.  I  am  glad  to  know  that 
on  your  system  of  roads  you  do  not  overload  the  trains  and  the 
engines. 

Mr.  Kruttsc'Hxitt.  I,  of  course,  can  speak  Avith  more  authority 
for  our  system  of  roads. 

Mr.  Adamsox.  I  do  not  doubt  that  you  act  wisely,  from  my  knowl- 
edge of  you. 

^Ir.  Kruttsciinitt.  But  I  know,  Mr.  Chairman,  that  while  there 
may  be  exceptions — and  I  do  not  question  at  all  what  you  stated 
about  the  trains  that  have  come  under  your  observation,  but  I  am 
speaking  now  with  the  greatest  authority  about  Southern  Pacific 
operations,  and  with  the  authority  derived  from  tlie  information 
given  by  the  Interstate  Commerce  Commission  of  the  operations  of 
all  of  the  roads  of  the  country  grouped. 

Mr.  Ada3ison.  Mr.  Kruttsciinitt,  you  know  it  is  an  unfortunate 
fact  in  civilization  that  you  have  to  legislate  for  the  correction  of 
the  few  evils  that  you  find;  that  very  often  it  is  those  not  doing 
wrong  who  complain.  If  the  majority  of  the  citizens  committed 
crimes,  it  would  be  a  horri])le  state  of  affairs;  but  we  have  to  legis- 
late with  a  view  to  those  that  do  wrong  in  order  to  correct  that.  It 
is  for  the  protection  of  the  good  ones,  not  for  their  correction. 

Mr.  Kruttsohxitt.  That  is  quite  true,  Mr.  Chairman;  you  do 
punish  a  few  for  the  good  of  the  many;  but  in  this  case  you  are 
punishing  the  many  to  reform  the  few. 

Mr.  Adamsox.  While  it  is  not  de  dred  to  punish  any  innocent  ones, 
sometimes  inconvenience  is  visited  on  people  who  are  not  really  guilty 
in  order  to  catch  the  guilty  ones. 

]Mr.  Krittschxitt.  I  want  to  impress  on  you  as  earnestly  as  I 
can  that  vour  suggestion  that  it  might  lead  to  legislation  on  the  part 
of  the  Congress  to  control  absolutely  the  tonnage  hauled  by  locomo- 
tives would  mean  robbing  the  railroads  of  substantially  the  only  effec- 
tive means  they  have  now  of  making  both  ends  meet. 

Mr.  Adamsox.  Now,  Mr.  Kruttschnitt,  you  say  to  make  regulations 
to  prevent  certain  practices  w^ould  be  robbery.  Before  the  16-hour 
law  the  evidence  was  before  our  committer  that  men  had  to  run  24, 
30,  and  one  said  he  had  to  run  40,  hours  without  rest.  When  we 
passed  the  16-hour  law,  requiring  you  not  to  let  any  man  work  longer 
than  that,  it  kept  vou  from  working  them  overtime;  it  changed  that 
practice.  I  do  not  say  you — I  mean  some  of  the  railroads.  Would 
you  call  that  robbing  the  railroads  because  they  were  required  to  stop 
that  practice? 

Mr.  Kruttschxitt.  No  ;  not  at  all. 

Mr.  Adamsox.  Is  it  proper  to  say  that  you  are  robbing  the  rail- 
roads if,  for  the  safety  of  travelers"  and  the  good  of  society,  we  say 
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you  shall  not  do  a  thing  because  the  thing  is  wrong  and  dangerous, 
although  you  make  more  money  by  continuing  it? 

Mr.  Kruttsciimtt.  No;  I  should  say,  if  you  found  an  abuse  of 
the  kind  that  you  describe  to  exist,  the  proper  remedy  would  not  be 
to  say  to  the  railroads,  "  We  prohibit  you  from  doing  that  which 
you  have  done  before  in  order  to  make  your  service  more  efficient  and 
in  order  to  live  under  the  rates  that  you  receive,  but  we  forbid  you 
from  working  men  more  than  a  maximum  number  of  hours.''  You 
have  done  that  already;  that  is  the  16-hour  law. 

I  want  to  say  here  that  I  approve  most  heartily  what  was  done  in 
that  case,  and  I  want  to  say  now,  without  any  disposition  to  brag, 
that  I  passed  a  16-hour  law  myself  10  or  12  years  before  Congress 
did,  and  I  threatened,  if  necessary,  that  I  would  discharge  any 
superintendent  who  kept  a  man  on  the  road  over  a  certain  numbeV 
of  hours. 

Mr.  Adamson.  What  you  meant  to  say  now  in  substance  was,  if 
Congress  should  pass  any  such  laAv  that  you  thought  drastic  and 
unnecessary  you  would  differ  in  judgment  from  Congress? 

Mr.  Kruttschkitt.  I  say.  Congress  ought  to  consider,  in  passing 
a  laAv,  W'hether  it  is  possible  for  railroads  to  live  under  it. 

Mr.  Adamsox.  You  Avould  not  say  Congress  is  robbing  tlie  rail- 
roads ? 

Mr.  Kruttschnitt.  Mr.  Chairman,  you  selected  that  word  of  sin- 
ister sound. 

Mr.  Adamson.  No,  sir;  I  beg  your  pardon;  you  said  if  we  ever 
did  that  Ave  would  be  robbing  the  I'ailroads  of  their  rights. 

Mr.  Hamilton.  He  did  not  say  rights. 

Mr.  Adamsox.  Profits. 

Mr.  Kruttschnitt.  There  are  two  meanings  to  the  word  "  rob,"' 
one  to  hold  a  man  up  at  the  point  of  a  pistol  and  take  what  he  has 
got,  and  the  other  meaning,  the  less  sinister  one — and  I  used  the  word 
"  rob  "  in  that  sense  if  I  did  use  it — the  other  meaning  is  that  it 
would  deprive  him 

Mr.  Adamson.  Then  you  should  say  "  deprive.*' 

Mr.  Kruttschnitt.  I  will  say  "  deprive  "  hereafter. 

Mr.  Hamilton.  Senator  Townsend,  bearing  directly  upon  what 
Judge  Adamson  asked,  may  I  inquire  of  the  witness? 

Senator  Townsend.  Yes ;  I  shall  be  very  glad  to  have  you. 

Mr.  Hamilton.  I  want  to  ask  just  one  question.  Is  not  the  lower- 
ing of  grades  and  the  straightening  of  curves  on  a  railroad  analogous 
to  the  making  of  good  highways,  in  this,  that  the  good  highway  per- 
mits the  farmer  to  haul  at  one  load  what  he  otherwise  might  have 
to  haul  at  two  loads ;  and  is  it  not  the  very  purpose  of  the  lowering 
of  the  grade  and  the  straightening  of  the  curve  to  enable  the  rail- 
road company  to  haul  a  greater  load ;  and  does  that  not  in  the  end, 
under  the  control  of  the  Interstate  Commerce  Conmiission,  inure  to 
the  benefit  of  the  patron  of  the  road  in  lowered  freight  rates,  should 
it  not  do  so? 

Mr.  Adamson.  Before  you  answer  that  I  should  love  to  ask  Mr. 
Hamilton,  What  would  you  think  of  a  farmer  who  would  string  a 
row  of  wagons  along  one  after  the  other — make  a  string  of  wagons 
around  a  block? 
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Mr.  Hamilton.  I  stiy  your  tminload  is  analogous  to  your  wagon- 
load.  I  am  asking  the  witness;  he  is  an  expei't.  I  ask  yon  for  your 
judgment  on  the  (juestion. 

^Ir.  KiuTTsc  iixiTT.  I  think  you  are  entirely  right  in  your  concep- 
tion of  the  trainload.  I  have  said  before,  and  I  will  repeat,  that  the 
only  way  in  which  the  railroads  have  been  al)le  to  keej)  going,  to  live 
under  the  constant  fall  in  rates  and  in  face  of  the  constant  demands 
made  on  them  by  labor  foi-  increased  wages — both  have  been  ( onstant 
in  tlieii-  trend,  a  constant  trend  upAvanl  in  wages  as  I  showed  yon 
on  the  chart  yesterday,  and  a  constant  trend  upward  of  the  prices  of 
materials;  and  a  mere  child  could  see  that  the  railroads  long  ago  all 
would  have  been  bankrupt  if  they  had  not  adopted  something  that 
would  counteract  those  tendencies,  and  that  something  was  increas- 
ing the  capacity  of  their  roads  to  handle  freight  by  reductions  in 
grades  and  elimination  of  curves,  and  by  buying  moi-e  efficient  loco- 
motives; in  othei-  words,  by  luuiling  greater  loads. 

^Ir.  Adamsox.  Sup[)ose  a  railroad  was  straight  as  a  die  and  level 
as  a  plain,  could  there  ever  be  any  limit  in  the  judgment  of  railroad 
men  according  to  the  ideas  of  some  to  the  length  of  trains  and 
weight  of  loads  ^ 

]Mr.  IvKi-TTSciixrj'T.  Absolutely,  Mr.  Chairman.  There  is  an  ele- 
ment that  comes  in  there  that  takes  care  of  the  trainlo.ul. 

^fr.  Adamsox.  Where  would  the  limit  be? 

Mr.  Kiu'TTsnixiTT.  I  am  going  to  try  to  tell  you.  The  npper  limit 
would  be  no  ti'ainload.  You  put  on  a  perfectly  straight,  perfectly 
level  trac  k  and  speed  up  your  locomotive  to  a  point  Avhere  she  could 
haul  herself  only,  could  not  haul  anything  behind  her.  The  other 
limit  is  if  yon  load  her  so  that  she  could  move  at  such  a  slow  rate  of 
speed  as  practically  to  block  her  progress.  Now,  the  wise  point  is  to- 
gauge  her  load  to  a  speed  that  is  considered  practicable  and  the  most 
economical,  and  having  fixed  that  limit  for  a  trainload,  just  see  that 
she  makes  it. 

Mr.  Adamsox.  And  you  say  there  is  no  room  for  difference  of 
judgment  as  to  where  those  points  should  be? 

Mr.  KiuTTScHxiTT.  I  say  there  is  no  room  for  difl'erence  of  the- 
computations  and  fixing  the  capacity  of  the  locomotives.  That  is 
fixed  by  mechanical  laws  that  are  inflexible.  There  may  be  a  variance 
of  judgment  in  different  men's  minds  as  to  whether  the  economic 
speed  is  12,  15,  or  20  miles  an  hour.  It  varies  with  traffic  and  with 
what  the  railroad  has  to  do. 

Mr.  Hamiltox'.  In  one  instance  you  save  speed  without  traction 
and  in  the  other  yon  strike  an  average  between  speed  and  traction? 

Mr.  Km  TTsciixiTT.  Yes.  In  other  words,  the  traction  decreases 
so  largely  with  the  speed,  becanse  of  the  fact  that  every  time  the 
wheels  are  turned  around  the  cylinders  have  to  be  filled  and  emptied 
of  steam,  and  you  very  soon,  at  very  high  speeds,  get  to  the  capacity 
of  the  boiler;  it  can  not  possibly  steam  fast  enough  to  fill  the 
cylinders. 

Mr.  Ha.ahltox.  It  is  like  the  description  that  Lincoln  gave  of  the 
steamboat  on  the  Mississippi  River;  it  had  such  a  big  whistle  that 
every  time  the  whistle  blew  the  boat  had  to  stop. 

Mr.  Adamsox.  Ultimately  Mr.  Hamilton's  argument  would  lead 
to  a  train  so  long  that  the  front  end  would  arrive  before  the  back 
end  started. 
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Mr.  HA:snLTox.  Well,  if  -it  was  a  crooked  road. 

]Mr.  Kruttsciimtt.  That  might  happen  if  a  bad  stop  was  made  and 
a  drawhead  pulled  out. 

Mr.  AnA]\rsox.  That  does  happen  often  now. 

Senator  Townsexd.  Would  you  wish  to  give  any  other  cases  of  the 
inefficiency  ? 

Mr.  Kruttschnitt,  I  just  wanted  to  give  a  few  more.  It  is  gener- 
ally on  the  same  lines;  you  might  put  it  under  the  general  head  of 
limitation  of  output.  Those  I  have  given  already  are  limitations  of 
output.  Take  the  limitation  of  the  output  of  the  bricklayer.  The 
bricklayer  is  not  allowed  to  lay  more  than  a  certain  number  of  brieks 
a  day.  Mechanics  in  other  lines  liave  their  daily  output  fixed  by 
their  organizations,  and  dare  not  exceed  them. 

I  was  in  a  meeting,  not  over  two  months  ago.  of  manufacturers,  a 
kind  of  an  experience  meeting,  and  a  number  of  New  England  man- 
ufacturers were  there,  who  gave  instances  of  where  certain  devices 
were  made  under  the  ordinary  shop  rules  at  the  rate  of  30  or  36  a 
day  on  certain  machines,  and  where  they  put  men  to  work  that  were 
not  under  organization  rules  iti  other  factories  the  output  went  up 
to  as  much  as  several  hundred  per  daj^  of  the  same  devices  on  the 
same  machines.     You  find  it  every  day. 

Senator  Townsend.  Were  they  working  the  same  hours  in  both 
cases  ? 

Mr.  Kruttschnitt.  Yes.  That  seems  to  be  a  well-nigh  universaUy 
imposed  law  with  all  the  organizations,  to  limit  the  output. 

Senator  Townsexd.  I  am  in  hearty  sjnnpathy,  I  desire  to  state,  to 
render  railroads  more  efficient.  I  think  it  is  unpopular  to  some  ex- 
tent, but  I  think  that  is  the  duty  of  the  common  carrier  and  the 
public,  provided  it  does  not  put  unnecessary  and  improper  burdens 
upon  the  employee,  because  the  public  is  interested  also  in  it ;  but  the 
primary  object  of  legislation  in  my  judgment  is  service  to  the  people, 
and  if  you  have  your  trains  long  and  it  is  necessary  for  efficiency,  and 
that  does  not  interfere  with  the  life  and  health  of  the  employees,  why, 
I  confess  I  believe  in  it. 

But  now  you  have  answered  part  of  this  question  in  the  suggestion 
of  the  bricklayers  and  other  organizations.  Your  men  are  organized, 
are  they — -your  men  on  your  road? 

Mr.  ivRUTTSCHXiTT.  Ycs ;  pretty  thoroughly,  except  as  to  some  of 
the  shop  crafts,  who  struck  some  years  ago  and  the  organizations 
(]uit  the  roads,  and  I  do  not  know  to  what  extent  the  new  men  have 
been  organized  or  not,  but  I  do  not  think  they  are. 

Senator  Towxsekd.  When  you  deal  with  your  men  do  you  deal 
with  them  as  organizations  or  individually? 

Mr.  Krlttschnitt.  We  have  always  dealt  with  them  in  the  way 
they  wished,  which  was  as  organizations. 

Senator  Townsend.  Is  your  discipline  as  effective  where  the  men 
are  contracting  with  you  individually  as  it  is  where  you  deal  with 
them  as  an  organization? 

Mr.  Kruttschnitt.  Yes;  quite  so.  After  the  men  have  been 
broken  in  and  understand  their  duties  thoroughly  they  are  more  effi- 
cient. There  are  not  as  many  objections  to  doing  this,  that,  and  the 
other;  that  increases  efficiency. 

Senator  Townsend.  What  can  you  say  as  to  the  general  condition 
of  labor,  whether  it  has  improved  the  conditions  of  living,  and  so  on, 
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of  laboring  people  who  have  been  under  your  employ  under  organiza- 
tions, compared  with  under  the  individual-contract  system? 

Mr.  Kruttsciinitt.  I  can  only  speak  with  the  Imowledge  of  a  citi- 
zen generally  as  to  the  conditions  of  labor.  I  do  not  know  that  we 
have  ever  made  investigations  following  the  individual  worker  to  his 
home  to  see  how  he  lived  in  comparison  with  the  organized  worker. 
We  make  no  difference  in  the  rates  of  pay ;  they  are  all  paid  the  same, 
the  organized  and  tl>e  unorganized;  there  is  no  discrimination.  I 
would  say  generally,  wluit  is  universally  known,  that  the  conditions 
of  labor  as  to  living  conditions,  conditions  of  food,  clothing,  and 
comfort  generally  have  increased  immeasurably.  There  is  no  doubt 
whatever  that  organization  has  had  a  large  part — perhaps  the  largest 
pai-t — to  play  in  those  improvements.  I  have  never  objected— on  the 
contrary,  I  have  heartily  approved  of  all  of  the  aims  of  organization 
when  thev  did  not  go  beyond  imin-oving  the  conditions  of  the  laborer, 
either  as  to  living  conditions,  labor,  or  hours.  But  what  I  have  ob- 
jected to,  and  what  nearly  every  employer  of  labor  objects  to,  is  the 
assumption  of  the  role  of  managers  by  the  committees  of  laborers. 

Senator  Townsend.  I  think  I  have  nothing  further  to  ask,  Mr. 
Chairman. 

Mr.  Adamson.  Judge  Sims,  will  you  take  the  witness? 

Mr.  Sims.  Mr.  Kruttschnitt,  what  did  you  state  was  your  present 
official  position  concerning  railroad  operation?  You  stated  at  the 
beginning,  but  I  just  do  not  remember. 

Mr.  Kruttschnitt.  I  am  chairman  of  the  executive  committee  of 
the  board  of  directors  of  the  Southern  Pacific  Co.  The  executive 
committee  is  vested  with  all  of  the  powers  of  the  board  when  the  board 
is  not  in  session. 

Mr.  Sims.  The  board  of  directors,  you  mean  ? 

Mr.  Kruttschnitt.  Yes;  the  board  of  directors. 

Mr.  Sims.  Yours  is  an  organization  superior  to,  or  supplementary 
to,  the  board  of  directors  ? 

Mr.  Kruttschnitt.  It  is  part  of  the  board.  The  board  deputizes 
its  full  powers  to  six  of  its  members,  to  be  exercised  when  the  board 
itself  is  not  in  session.  When  the  board  is  in  session  its  authority,  of 
course,  is  supreme.  When  it  is  not  in  session  the  power  of  the  execu- 
tive committee  of  the  board  is  supreme.    It  is  simply  a  committee  of 

the  board.  t        •      i       u 

Mr.  Sims.  Now,  wdiatever  the  executive  committee  does  m  the  ab- 
sence of  the  board,  is  it  subject  to  review,  repeal,  or  modification? 

Mr.  Kruttschnitt.  Oh,  yes;  the  committee  has  to  report  every 
month  to  the  board  what  it"  does.  Our  committee  meets  weekly,  the 
board  meets  monthly,  and  every  month  the  acts  of  the  executive  com- 
mittee are  reviewed  by  the  full  board. 

Mr.  Sims.  And  either  approved,  modified,  or  vacated? 

Mr.  Kruttschnitt.  Yes;  they  take  such  action — the  board  takes 
such  action  as  they  deem  fit. 

Mr.  Sims.  What  office  or  position  did  you  occupy  when  you  were 
connected 

Mr.  Adamson.  My  attention  has  been  called  to  the  tact  that  we 
agreed  on  each  subsequent  examination  that  we  would  change  the 
order  for  examination  and  begin  with  the  junior  members  instead  of 
with  the  senior  members.    Accidentally,  that  happened  with  Senator 
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Townsend,  but  unless  Mr.  Hamilton  waives  I  Avill  ask  you  to  let  him 
go  ahead.  Judge  Sims. 

Mr.  EscH.  We  might  as  well  go  on  now  and  revert  to  the  rule  after- 
wards. 

Mr.  Sims.  I  do  not  object. 

Mr.  Hamiltox.  I  yield,  Mr.  Chairman,  very  gladly,  to  Mr.  Sims. 

Mr.  Adamson.  Judge,  will  you  suspend  a  minute? 

Mr.  Sims.  Certainly. 

Mr.  Adamsox.  My  attention  is  called  to  the  fact  that  we  agreed 
when  we  came  to  the  examination  of  witnesses  that  we  would  change 
the  order  of  examination  and  begin  with  the  junior  member  instead 
of  the  senior  member.  Accidentally  that  happened  with  Senator 
Townsend,  but  unless  Mr.  Hamilton  waives  his  turn  I  will  ask  you  to 
let  him  go  ahead,  Judge  Sims. 

Mr.  Escii.  Mr.  Chairman,  I  think  we  might  "as  M^ell  go  ahead  in 
this  wav  as  long  as  we  have  started  and  change  the  rule  in  the  future. 

Mr.  Sims.  I  do  not  care.    It  is  immaterial  to  me. 

Mr.  Adamsox.  Well,  of  course,  we  can  do  anything  by  unanimous 
consent. 

Mr.  Hamiltox.  I  yield  very  gladly.  I  thank  the  chairman,  how- 
ever, for  the  suggestion. 

Mr.  Sims.  It  is  perfectly'  satisfactory  to  me  any  way  you  gentlemen 
care  to  have  it. 

Mr.  Adamsox.  Well,  just  proceed. 

Mr.  Sims.  Before  you  held  the  position  you  now  hold,  what  official 
relation  did  you  have  with  the  Southern  Pacific  Railway  Co.? 

Mr.  Kruttschxitt.  Before  my  present  position  ? 

Mr.  Sims.  Yes. 

Mr.  Kruttschxitt.  I  was,  you  might  call  it,  operating  vice  presi- 
dent and  director  of  maintenance  and  operation.  I  had  full  charge 
of  the  maintenance  of  the  property,  of  construction,  and  operation. 

Mr.  Si:ms.  How  long  have  you  been  engaged  in  railway  employ- 
ments or  service  ? 

Mr.  Kruttschxitt.  Since  1878. 

Mr.  Sims.  How  long  have  you  l)een  connected  with  the  Southern 
Pacific  ? 

Mr.  Kruttschxitt.  The  whole  time,  from  1878. 

Mr.  Sims.  You  began  your  railroad  service  with  the  Southern 
Pacific? 

Mr.  Kruttschxitt.  Well,  it  was  not  the  Southern  Pacific  then.  It 
became  the  Southern  Pacific  in  1885.  I  was  with  the  Louisiana  and 
the  present  Southern  Pacific. 

Mr.  Sims.  You  have  had  every  opportunity,  then,  to  know  the  con- 
ditions of  operation,  service,  credit,  and  everything  else  connected 
with  the  Southern  Pacific  ever  since  it  became  the  Southern  Pacific  ? 

Mr.  Kruttschxitt.  I  had  nothing  to  do  with  the  credit  of  the  com- 
pany until  I  became 

Mr.  Sms.  You  had  an  opportunity  to  know.    That  is  all  I  asked. 

Mr.  Kruttschxitt.  Yes;  in  a  general  way. 

Mr.  Sims.  Do  you  know  the  miles  of  railroad  operated  at  the  pres- 
ent time  by  the  Southern  Pacific — the  mileage?  I  think  you  stated  it. 
I  do  not  know  whether  you  did  or  not,  though. 
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Mr.  Kruttschnitt.  We  luive  in  actual  miles  of  road  about  11,300. 
Then  we  have  linlf  ownership,  I  should  say  roughly,  of  six  or  seven 
hundred  miles  more,  which  wouUl  raise  it  to  about  12,000,  and  then 
the  additional  tracks,  second  traclvs,  tliird  tracks,  and  fourth  tracks, 
yard  and  side  tracks,  which  wouUl  add  largely  to  that— probably 
five  or  six  thousand  miles. 

Mr.  Sims.  That  half  ownership— is  that  the  part  referred  to  by 
Judge  Lovett  as  owned  half  by  ex-Senator  (Mark  and  the  other- 
Mr.  Kruttschnitt.  No;  that  is  the  Union  Pacific  and  Clark  in- 
terests.   The  half  interest  is  in  certain  lines  north  of  San  Francisco 

Bay,  running  up  to  Humboldt,  and  in  lines 

Mr.  Si.Ais.  I  do  not  care  to  have  you  mention  them  in  detail.  I 
only  wanted  to  Jcnow  if  that  was  the  same  one  referred  to  by  Mr. 
Lovett  ? 

Mr.  Kruttschnitt.  No. 

Mr.  Si>rs.  Is  not  the  giouthern  Pacific  a  good  solvent  railroad 
company? 

Mr.  Kruttschnitt.  I  certainly  think  so. 
Mr.  Sims.  Enjoying  good  credit? 
Mr.  Kruttschnitt.  I  certainly  think  so. 

Mr.  Sims.  It  markets  its  bonds  and  securities  perhaps  at  as  good 
ii  rate  as  perhaps  any  other  railroad  company  in  the  United  States, 
does  it  not? 

Mr.  Kruttschnitt.  I  would  not  say  that.  There  are  roads  which 
can  market  at  a  less  price  than  we  can.  We  are  fairly  high  up  on 
the  list,  but  there  are  others,  for  what  reasons  I  do  not  know,  that 
can  market  their  securities  at  a  better  rate  than  we  can. 

Mr.  Sims.  Your  railroad  company  has  no  trouble  about  getting 
all  the  money  it  needs  at  this  time  ? 

Mr.  Kruttschnitt.  No;  but  as  I  said  the  other  day — I  gave  a 
list  of  the  security  sales  here.  We  pay  an  average  of  51  per  cent  for 
money,  but  during  the  same  years  New  York  City  paid  4r|  per  cent. 
In  other  words,  we  were  paying  about  1  per  cent  more. 

Mr.  Sims.  Your  statement  was,  as  I  remember,  the  Southern  Pa- 
cific pays  30  per  cent  more  for  money  than  does  the  State  of  New 
York. 
Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  Those  were  your  words  in  your  direct  statement? 
Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  I  was  trying  to  find  out  whether  or  not  the  Southern 
Pacific  was  commercially  low  in  credit  or  is  it  a  road  that  is  not 

entitled  to  credit .  •  ,    i   ,  -i-. 

]Mr.  Kruttschnitt.  I  say  it  is  a  road  that  is  entitled  to  credit, 
although  I  qualified  it  by  saying  that  there  are  some  roads  that  get 
money,  I  know,  cheaper  than  we  do." 

Mr.  Sims.  The  credit  of  vour  road  and  the  conditions  warranting 
credit  are  above  the  average  of  the  railroads,  taking  all  the  railroads 
in  the  United  States,  is  it  not? 

Mr.  Kruttschnitt.  Yes ;  I  think  so — decidedly. 

Mr.  Sims.  Decidedly  above  the  average? 

Mr  Kruttschnitt.  Yes.  .    . 

Mr.  Sims.  Then  it  follows,  on  account  of  the  existing  conditions, 
without  going  into  details  as  to  what  they  are  and  why  they  are. 
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that  the  credit  of  the  Southern  Pacific  Railroad  Co.,  which  is  above 
the  average  of  the  raih'oad  comjianies  of  the  United  States,  is  30  per 
cent  lower  than  the  credit  of  the  State  of  New  York? 

Mr,  Kruttschnitt.  As  measured  by  the  cost  of  money  these  years. 

Mr.  ?iMs.  That  is,  measured  in  that  way — in  the  sale  of  securities? 

Mr.  Kruttschn'itt.  Yes,  sir. 

Mr.  Sims.  Therefore,  if  your  securities  are  to  sell  as  high  in  the 
market  as  do  the  securities  of  the  State  of  New  York,  it  must  be 
brought  about  by  increasing  the  revenue  to  be  derived  in  the  way  of 
interest  or  dividends  upon  the  securities? 

Mr.  Kruttschnitt.  You  mean  necessarily  considered  on  a  parity, 
by  investors? 

Mr.  Sims.  Yes;  on  a  parity;  to  make  them  equally  as  desirable 
for  investors  as  the  bonds  of  the  State  of  New  York,  the  bonds  of 
the  Southern  Pacific,  having  the  same  time  to  run  and  all,  would 
have  to  provide  for  an  interest  30  per  cent  higher  than  the  interest 
rate  on  the  bonds  of  the  State  of  New  York  ? 

Mr.  Kruttschnitt.  I  think  so;  j^es,  sir. 

Mr.  Sims.  Then,  is  not  that  statement  a  fair  measure  of  the  dif- 
ference in  private  corporation  credit,  however  good  that  may  be, 
compared  to  State  credit,  as  measured  by  the  Southern  Pacific  bond 
sales  and  those  of  the  State  of  New  York? 

Mr.  Kruttschnitt.  If  you  will  refer  to  the  chart  I  gave  you 
yesterday 

Mr.  Sims.  I  have  not  had  time  to  study  those  charts. 

Mr.  Kruttschnitt.  That  chart  shows  from  1904:  to  1914  some  in- 
fluence at  work  on  railroad  securities  that  has  changed  the  measure 
of  their  desirability  in  that  period  of  10  years.  Railroad  securities 
are  not  as  desirable  in  1914  as  they  were  in  1904,  so  that  something 
has  been  at  work  to  make  that  change. 

Mr.  Sims.  There  is  a  change? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Si:ms,  Whatever  the  cause,  railroad  credit  is  on  the  decline,  is 
that  what  you  mean  to  express? 

Mr.  Kruttschnitt.  Yes;  it  is  not  as  good  as  it  should  be. 

Mr,  Sims,  And  yet  freight  rates  have  not  declined  during  that 
period,  upon  the  average? 

Mr,  Kruttschnitt,  In  that  period? 

Mr,  Sims,  Yes ;  the  gross  freight  rates  or  passenger  rates  have  not 
declined  upon  an  equal  ratio? 

Mr.  EscH.  Chart  No.  lOh-2  shows  a  part  of  it,  I  think. 

Mr.  Kruttschnitt.  I  have  it  here.  I  am  computing  the  percent- 
age. 

Mr.  Sims.  I  supposed  you  could  state  it  offhand.  I  did  not  mean 
the  fraction  of  a  per  cent.    Just  give  me  the  general  tendency. 

Mr.  Kruttschnitt.  Between  1903,  which  is  the  nearest  figure  to 
1904,  on  chart  lOh-2,  up  to  1915,  the  decline  in  freight  rates  has  been 
from  7. Go  to  7.32,  or  about  5  per  cent. 

Mr.  Sims.  You  mean  5  per  cent  decline  upon  the  average  on  freight 
rates  in  a  like  period  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  What  was  the  other  decline  that  you  mentioned  ?  I  do 
not  remember  the  percentage.    You  stated  there  had  been  a  continued 
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decline,  but  did  not  state  the  percentage,  in  the  credit — I  mean  there 
would  be  an  increase  in  freight  rates  or  decline  in  the  sale  of  securi- 
ties on  account 

Mr.  Hamilton.  For  some  reason,  he  said. 

Mr.  Sims.  He  did  not  say  what  it  was.  I  do  not  know  whether  he 
has  it. 

Mr.  Kruttschnitt.  The  decline  in  credit  is  measured  in  the  in- 
crease in  the  average  yield  of  the  bonds.  That  increase — or  cost  of 
the  money,  you  can  put  it — that  increase  was  11  per  cent  from  1904 
to  1914. 

Mr.  SiiMS.  You  mean  the  decline  in  credit  or  the  increase  of  the  cost 
of  the  money — which  means  the  same  thing,  I  suppose. 

Mr.  Kruttschnitt.  Yes. 

Mr.  SiiNis.  That  was  11  per  cent? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  And  the  decline  in  freight  rates  upon  an  average  was  5 
per  cent? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  So  there  was  a  widening  of  the  margins  both  as  to  profit 
and  loss? 

Mr.  Kruttschnitt.  Yes;  but  when  you  take  the  decline  in  freight 
rates  for  the  purpose  of  the  trend  of  the  questions  that  you  are  ask- 
ing, you  should  consider  the  net ;  that  is,  you  should  consider  the  in- 
creased cost  of  conducting  transportation. 

Mr.  Sims.  Well,  the  decline,  anyway,  in  credit.  I  will  call  it  de- 
cline, because  that  is  really  practically  what  it  means — the  decline  in 
the  credit  of  the  railroads  for  the  period  you  have  mentioned,  was  11 
per  cent,  did  you  say? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  It  has  been  progressive,  has  it? 

Mr.  Kruttschnitt.  Yes;  quite  progressive — quite  uniform,  I 
should  say. 

Mr.  Sims.  Uniform  and  progressive? 

Mr.  Thom.  Uniformly  progressive. 

Mr.  Sims.  Yes;  uniformly  progressive  declines.  That  is,  it  has 
been  continuous.  Now,  if  no  legislation  of  any  kind  should  be  passed 
by  Congress,  and  if  the  railroads  should  continue  to  be  operated 
as  thej^  have  been,  under  such  authority  as  the  States  should  see 
proper  to  exercise,  within  their  constitutional  rights  and  powers,  do 
you  see  any  reason  why  the  decline  of  railroad  credits  will  not  con- 
tinue progressively  in  the  future  as  it  has  done  in  the  past? 

Mr.  Kruttschnitt.  If  the  present  conditions  continue? 

Mr.  Sims.  Yes,  sir. 

Mr.  Kruttschnitt.  Whether  the  decline  will  not  continue? 

Mr.  Sims.  Yes,  sir. 

Mr.  Kruttschnitt.  I  should  think  it  was.  It  is  like  a  sick  man. 
He  can  get  sicker  and  sicker,  but  there  is  a  limit  to  how  sick  he  can 
get.    He  will  eventually  die. 

Mr.  Sims.  A  man  who  does  not  improve  and  continues  to  decline 
in  health,  is  certain  to  die,  is  he  not? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Sims.  If  present  conditions  sliould  continue  as  they  have  been, 
for  the  periods  you  have  mentioned,  as  there  is  a  decrease  of  11  per 
cent,  or  a  decline  of  11  per  cent  in  par  value  of  railroad  securities. 
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how  long  will  it  take  them,  similarly  declining  in  railroad  credit,  to 
stop  the  wheels  completely? 

Mr,  IvKUTTscHNiTT.  Well,  I  should  say.  Judge,  that  with  the — 
now,  leaving  aside  speculative  estimates — I  am  taking  those  that  we 
are  certain  of — the  increase  that  has  come  in  the  price  of  fuel,  the 
abnormal  increase  piled  on  top  of  normal  increases  that  have  pre- 
vailed for  the  last  8  or  10  years,  in  the  price  of  materials,  in  the 
past  few  years,  the  increase  in  the  cost  of  wages  will  be  such,  in  the 
calendar  year  1917,  that  unless  relief  comes  some  way,  I  can  pre- 
dict with  great  certainty  there  will  be  a  very  large  number  of  re- 
ceiverships— railroads  that  will  become  bankrupt.  It  can  not  be 
avoided. 

To  give  you  an  illustration 

Mr,  Sims.  That  will  be  all  right  as  argument ;  I  do  not  need  it, 
as  far  as  I  am  personally  concerned. 

Mr,  Hamilton,  I  think  the  illustration  should  be  given, 

Mr.  Sims.  Perhaps  it  will  be  of  advantage  to  the  committee.  Go 
ahead. 

Mr.  Krxjttschmtt.  A  few^  days  before  I  left  for  Washington  we 
closed  the  fuel  contract  for  our  steamship  fleet  for  this  coming  year 
at  an  increase  of  $2  per  ton  for  the  coal  we  have  got  to  buy.  We  use 
substantially  a  quarter  of  a  million  tons  a  year.  There  is  an  increase 
in  one  contract  of  half  a  million  dollars,  for  one  fleet.  The  fuel  ex- 
penses in  the  west  end  of  our  line  have  been  running  along  steadily 
for  the  last  three  months  at  an  increase  of  half  a  million  dollars  a 
month. 

Mr.  EscH.  Do  you  use  oil  or  coal  ? 

Mr.  Kruttschnitt,  It  is  both.    Some  oil  and  some  coal. 

Mr.  Sims.  That  is  due  to  the  extraordinary  conditions  now  pre- 
vailing, is  it  not? 

Mr.  Kruttschnitt.  I  prefaced  my  remark  by  stating  that  there 
are  some  conditions  existing  in  1916  and  1917  that  will  go  far  to 
insure  bankruptcy  of  roads  that  had  been  considered  good  roads. 

Mr.  Sims.  It  will  accelerate  it.  but  with  the  continued  decline  in 
railroad  credits,  and  the  increase  in  cost  of  railroad  operation  and 
maintenance,  it  seems  to  me  there  is  but  one  thing  that  can  possibly 
be  expected,  and  that  is  that  they  will  have  no  credit  at  all, 

Mr.  Kruttschnitt.  Well,  you  asked  me  the  question,  and  my  re- 
jilies  were  directed  to  your  question, 

Mr,  Sims.  Certainly. 

Mr.  Kruttschnitt.  As  to  what  I  thought  would  happen  this  year. 

Mr.  Sims.  I  did  not  mean  this  year.    I  mean  in  a  like  period. 

Mr.  Hamilton.  You  asked  if  a  sick  man  would  not  die. 

Mr.  Kruttschnitt,  I  think  a  great  many  of  the  sick  men  will  die 
this  year. 

Mr.  Sims.  I  did  not  mean  to  limit  it  to  this  year  or  any  number 
of  years,  but  to  the  future  in  general, 

Mr.  Hamilton.  Will  you  allow  me  to  ask  a  question  right  here? 

Mr,  Sims.  Yes. 

Mr.  Hamilton.  I>  there  a  C(mipensating  increase  in  returns  to  off- 
set this  very  large  increase  in  fuel  expenses  and  other  expenses? 

Mr.  Kruttschnitt.  Xoav.  again,  I  must  discriminate  between  our 
own  road  and  the  others. 
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Mr.  Hamilton.  1  moan  your  own  road.  You  used  your  own  road 
as  an  illustration. 

Mr.  Kkuttschnitt.  As  before,  I  use  intimate  statistics,  the  statis- 
tics of  my  own  road,  all  that  I  could  get,  it  being  impossible  to  get 
them  for  the  others.  Our  road  has  been  singularly  fortunate  in  the 
last  year  in  that  its  ti-affic  has  increased  very  largely.  We  have  had 
some,  but  not  very  bad  congestions  on  our  road.  Congestions  increase 
the  expenses  at  an  abnormal  and  alarming  rate. 

Mr.  Sims.  What  do  you  mean  by  congestion — congestion  of 
freights^ 

Mr.  IvRiTTsciiNiTT.  Yes ;  inability  to  get  rid  of  it.  Our  one  in- 
ability has  been  at  (Jalveston  and  New  Orleans,  where  our  railroad 
lines  connect  with  the  steamer  lines.  That  was  due  to  the  inability 
to  get  steamshii:)s.  We  Avould  pile  more  freight  into  those  })orts  than 
we  could  i:)ossibly  ship.  We  tried  to  get  more  boats,  and  succeeded  in 
making  a  great  many  outside  charters,  paying  for  some  of  the  charters 
the  entire  freight  earnings  that  we  got;  in  other  words,  leaving 
nothing  for  the  net,  and  in  three  or  four  instances  I  authorized  char- 
ters where  we  paid  more  for  the  outside  ships  than  the  earnings  on 
the  freight,  simply  to  maintain  the  prestige  of  the  company  and  keep 
the  freight  moving. 

Mr.  Hamilton.  So  you  are  actually  hauling  at  a  loss? 

Mr.  Kruttschxitt.  We  are  hauling  at  a  steamship  loss.  We  divide 
the  proceeds  in  carrying  the  freight  between  the  rail  lines  and  the 
steamshii)  lines.  The  steamship  lines — the  outside  ships — carried  it 
at  a  loss. 

Mr.  Hamilton.  But  there  \Yas  a  gain  when  you  figured  the  land 
line? 

Mr.  Kkuttschnitt.  Yes,  sir;  considered  as  a  whole,  there  was.  I 
say  we  have  been  singularly  fortunate  in  the  last  six  or  seven  months. 
The  volume  of  our  traffic  has  been  so  large  that  if  I  had  been  asked 
beforehand  whether  we  could  have  handled  it  or  not,  I  would  have 
said,  without  hesitation,  no,  we  could  not  handle  that  much;  hut 
the  volume  has  been  very  great.  That  is  why  I  put  the  clause  in  one 
of  my  statements  yesterday  that  the  traffic  under  ordinary  conditions 
might  be  absolutely  unremunerative,  yet  if  you  increase  the  volume 
jenough  it  may  become  very  remunerative.  The  Southern  Pacific 
rates  have  fallen,  as  I  remember  it  oifhand,  12  or  18  per  cent  in  rhe 
last  few  years,  but  its  gross  and  net  earnings  have  been  extremely 
satisfactory  because  of  its  excessive  volume.  But  at  the  present  rates 
and  present  scale  of  expenses,  if  some  power  cuts  that  volume  down 
to  what  it  was  in  1914,  I  should  say  that  the  Southern  Pacific  would 
be  very,  very  sick. 

Mr.  Sims.  In  other  words,  your  fuel  charge  is  likely  to  stay  up; 
while  it  may  come  down  some,  you  think  it  may  not  come  down  in 
proportion  to  your  income  decline,  if,  we  will  say,  these  abnormal 
conditions  should  become  normal? 

Mr.  Kkuttschnitt.  Generalh^,  prices  go  up  very  rapidly;  but  it 
has  been  the  experience  of  everyone  of  us  that  when  prices  go  up 
they  are  extremely  slow  in  coming  down  again.  They  will,  no  doubt, 
come  down  eventually. 

Mr.  Hamilton.  You  mean  the  prices  of  commodities  and  not  the 
price  of  the  service:  you  distinguish  between  prices  of  commodities 
and  freight  charges? 
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Mr.  Kruttschnitt.  We  generally  call  that  rates. 

Mr.  Hamilton.  You  distinguish  between  prices  and  rates  ? 

Mr.  Kruttschnitt.  Yes,  sir;  and  we  have  it  in  our  household 
expenses.  I  remember  in  August,  1916,  when  this  threat  of  a  general 
strike  came  on,  the  tradesmen  in  the  little  Connecticut  town  where 
I  lived  raised  their  prices  tremendously.  The  excuse  was  we  were 
going  to  have  a  strike.  The  prices  went  up,  and  we  were  advised 
that  we  had  better  get  under  cover.  I  was  absent  from  home,  but 
my  wife  accepted  their  advice  and  loaded  up  with  canned  goods, 
flour,  and  a  half  a  barrel  of  sugar,  etc.,  and  when  the  fear  of  the 
strike  was  over,  when  it  was  temporarily  settled,  the  prices  never 
came  down.  They  remained  where  they  were;  the  assigned  cause 
had  vanished,  but  the  effect  was  not  evident.  So  it  is  with  all  com- 
modities. They  go  up,  and  those  controlling  those  commodities  for 
self-interest  do  not  want  them  to  come  down,  because  they  are  making 
more  money. 

Mr.  Sims.  Now,  Mr.  Kruttschnitt,  you  referred  to  the  fact,  and 
stated  it  was  a  fact,  that  bank  stocks — national-bank  stocks,  national 
banks  being  regulated  by  the  Government 

Mr.  Kruttschnitt.  And  where  they  are  not,  the  State  banks  of 
almost  every  State  are  quite  as  closely  regulated  as  the  national 
banks  are. 

Mr.  Sims.  I  understood  you  to  mean  national  banks,  national-bank 
stocks  regulated  by  one  authority. 

Mr.  Kruttschnitt.  I  did. 

Mr.  Sims.  And  you  stated,  as  I  remember,  bank  stocks  paying  6 
per  cent  dividends  sell  for  a  very  large  amount  more  than  do  rail- 
road stocks  paying  6  per  cent  dividends,  subject  to  diverse  and  mul- 
ti])le  regulation,  for  the  purpose  of  comparisons.  I  do  not  remember 
the  difference  you  mentioned,  but  it  was  large. 

Now,  I  wish  to  ask  you  if  that  is,  in  all  respects,  a  fair  comparison, 
for  this  reason :  The  bank  stock  is  all  paid  for  by  the  owners  of  the 
shares.  The  bank  has  no  capital  except  the  capital  paid  in  by  the 
owners  of  this  stock.  It  is  not  mortgaged,  hypothecated,  or  anything 
of  that  kind.  Consequently,  the  bank,  not  having  to  issue  bonds  or 
increase  its  capital  by  burdening  or  mortgaging  its  property,  would 
have  a  tendency  to  increase  the  value  of  the  shares  of  that  bank, 
paying  a  similar  dividend,  over  any  kind  of  an  industrial  stock,  which 
is  secondary  in  consideration  to  a  mortgage  upon  the  same  property ; 
further,  banks  do  place,  as  a  rule,  earnings  over  and  above  the  per 
cent  paid  out  in  dividends  to  a  surplus  fund,  and  it  is  often  the  case 
that  the  surplus  fund  of  a  bank  exceeds  its  entire  stock  issue,  and 
therefore  if  that  is  different  in  banks,  although  regulated  to  some 
extent — regulated  by  the  National  Government — does  not  (hat  make 
a  difference  in  the  selling  value  of  the  shares  as  compared  with  rail- 
roads having  Government  regulation  and  also  State  regulation;  is 
it  not,  in  part,  due  to  the  fact  that  the  railroad  is  mortgaged  and  the 
stock  does  not  represent  the  absolute  unencumbered  title  to  the  prop- 
ery  itself;  in  other  words,  is  that  comparison  on  all  fours — are  the 
two  situations  so  analogous  as  to  make  that  a  fair  comparison  as  to 
the  effect  of  regulation  by  one  authority  or  many? 

Mr.  Kruttschnitt.  There  may  be  some  little  effect  to  Avhat  you 
speak  of,  as,  the  bank  having  no  mortgage,  unquestionably  the  price 
of  bank  stocks  is  kept  up  and  is  high  because  the  banks  do  earn  a 
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surplus  over  their  dividends;  and  if  all  the  roads  of  the  United  States 
earned  a  fair  surplus  over  their  dividends,  unquestionably  their  stock 
would  stand  a  o:ood  deal  higher  and  their  securities  would  than  they 
do  now.  My  illustration  was  intended  principally  to  contrast  w^hat 
a  reasonable,  constructive,  conservative  regulation  did  for  bank  stock, 
and  I  have  no  doubt  that  the  close  supervision  kept  of  the  business 
of  national  banks  by  the  Federal  (lovernment  enhances  very  much 
the  price  of  their  stocks  at  which  they  are  held  in  the  open  market. 
But  we  do  say,  on  the  other  side,  that  the  little  respect  paid,  the  little 
consideration  paid  to  constructive  regulation  by  the  diverse  masters 
of  the  railroads  has  a  good  deal  of  influence  in  the  other  direction. 

Mr.  Si.^is.  I  do  not  question  that  at  all,  but  I  did  not  think  they 
were  on  all  fours,  because  the  banks  are  not  regulated  by  the  different 
States  as  the  railroads  are,  neither  do  they  have  encumbrances  which 
are  a  lien  on  their  earnings. 

Mr.  Thom.  Do  they  not  have  obligations,  debts,  coming  ahead  of 
the  stock? 

Mr.  Sims.  The  property  of  the  bank  is  subject  to  the  payment  of 
debts,  and  the  stockholder  is  also  liable  for  an  assessment  of  an  equal 
amount  of  his  stock  if  the  bank  does  not  pay  them. 

Now,  iSIr.  Kruttschnitt,  I  understood  you  to  say  in  the  beginning 
of  your  first  statement  that  the  public  will  have  to  be  coaxed  by  larger 
interest  rates  on  railroad  bonds  in  order  to  make  them  sufficiently 
attractive  to  answer  the  purpose  of  the  required  credits  of  the  rail- 
road companies.    That  is  substantially  what  you  said,  did  you  not? 

Mr.  Kruttschnitt.  I  think  so. 

Mr.  Sims.  They  will  have  to  be  coaxed  by  increasing  tb.e  interest 
rate  of  the  bonds,  and,  of  course,  to  increase  the  interest  rate  there 
must  be  an  increase  of  earnings,  provided  the  rates  of  interest  can  not 
be  paid  out  of  the  present  earnings,  and  the  railways  maintained  in 
such  condition  as  to  perform  the  services  required? 

Mr.  Kruttschnitt.  That  is  one  of  the  burdens  put  on  the  rail- 
roads. In  other  words,  to  get  a  hundred  dollars  of  borrowed  money 
they  have  got  to  pay  more  than  they  otherwise  would  if  they  were 
not  handicapped  by  these  handicaps  to  which  I  have  called  attention 
in  my  direct  statement.  That  is  also  shown  in  the  chart,  which  shows 
the  gradual  increase  in  cost  of  money  to  railroads. 

Mr.  Sims.  Then  you  are  positive — that  is,  that  is  your  judgment 
about  it,  not  taking  one  particular  railroad  but  taking  them  all  in 
mass — that  the  return  on  bonds,  in  view  of  existing  conditions  and 
what  seems  to  be  reasonable  and  probable  for  the  near  future,  will 
have  to  be  higher  in  order  to  coax  investors  sufficiently  to  market  the 
bonds  in  such  quantities  as  will  be  needed? 

Mr.  Kruttschnitt.  Yes,  sir;  or  "attract"  is  probably  a  better 
word  than  "  coax  " — to  attract  investors. 

Mr.  Sims.  That  is  what  I  mean ;  "  attract "  has  the  same  meaning. 
I  used  it  because  you  used  the  word  "  coax."  Then  you  follow  imme- 
diately by  saying  that  high  rates  of  interest  paid  on  railroad  bonds 
arc  not  in  the  public  interest.  That  is  a  positive  statement  also  of 
yours,  of  which  you  have  no  doubt,  I  suppose? 

Mr.  Kruttschnitt.  No.  The  lower  the  rate  at  which  the  railroads 
can  get  money  the  less  they  will  have  to  earn  from  their  properties, 
and  what  they  earn  from  their  properties  can  come  from  nothing  but 
rates  paid  by  the  public. 
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Mr.  Sims.  AVell,  a  high  rate  of  interest  paid  on  railroad  bonds  is 
not  in  the  public  interest,  and,  \Ahatever  may  be  the  cause,  higher 
rates  will  have  to  be  paid  in  the  future  than  have  been  paid  in  the 
past  in  order  to  attract  private  investors  sufficiently  to  meet  the 
requirements  of  the  railroad  companies? 

Mr.  Kruttschnitt.  Yes,  sir;  I  think  I  said  that  substantially. 

Mr.  Sims.  That  is  the  conclusion  and  is  stating  the  facts  as  you 
see  them  now  and  as  they  likely  will  be.  Consequently  we  are  faced 
by  a  situation  that  is  not  and  can  not  be  conductive  to  the  public  in- 
terest; and  3'ou,  I  believe,  with  others,  have  stated,  and  I  believe  it  is 
generally  admitted,  that  on  account  of  the  vast  offers  of  securities  of 
ordinarily  high  grade,  and  which  will  be  of  relatively  high  grade  in 
I  he  future,  at  a  higher  rate  of  interest  than  has  ever  heretofore  been 
offered,  that  will  necessaril}'  either  cause  the  bonds  of  the  railroad 
companies  to  have  to  bear  a  higher  rate  of  interest  or  sell  for  less 
money  on  the  market? 

Mr.  KifUTTSCHNiTT.  Ycs,  sir :  the  two  really  mean  the  same.  If 
they  sell  at  a  lower  rate  and  bear  a  certain  rate  of  interest:  it  means 
higher  money. 

Mr.  Sims.  With  the  vast  amount  of  Government  bonds  coming  on 
the  markets  of  the  world  due  to  the  recent  war — I  mean  to  the  exist- 
ing war  of  nations — and  our  own  Government  bond  issues  may  be 
very  largely  increased,  clue  to  similar  causes,  how  is  it  going  to  be 
possible  with  any  sort  of  regulation,  or  with  the  lack  of  any  sort  of 
regulation,  to  cause  railroad  bonds  to  sell  upon  the  same  parity  that 
they  have  heretofore  sold  in  competition  with  all  this  tremendous 
increase  of  offerings  of  high-grade  securities? 

Mr.  Kruttschnitt.  I  have  explained — I  tried  to  explain — in  my 
direct  statement  some  of  the  handicaps  to  which  the  railroads  are 
subjected.  I  believe  if  you  will  remove  these  handicaps  their  credit 
will  be  imi^roved. 

Mr.  Sims.  You  think  their  future  credit  will  be  improved? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  That  is,  it  will  be  better  in  the  future  than  it  would  be 
without  that  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  But  from  the  information  which  you  and  others  have 
furnished  this  committee,  will  not  railroad  credit  be  depressed  by 
reason  of  the  increase  in  competition  in  the  offering  of  securities  that 
are  of  equally  high  grade — Government  securities  bearing  interest 
larger  than  many  railroad  bonds  now  bear  or  have  borne  ? 

Mr.  Kruttschnitt.  Yes;  the  investor  will  compare  the  relative 
securities  of  the  two,  and  particularly  the  securities  as  to  the  future, 
and  lie  will  act  accordingly. 

Ml-.  Sims.  If  railroad  securities  have  to  be  sold  in  competitive 
markets,  competing  with  securities  having  speculative  values  in  addi- 
tion to  investment  values,  will  not  railroad  securities  suffer  in  value 
by  comparison  with  all  other  securities  having  both  investment  and 
speculative  values? 

Mr.  Kruttschnitt.  I  should  think  they  would. 

Mr.  Si:ms.  This  was  suggested  by  what  Senator  Townsend  asked, 
and  your  answer  to  it.  I  have  asked  this  question  based  upon  the 
idea  that  in  the  future  there  will  be  no  speculative  element  to  go 
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jilong  with  thi'  sale  of  laihvay  securities  that  would  prove  an  element 
of  attractiveness  to  a  purcliaser  who  might  have  a  speculative  dispo- 
sition: or,  in  other  words,  he  would  be  willing  to  give  more  for  a 
railroad  bond  that  carried  with  it  a  bonus  of  .stock  or  something  of 
that  kind.  Although  valueless  at  the  time,  the  stock  might  become 
afterwards  of  some  value. 

Mr.  KiaTTscHNrrr.  Yes;  but  in  a  l)ond  the  speculation  would 
come  in  the  price  at  which  he  would  expect  to  get  it. 

Mr.  kSnis.  Some  industrial  bonds  are  sold,  carrying  with  them 
permission  to  purchase  stocks  lower  than  the  market  value,  or  stocks 
not  having  any  market  ^  alue  at  the  time. 

Mr.  IvRiTTSCHNrrT,  What  I  mean  is  this:  That  if  you  take  two 
sets  of  bonds,  both  being  5  per  cents,  and  a  man  should  some  to  the 
bargain  counter  and  look  at  them  and  find  that  one  bond  paid  .5  per 
cent,  that  the  return  was  certain  on  it,  that  he  was  not  takmg  any 
chances  either  as  to  principal  or  interest  in  investing,  and  he  looked 
at  the  other  bond  and  found  that  while  the  interest  was  reasonably 
certain  it  was  not  as  certain  as  the  other,  he  might  say,  '^  Well,  I  am 
willing  to  give  par  for  the  first  bond,  but  there  must  be  a  little  specu- 
lation in  the  second;  I  will  only  give  90  for  the  second."  Now,  the 
speculation  comes  in  there  as  to  the  enhancement  of  the  value  of  the 
))ond  through  the  operations  of  the  property. 

Mr.  Sims.  This  question  of  mine  ought  to  apply  to  stocks  as  well 
as  bonds,  because  I  understand  it  is  not  desirable  for  any  railroad 
to  have  its  wdiole  value  covered  by  its  bond  liability ;  that  there  should 
be  some  margin  between  bond  liability  and  actual  value,  which  should 
be  represented  by  stock  ownership. 

jMr.  Kruttschnitt.  You  are  quite  right;  but  I  did  not  think  at 
the  time  of  saying  this  to  Senator  Townsend,  but  I  will  say  it  now : 
That  you  can  not  prevent  a  man  from  speculating,  I  do  not  care 
what  the  nature  of  the  bond  is.  Let  us  assume  a  United  States  Gov- 
ernment bond,  which  is  the  standard  of  stability  and  return.  Sup- 
pose United  States  bonds  are  to-day  selling  at  104.  Through  some- 
thing that  occurs  they  may  fall  to  95.  Now,  a  man  coming  to  buy 
bonds  is  going  to  speculate  on  that  margin  between  95  and  104.  He 
may  say,  "Well,  this  fall  in  bonds  is  perhaps  due  to  this  war  scare 
and  I  do  not  believe  this  war  scare  is  all  that  it  has  been  made  to  be. 
I  am  going  to  take  a  chance ;  I  will  buy  these  bonds  at  95,  though  the 
rate  is  very  low  and  the  return  poor,  and  I  will  gamble  on  there 
being  no  war  and  that  they  will  come  back  to  103  or  104,  in  which 
case  I  will  have  made  a  very  favorable  investment."  No  matter  what 
the  security  or  the  bond  is,  you  can  not  prevent  speculation,  and  that 
is  evidenced  by  the  fact  that  the  bonds  do  not  remain  at  a  fixed 
market  value.  Their  value  fluctuates,  not  as  rapidly  as  stocks,  be- 
cause the  earnings  on  stocks  are  contingent ;  on  bonds,  as  I  said  yes- 
terday, interest  must  be  earned  or  bankruptcy  faces  the  corporation. 
But  the  fact  of  fluctuation  in  the  prices  shows  that  the  element  of 
speculation  always  comes  in. 

Mr.  Sims.  That  is  an  element  to  this  extent.  I  suppose,  that  nat- 
ui-ally  persons  would  buy  when  things  were  low  and  sell  when  they 
were  high,  and  if  the  bond  was  thought  to  be  low^  by  the  investor 
he  would  purchase  it.     But  at  the  same  time  the  railroad  company 
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selling  that  bond  is  losing  by  having  to  take  a  less  price  for  it  in 
order  to  attract  speculative  investors;  and  what  I  had  in  mind  was, 
how  are  we  going  to  issue  railroad  bonds,  and  what  regulation  in 
law  shall  apply  to  them  that  will  enable  them  to  be  sold  for  the 
greatest  amount  of  money  in  the  markets  ? 

Mr.  Kruttschnitt.  By  insuring  the  railroad  a  reasonably  certain 
revenue,  by  fixing  it  so  that  when  volume  shrinks  very  much  the 
shrinkage  of  volume  may  be  followed  by  a  reasonably  prompt  in- 
crease in  the  rate,  or  vice  versa.  If  the  roads  under  a  given  rate, 
with  a  very  large  increase  of  volume,  are  earning  too  much,  that  is 
a  valid  reason  to  consider  a  reduction  of  the  rate.  But  there  should 
be  flexibility,  and  greater  flexibility  than  now,  and  that  flexibility 
can  only  be  gotten  by  lodging  the  rate-making  power  in  one  body 
instead  of  48  or  49  and  by  having  it  reasonably  promptly  responsive 
to  the  needs  of  the  railroads. 

Mr.  Sims.  I  believe  you  stated  that  there  are  20  States  that  regulate 
hours  of  service.  We  have  48  States.  Therefore  there  are  28  States 
that  do  not  regulate  hours  of  service.  But  does  it  not  stand  to  reason 
that  if  the  States  regulating  hours  of  service  show  results  that  are 
popular  in  those  States  that  then  the  other  28  will  adopt  regulation 
of  hours  of  service  ? 

Mr.  Kruttschnitt.  Yes;  but  even  those  that  have  adopted  them 
have  not  adopted  uniform  ones. 

Mr.  Sims.  But  they  have  adopted  some  sort  of  regulation;  and 
this  regulation  of  hours  of  service  by  the  States  is  one  of  the  things 
you  present  as  ali'ecting  railway  credit — expense  of  operation,  and  so 
on.  Therefore,  as  only  20  States  have  adopted  it,  and  as  the  28 
other  States  may  adopt  it,  the  chances  are  that  if  this  affects  operat- 
ing expenses  now  to  a  material  degree  that  when  they  all  regulate 
the  hours  of  service  it  will  have  a  still  greater  effect,  will  it  not,  on 
railroad  credit? 

Mr.  Kruttschnitt.  Yes,  sir;  we  will  be  even  worse  off  than  we 
are  now. 

Mr.  Sims.  Yes ;  I  was  going  to  say  you  will  be  worse  off. 

You  also  state  that  19  States  have  asserted  their  rights  to  regulate 
bond  and  stock  issues.  Do  you  mean  19  States  have  passed  laws  au- 
thorizing it,  or  what  did  you  mean  by  sajdng  that  they  have  asserted 
their  rights?  That  was  the  language  you  used,  but  I  do  not  know 
what  you  intended  specifically, 

Mr.  Kruttschnitt.  I  would  understand  by  that  that  proposed 
issues  of  securities  must  be  submitted  to  some  regulating  authority. 

Mr.  Sims.  In  other  words,  they  have  laws  requiring  them  to  be 
submitted  to  a  State  authority  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  Now,  do  you  also  think,  or  do  you  not  think,  that  that 
authority  has  at  least  a  sentimental  effect  upon  the  value  of  se- 
curities ? 

Mr.  Kruti'schnitt.  A  sentimental  effect? 

Mr.  Sims.  Well,  a  market  effect. 

Mr.  Kruttschnitt.  I  think  it  certainly  does  affect  the  market 
prices. 

Mr.  DoREMus.  Adversely? 

Mr.  Kruttschnitt.  Adversely,  of  course. 
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Mr.  Sims.  If  nil  the  other  States  adopted  similar  statutes,  would  it 
not  still  further  impair  railroad  credit? 

Mr.  KKUTTsc'iiNrrr.  I  should  say,  then,  that  the  worst  is  yet  to 
come. 

Mr.  Sims.  Does  it  not  stand  to  reason  that  if  19  States  have 
thought  well  enough  of  this  power  to  assert  it  that  the  rest  of  the 
States  in  course  of  time  will  do  the  same? 

Mr.  Kruttschnitt,  Yes;  and  that  if  the  assertion  on  the  part  of 
19  States  hurts  credit,  the  assertion  on  the  part  of  the  remaining 
States  will  still  fui-ther  hurt  it. 

Mr.  Sims.  I  do  not  see  how  an.y  other  conclusions  can  be  reached; 
and  that  the  reasonable  probability  is  that  the  rest  of  the  States  will 
assert  it,  provided  it  is  proven  to  be  of  yalue  to  the  States  that  have 
assei'ted  it. 

Mr.  Thom.  You  mean  unless  Congress  intervenes? 

Mr.  Sims.  I  mean  as  it  is  now. 

You  stated,  according  to  my  note  here,  that  almost  all  loss  of 
revenue  is  caused  by  regulation  ? 

Mr.  Kruttschnitt.  Almost  all  loss? 

Mr.  Sims.  Almost  all  loss.  That  is,  you  were  speaking  of  the  de- 
cline in  railroad  credit,  or  losses  affecting  the  railroads,  on  stocks 
and  bonds,  as  I  understood  it.  I  may  not  have  that  accuratel}'.  As 
I  stated,  I  have  just  made  hurried  notes  here. 

]\Ir.  Kruttschnitt.  It  does  not  sound  familiar  to  me. 

Mr.  Sims.  It  is  revenue,  not  stocks.  "Almost  all  loss  of  revenue  is 
caused  by  regulation."  That  is  the  way  I  have  it  down.  I  suppose 
you  have  reference  to  the  regulation  to  which  they  are  now  subject? 

Mr.  Kruttschnitt.  I  probably  said,  or  probably  meant — no  doubt 
meant — that  the  loss  of  revenue  was  due  to  the  control  exercised  on 
rates  by  either  the  Interstate  Commission  or  the  State  commissions. 

Mr.  Sims.  I  understood  this  to  cover  it  all — "  almost  all  loss." 

Mr.  Kruttschnitt.  Of  course,  there  would  be  another  influence  at 
work  to  which  I  have  called  attention  several  times  this  morning, 
that  there  might  be  a  very  large  loss  in  gross  revenue  through  a 
diminution  of  volume  without  any  change  of  credit. 

Mr.  Sims.  Yes ;  that  is  incidental.  I  think  I  made  this  note  from 
your  typewritten  statement,  and,  of  course,  it  is  in  there,  whatever  it 
is;  but  I  wanted  to  ask  you  about  it.  The  way  I  have  it  here  is 
"almost  all  loss  " — not  all.  but  almost  all. 

Now,  further — -I  am  confident  that  I  am  exactly  right  about  this — 
in  referring  to  operating  expenses  or  capital  charges,  either  or  both, 
you  say  they  have  been  increased  or  augmented  "by  needless  and 
costly  terminal  stations."  I  intended  to  quote  that  exactly  from  your 
language.  Therefore  that  implies,  I  suppose,  bej^ond  anj'  question 
that  there  have  been  needless  and  costly  terminal  stations  that  have 
been  required  by  State  regulation  or  local  regulation,  or  some  kind 
of  regulation. 

INIr.  Kruttschnitt.  I  am  quite  certain  that  you  have  one  word  in 
there  that  I  did  not  use. 

Mr.  Sims.  What  is  that? 

Mr.  Kruttschnitt.  That  is  "  terminal." 

Mr.  Sims.  "  Terminal  stations  "  is  the  way  I  wrote  it. 

Mr,  Kruttschnitt.  What  I  had  in  mind  was  this,  and  it  is  a 
trouble  that  we  have  experienced  in  a  great  many  States  and  that 
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is  orders  to  build  costly  stations — not  terminal  stations.  I  was 
talking  of  our  own  experience.  Xnmbers  of  orders  have  been  issued 
to  build  costly  stations  to  take  the  place  of  others  that  were  serving 
the  public  perfectly  and  adequately. 

Mr.  Sims.  I  will  strike  out  the  word  "  terminal." 

Mr.  Kruttschnitt.  The  object  of  these  orders  and  the  reason  I 
complained  of  them  was  that  some  of  them  rankled  still.  The  orders 
were  issued  on  roads  whose  physical  condition  was  not  such  as  to 
properly  serve  the  public,  and  although  we  asserted  our  judgment 
to  the  commissions  that  we  should  be  allowed  to  spend  the  money 
that  we  had  for  ballasting,  for  rails,  and  for  better  bridges,  they 
brushed  all  that  aside  and  compelled  us  to  spend  the  money  for  sta- 
tions that  we  thought  were  not  needed.  There  has  been  a  number  of 
instances  where  the  Southern  Pacific  has  been  ordered  to  tear  down 
a  perfectly  serviceable,  clean,  and  well-kept  wooden  station  build- 
ing and  to  put  up  instead  either  a  stone  or  a  concrete  or  a  brick 
building.  Now,  for  years  we  have  held  the  reputation,  and  I  think 
we  have  deserved  it,  of  being  the  best  housekeepers  in  the  United 
States;  that  our  buildings  for  the  service  of  the  public  are  better 
kept,  they  are  scrupulously  clean,  and  at  all  times  they  are  well  painted, 
well  kept  up;  and  in  a  great  many  cases  the  surroundings  of  the 
passenger  stations  are  nicely  graveled;  there  is  a  small  grass  plat 
or  a  flower  bed,  and  the  surroundings  are  made  as  attractive  as 
possible  to  the  public  using  them;  and  we  know  that  the  public  has 
had  no  cause  for  complaint,  except  perhaps  some  man  interested  in 
a  real-estate  scheme,  or  some  one  desiring,  as  they  often  say,  to  have 
a  monument  at  the  entrance  of  the  town,  at  the  railroad  station,  and 
therefore  they  want  a  brick  or  a  concrete  building  instead  of  this 
wooden  building.  It  is  a  natural  desire,  but  I  do  not  think  that 
when  the  managers  of  a  property  represent  to  the  regulating  body 
that  there  is  a  much  more  urgent  need  elsewhere,  and  in  directions 
where  the  public  can  be  much  better  served,  that  they  ought  to  sweep 
aside  the  judgment  of  those  men  and  substitute  their  own,  to  what 
seems  to  us  to  the  detriment  of  the  general  public. 

We  have  a  complaint  now,  and  I  have  often  referred  to  it,  be- 
cause I  have  repeatedly  said  to  our  directors  that  I  did  not  know 
of  a  single  case  of  irritation  or  trouble  on  the  whole  line  of  the 
Southern  Pacific,  after  one  of  my  inspection  trips  and  mixing  with 
the  people;  and  that  grievance  I  do  not  think  anybod}^  could  ever 
imagine  if  they  should  guess  a  hundred  years.  Tlie  grievance  is 
this :  We  have  in  the  heart  of  the  city  of  Oakland  a  block  of  ground 
that  formerlj",  years  ago,  was  used  as  a  local  freight  station.  We 
have  built  on  one  comer  of  it  now  a  passenger  station  for  the  ac- 
commodation of  our  suburban  passengers — a  station  into  which 
they  merely  rush  to  get  their  tickets  and  rush  through  to  the  trains. 
The  rest  of  the  block,  which  is  vacant,  has  been  sodded  and  is  simply 
a  bit  of  lawn.  The  grievance  is  that  a  party  of  real  estate  men  in 
Oakland,  who  own  property  near  this,  have  got  it  into  their  heads 
that  we  should  spend  from  a  million  and  a  half  to  two  millions  to 
erect  a  monumental  office  building  on  this  block,  because,  say  they, 
"as  long  as  this  lawn  is  there  our  property  does  not  increase  in 
value."  We  have  told  them  time  and  again  that  if  we  had  $2,000,000 
that  we  did  not  Imow  what  to  do  with  we  would  not  object;  but  at 
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the  present  time  there  are  many  directions  in  which  we  can  put 
it  to  ^ive  better  service  to  the  public,  better  balhisting,  heavier  rail, 
better  freight  receiving  facilities,  than  to  put  it  in  a  monumental 
building  here,  simply  because  they  want  us  to  improve  the  property.. 

That  is  one  of  the  greatest  sources  of  irritation  on  our  road  that  I 
know  of  at  tlie  present  tnne — the  greatest. 

Mr.  Sims.  Mr.  Kruttschnitt,  I  did  not  mean  to  question  tlie  ac- 
curacy of  your  statement.  Posssibly  I  did  use  the  word  "  terminal " 
in  error,  because  we  have  been  using  it  so  much.  I  might  have  writ- 
ten it  unconsciously.  But  after  all,  it  is  a  fact  that  State  regulation, 
or  local  regulation,  or  demand,  or  something,  whatever  it  may  be,  is 
causing  railroad  companies  to  put  up  needless  and  costly  stations, 

Mr.  Kkuttschxitt.  Yes,  sir. 

Mr.  Sims.  And  Avhat  I  want  to  ask  you  about  is  this — I  am  admit- 
ting that  that  is  a  fact  as  a  matter  of  argument  and  if  it  is  due  to 
the  retained  or  potential  power  that  the  States  have  over  railroads, 
or  if  it  is  due  to  tlie  exercise  of  the  power  of  the  States  through  their 
commissions,  if  one  State  requires  a  certain  standard  of  stations 
which  is,  according  to  your  judgment,  needless  or  useless,  will  it  not 
have  a  tendency  to  cause  every  other  State  through  which  that  rail- 
road runs  to  want  to  be  treated  just  like  that  State,  and  to  have 
stations  just  as  good  and  just  as  expensive  as  the  other — the  railroad 
having  already  built  such  stations  at  the  demand  of  the  railroad 
commission  of  a  State  or  for  any  other  reason  ? 

Mr.  Kruttschnitt.  Well,  I  can  not  say  tliat  it  would  induce  them. 
They  are  all  at  it  now. 

Mr.  Sims.  Then  you  do  not  expect  that  cause  of  useless  expense 
to  abate  without  legislation  that  will  enable  you  to  refuse  it  without 
bearing  the  penalty  of  a  refusal? 

Mr.  Kruttschnitt.  I  suppose  we  have  got  to  live  under  that,  as  we 
have.  In  other  words,  we  will  continue  our  arguments  with  the 
regulating  bodies?.  Sometimes  the  personnel  changes  and  certain 
men  are  not  as  unreasonable  as  others. 

Mr.  Sims.  Well,  is  not  legislation- 

Mr.  Kruttschnitt.  There  are  ups  and  dow^ns  in  that.  T  have 
already  spoken  in  the  highest  terms  of  one  railroad  commission. 
By  the  way,  I  noticed  that  the  President  himself  stated  that  the 
relations  with  the  railroads  are  altogether  pleasant.  They  are  be- 
cause the  commission  is  a  reasonable  one;  because  you  can  sit  down 
to  a  table  and  argue  questions  out.  If  you  make  a  reasonable  show- 
ing, they  will  decide  your  way.  There  are  other  commissions  which 
will  never  decide  your  way  no  matter  what  your  argument  is.  That 
is  a  condition  under  which  we  have  had  to  live  and  which  I  suspect 
we  will  have  to  continue  to  live  under. 

Mr.  Sims.  The  cost  of  railway  service,  then,  to  the  public,  is  not 
all  shown  by  the  gross  receipts  of  the  railroads ;  in  other  words,  these 
State  commissions  and  local  authorities  which  exercise  a  regulative 
control  are  an  expense  to  the  States  that  have  them,  and  all  exj^enses 
are  directly  or  indirectly  a  burden  to  transportation.  Is  not  that 
true? 

Mr.  Kruttschnitt.  That  is  true,  but  there  are  certain  expenses — 
there  is  a  control  of  certain  expenses  that  I  do  not  see  how  you  can 
take  out  of  the  hands  of  the  States — that  is,  as  to  these  local  matters. 
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I  enumerated  the  demands  made  on  us  for  useless  stations  as  one  of 
the  handicaps  we  labor  under. 

Mr.  Sims.  Why  can't  that  power  now  exercised  by  the  States  be 
taken  out  and  placed  under  the  control  of  the  Federal  Government, 
as  well  as  any  other  power  exercised  by  the  States  ? 

Mr.  Kruttschnitt.  Theoretically  it  could,  but  I  don't  suppose 
the  Federal  Government  would  be  very  familiar  with  the  facts,  we 
will  say,  at  Fair  Oaks  station,  in  California.  That  is  an  actual  case, 
as  to  whether  it  should  have  a  j^agoda  or  flag  station  or  whether 
there  should  be  a  water-closet  there.  The  commission  would  not 
understand  the  situation  as  well  as  the  local  people  out  there. 

Mr.  Sims.  The  argument  you  make  is  that  the  State  commissions 
are  an  increased  expense  to  the  railroads,  because  the  demands  of 
some  States  are  not  uniform,  and  therefore  the  demands  of  one  State, 
if  complied  with,  would  be  practically  a  discrimination  in  its  favor 
by  the  raih-oad  company,  unless  other  States  make  uniform  demands. 
NoAv,  if  all  the  States  make  demands  for  useless  and  expensive  sta- 
tions, is  not  the  burden  of  that  on  the  operations  of  the  railroads,  or 
its  revenues,  to  be  progressive  and  ever  increasing,  if  this  power  is 
to  remain  where  it  is  now?  Is  not  the  very  fact  you  must  give  uni- 
form service  in  every  respect  one  of  the  reasons  why  you  want  a 
national  charter,  to  put  all  control  under  the  National  Government? 

Mr.  Kruttschnitt.  It  seems  to  me  I  can  answer  your  question 
best  by  comparing  the  condition  of  the  carriers  to  a  man  who,  per- 
haps, has  a  very  severe  or  very  bad  earbuncle  and  corns  that  inter- 
fere with  his  powers  of  locomotion  and  sitting  down,  and  might 
also  have  a  small  pimple  on  his  cheek.  It  would  interest  him  much 
more  to  get  rid  of  the  carbuncle  and  corns  and  let  the  pimple  take 
care  of  itself.  In  other  words,  he  can  stand  it.  The  carriers,  if  they 
can  have  one  power  to  take  care  of  their  revenues,  which  is  their 
life — their  100  per  cent — they  could  very  well  leave  the  control  of 
certain  of  their  other  expenses,  amounting  to  a  small  fraction  of  the 
revenue,  in  the  hands  of  the  States,  where  it  is  now. 

Mr.  Sims.  In  other  words,  leave  the  pimple  ? 

Mr.  Kruttschnitt.  Yes;  bear  the  ]:)hiipIo,  if  tliey  could  get  rid 
of  the  carbuncle. 

Mr.  Sims.  But  if  the  person  who  has  the  pimple  is  very  anxious  to 
get  rid  of  it,  and  is  having  the  operation  performed  by  a  doctor  who 
could  get  rid  of  both  the  j^imple  and  the  carbuncle  at  the  same  time, 
why  should  he  reserve  the  pimple? 

Mr.  Kruttschnitt.  Well,  to  continue  the  simile,  it  might  be  a 
fellow  with  a  limited  amount  of  money ;  only  enough  money  to  stand 
the  cost  of  an  operation  for  the  carbuncle.  He  will  say,  "  I  will  take 
the  risks  of  the  pimple." 

Mr.  Sims.  But  when  you  are  proposing  legislation  to  remove  a 
carbuncle,  why  leave  a  pimple,  even  if  it  is  not  as  expensive  or  as 
hard  to  endure  as  tl^e  carbuncle?  Why  is  it  being  left?  For  the 
life  of  me  I  do  not  know  why  you  railroad  people  want  to  leave  this 
matter  that  you  conAplain  of  with  the  States.  Not  a  member  of  your 
railroads'  representatives  who  liave  appeared  before  this  committee 
but  who  has  made  complaint  of  the  exercise  of  the  power  of  the  States 
as  an  added  cost  on  operation  or  service,  but  then  in  proposing  legis- 
lation to  remove  troubles  you  do  not  provide  for  the  removal  of  all 
of  them. 
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^Mr.  Kruttschnitt.  1  should  say,  Jii(l<>o.  it  is  a  good  deal  this  way, 
that  we  are  laborino-  from  a  100  per  cent  of  evils;  that  we  have 
enumerated  them  all  so  tliat  you  might  understand  fully  our  con- 
dition; we  are  asking  you  to  remove  most  of  them  by  eliminating 
this  control  of  48  or  49  masters  over  us  and  putting  it  under  the 
control  of  one.  In  other  words,  I  should  think  if  we  should  ask  for 
all  we  would  probably  not  get  it. 

Mr.  Sims.  That  is  exactly  what  I  wanted  to  know. 

Mr.  Kruttschnitt.  If  we  asked  for  the  most  important,  we  feel 
we  might  get  Congress  to  see  the  necessity  of  giving  some  relief. 

Mr.  Sims.  In  other  words,  remove  the  carbuncle. 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Sims.  And  if  Congress  removes  the  carbuncle  will  you  not 
later  on  come  and  ask  Congress  to  remove  the  pimple? 

Mr.  Kruttschnitt.  No;  a  man  might  be  so  appreciative  of  the 
relief  from  the  carbuncle  that  he  might  forget  the  pimple. 

Mr.  Sims.  I  do  not  see  any  use  of  making  two  bites  at  a  cherry. 
I  do  not  see  why  you  should  come  here  and  ask 

Mr.  'Adamson.  Judge  Sims,  if  the  first  surgical  operation  were 
successful  it  Avould  inspire  the  patient  with  more  confidence  to  come 
back  for  the  second  operation,  don't  you  think? 

Mr.  Thom.  I  have  noticed  the  trend  of  your  questions.  Judge,  and 
I  want  to  say  for  the  railroads  that  they  have  no  covert  purpose 

Mr.  Sims,  Oh,  I  do  not  think  so.  I  do  not  understand  how  they 
could  have  a  covert  purpose. 

Mr.  Thom.  They  are  not  using  this  as  an  entering  wedge.  They 
do  not  propose  to  do  anything  more  than  lay  their  whole  case  before 
you;  to  tell  the  thing  that  is  essential  to  their  prosperity  and  their 
duty  to  the  public.  Tliey  have  nothing  in  the  background  about 
coming  again. 

Mr.  Sims.  Now,  I  want  to  say  this  most  emphatically,  because  I  do 
not  see  how  you  can  escape  it :  That  if  the  State  of  Illinois  collects 
from  the  railroads  in  the  State  of  Illinois  $5,000,000  a  year  in  taxes, 
and  the  State  of  Indiana  does  not  collect  a  cent,  and  the  railroads 
willingly  pay  that  $5,000,000,  that  it  is  in  effect  a  rebate  to  that 
State.  If  taxation  is  not  to  be  uniform  on  railroads  in. all  of  the 
States,  on  all  the  railroads  doing  interstate  business,  I  think  it 
amounts  to  more  than  a  mere  pimple,  because  it  can  become  a  car- 
buncle. Illinois  next  year  can  put  it,  of  course,  within  the  limits 
of  their  constitutional  limitations,  high  enough  to  make  the  railroads 
pay  all  the  expenses  of  the  State,  and  if  necessary  it  will  not  take 
long  to  amend  their  constitution  so  that  they  can  do  it. 

Mr.  Kruttschnitt.  The  view  we  take  of  it  is  this:  Illinois  can 
not  treat  the  railroads  with  such  clear  injustice  as  you  suggest  with- 
out treating  all  of  its  other  citizens  in  the  same  way.  It  can  not 
make  railroad  taxes  confiscatory.  If,  at  the  same  time,  it  keeps  the 
taxes  within  reasonable  limits  on  the  other  industries  and  citizens, 
we  have  found,  from  our  dealings  in  the  past,  that  we  can  trust  our 
fellow  citizens  to  treat  us  justly,  and,  to  abandon  the  sinaile  of  the 
man  with  the  ailments,  and  take  this  little  circle  showing  the  dis- 
position of  the  dollar,  the  circle  itself  represents  a  hundred  cents  to 
the  railroads.  That  is  its  revenue ;  it  is  all  it  can  earn.  Now,  we  are 
asking  you  gentlemen  to  consider  protecting  us  as  to  the  earning 
power  of  the  entire  dollar — the  100  cents.     There  is  a  little  slice  in 
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there  of  taxes,  taking  up,  at  the  present  time,  four  and  a  half  cents 
out  of  the  doHar.  We  are  willing  to  risk  that  with  the  States  that 
are  handling  it  now.  They  control  four  and  a  half  cents  of  the 
dollar.  The  body  controlling  our  revenues  controls  100  cents.  The 
relation  of  the  tAvo  is  very  nearly  25  to  1. 

Mr.  Sims.  All  I  have  to  say  about  it  is  that  if  a  railroad  com- 
pany— should  you  luive  a  natioiud  charter  with  the  power  to  act  and 
treat  all  States  exactly  alike  bv  recjuiring  uniform  taxation — that 
if  a  railroad  director  in  that  company  did  not  exercise  that  power, 
when  one  State  levied  twice  as  nuich  as  another  State  on  the  rail- 
road running  from  one  State  into  another,  such  a  director  would  not 
be  doing  his  duty  as  such.  If  the  irregular  tax  burdens  under  the 
different  States  are  to  be  such  that  Texas  may  burden  the  railroads 
running  through  it  to  such  an  extent  as  to  'make  it  impossible  to 
render  as  good  service  to  all  the  States  through  which  it  runs  as  it 
otherwise  would,  to  that  extent  they  ought  to  lower  their  taxes  to 
the  common  level  so  as  not  to  be  getting  in  effect  and  fact  a  rebate 
upon  the  railroad  service  in  that  State.  I  do  not  see  any  use  of 
being  modest  or  backward  about  it,  because  one  of  the  complaints 
made  by  the  railroad  representatives  is  that  taxation  is  not  uniform 
on  railroad  properties,  as  compared  with  other  property  in  the  sev- 
eral States. 

_Mr.  Ada^isox.  How  can  you  affect  that,  oi-  change  that.  Judge 
Sims,  by  transferring  it  to  the  Federal  Government  or  forbidding 
the  States  from  taxing  at  all? 

Mr.  Sims.  If  Congress  grants  a  national  charter,  Congress  can 
state  whether  the  States  may  continue  to  tax  the  railroads  or  not. 

Mr.  Adamsox.  They  can  say  just  the  same  about  the  State  char- 
ters, as  well  as  the  national  charters. 

Mr.  Sims.  They  can  stipulate  the  provisions  of  the  national 
charters. 

Mr.  Adamson.  They  can  regulate  anything  in  interstate  commerce. 
Mr.  Sims.  Mr.  Kruttschnitt,  I  think  you  have  been  very  fair  and 
open,  and  I  think  all  the  witnesses  have  been,  but  every  complaint 
that  is  made  against  State  regulation  is  based  upon  the  idea  that 
the  State  is  getting  a  special  benefit  out  of  that  regulation.  I  speak 
with  reference  to  Texas,  because  that  has  been  discussed  so  much. 
The  very  fact  that  States  can  do  what  you  say  they  can  do,  the  very 
fact  you  comply  with  those  requirements — all  that  is  an  inducement 
on  the  part  of  the  States  to  refuse  national  incorporation — that  is  a 
reason  for  refusing  it.  I  think  this  investigation  is  very  illuminat- 
ing, and  I  think  you  have  been  candid  and  ought  to  be  candid,  but 
how  do  you  expect  to  get  Representatives  elected  by  the  States  to 
rise — as  it  has  sometimes  been  referred  to — to  rise  above  local  con- 
ditions and  pass  a  law  such  as  you  admit  as  to  the  States  exercising 
such  powers  is  to  their  interest  to  continue  to  exercise  those  powers? 
How  do  you  expect  to  get  a  law  passed  for  national  incorpora- 
tion  

Mr.  Kruttschnitt.  Do  not  the  representatives  of  the  different 
States  admit  that  they  have  national  obligations  to  perform  as  well 
as  local  ones? 

Mr.  vSpis.  Yes;  they  are  national  representatives. 

Mr.  IvRrrrscTixm'."  I  should  think,  then,  it  was  entirely  within 
their  ]>owei-  and  proper  that  they  should  say,  "While  we  have  the 
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right  to  take  over  everything— rates,  taxes,  road  crossings,  and  new 
stations— we  do  not  think,  in  the  public  interest,  that  it  is  necessary 
to  do  that;'  Could  they  not  say,  "  We  think  that  these  evils,  or  mosi 
of  them,  can  lie  corrected  by  our  turning  over  to  the  National  Gov- 
ernment the  power  of  regulating  revenues  and  of  passing  on  secur- 
itv  issues  and  fixing  rates  generally,  and  we  leave  to  the  States 
everything  else"?  Take  it  as  a  matter  of  expediency.  1  suppose 
if  yi)u  pn)posetl  to  absolutelv  emasculate  State  commissions,  there 
would  be  an  infinitelv  greater  opposition  to  whatever  you  wanted 
to  do  than  if  you  recognize  their  rights  to  do  certain  things  and  only 
pi-oposed  to  "deprive  them— pardon  nie,  Mr.  Chairman,  you  will 
notice  I  substitute  •'  deprive  "  for  "  rob." 

Mr.  Adamson.  I  forgive  you.  However,  I  can  not  forgive  you  tor 
desiring  to  deprive  the  coiiununities  of  their  right  to  regulate  that 
1-2  percent  of  the  business  which  is  confined  to  them  alone,  wdth 
which  the  General  Government  has  no  interest,  and  that  does  not 
cross  the  State  line  and  can  not  in  any  way  affect  interstate  trans- 
portation. .  . 

Mi\  Kruttschnitt.  Pardon  me  if  I  disagree  with  your  per- 
centao-es      I  have  asked  for  the  Southern  Pacific  percentages. 

Mr^  Adamson.  Judge  Lovett  said  1-2  per  cent  was  the  percentage 

on  his  road.  ,  .,,  , 

]Mr  Kkuttschnitt.  Thev  are  verv  different  on  ours,  but  still  i 
stand  by  my  answers  to  Judge  Sims.  I  think  the  public  generally 
would  consider  that  that  position  was  quite  reasonable^ 

Mr  Advaisox.  I  am  not  going  to  forgive  Judge  Sims  tor  his 
language  ''rising  above  the  local  requirements."  I  thmk  he  should 
sav''-- betrav  his  local  constituents." 

Mr.  Sois.  I  should  have  said,  perhaps,  "  m  defiance  ot  his  con- 
stituents." ,         ,  ^  J.     ^.1  • 

Mr  \D\Arsox.  You  must  remember  there  are  two  arms  to  tins 
Government.  A  part  of  the  duty  lies  with  the  Federal  GoA^rn- 
ment  and  a  large  part  with  the  States.  If  you  will  read  the  Con- 
stitution you  will  observe  the  rights  of  each  to  perform  its  own 

functions.  ,     .  ,   ^   i    -j-  t   j  4. 

:Mr    Sims    Yesterday.  Mr.  Kruttschnitt,  you  stated,  it  1  do  not 

quote  you  wrong,  that  the  railroad  system  has  broken  down— our 

present  system.  .        -  £    ,.     -   ,^ 

Mr  Kruttschnitt.  I  read  the  quotation  from  a  manufacturing 
record  making  that  statement.  You  asked  at  the  time  if  I  indorsed 
it  and  I  said  yes.  I  do,  in  the  main.  You  can  quote  something 
without  absolutelv  indorsing  everything.  I  think  I  should  not  go 
as  far  as  the  record  does,  and  I  showed  that  in  my  personally  written 
memorandum.     I  should  say  that  a  better  language  would  be  that 

it  is  breaking  down.  •  j  •+  i     i 

Mr.  Sims.  That  our  system  is  breaking  down,      lou  said  it  had 

broken  down,  as  I  understood  it.  -^  i    j   i      i    „ 

Mr    Kruttschnitt.  The  editorial  writer  did  say  it  had  broken 

down.     I  think  it  is  more  accurate  to  say  it  is  breaking  down. 
Mv.  Si:ns.  T  quoted  you  as  I  understood  you  at  the  time. 
Mr.  Kruttschnitt."  That  is  right.  -.    ^i       ^i  • 

Ur   Snis    It  is  no  longer  a  question  of  choice  as  to  whether  this 

breakdown  is  complete  or  not.     The  railroads  have  been  built  and 

have  covered  the  whole  country  and  are  performing  a  service  that  the 
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country  can  not  do  without.  That  being  so,  then  it  is  a  national 
breakdoAvn  and  not  local,  and  if  legislation  can  not  be  passed  pre- 
venting its  complete  breakdown  and  retain  the  ownership  where  it 
is  now,  in  private  corporations,  there  must  inevitably  follow — I  be- 
•lieve  you  referred  to  it  yesterday — Government  ownershijD  of  the 
railroads. 

Mr.  Kruttschnii-t.  I  think  this 

Mr.  Sims.  The  present  system  is  breaking  down  ? 

Mr.  Kruttschnitt.  There  are  three  conditions :  There  is  a  break- 
ing down  under  present  conditions;  there  is  the  ultimate  solution — 
Government  oAvnership — but  there  is  an  intermediate  solution.  We 
claim  that  regulation  has  never  been  given  a  fair  show,  and  that  that 
is  the  fair  thing  to  do  as  between  the  public  and  the  owners  of  the 
railroads  before  applying  the  last  remedy. 

Mr.  Sims.  We  should  further  experiment  with  regulation  ? 

Mr.  Kruttschnitt.  I  should  say  that  I  think  it  is  beyond  the  realm 
of  experiment;  that  you  gentlemen  are  competent  to  frame  legis- 
tion  here  that  would  remove  future  legislation  from  the  realm  of 
experimentation  and  put  it  in  the  realm  of  unqualified  certainty. 

Mr.  Sims.  But  regulation  is  a  failure,  according  to  your  statement. 

Mr.  Kruttschnitt.  But  it  has  not  been  proper  regulation. 

Mr.  Sims.  Will  you  ever  have  proper  regulation,  from  your  view- 
point ? 

Mr.  Kruttschxitt.  It  is  in  your  power  to  give  it;  but  whether  or 
not  we  get  it  is  in  your  hands. 

Mr.  Sims.  Were  you  present  when  I  asked  Judge  Lovett  the  ques- 
tion about  the  authorization  of  the  creation  of  one  corporation  in 
the  United  States  and  giving  it  power  to  purchase  by  agreement  or 
condemnation  every  railroad  in  the  United  States  ? 

Mr.  Kruttschnitt.  I  think  I  was. 

]\[r.  Sims.  And  give  it  power  to  issue  bonds,  not  exceeding  4  per 
cent,  and  guarantee  them ;  provide  tliat  the  bonds  shall  neither  be 
taxed  by  the  States,  Xation,  or  county ;  stocks  to  be  issued,  bearing  6 
per  cent,  without  any  income  tax? 

Mr.  Kruttschnitt.  I  listened  with  a  great  deal  of  interest  to  the 
points  in  your  bill,  and  while  some  seemed  to  be  attractive  it  seemed 
to  me  it  was  fatally  defective  in  this,  you  permitted  the  earnings  of 
6  per  cent  but  did  not  guarantee  anything  on  the  stock. 

Mr.  Sims.  If  this  one  corporation  buys  all  the  railroads  and  owns 
them  all  the  service  will  be  uniform  and  similar  in  every  part  of 
the  United  States,  and  its  credit  will  be  sufficient  to  cover  all  the  weak 
roads  now  giving  a  weak  service,  and  make  a  uniform  and  efficient 
service.  I  consider  that  the  twilight  zone  of  the  present  condition 
and  ultimate  Government  ownership. 

Mr,  Kui'i'TSCHNiTT.  It  does  not  follow  that  the  earnings  on  the 
stock  would  be  made. 

Mr.  Sims.  It  does  not  make  any  difference  whether  you  make  them 
or  not.  You  do  not  have  to  buy  tliem.  We  will  issue  all  the  bonds 
nec^'ssary  to  buy  all  the  roads  in  the  United  States  and  build  more — 
all  that  is  needed — allowing  the  Government,  of  course,  to  have  direc- 
tors in  the  corporation  and  to  be  controlled  by  the  Interstate  Com- 
merce Commission, 

I  do  not  think  I  want  to  ask  you  anything  to-morrow  except  touch- 
ing the  labor  matters  to  which  you  have  referred,  and  I  hardly  think 
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1  will  ()cc"iii)y  iiioiv  than  1;">  or  20  niiniiles.    Of  course,  I  do  not  know 
about  that.     Your  answers  may  require  more  time,  and  I  think  3'ou 
should  not  be  abridged  in  your  answers. 
•  Mr.  KnuTTsCHNiTT.  You  saj^  I  have  dealt  with  3^ou  frankl}^  and 
I  will  continue  to  do  so. 

Mr.  Ada^msox.  I  wisli  to  say  here,  that  there  is  no  man  in  America 
more  anxious"  to  see  the  system  of  railroads  prosper  and  succeed, 
but  I  Avant  to  state  that  in  1904,  1905,  and  1906,  when  we  were  try- 
ing to  enact  regulation  by  Congress  over  the  raih^oads,  the  railroad 
men  came  over  to  me — I  remember  in  1904  we  sat  for  12  weeks  in 
our  committee  hearing  this  matter — and  they  lifted  tlieir  hands  in 
holy  horror  at  the  suggestion  that  the  Government  reguhite  the  rail- 
roads. They  wanted  State  regulation  then.  Later,  when  Mr.  Town- 
send  brought  in  a  bill  for  P'ederal  regulation  in  the  House  it  was 
defeated.  Up  to  that  time  the  railroads  were  opposing  it,  and  the 
men  Avanted  it.  They  have  reversed  themselves  now,  and  that  is  a 
matter  that  renders  us  more  or  less  incredulous  in  these  matters. 

Mr.  Kruttschnitt.  I  came  from  a  State  myself,  but  I  was  rather 
young  at  the  time.  However,  I  remember  there  was  a  lot  of  blood 
and  treasure  spent  to  settle  that  question,  but  I  have  considered  it 
settled  ever  since. 

Mr.  Adamson.  I  am  talking  about  the  course  the  railroads  took  at 
one  time  and  their  course  now. 

Mr.  Kruttschnitt.  The  railroads,  of  course,  have  made  mistakes, 
and  I  want  to  testify  that  the  railroads  have  done  a  great  many 
things  that  we  do  not  now  approve. 

Mr.  Adamson.  I  have  never  shot  anybody  in  sustaining  the  doc- 
trine of  State  rights,-  but  I  do  stand  on  the  doctrine  of  the  States 
being  allowed  to  compel  the  railroads  to  perform  their  duties  in  the 
various  States. 

We  will  adjourn  noAv  until  to-morrow  at  10.30. 

(Whereupon,  at  1.35  o'clock  p.  m.,  adjournment  was  taken  until 
to-morrow,  Wednesday,  March  28,  1917,  at  10.30  o'clock  a.  m.) 
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WEDNESDAY,  MABCH  28,   1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington^  D.  C. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m..  Hon.  William 
C  Adamson  (vice  chairman)  presiding. 

Mr.  Adamson.  The  committee  will  come  to  order.  Judge  Sims, 
30U  may  proceed. 

STATEMENT   OF  MR.  JULIUS  KRUTTSCHNITT— Resumed. 

Mr.  Sims.  Mr.  Kruttschnitt,  as  you  are  not  a  lawyer,  I  have 
thought  you  would  be  a  more  valuable  witness,  in  some  respects, 
than  a  lawyer  would,  from  the  fact  that  yon  are  not  looking  at  it 
alone  from  the  possibility  of'  legal  requirements  or  legal  power,  or 
court  decisions;  but  I  do  not  want  to  appear  to  be  using  an  undue 
part  of  your  time,  or  holding  you  over  here  unnecessarily,  and  I 
certainly  have  no  thought  of  exploiting  any  views  of  my  own  or 
any  propositions  of  my  own,  but  I  do  want  to  ask  you  somewhat  in 
detail  about  the  suggestion  that  I  made  the  other  day. 

I  assume  the  country  is  not  willing  nor  ready  to  go  to  Govern- 
ment ownership.  I  am  satisfied  that  nobody  Avants  us  to  go  to  Gov- 
ernment ownership,  if  through  private  ownership  the  country  can 
be  best  and  most  economically  served.  Some  of  the  objections  raised 
to  Government  ownership,  as  presented  by  Judge  Lovett,  were  in  the 
nature  of  "  pork-barrel "  objections ;  that  Members  of  Gongre&s 
would  demand  unnecessary  construction  of  roads,  and  one  thing  and 
another,  to  meet  the  requirements  of  their  districts,  and  so  forth  and 
so  on :  all  of  which  is  practical  and  well  to  consider.  Then,  the  dispo- 
sition, or  rather  what  we  assume  would  be  the  adverse  position  of 
States  and  counties  to  being  deprived  of  all  local  control,  taxation, 
and  one  thing  and  another  that  might  possibly  come  about  through 
national  incorporation,  as  shown  even  in  the  investigation  here,  in 
the  positions  taken  by  the  representatives  of  railroad  properties,  that 
they  do  not  propose  to  deprive  them  of  that  which  they  might  other- 
wise do,  simply  in  response  to  local  sentiment :  but,  as  between  that 
which  you  all  admit  is  absolutely  inevitable — a  betterment  of  present 
conditions  or  Government  ownership — there  might  come  between 
it  a  unified  consolidated  private  ownership,  with  absolute  Govern- 
ment regulation  through  the  Interstate  Commerce  Commission  or 
any  other  body  that  Congress  might  authorize  to  do  so.  and  making 
alf  the  railroads  liable  for  all  the  necessary  issues  of  stocks  and 
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bonds,  giving  the  Government  the  power  to  control  them,  and  guar- 
anteeing a  rate  of  interest  on  the  bonds  not  exceeding  4  per  cent, 
and  making  both  bonds  and  income  free  from  taxation,  and  allowing 
a  margin  of  profit  between  4  and  6  per  cent  for  stock,  but  not  guar- 
anteeing that  6  per  cent  on  the  stock,  nor  any  other  sum,  but  reliev- 
ing the  stock  and  dividends  from  all  character  of  taxation,  so  as  to 
enable  the  strong  roads  to  carry  the  weak  roads,  and  enable  construc- 
tion to  be  had  where  it  is  necessary  to  develop  portions  of  the  country, 
where  the  development  itself  would  not  afford  sufficient  revenues  in 
order  to  have  the  development  undertaken  by  private  caiDital. 

Now,  I  do  not  know  whether  that  is  wise  or  feasible.  I  was  only 
trying  to  think  of  something  that  would  get  away  from  the  "  pork- 
barrel "  possibilities  referred  to  by  Judge  Lovett,  and  get  away  from 
the  idea  of  selecting  the  agencies  of  the  carriers — the  labor  and 
executive  officers  and  operating  men — through  political  favoritism 
or  political  pressure,  which  none  of  us  could  possibly  view  in  any 
other  way  than  with  fear  and  apprehension;  and  I  suggest,  as  a 
possible  means  to  retain  private  ownership,  with  absolute  public 
control,  with  unified  service  and  rates,  and  with  the  credit  of  the 
railroad  company,  as  it  would  then  be,  guaranteed  by  the  Govern- 
ment of  the  United  States,  the  Government,  of  course,  retaining  a 
lien  upon  all  of  the  property  of  this  corporation  to  secure  its  against 
any  loss  that  might  be  incurred  by  guaranteeing  the  bonds.  I  do 
not  care  about  elaborating  on  it  or  saying  more,  because  there  are 
many  details  which  would  have  to  be  considered  that  nobody  but 
practical  men  like  yourself  could  consider;  and  therefore  I  am  going 
to  confine  what  little  additional  or  what  few  additional  questions 
I  shall  ask  you  to  a  cross-exmaination  of  what  you  said  yourself. 
You  did  not  bring  it  out  or  suggest  what  I  have  spoken  of,  but  I 
would  like  to  have  the  opinion  of  a  practical  railroad  man  like 
yourself,  not  simply  looking  at  regulation  as  to  what  can  be  or  what 
can  not  be  done,  but  what  is  best  for  the  people  of  the  country  and 
for  the  transportation  companies.  In  the  eleventh  note  I  have  here 
you  used  an  expression  which  related  to  labor,  where  you  said,  "  The 
arrogant  attitude  of  organized  labor  adds  to  the  cost  of  railway  ex- 
penses." I  may  not  have  that,  like  a  good  many  others,  absolutely 
correct,  but  you  referred  to  the  subject  of  the  increased  cost  of  rail- 
way expenses  on  account  of  the  "  arrogant  attitude  of  organized 
labor."    That  is  substantially  correct,  is  it  not  ? 

Mr.  Krtjttschnitt.  I  think  so. 

Mr.  Sims.  Now,  what  do  you  mean  to  include,  so  far  as  it  affects 
the  expenses  of  railway  companies — the  "  arrogant  attitude  of  organ- 
ized labor"? 

Mr.  Kruttschkitt.  What  I  had  in  mind  when  I  said  that—- — 

Mr.  Sims.  Yej ;  elaborate  it — what  you  meant. 

Mr.  Kruttschnitt  (continuing).  Was  the  attitude  of  railroad 
labor  as  evidenced  in  its  absolute  contempt  of  public  opinion,  con- 
tempt of  the  President  of  the  United  States,  of  Congress,  and  of 
the  Supreme  Court.  If  we  are  to  believe  what  we  have  seen  in  the 
papers — and  the  reports  have  not  been  contradicted — the  decree  of 
the  Supreme  Court  has  been  criticized  by  the  leaders  of  organized 
labor  as  suiting  them  to  a  certain  extent ;  that  part  of  it  did  not  suit 
at  all  and  that  they  would  attack  it;  and  hat  it  would  have  to  be 
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changed  sooner  or  later.  I  also  had  in  mind  the  attitude  of  organized 
hibor  when  1  and  some  50  or  60  other  railway  executives  were  in 
Washinoton  hist  August,  when  the  threat  was  made  to  the  President 
of  the  United  States  and  to  Congress  that  if  certain  things  were  not 
done  within  a  sjieeified  time  they  would  proceed  to  paralyze  all  the 
transportation  interests  of  the  United  States.  Now,  with  that  atti- 
tude, Avhich  our  intimate  relations  with  organized  labor  has  prgven  to 
us  has  existed  for  a  long  time  but  which  was  made  evident  to  the 
general  public  in  August  last  only,  w^e  can  not  get  very  good  service 
from  men  who  have  no  respect  whatever  for  properly  constituted 
authority  or  for  the  laws  of  our  country;  that  goes  without  question. 
The  emplo3'er  should  have  some  kind  of  authority  over  the  em- 
ploj^ees;  but  the  attitude  then  revealed,  I  say,  shoAvs  how  very  little 
the  employer  can  have  if  the  laws  of  the  countr}'',  the  Chief  Executive, 
and  the  most  august  tril)unal,  I  suppose,  in  the  world  are  to  be 
treated  as  the  President,  Congress,  and  the  Supreme  Court  have 
been  treated  and  talked  about  by  these  men  since  August  last. 

Mr.  Sims.  Mr.  Kruttschnitt.  do  you  mean  to  be  understood  as  con- 
tending or  implying  that  the  attitude  which  you  have  described  of 
organized  labor  has  ati'ected  the  action  of  Congress  or  the  action  of 
the  Supreme  Court  of  the  United  States? 

]Mr.  Kruttschnitt.  No,  sir;  I  did  not  say  anything,  I  think,  that 
could  be  remotely  construed  into  meaning  that. 

Mr.  Sims.  If  the  attitude  of  labor  has  no  effect  upon  the  law-making 
bod}^  and  the  law^  construing  and  enforcing  body,  what  difference 
does  a  vacant,  void,  and  influenceless  attitude  make? 

Mr.  Krui^tschnitt.  You  asked  me  what  I  had  in  mind  when  I 
spoke  of  the  arrogant  attitude  of  organized  labor. 

Mr.  Sims.  Yes. 

Mr.  Kruttschnitt.  And  I  was  explaining  to  you. 

Mr.  Sims.  AVhat  I  am  trying  to  hnd  out  iS  how  to  limit,  as  much 
as  possible,  the  etl'ect  of  the  attitude  which  you  have  just  described, 
as  to  the  powers  and  agencies  of  regulation. 

Mr.  KRUTTsrHXiTT.  I  thought  I  had  explained  that;  but  I  will 
try  again. 

Mr.  Si:ms.  Xo;  I  understand  you.  1  think  I  do — what  your  ex- 
planation is;  but  I  did  not  know,  without  further  explanation,  but 
that  it  would  be  contend(>d  that  you  were  intending  to  imply  that  this 
attitude  had  already  alfected  Congress  and  the  President  of  the 
United  States. 

Mr.  Kruttschnitt.  No;  I  do  not  think.  Judge,  you  could  construe 
anything  I  said  into  meaning  that. 

Mr.  Sims.  T  said  that  it  might  be  construed  or  understood  that 
that  was  your  meaning;  but  I  did  not  think,  myself,  that  you  intended 
for  it  to  go  out  to  the  country  that,  as  a  fact,  the  President  and  Con- 
gress were  influenced,  either  through  fear  or  political  hopes,  in  pass- 
ing the  Adamson  law.  Now,  I  think  this  about  it — ^that  if  either 
Congress  or  the  President  w^ere  so  influenced  it  was  solely  uncon- 
sciously, as  has  been  described  by  Mr.  Adamson,  the  distinguished 
author  of  the  Adamson  bill. 

Mr.  ADA:\rsoN.  While  you  are  on  the  subject,  I  wish  you  would  ask 
Mr.  Kruttschnitt.  who  has  been  able  to  familiarize  himself  with  it, 
and  able  to  o;et  around,  if  the  attitude  of  these  heads  of  the  brother- 
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hoods  can  have  an  effect  on  the  raih-oad  train  operatives,  how  far 
they  could  make  effective  their  extreme  views,  if  he  has  any  opinion 
on  that  subject. 

Mr.  Kruttschnitt.  How  far  these  men  coukl  have  carried  out  their 
threats  i 

Mr.  Adamsox.  Could  have  influenced  their  men  ^  In  other  words, 
could  .they  prevail  upon  the  bulk  of  the  train  operatives  to  follow 
them  ? 

Mr.  Kruttschxitt.  I  had  reasoii  to  believe  last  August  that  if  the 
order  had  been  issued  to  strike  there  wovdd  have  been  quite  a  re- 
spectable percentage  of  the  more  conservative  men  that  would  not 
have  responded :  at  least,  the  officers  of  our  and  of  a  number  of  other 
companies  were  assured  by  these  men.  on  their  own  initiative,  that 
they  disapproved  of  what  was  l)eing  done  and  did  not  intend  to  strike 
if  ordered.  You  ask  my  opinion.  I  should  say  that  these  men  were 
honest  m  expressing  what  they  intended  to  do,  but  I  doubt  very  much 
whether,  if  a  strike  had  been  ordered,  with  the  usual  coercion,  vio- 
lence— either  open  or  concealed — whether  th&se  men  would  have  had 
the  backbone  to  stand  out  alone.  I  do  not  know  how  manv  would 
have  struck,  in  other  words.  I  think  if  the  chiefs  had  issued  the 
order  they  would  have  tied  up  the  commerce  of  the  country. 

Mr.  Adamson.  You  know  there  are  a  great  many  engineers  and  con- 
ductors throughout  the  country  who  are  very  intelligent  men.  and 
men  of  high  order,  fully  equal'to  any  of  these  heads  of  the  brother- 
hoods ? 

Mr.  Kkuttschnitt.  I  agree  Avith  you  most  cordially  there.  I  have 
worked  most  of  my  life  with  these  men.  In  mv  earlier  life  I  was 
in  a  position  where  I  could  call  them  "  Bill '"  and  ^'Jack '"  and  "  Tom." 
Unfortunately,  with  the  growth  of  systems,  the  intimate  relations 
between  the  officers  and  the  men  have  been  largelv  destroyed,  but  I 
believe  thoroughly  what  you  say,  that  if  action'  were  left  to  the  free 
and  uncontrolled  judgment  of  the  intelligent  men,  unbiased  by  either 
violence  or  threats  of  violence,  that  the  order  would  not  have  been 
very  generally  obeyed. 

^lv.  Adamson.  You  know  that  these  heads  of  the  brotherhoods  liave 
made  loud  and  numerous  protests  against  what  they  call  ''  involun- 
tary servitude."  I  just  ask  you.  as  an  observer  of  men  and  events,  if 
to  compel  a  man  to  quit  work  is  not  just  as  much  slavery  as  to  compel 
him  to  work? 

Mr.  KuuTTscnNiTT.  I  do  not  think  it  admits  of  argument.  Mr. 
Adamson;  I  do. 

Mr.  AnAMSON.  And  on  either  side  of  the  case,  it  is  a  matter  of  con- 
tract: they  simply  agree  to  stick  togetlier  on  their  side,  and  on  your 
side  they  agree  to  work  for  you  ? 

Mr.  Kruttschnitt.  I  think  that  anyone  who  will  cast  back  his 
thoughts  or  his  memory  to  the  examination  of  the  brotherhood  men 
by  the  Interstate  Commerce  Commission  in  the  investigation  held  as 
to  the  headlight  law  will  come  to  the  conclusion  that  the  iri voluntary 
servitude  of  a  man  to  his  union  is  absolute  and  vastly  greater  than 
anv  involuntary  servitude  to  his  employer. 

Mr.  Adamson.  I  am  much  obliged  to  vou.  Judge  Sims. 

Mr.  Sims.  That  was  along  the  same  lines  of  my  examination.  It 
was  not  a  break-in  at  all. 
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Mr.  Adamson.  I  thought  it  would  be  a  fit-in. 

Mr.  Sims.  That  is  wluit  it  really  was.  I  am  glad  to  have  had  your 
assistance,  Mr.  Chairman,  because  I  was  on  that  subject. 

Now,  then,  Mr.  Kruttschnitt,  do  you  advise  such  legislation,  both  by 
Congress  and  the  States,  or  by  Congress  alone,  as  will  curb  this  arro- 
gant attitude  of  organized  labor? 

Mr.  KuuTTSCHNiTT.  I  think  anyone  who  shows  a  disregard  or  eon- 
tempt  for  the  laws,  contempt  for  the  opinion  of  his  fellow  citizens, 
by  absolutely  refusing  to  submit  any  question  in  dispute  to  arbitra- 
tion, should  be  taught  a  respect  for  tlie  laws  and  a  respexjt  for  his 
fellow  citizens  and  the  public  by  some  regulating  authority,  and  that 
regulating  authority,  of  course,  is  the  Congress. 

Mr.  Si3rs.  What  sort  of  regulation  Avould  you  suggest,  that  would 
cause  a  man  to  cease  to  violate  the  law  ?  You  spoke  of  his  showing 
his  contempt  for  the  law. 

Mr.  Kruttschnitt.  The  trouble  is,  there  are  penaltie.s  prescribed 
in  existing  laws,  to  prevent  him  from  violating  them ;  but  we  know, 
from  previous  experience  in  strikes,  that  very  little  is  done  in  the  way 
of  enforcing  them.  What  I  propose  was  read  in  my  memorandum 
of  Monday,  in  which  I  proposed  compulsory  investigation.  I  do  not 
believe  in  compulsory  arbitration.  In  other  words,  I  think  the  two 
words  in  "  compulsory  aibitration,"  are  contradictory. 

Mr.  Sims.  Xeutralizing? 

Mr.  Kruttsciixitt.  You  can  not  have  such  a  thing  as  a  compul- 
sory arbitration ;  in  other  words,  the  words  do  not  convey  to  my  mind 
anything  at  all ;  one  really  offsets  the  other.  But  you  can  have  com- 
pulsory investigation  and  all  of  the  facts  relating  to  the  dispute  laid 
before  the  public,  and  either  a  strike  or  a  lockout  prohibited  until 
the  public  shall  have  had  time  to  fully  absorb  the  report  of  the  in- 
vestigating body.  We  think  if  that  is  done,  that  the  results  that 
have  folloAved  in  Canada  can  not  fail  to  follow  in  the  United  States. 
The  people  are  of  the  same  general  race,  with  the  same  habits  and 
customs,  and  pretty  much  the  same  form  of  govermnent- — there  is 
very  little  difference.  I  am  a  firm  believer  in  the  controlling  effects 
of  public  opinion  when  it  is  properly  informed. 

Mr.  Sims.  Then,  your  object  of  compulsory  investigation  is  not  to 
inform  the  railroad  owners  and  operators,  for  they  already  know; 
and  not  to  inform  the  railway  employees,  because  tliey  already  know 
everything  connected  with  it;  but  the  object  of  your  compulsory  in- 
vestigation is  simply,  through  such  a  method,  to  let  the  public  know 
the  contentions  of  both  sides  and  the  facts  and  argimients  to  sustain 
each  side?    Is  not  that  really  the  effect  of  it? 

Mr.  Kruttschnitt.  Yes;  but  I  disagree  with  you,  to  a  certain  ex- 
tent, in  so  far  as  letting  the  railroad  employees  know  about  it.  I 
think  that  is  very  important.  I  do  not  think,  in  this  last  contention, 
wdien  the  strike  vote  was  taken — I  will  change  that  and  say  I  know 
that  many  of  the  railroad  employees  did  not  know  wliat  they  were 
voting  for,  and  whither  they  were  drifting;  so  I  think  it  is  very  im- 
portant for  an  investigating  body  to  let  the  mass  of  the  railroad  em- 
ployees also  know  just  what  the  contentions  are,  and  what  is  pro- 
posed. 

Mr.  Sims."  Do  you  think  that  compulsory  investigation  is  also 
necessary  to  let  tlie  railway  executives  and  their  subordinates  know 
the  facts  also? 
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Mr.  Kruttsciinitt.  Well,  I  did  not  say  that  it  was  necessary  for 
them  to  know,  because  they  are  generally  informed,  and  the  leaders 
of  labor  do  not  leave  them  in  much  doubt  as  to  what  they  want  and 
what  is  going  to  happen  if  they  do  not  get  it.  Still  I  am  perfectly 
willing  to  admit  that  no  amount  of  extra  information  that  j^ou  could 
give  the  railroad  executives  could  possibly  hurt  them,  and  it  might 
possibly  aid  them. 

Mr.  Sims.  Then,  the  object  of  your  compulsory  investigation,  and 
precedent  action  of  other  sorts,  is  not  to  enable  the  railway  executives 
and  those  operating  under  them  to  know  more  about  the  facts  than 
they  already  know,  and  it  is  not  to  let  at  least  a  portion  of  the  em- 
ployees know,  but  only  the  other  portion  of  them,  from  which  the 
light  has  been  withheld,  either  by  a  lack  of  opportunity  to  find  out,  or 
by  the  controlling  officers  of  their  organizations  keeping  them  in  the 
darkness  ?  Now,  do  you  think  it  would  be  possible  for  men  who  are 
engaged  in  earning  their  daily  bread  by  the  sweat  of  their  brows,  in 
all  sorts  of  organized-labor  service  connected  with  railway  operation, 
to  read  and  know  and  keep  up  with  and  understand  the  facts  that 
are  being  laid  before  such  an  investigating  body,  to  such  an  extent 
that  at  the  end  of,  say,  30  or  60  or  90  days,  or  even  six  months,  that 
they  would  have  such  information  as  would  enable  them  to  take 
action,  based  upon  additional  information  that  came  to  them  from 
that  investigation,  throughout  this  entire  country  ? 

Mr.  Kruttschnitt.  I  should  say,  as  to  most  of  them,  if  the  report 
were  not  too  long  and  too  involved,  they  would  laiow  all  about  it  in 
six  hours. 

Mr.  Sims.  And  understand  it? 

Mr.  Kruttschnitt.  And  understand  it  fully  in  six  days. 

Mr.  Sims.  It  took  the  Members  of  Congress  a  good  deal  longer 
than  six  hours  to  understand  the  demands  that  were  made  by  labor — I 
mean  the  railway  trainmen — as  to  the  eight-hour  day;  and  the  con- 
tention was  made  on  the  part  of  many  that  Congress  acted  without 
sufficient  knowledge,  without  knowing  what  it  was  doing:  that  it 
was  sandbagged;  that  it  was  duressed  with  political  possibilities, 
right  in  front  of  the  general  election. 

Mr.  Adamson.  I  hope  Judge  Sims  does  not  intend  to  hold  down 
the  standard  of  intelligence  of  the  rest  of  the  country  to  that  of  those 
who  are  Members  of  Congress. 

Mr.  Sims.  But  I  am  thinking  of  the  superior  intelligence  of  these 
railway  trainmen,  if  within  six  hours  they  could  sufficiently  under- 
stand the  report  of  an  investigation  to  act  intelligently  upon  it,  when 
it  takes  the  Members  of  Congress  a  number  of  months. 

Mr.  PIamilton.  Judge  Sims  does  not  want  to  put  himself  in  that 
category. 

Mr.  Sims.  Xo;  for  the  sake  of  the  chairman,  as  well  as  myself. 

Mr.  Adamsox.  The  stockholders  and  bondholders,  in  common  with 
the  executives,  should  be  informed,  as  well  as  the  trainmen? 

Mr.  Kruttschnitt.  I  assert  that  the  failure  on  the  part  of  a  gen- 
tleman entirely  unfamiliar  with  these  matters  to  comprehend  them 
at  once  is  no  reflection  whatever  on  his  intelligence.  The  trainmen's 
ability  to  understand  it  on  a  few  hours'  notice  is  not  surprising,  be- 
cause the  trainman  is  reading  about  matters  with  which  he  is  already 
quite  familiar,  and  all  he  has  to  learn  is  the  opinion  of  some  outside 
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body  Oil  matters  Avitli  which  lie  is  already  thoronghly  acquainted  and 
in  which  he  has  been  drilled  for  his  entire  raih'oad  life.  I  do  say, 
hoM'ever,  that  I  think  in  six  days  anyone  could  read  and  understand 
such  a  rei)ort. 

Mr.  Snrs.  Six  hours,  you  said. 

Mr.  Kkuttschxht.  In  six  days,  I  say.  I  do  not  want  to  be  misun- 
derstood about  it. 

Mr.  Ha:mtlton.  I  think  we  clearly  understood  what  you  said. 

Mr.  Snrs.  You  said  they  could  read  the  report  of  an  investigating 
body  and  understand  it  in  six  hours. 

Mr.  Kkl  TTScii>;iTT.  I  said  a  trainman  could  get  a  good  idea  of  it 
m  six  hours. 

Mr.  Hamilton.  And  that  he  would  certainly  know  all  about  it  in 
six  days. 

Mr.  Kruttschnitt.  Yes;  and  I  was  proceeding  to  say  that  anyone 
of  ordinary  intelligence  who  really  wanted  to  know  what  the  ques- 
tions at  issue  were  could  read  the  report  of  such  an  investigating  body 
and  understand  it,  certainly  in  the  period  of  a  week. 

Mr.  Snrs.  To  be  perfectly  frank,  Mr.  Kruttschnitt,  I  can  not  free 
myself  from  the  conclusion  or  the  surmise — I  will  not  call  it  a  "con- 
clusion " — that  one  object  of  the  demand  for  this  previous  investiga- 
tion— I  mean  that  the  whole  object  of  the  demand  for  this  previous 
investigation  is  not  to  inform  the  parties  to  the  contest;  it  is  not  for 
the  information  of  the  parties  to  the  contest;  is  not  for  the  guidance 
of  tlie  parties  to  the  contest — I  mean  the  immediate  parties,  the  rail- 
Avay  trainmen  and  the  railroad  executives — but  that  the  real  object 
more  than  anything  else  is  that  the  general  public  may  read  in  ad- 
vance the  report  of  a  committee  which  investigated  the  subject,  and 
which  makes  a  statement  wath  reference  to  the  causes 

Mr.  Kruttschnitt.  And  merits 

Mr.  Sims.  And  merits  and  demerits  of  the  contention,  as  made  be- 
tween the  parties  themselves;  and  that  all  legislation  that  has  been 
proposed  to  the  end  that  no  strike  should  take  place  during  the 
period  of  investigation,  and  none  for  30  days  afterwards,  w^as  in 
order  that  the  public  might  be  sufficiently  influenced  to  cause  it  to 
bring  pressure  to  bear,  either  on  the  railway  employees  or  on  the 
railway  executives,  or  both,  so  as  to  avoid  the  strike  in  that  way 

Senator  Townsend.  Do  you  object  to  that,  Mr.  Sims? 

Mr.  Sims.  I  am  asking  a  question  now ;  not  stating  my  own  opinion 
or  giving  any  testimony.  I  say  I  can  not  get  away  from  the  in- 
ference that  the  chief  purpose  in  having  this  previous  investigation 
is  to  influence  the  public  and  not  simply  to  enlighten  the  immediate 
parties  to  the  controversy.  Now,  is  or  is  not  that  the  fact,  or  is  not 
that  a  proper  inference? 

Mr.  Kruttschxitt.  I  could  answer  that  either  yes  or  no.  It  is 
of  the  greatest  importance  to  inform  the  public ;  but  I  have  already 
said  that  I  think  it  would  be  a  good  thing  to  let  the  rank  and  file 
of  railroad  men.  as  well  as  shareholders  and  others,  learn  the  issues 
and  the  merits  of  a  controversy  also ;  in  other  words,  let  all  the  people 
know,  and  that  embraces  everybody.  If  a  man  knows  part  of  it 
already,  it  will  not  hurt  him  to  learn  a  little  more — to  leam  what  the 
opinion  of  an  outside  disinterested  board  is. 

Mr.  Sims.  You  do  not  advocate  compulsory  arbitration,  and  1 
think  you  are  logical  in  that.  It  always  appeared  to  me  that  saying 
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"  compulsory  arbitration "  is  equivalent  to  not  saying  arbitration 
at  all. 

Mr.  Adamson.  Judge,  what  did  the  Chair  understand  you  to  state 
yesterday  about  20  minutes? 

Mr.  Sims.  I  did  not  know  that  the  Chair  was  going  to  come  in 
and  aid  me  so  much,  for  which  I  thank  him.  As  I  said  before,  I 
do  not  feel  that  any  member  of  this  committee  ought  to  be  limited 
to  such  an  extent  that  he  can  not  even  develop  one  point  while  he 
is  on  it.  I  think  jNIr.  Kruttschnitt  is  as  competent  to  give  us  light 
upon  the  subjects  about  which  we  are  investigating  as  any  man 
that  has  been  or  can  be  brought  before  this  committee. 

Mr.  Adamson.  I  beg  Judge  Sims's  pardon;  he  is  the  man  that  said 
20  minutes. 

Mr.  kSiMS.  And  I  did  not  think  it  would  take  longer  than  that. 
It  all  depended  on  the  answers.  I  said  I  did  not  think  it  would 
take  more  than  20  minutes  to  ask  the  questions;  but  one  question 
leads  to  another. 

Mr.  Kruttschnitt.  I  should  say.  Judge,  in  further  answer  to 
that  question,  that  I  think  the  report  of  a  disinterested  outside  body 
would  be  helpful  to  everyone.  I  am  looking  at  that  from  a  personal 
point  of  view.  If  I  had  preconceived  notions  about  some  issue  with 
our  employees  on  which  I  was  going  to  make  a  stand,  and  if  I  knew 
that  an  outside  impartial  body,  after  looking  into  it,  held  different 
views,  it  would  certainly  make  me  pause  and  ask  myself  whether  I 
was  quite  sure  that  I  was  right  or  not.  I  think  it  would  so  affect 
every  man  who  found  that  his  preconceived  notions  differed  from 
the  report  of  an  outside  investigating  body  composed  of  men  whose 
names  and  records  would  inspire  universal  respect  and  confidence. 
I  say  it  would  affect  me,  and  I  think  it  would  affect  everyone. 

Mr.  Sims.  What  I  was  trying  to  agree  with  you  about  when  I  was 
interrupted  was  that  I  do  not  understand  the  railway  owners — I 
mean  the  stockholders  or  those  representing  their  interests — to  de- 
mand compulsory  arbitration. 

Mr.  Kruttschnitt.  No.  I  defined  that  Monday,  when  I  read  my 
memorandum. 

Mr.  Sims.  I  understand,  and  I  agree  with  you  about  it,  so  far  as  I 
am  personally  concerned.  But  your  contention  is  that  during  this 
period  of  investigation,  and  until  such  time  afterwards  as  Congress 
may  determine,  there  must  be  no  leaving  of  the  service  of  the  rail- 
roads by  the  employees  by  agreement  with  each  other  or  by  con- 
certed action,  and  that  the  leaving,  if  so  done,  shall  become  a  crime 
and  punishable  as  such.    Is  that,  or  not,  a  correct  statement? 

Mr.  Kruttschnitt.  Yes,  sir;  that  is  correct. 

Mr.  Sims.  Now,  in  its  effect  upon  railway  service  and  railwav  men, 
what  practical  difference  is  there  between  forcing  them  to  arbitrate 
something  that  they  do  not  want  to  arbitrate  and  forcing  them  to  re- 
main in  service  contrary  to  their  wish  and  will  until  an  investigation 
which  they  have  not  asked,  made  by  a  bodv  which  they  have  not 
selected,  shall  pass  upon  whether  or  not  that  particular  body  or 
committee  or  commission  agrees  with  them  in  the  demands  they 
have  made?  I  mean  in  its  effect  upon  labor  itself — would  they  not 
regard  compulsory  arbitration  just  as  favorably  as  they  would • 

Mr.  Kruit^sciinitt.  I  have  not  suggested  compulsory  arbitration. 
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Mr.  Sims.  I  know  voii  have  not.  Yon  abandoned  that;  and  now 
I  Avant  to  see  whether  or  not  yon  are  ready  to  abandon  the  other. 

Mr.  Hamilton.  I  shonhl  like  to  call  attention  to  some  testimony 
before  our  House  connnittee,  in  which  some  of  the  railway  employee 
leaders  declared  that  they  were  in  favor  of  investigation. 

Mr.  Sims.  Yes;  but  not  to  penalize  their  men  for  qnitting  service 
by  concerted  action  during  the  period  of  investigation. 

Mr.  Kkuttsciinitt.  Of  course,  there  is  very  little  use  of  having  an 
investigation  if  the  parties  involved  conclude  to  act  on  their  own 
judgment  before  the  report  of  the  investigation  is  made. 

Mv.  Sims.  But  I  asked  you  if  there  was  any  ditference  in  practical 
effect  from  the  attitude  of  labor  and  from  the  interests  of  labor 
to  be  compelled  to  submit  to  comjiulsory  arbitration  of  their  matters 
in  dispute  or  being  compelled  to  serve  regardless  of  their  demands 
or  what  they  may  determine  to  be  their  interests  under  penal  laws 
during  the  period  that  a  committee  they  did  not  select  and  had  no 
part  in  the  selecting  should  pass  upon  whether  or  not  their  demands 
ought  to  be  granted  or  not.  In  other  words,  is  not  compulsion  in  the 
one  instance  equivalent  in  its  effect  to  compulsion  in  the  other,  so 
far  as  labor  is  concerned  ? 

JNIr.  Kruttschnitt.  Xo,  sir.  In  my  mind  they  are  entirely  differ- 
ent. It  is  entirely  different  if  some  one  having  power  over  me  should 
say,  "  We  compel  you  to  submit  your  difference  to  arbitrators,  and 
we  compel  you,  under  pain  of  punishment,  to  abide  by  the  result." 
That  takes  away  from  me  liberty. 

Mr.  Sims.  Oh,  no ;  not  to  abide  by  the  result  but  submit  to  it.  That 
is  what  I  am  supposing  in  my  question.     You  submit  to  arbitration. 

Mr.  Kruttschxitt.  What  is  arbitration  except  an  agreement  to 
submit  differences  to  selected  persons  and  to  abide  fey  the  result?  If 
you  are  not  going  to  aliide  by  the  result,  why  arbitrate? 

Mr.  Sims.  They  say,  absolutely  they  will  not  arbitrate  questions  of 
personal  relationship.  That  is  the  very  thing  Ave  are  talking  about. 
You  are  talking  about  compulsory  arbitration  and  a  personal  rela- 
tionship which  they  themselves  are  at  liberty  to  abandon  after  your 
arbitration  has  been  made.  They  can  cease  to  labor  after  it  is  made 
as  Avell  as  before 

Mr.  Kruttschnitt.  I  am  afraid  I  am  a  little  dense  this  morning, 
but  I  really  do  not  see  how  I  can  answer  your  question  differently 
from  the  way  in  Avhicli  I  have  answered  it  several  times  already. 
I  can  not  see  the  bearing  of  your  question  about  compulsory  arbitra- 
tion when  I  have  never  suggested  it  at  all. 

]Mr.  SiiMS.  I  know 

Mr.  Kruttschkitt.  You  asked  me,  if  I  understood  you  right, 
whether  there  is  any  difference  betAveen  compelling  a  man  to  arbitrate 
and  compelling  him  to  keep  his  relations  Avith  his  employer  in  status 
quo  until  some  outside  disinterested  j^arties  could  investigate.  It 
seems  to  me  the  difference  is  as  great  as  the  difference  between  night 
and  day. 

Mr.  Sims.  In  its  effect  upon  compulsory  service  of  the  employee — 
that  is  what  I  mean — that  if  the  arbitration  should  take  three  months 
or  six  months,  he  is  compelled  to  stand  there  and  seiwe  as  a  railroad 
employee  pending  this  arbitration. 

Mr.  Kruttschnitt.  Then  he  should  never  have  entered  a  service  in 
which  he  assumes  an  obligation  to  the  public.     The  shareholders 
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surrender  many  of  their  rights  when  they  undertake  to  serve  the 
people. 

Mr.  Sims.  And  if  you  do  not  have  compulsory  arbitration  and  you 
have  compulsory  investigation,  he  is  compelled  by  penal  provisions 
to  I'cmain  in  service  during  the  period  of  investigation  and  report. 
So  both  involve  involuntary  servitude,  or  the  permission  to  quit  the 
service  simply  as  an  individual,  and  not  acting  in  concert. 

Mr.  Kruttschkitt.  Judge,  I  am  not  a  lawyer,  but  this  simile 
occurs  to  me :  Every  day  in  contentions  between  individuals  the  courts 
step  in  and  tell  the  individual,  "  Halt ;  do  nothing  now  until  we 
investigate  this  matter." 

Mr.  Sims.  They  enjoin,  in  other  words? 

Mr.  Kruttschnitt.  Exactly.  Now,  what  is  the  difference?  The 
remedy  by  injunction  is  so  common  that  everybody  in  the  country 
knows  about  it.  The  court  simply  tells  the  litigants.  "  Hold  up  now 
and  do  nothing  until  we  look  into  this  matter,"  and  they  submit.  It 
does  not  seem  to  be  considered  any  particular  hardship.  It  bears  on 
everyone  alike. 

Mr.  Sims.  Did  vou  ever  hear  of  a  court  of  ecjuity  enjoining  a 
criminal  court  in  a  prosecution  for  crime  ? 

Mr.  Kruttschnitt.  I  am  afraid  I  am  out  of  my  depth,  but  as  the 
Supreme  Court  has  affirmed  the  power  of  Congress  to  use  emergency 
remedies  in  emergencies — a  power  denied  by  many  able  lawyers — • 
I  assume,  although  no  lawyer,  that  it  can  forbid  action  pending 
investigation. 

Mr.  Sims.  In  other  words,  the  injunction  applies  to  civil  reme- 
dies, and  to  equitable  civil  remedies,  and  involves  no  imprisonment 
at  all  unless  the  person  after  the  injunction  is  issued  should  violate 
it,  and  then  he  only  incurs  the  penalties  of  contempt  of  court.  But 
compulsory  arbitration  is  compulsory  service  during  investigation, 
and  is  a  service  enforced  and  continued  by  criminal  liabilities,  crim- 
inal penalties,  enforced  by  the  State  in  behalf  of  the  public — assumed, 
at  least — and  has  no  analogy  to  penalties  for  a  violated  injunction, 
which  is  a  civil  remedy,  as  I  see  it.  But  now  let  us  get  down  to  tlie 
practical.  That  is  the  reason  why  I  said  I  should  like  to  talk  with 
a  gentleman  who  did  not  shape  or  attem]5t  to  shape  all  his  answers 
with  reference  to  legality  or  illegality,  or  the  possibility  of  enforcing 
a  law  or  having  it  cleclared  void  by  a  court.  I  believe  it  is  admitted, 
in  round  numbers,  generally,  that  the  railway  trainmen  that  would 
have  been  in  that  strike  if  they  had  all  joined  in  it  was  about  400,000, 
Is  til  at  correct? 

Mr.  Kruttsch>;itt.  I  really  do  not  know.  That  was  the  figure 
generally  used,  but  I  do  not  know  Avhether  it  was  correct  or  not. 

Mr.  Sims.  That  is  approximate.  Now,  then,  organized  labor  en- 
gaged in  railway  service,  shop  men,  and  others  was  a  number  larger 
even  than  that,  was  it  not? 

Mr.  Kruttschnitt.  Yes;  I  should  think  so. 

Mr.  Si:\rs.  I  saw  it  stated  by  parties  who  were  favorable  to  the  rail- 
way position  about  the  matter,  that  there  were  about  1,800,000  em- 
ployees in  railway  service  in  the  same  railway  companies  that  were 
involved. 

Mr.  Kruttschnitt.  If  you  mean  that  that  is  the  number  of  em- 
ployees less  these  trainmen,  I  think  that  is  about  right.     I  think  there 
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arc  about  two  and  a  quarter  million  railway  employees;  therefore 
that  total  less  400,000  would  be  about  correct. 

Mv.  Sims.  I  want  to  ask  you  approximately  how  many  of  these 
em[)Ioyeos  are  organized;  I  mean  those  in  labor  organizations. 

Mr.  KiJUTTSciiNjTT.  It  is  difficult — it  is  impossible  for  me  to  answer 
that  (juestion.  The  two  and  quarter  millions  is  the  number,  as  I 
remember,  determined  by  the  reports  to  the  commission,  as  the  cor- 
rect number  of  railway  employees.  I  do  not  know  how  many  of  them 
are  organized  and  how  many  are  not. 

Mr.  Sims.  Now,  the  arrogant  attitude  that  you  referred  to  had 
reference  largely  to  the  four  brotherhoods,  as  I  understand;  that  is, 
you  had  specific  reference  to  their  attitude? 

Mr.  KauTTSCHNiTT.  Yes;  they  are  the  ones  who  have  been  doing 
the  talking. 

]\Ir.  Si:\is.  Yes;  and  making  it  known  what  their  attitude  was? 

Mr.  Kkuttschnitt.  Yes. 

Mr.  Sims.  In  this  country,  as  I  understand  it,  political  power  is 
about  the  highest  power  that  can  be  exercised,  and  the  political  power 
of  the  organized  labor  within  railway  employments,  and  the  political 
power  of  all  other  organized  labor,  is  a  very  considerable  political 
power  in  the  United  States.  You  are  ready  to  admit  that,  are  you  not, 
that  it  is  so  large  as  to  amount  to  a  very  considerable  political  power  ? 
I  do  not  mean  partisan  power ;  political  power. 

Mr.  Kkuttschjcitt,  Yes;  that  can  be  admitted. 

Mr.  Sims,  Is  not  one  of  the  objections  to  public  ownership  the 
political  power  that  the  employees  would  have  if  they  w^ere  all  ap- 
pointed through  political  agencies? 

Mr.  Kruttschnitt.  Yes ;  that  is  one  great  objection. 

Mr.  Sims.  Now,  how  is  it  going  to  be  possible  to  enforce  a  criminal 
statute  and  a  criminal  penalty  against  organized  railw^ay  trainmen 
throughout  the  country  through  the  ordinary  machinery  of  criminal 
prosecutions?  In  other  words,  suppose  we  had  had  a  law  against 
striking  without  this  previous  investigation — a  criminal  law — that 
would  involve  felony  penalties,  a  penitentiary  offense,  and  then  sup- 
pose that  whole  400,000,  regardless  of  this  penal  law,  had  gone  out. 
Would  it  have  been  practically  possible  for  the  United  States  district 
courts  having  jurisdiction  to  have  successfully  prosecuted,  throughout 
the  entire  Union,  such  a  vast  number  of  criminals,  who  become  crimi- 
nals in  the  assertion  of  their  own  rights,  as  they  believed  or  claimed 
to  believe,  in  view  of  the  wide  extended  personal  sympathy  and  polit- 
ical influence  that  that  vast  number  of  men  w  ould  have  throughout 
the  country?  Would  it  have  been  practically  possible  to  have  en- 
forced such  a  law  by  criminal  prosecutions  if  they  had  to  actually  be 
applied  ?  In  other  words,  would  not  the  very  magnitude  of  enforcing 
the  law  itself  break  it  down  ? 

Mr.  Kruttschnitt.  I  can  not  conceive,  judge,  that  99,600,000  peo- 
ple should  admit  that  any  400,000  should,  because  of  their  numbers, 
political  influence,  or  any  other  reason,  have  permission  to  violate 
the  laws  w  ith  impunity.  '  If  necessary,  I  think  the  99,600,000  should 
assert  the  rights  of  the  majority,  which  rules  in  this  country,  and 
should  say,  "  Our  representatives  having  enacted  such  and  such  laws, 
every  person  in  this  country,  to  the  last  one  of  the  hundred  millions, 
must  obey  that  law  regardless  of  cost  or  consequences." 
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Mr.  Sims.  You  are  speaking  now  from  a  theoretical  standpoint. 

iSIr.  Kruttschnitt.  Well,  I  do  not  know  what  you  call  a  theoretical 
standpoint. 

Mr.  Hamilton.  The  question  was  theoretical. 

Mr.  Sims.  No;  it  was  practical. 

Mr.  Kruttschnitt.  That  is  my  opinion.  You  ask  whether  it  would 
be  possible  to  enforce  the  law  against  400.000  people  if  they  chose  to 
ignore  it.    I  say  it  seems  to  me  that  the  answer  is  patent— yes. 

Mr.  Sims.  I  have  reference  to  the  400,000  committing  this  crime 
smiultaneously  and  by  concerted  action:  not  that  some  one  of  the 
400,000  should  assert  his  right  as  an  individual. 

Mr.  Kruttschxitt.  I  would  not  modify  my  answer,  whether  it 
was  one  or  400,000. 

Mr.  Sims.  Of  course,  your  answer  should  be  as  you  think.  Now, 
what  IS  practically  impossible  might  just  about  as  well  be  physically 
impossible,  so  far  as  legislative  and  administrative  questions  are  con- 
cerned. Now,  I  do  not  believe,  Mr.  Kruttschnitt,  that  if  there  had 
been  just  such  a  law  passed  as  has  been  advocated  and  asked  for, 
inaking  it  a  crime  for  these  400,000  men  to  strike  without  first  serv- 
ing the  railroad  for  so  long  a  time— that  is,  three  months  or  six 
months,  whatever  you  please,  pending  the  investigation  and  a  re- 
quired time  afterwards— that  if  they  had  violated  it  by  concerted 
action,  for  the  reasons  given— that  they  denied  the  right  of  Congress 
to  make  it  a  crime  for  these  men  in  a  body  to  select  their  employees 
or  to  refuse  to  continue  an  employment  already  entered  into — 1  do 
not  believe,  nor  can  I  think  it  is  even  possible— practically  possible — 
that  there  could  be  successful  prosecutions  throughout"^ the  United 
States  of  these  400,000  criminals;  I  mean  criminals  in  the  sense  of 
violating  this  criminal  law;  that  the  power  they  have  in  politics, 
which  is  perhaps  no  greater  than  any  other  400^,000  representative 
men  would  have,  the  sympathy  of  other  labor  organizations,  the  sym- 
pathy of  the  whole  people,  would  be  such  that  the  prosecutions  would 
absolutely  break  down  and  be  absolutely  worthless  and  ineffective, 
and  that  there  would  be  a  demand  made  upon  Congress,  ujDon  every 
Member  of  Congress  seeking  reelection 

Mr.  Hamilton.  May  I  ask  a  question.  Judge  ? 

Mr.  Sims.  In  a  moment.  (Continuing:)  That  he  should  vote  to 
repeal  or  modify  this  law,  and  that  the  re]3eal  would  promptly  follow. 

Mr.  Hamilton.  I  simply  wanted  to  ask  you.  Judge  Sims."  whether 
the  railroad  history  of  Australia  has  any  bearing'on  this  question 
that  you  are  raising. 

Mr.  Sims.  I  do  not  know  enough  about  it  to  answer  your  question. 
In  other  words,  if  it  is  impracticable,  if  you  can  not  enforce  a  law, 
Avhat  is  the  use  of  merely  irritating  the  public  b^^  passing  it? 

Mr.  Hamilton.  Why  not  go  to  a  practical  illustration  rather  than 
indulge  in  conjecture? 

Mr.  Kruttsciinitt.  Law,  I  think,  has  been  defined  as  the  crystalli- 
zation of  public  opinion.  If  we  accept  your  assumption  that  the 
entire  public  Avould  be  in  sympathy  with  400,000  men  if  they  engaged 
in  breaking  the  law,  I  think  we  then  might  just  as  well  admit  that 
our  whole  system  of  government  is  a  failure,  and  any  number  of 
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people,  no  Jiiatter  liow  small,  if  tliov  can  win  over  the  sympathies 
of  the  people  generally  can  do  as  they  please  and  run  the  country 
regardless  of  the  wishes  of  the  majority.  And  I  confess  that  I  can 
not  see  the  object  of  imagining  these  difficulties  when  our  neighbors 
just  across  the  border  have  been  doing  what  I  am  advocating  that 
we  should  do  for  a  number  of  years,  and  through  their  public  officers 
and  through  the  railways  that  have  been  aifected  by  these  laws,  they 
say,  successfully.  Are  we  not  siuiply  alarming  ourselves  by  creating 
bogey  men  ?  Why  should  it  not  work  on  this  side  of  the  border  as 
it  does  on  the  other  side  of  the  border? 

Mr.  Sims.  Your  investigation,  which  yon  are  contending  for,  as 
admitted  by  yourself,  prior  to  a  strike,  after  the  investigation  has 
been  made,  is  to  affect  ]3ublic  opinion :  in  other  words,  to  canse  as 
many  of  the  public  to  take  your  side  of  this  controversy  by  reason  of 
this  investigation  as  possible,  and  thus  to  affect  public  opinion. 

jNIr.  Kkuttsch>;itt.  Pnt  it  a  little  differently,  that  the  object  of 
m.y  suggestion  is  to  get  the  public  properly  informed,  so  that  they 
will  take  sides  with  those  who  are  right. 

]\rr.  Sims.  And  believing,  of  course,  that  your  side  is  right. 

]\Ir.  Kruttschnitt.  Not  necessarily — with  the  side  that  is  right. 
This  tribunal  Avill  say  which  side  they  think  is  right  and  what  the 
merits  are,  and  I  think  it  will  follow  necessarily  that  when  the  re- 
port is  given  wide  publicity  that  the  pnblic  generally  will  agree 
with  these  impartial  investigators  and  will  array  themselves  on  the 
side  which  is  pronounced  in  the  right. 

^fr.  Sims.  As  a  matter  of  course,  nobody  is  going  to  contend,  Mr. 
Kruttschnitt,  that  individuals,  either  singly  or  by  concert  of  action, 
have  a  right  to  obey  or  ignore  laws  just  at  their  sweet  will.  I  am 
not  assuming  that  ethically  or  legally  they  have  the  right;  I  am  com- 
menting on  the  impossibility  of  enforcing  such  a  law  where  it  takes 
12  men  to  agree  unanimonsiy  that  these  parties  are  guilty,  and  I  do 
not  believe  myself,  with  what  experiqnce  I  have  hacl,  observing  and 
reading  on  such  matters,  that  it  would  be  possible  to  effectually  prose- 
cute and  convict  400,000  men  all  over  this  country  who  violated  this 
law  simultaneously  and  at  the  same  time,  and  the  statute  of  limita- 
tions running  on  the  offense  would  be  the  same.  I  believe  that  you 
could  not  get  juries  enough  or  officers  enough;  that  the  means  of 
enforcing  the  law  Avould  break  down  absolutely  and  you  would  very 
likely,  by  any  attempt  to  prosecute  400,000  laborers  at  one  time, 
create  such  a  public  sentiment  through  the  efforts  they  would  make 
and  the  personal  contact  they  would  have  with  the  votes  generally 
as  to  make  it  impossible  to  keep  such  a  law  upon  the  statute  books. 

XoAv,  why  not  take  a  view  of  this  thing  which  is  practical  and 
which  is  possible?  I  do  not  believe  that  is  possible,  regardless  of 
whether  we  have  the  constitutional  right  and  power  to  do  it  or  not. 
Is  it  wise  to  undertake  such  a  thing? 

Mr.  Kruttschnitt.  I  want  to  call  your  attention  to  the  fact  that 
the  United  States  Board  of  Mediation  and  Conciliation,  in  a  report 
dated  November  1.  1915,  gives  the  figures  as  to  the  success  of  the 
measures  taken  in  Canada  to  prevent  strikes.  I  gave  you  my  opinion, 
formed  from  the  report  of  an  officer  whom  I  sent  to  Canada  for  the 
purpose  of  looking  into  the  matter;  I  gave  you  the  opinion  of  the 
present  Canadian  minister  of  Jabor,  and  I  gave  you  the  opinion  of  the 
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ex-Canadian  minister  of  labor,  oiven  to  nie  orally,  and  also  made  pub- 
lic in  an  address  in  New  York  City,  and  I  gave  you  the  report  of  a 
commission  created  by  you  that  has  examined  this  matter  and  re- 
ported on  it  and  say  it  is  successful.  Now,  if  that  does  not  convince 
you  of  the  practicability  of  doing  something  of  that  sort,  I  confess  I 
am  at  the  end  of  my  rope ;  I  can  not  say  anything  more. 

Mr.  Sims.  I  am  confining  this  largely  to  the  proposed  strike  of  the 
railway  trainmen  that  was  prevented  by  the  passage  of  the  Adamson 
law  from  the  fact  that  you,  as  well  as  others,  have  referred  continu- 
ally to  the  power  that  organized  labor  in  that  instance  seemed  to  have 
been  able  to  exert  somewhei'c  from  the  attitude  that  the,y  took.  Now, 
of  course,  a  strike  on  a  short  railroad,  one  perhaps  involving  only  a 
single  State,  might  not  have  the  same  effect  all  over  the  United 
States  in  prosecuting  all  those  who  violated  that  law  in  that  particu- 
lar locality  that  it  would  have  if  the  prosecution  applied  to  a  numer- 
ous class  of  individuals  all  over  the  United  States,  as  it  would  have 
applied  to  these  400,000  striking  brotherhoods.  As  I  say,  suppose 
there  had  been  a  laAv  at  the  time,  and  they  all  had  violated  it,  would 
it  have  been  possible  to  successfully  prosecute  those  who  violated  it 
by  convicting  them?  There  woulcl  have  been  no  question  about  the 
evidence;  there  would  have  been  no  question  whatever  of  that  kind, 
but  I  believe  it  was  Burke  who  said,  on  the  trial  of  Warren  Hastings, 
that  we  can  not  indict  a  whole  nation ;  neither  can  we  get  a  public 
sentiment  that  would  want  to  send  to  the  jails  and  prisons  of  this 
country  400,000  otherwise  law-abiding  good  citizens  at  one  time,  be- 
cause they  contended  for  the  right  to  quit  work  by  .concerted  action, 
regardless  of  this  law  requiring  them  to  serve  for  so  long  a  time 
pending  an  investigation. 

Mr.  Hamilton.  He  said  that  about  the  electors  of  Bristol. 

Mr.  Sims.  Anyhow,  it  w^as  said  by  a  very  able  man  in  England. 
It  might  not  have  been  the  trial  of  Warren  Hastings. 

Mr.  Hamilton.  Who  do  j'ou  say  said  it? 

Mr.  Sims.  I  thought  it  was  Burke. 

Mr.  Hamilton.  Yes;  Edmund  Burke. 

Mr.  SiiMS.  Why  not  resort  to  some  other  means  wdiich  can  be  ob- 
tained and  which  can  be  enforced  and  which  perhaps  will  grow  in 
popularity  after  it  is  done?  I  am  by  this  like  I  am  by  thinking  that 
you  can  deprive  all  the  States  of  the  United  States  of  the  powers 
which  they  are  exercising  through  their  commissions  simply  by  show- 
ing that  it  would  be  an  advantage  to  railroad  credit  or  railroad  own- 
ers to  do  such  a  thing.  There  are  some  things,  of  course,  that  are 
more  to  be  considered  than  pi'ofits  of  railway  investors — more  than 
the  profits  of  railway  owners  or  owners  of  any  other  kind  of  prop- 
erty. But,  Mr.  Kruttsclmitt,  it  does  not  seem  to  me  that  the  railway 
owners  of  this  country  at  this  time  have  any  fears  whatever,  as  far 
as  I  can  see  it,  of  going  to  Government  ownership  or  of  destructive 
State  regulation. 

Now,  I  will  give  you  the  reasons  why  I  think  so.  If  I  owned  a 
piece  of  property  and  I  thought  it  was  going  to  become  less  valuable 
for  anj^  reason,  I  would  not  go  out  and  advertise  that  fact;  I  would 
try  to  sell  that  piece  of  property,  and  I  Avould  say  nothing  at  all 
about  what  ma}'  affect  adversely  its  value  when  I  undertook  to  sell  it. 
But  if  I  think  it  is  continuously  going  to  become  less  valuable  and 
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'  less  desirable,  I  will  first  try  to  sell  it  before  I  make  known  the  rea- 
sons why  I  do  so.  Now,  here  is  an  attempt  to  seek  national  Icjiisla- 
tion,  which  they  have  a  i-ight  to  sock,  by  showmg  that  railway  credit, 
to  sav  the  least  of  it,  is  breaking  down.  If  I  thought  that  the  rai  - 
way  people,  the  railway  owners,  the  owners  of  railway  stock  all 
believed  it  was  breaking  down,  my  opinion  is  that  instead  of  adver- 
tising to  the  country  and  the  world  the  facts  which  they  aUege  are 
causing  the  breakdown,  and  for  which  they  are  asking  legislation, 
that  they  would  say  nothing  about  the  symptoms  of  the  breakdown, 
but  would  be  trying  to  sell  their  property  by  present  methods— i 
mean  by  sale  of  the  stocks. 

Now,  not  speaking  in  a  restricted  way  at  all,  or  m  a  contemptuous 
way  but  it  looks  like  all  railway  owners  have  become  all  at  once  an 
or<^anized  body  of  ''  calauiity  howlers."  All  of  them  are  maintaining 
that  if  something  is  not  done  along  these  lines  the  railroad  operations 
will  absolutely  break  down ;  that  is,  the  service  of  the  railroads  to  the 
country :  that^they  can  not  possibly  finance  the  railroads  of  the  coun- 
try ;  that  they  caii  not  find  a  market  for  their  bonds  and  stocks,  and 
giving  the  whole  public  the  reasons  why  they  think  so,  and  yet  the 
stock'inarket  for  these  identical  securities  is  not  declining  as  a  rule, 
and  the  owners  of  these  stocks,  who  say  they  are  going  to  be  wrecked 
and  robbed,  are  not  selling  them  in  any  increasing  volume.  If  you 
want  the  country  to  believe  that  railroad  securities  are  becoming  less 
valuable  all  the  time— I  mean  stocks  and  bonds— the  best  evidence 
would  be  a  declining  value  and  an  effort  of  the  present  owners  to 
dispose  of  them  to  other  people,  even  at  a  loss. 

In  ordinary,  private  transactions,  buying  and  selling  wheat,  corn, 
cotton,  or  any  other  large  product  that  covers  a  wide  area  of  the 
country,  if  you  want  to  stop  sales  advance  the  price  rapidly ;  if  you 
want  to  stop  sales  reduce  the  price  rapidly.  I  live  in  a  cotton  coun- 
try and  know  its  effect.  If  cotton  begins  to  advance  rapidly,  every 
man  who  has  got  a  bale  of  cotton  says,  "I  will  hold  on  a  little 
longer."  If  it  declines  rapidly,  he  will  say,  "  This  is  only  temporary, 
and  I  will  hold  it  a  little  longer."  Therefore,  bringing  forth  indict- 
ments of  present  conditions  of  railway  property  and  the  laws  affect- 
ing it  certainly  ought  to,  if  generally  believed  by  the  country,  have 
a  depressing  effect  on  the  values  of  these  securities  if  the  public  took 
these  statements  as  serious  and  believed  that  the  evils  predicted  are 
likely  to  take  place.  Now,  if  you  are  sure  you  can  bring  about  the 
legislation  which  you  seek,  which  would  be  remedial  according  to 
your  judgment,  then  I  could  see  the  wisdom  of  making  this  fight 
'just  as  you  are  making  it;  but  not  believing  it  is  possible  to  get  what 
you  wish  to  get,  it  seems  to  me  you  are  only  augmenting  the  troubles 
the  railroads  will  eventually  have  to  contend  with,  and  that  Congress 
can  only  do  that  which  their  constituents  indorse. 

This  "last  statement  is  not  intended  as  a  question,  but  simply  as  a 
suggestion,  as  I  am  going  to  quit.  That  is  my  valedictory  observa- 
tion. ^  .         - 

The  Chairman.  Mr.  Hamilton,  will  you  proceed  to  examine  the 

witness  ? 

Mr.  Hamilton.  I  really  feel  I  ought  not  to  take  the  time  of  the 
committee.     I  have  only  one  or  two  questions. 

The  Chairman.  You'  are  sustained  by  precedent  as  well  as  theory 
in  your  right  to  examine  as  long  as  you  please. 
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Mr.  Hamilton.  You  spoke,  Mr.  Kruttschnitt,  about  the  speed  of 
freight  trams  a  while  ago,  I  believe  a  day  ago.  How  rapidly  is  the 
electrification  of  railroad  lines  proceeding?  Can  you  give  some 
statement  in  relation  to  that? 

Mr.  Kruttschnitt.  I  think  I  can,  from  memory,  give  you  the 
principal  electrifications.  The  first  extensive  one  was  the  electrifica- 
tion of  the  traffic  through  the  Park  Avenue  Tunnel,  at  Xew  York, 
of  the  New  York  Central  and  the  New  York,  New"  Haven  &  Hart- 
ford. The  New  York,  New  Haven  &  Hartford  first  electrified  to 
Stanford,  a  distance  of  32  miles  from  New  York.  They  have  re- 
cently extended  the  electrification  to  New  Haven,  which  is  about  72 
or  73  miles  from  New  York.  Both  of  those  electrifications  were 
brought  about  by  the  necessity  of  keeping  the  atmosphere  clear  at 
the  Park  Avenue  Tunnel.  It  was  hastened  by  a  very  bad  accident 
that  preceded  the  electrification  by  two  or  three  years,  in  which  a 
large  number  of  people  were  killed  through  the  obscuring  of  a  signal 
by  the  smoke  of  a  preceding  train.  That  electrification,  therefore, 
was  inspired  by  motives  of  safety,  comfort,  and  convenience  of  the 
passengers  only,  not  from  economic  motives. 

The  Norfolk  &  Western  has  recently  electrified  part  of  its  heavy- 
grade  line. 

The  Chicago,  Milwaukee  &  Puget  Sound  has  electrified  their  line 
through  the  Bitter  Eoot  Mountains,  wdiere  they  get  electric  power 
generated  by  water  power  at  very  low  rates. 

The  Great  Northern  Railway,  I  think,  has  electrified  a  short  part 
of  its  line  through  their  Summit  Tunnel,  for  the  same  reason  the 
New  Haven  did,  to  get  rid  of  the  smoke  and  gases.  They  had  several 
bad  accidents  there  through  which  enginemen  and  firemen  were  over- 
come by  the  gases,  and  they  wanted  to  get  rid  of  them. 

Those,  as  I  remember,  are  the  principal,  if  not  the  only,  changes  of 
steam  into  electrotraction  in  the  United  States,  except  the  Souther^i 
Pacific  suburban  lines  on  the  east  side  of  San  Francisco  Bay,  serv- 
ing the  San  Francisco  public  and  the  publics  of  Berkeley,  Ala- 
meda, Oakland,  and  suburban  towns  east  of  Oakland.  That  was 
formerly  a  steam  service  that  was  converted  into  electricity  on  ac- 
count of  the  continued  objections  and  complaints  of  the  citizens  of 
the  noise  made  by  the  escape  of  the  steam  locomotives  and  the  smoke. 

We  have  had  three  or  four  reports  made  ourselves  on  the  possible 
electrification  of  our  Sierra  Nevada  grade,  which  is  a  very  heavy 
grade,  between  Sacramento  and  Truckee,  over  the  Sierra  Nevada 
Mountains,  and  also  for  our  heavy  grade  over  the  Siskiyou  Moun- 
tains, that  divide  California  from  Oregon.  We  had  both  those  in- 
vestigations made  purely  from  motives  of  economy.  The  electric 
companies  had  criticized  the  steam  operation  and  said  they  could 
convince  us  that  electricity  was  better  and  cheaper,  and  we  told  them 
to  go  ahead,  that  we  were  ready  to  be  convinced,  and  if  they  could 
operate  cheaper  than  we  could  with  coal  we  would  make  the  change ; 
but  they  never  could  convince  us. 

Mr.  Hamilton,  In  the  present  state  of  the  development  of  elec- 
tricity, is  it  considered  cheaper  to  move  heavy  freight  by  electricity  ? 

Mr.  Kruttschnitt.  Heavy  freight  is  being  moved  by  electricity. 

Mr.  Hamilton.  Then  that  is  in  practical  operation,  as  I  under- 
stand you? 
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Mr.  Kruttschnitt.  Yes;  but  except  in  abnormal  conditions,  there 
is  no  money  in  it.     It  costs  you  more. 

Mr.  II.oriL'j'ON.  Would  it  be  possible  to  move  freight  more  rapidly 
with  electricity? 

Mr.  KuuTTsciiNiTT.  No;  it  is  a  question  of  the  amount  of  power 
you  use.  You  can  move  a  freight  train  just  as  fast  as  you  like  by 
either  steam  or  electricity. 

Mr.  Ha^iilton.  Then  there  would  be  no  advantage  as  to  the  rapid 
movement  of  freight  in  the  electrification,  in  your  judgment? 

Mr.  Kkuttschnitt.  No;  unless  the  conditions  were  such  that  the 
cost  of  your  electric  motive  power  and  cost  of  operation  and  the 
interest  on  the  additional  fixed  plant  Avere  less  than  the  interest  on 
that  part  of  your  steam  plant  that  you  could  discard  by  using  elec- 
tricity and  the  cost  of  the  ])ower  developed  by  the  consumption  of 
coal  or  oil  and  cost  of  operation.  That  really,  to  continue  the  answer, 
Avas  the  reason  we  did  not  electrify  on  the  Sierra  Nevada.  We  con- 
sidered the  cost  of  moving  the  traffic  with  power  by  burning  coal 
in  the  locomotive  fire  box,  as  contrasted  with  the  cost — that  is,  the 
interest  on  the  lu'droelectric  development,  using  some  streams  in  the 
mountains,  long  transmission  lines,  and  the  cost  of  the  electric  loco- 
motives, crediting  the  project  with  the  cost  of  the  steam  locomotives 
released,  which  we  could  use  elsewhere.  Now,  there  was  no  money, 
as  I  remember  it,  but  the  report  is  four  or  five  years  old,  but  iti 
figured  out  about  this  way :  We  could  save  about  $400,000  a  year  on 
our  coal  bills,  but  our  bill  for  interest  and  maintenance  of  the  electric 
property,  which  would  be  superadded  to  everything  we  had,  amounted 
to  much  more  than  $400,000,  and  therefoi'e  the  conclusion  was  easy 
that  the  time  was  not  ripe  to  change  to  electric  power. 

Mr.  Hamilton.  I  understood  that  some  witnesses  were  to  be  pre- 
sented Avho  liad  expert  knowledge  of  the  subject  of  Government 
ownership,  and  I  think,  Mr.  Chairman,  out  of  regard  for  the  other 
members  of  the  committee,  I  will  not  ask  any  further  questions  at 
this  time. 

]Mr.  Adamson.  You  need  not  limit  yourself.     Go  on  and  inquire. 

Mr.  Hamilton.  I  think  I  will  ask  no  further  questions. 

Mr.  Adamson.  Mr.  Doremus,  will  you  examine  the  witness? 

Mr.  DoREMus.  I  only  want  to  ask  one  or  two  questions  of  the  wit- 
ness. You  give  us  as  your  opinion,  and  the  opinion  that  I  think 
is  shared  in  by  a  great  manj'  people,  that  the  railroads,  under  private 
ownership,  are  largely  broken  down.  Do  you  regard  the  great  con- 
tributing cause  for  that  condition  to  the  fact  that  the  railroads  have 
numerous  masters,  represented  by  railroad  commissions  and  public- 
iitilit}'  commissions  in  the  various  States,  instead  of  one  controlling 
authority'  ? 

Mr.  Kruti'schxitt.  That  is  one  of  the  potent  causes,  the  numerous 
orders,  sometimes  conflicting,  issued  by  these  numerous  masters.  The 
effects  of  these  orders  are  very  far-reaching  and  cumulative,  and 
when  there  is  an  order  that  affects  our  company,  we  will  sav,  to  the 
extent  of  $500,000  or  $600,000  a  year,  and  another  one  $200,000  a 
year,  and  you  go  on  through  the  list  and  finally  find  that  the  resultant 
of  all  these  orders  is  perhaps  several  million  dollars  a  year,  in  the  end 
it  becomes  very  burdensome. 

]Mr.  DoREMus.  Do  you  consider  it  the  principal  contributing  cause 
to  the  present  condition  of  the  roads  ? 
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Mr.  Kruttschnitt.  I  do.  I  consider  that  and  the  rapid  rises  in 
tlie  cost  of  hibor  and  materials  the  principal  causes.  The  railroads 
have  no  means  of  offsetting  the  rapid  rises  in  the  cost  of  the  materials 
and  the  cost  of  wages  except  by  seeking  to  operate  their  properties 
more  efficiently.  They  can  not  raise  the  price  of  the  commodity — 
transportation — that  they  manufacture,  as  manufacturers  of  all  other 
commodities  do. 

Mr.  DoREMUs.  To  what  extent,  if  a.nj,  do  you  think  the  financial 
mismanagement  of  American  railroads  is  responsible  for  the  present 
conditions  ? 

]Mr.  Kruttschnitt.  That  I  touched  on  before  you  came  to  the 
committee.  I  will  repeat  it  briefly;  that  there  has  been  dishonest 
management,  I  am  sorry  to  say,  in  the  railroad  business,  and  that 
has  affected  to  a  certain  extent,  but  I  do  not  think  to  any  very  great 
extent,  the  confidence  of  investors  in  their  securities.  At  the  end 
of  1914  there  were  69  roads  in  the  hands  of  receivers ;  69  roads  with 
bonds  to  the  amount  of  about  one  thousand  eight  hundred  millions 
of  dollars;  were  not  paying  any  interest  on  their  bonds  at  all,  and,  of 
course,  nothing  on  their  stock ;  and  there  was  a  large  number  of  other 
roads  representing  four  thousand  or  forty-five  hundred  millions  of 
dollars  of  stock  that  were  not  paying  any  dividends.  Xow,  the  pro- 
portion of  roads  that  went  into  receiverships  through  dishonesty  was 
about  7  or  8  per  cent  of  the  total.  In  the  same  period,  covering  four 
years,  the  report  of  the  Comptroller  of  the  Currency  shows  that  46 
national  banks  went  into  the  hands  of  receivers,  and  23  of  those,  or 
50  per  cent  of  the  total,  failed  through  dishonesty.  In  other  words, 
the  proportion  for  the  national  banks  was  about  six  times  as  great 
as  for  the  railroads.  These  dishonest  failures  have  not  affected  the 
confidence  of  the  people  in  national  banks,  or  in  their  securities — 
they  keep  on  buying.  They  appreciate  that  in  all  businesses  you  have 
black  sheep,  but  if  the  business  in  the  main  is  well  managed  they 
charge  the  existence  of  those  black  sheep  to  the  weakness  of  human 
nature,  and  they  go  on  about  their  business  and  invest  in  stocks;  and 
so  they  do  with  the  railroads. 

Mr.  DoREMus.  Are  you  through  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  DoREMus.  You  were  speaking  particularly  of  dishonest  man- 
agement of  railroads.  I  presume  that  it  is  as  easy  to  wreck  a  rail- 
road by  mismanagement  as  by  what  3^011  term  dishonest  manage- 
ment?    That  would  be  true,  would  it  not? 

Mr.  Kruttschnitt.  Yes:  except  one  would  be  unintentional  and 
the  other  intentional. 

Mr.  DoREMus.  Yes;  but  the  effect  might  be  the  same,  whether 
brought  about  by  dishonest  management  or  mismanagement? 

JNIr.  Kruttschnitt.  Yes. 

Mr.  DoREMus.  Are  you  familiar  with  the  recent  history  of  the 
Hartford  &  New  Haven  Eailroad? 

Mr.  Kruttschnitt.  Not  except  as  a  general  reader  would  be 
familiar  with  it. 

Mr.  DoREMUs.  Could  you  suggest  a  remedy  in  the  way  of  Federal 
legislation  that  would  prevent  a  recurrence  of  the  experience  of  the 
Hartford  &  New  Haven  ? 
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Mr.  KiU'TTscTixiTT.  T  think  y<in  have  that  to  a  considerable  extent 
iKnv.  Tlie  financial  operations"  as  well  as  the  ph^^sical  operations  of 
railroad  properties  are  inspected  and  examined  by  the  Interstate  Com- 
merce Commission  most  minntely,  and  the  carriers  are  re(]niied  to 
report  to  the  commission  anmially.  in  the  greatest  detail,  everything 
that  has  been  done  d'Hring  the  year.  The  control  wonld  he  absolnte 
if  the  issnance  of  all  securities  were  placed  under  the  Interstate  Com- 
merce Commission. 

Mr.  Adamson.  Has  not  that  been  true  for  a  long  time,  under  section 
20  of  the  commerce  act? 

Mr.  Kkuttsciinitt.  The  section  may  l)e  the  same,  but  the  inspec- 
tion has  become,  year  by  year,  closer  and  closer. 

;Mr.  Adamsox.  That  is,  the  section  has  been  better  complied  with? 

Mr.  KnuTTSf  irxiTT.  Yes.  T  think  I  know  what  Mr.  Doremus  refers 
to  in  the  New  York,  New  Haven  &  Hartford.  As  I  say,  in  a  general 
way,  I  know  that  there  was  considerable  excitement  on  account  of 
a  revelation  of  their  improvident  investments,  that  ran  back  10  or 
12  or  15  years.  Those  investments  antedated  the  time  when  this  very 
close  insjiection  -of  accounts  was  made  by  the  Interstate  Commerce 
Connnission.    They  were  brought  to  light  in  the  last  few  years. 

Mr.  DoHEMrs.  Do  I  undei'stand  you  to  mean  that  we  already  have 
the  leo"al  machinery  which,  if  it  had  been  put  in  motion,  would  have 
averted  the  misfortune  that  overtook  the  Ncav  York,  New  Haven  & 
Hartford  ? 

Mr.  Kruttsciixitt.  I  think  if  they  had  been  put  in  motion  at  the 
time  those  expenditures  were  being  made,  which,  as  I  say,  in  a  gen- 
eral way,  I  trace  back  10  or  15  years  ago,  it  would  not  have  occurred. 

JNIr.  TiiOM.  May  I  make  a  suggestion  there,  Mr.  Doremus? 

Mr.  Doremus.  Yes;  certainly. 

Mr.  Tii03i.  ]My  understanding  is  that  a  part  of  the  general  report 
is  that  there  shall  be  a  power  conferred  by  Congress  on  the  Interstate 
Commerce  Commission  to  supervise  the  issuance  of  securities. 

Mr.  DoRE:vrus.  That  is  what  I  wanted  to  draw  out  from  the  wit- 
ness— whether  he  thought  that  would  have  a  corrective  eifect? 

Mr.  Khuttschnitt.  Ihat  woidd  increase,  very  largely,  the  power 
of  the  commission  to  stop  just  such  abuses.  Its  authority  would  be 
complete  and  absolute. 

jNIr.  DoREMLS.  Your  railroad,  the  Southern  Pacific,  is  a  dividend 
producer,  is  it  not  ? 

Mr.  Kruttschxitt.  Yes. 

Mr.  Doremus.   What  dividend  does  that  road  pay  now? 

Mr.  Kruitsciixitt.  Six  pei-  cent. 

Mr.  Doremus.  That  is,  on  the  common  stock? 

Mr.  Krut'isciixitt.  It  has  no  stock  but  common. 

jVlr.  Doremus.  All  common :  no  preferred  ? 

Mr.  Kruttschxitt.  No. 

Mr.  Doremus.  How  long  has  it  .been  paying  6  per  cent? 

Mr,  Kruttschxitt.  Since  about  1007. 

Mr.  Doremus.  What  dividends  did  the  road  pay  previous  to  that 
time  ? 

Mr.  Kruttschxitt.  I  will  have  to  make  a  mental  computation, 
which  may  not  be  accurate,  but  will  be  reasonably  so.  In  1905,  1  per 
cent;  in  1906  it  was  2.8  per  cent;  then  after  that  the  dividends  seem 
to  have  been  reasonably  regular  at  6  per  cent. 
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Mr.  DoREMus.  You  have  never  paid,  then,  more  than  6  per  cent? 

Mr.  Kruttschnitt.  No. 

Mr.  DoREJius.  And  that  began  in  1907? 

Mr.  Kruttschnitt.  Yes;  and  from  the  incorporation  of  the  com- 
pany, in  December,  1885,  up  to  1905  no  dividends  at  all  were  paid^ 
though  the  surplus  ran  from  seven-tenths  of  1  per  cent  up  to  3  per 
cent  in  those  years.  In  other  words,  that  surplus  was  earned,  but  it 
was  not  divided  up  and  given  to  the  shareholders. 

Mr.  Doremus.  Would  it  be  fair  to  assmne,  from  what  you  have 
said,  that  the  multiplicity  of  regulation  which  has  grown  up  in  recent 
years  has  not  seriously  atiectecl  the  welfare  of  your  shareholders? 

Mr.  Kruttschnitt.  You  mean  in  that  from  1907  to  date  they  have 
paid  6  per  cent  ? 

Mr.  Doremus.  And  that  previous  to  that  time  you  paid  practically 
no  dividends. 

Mr.  Kruttschnitt.  The  property  was  being  developed  at  that 
time ;  development  was  going  on. 

Mr.  Doremus,  And  previous  to  1907  your  earnings  were  put  back 
into  the  propert3%  and  that  accounts  for  the  failure  to  pay  dividends? 

Mr.  Kruttschnitt.  I  just  said  that  whatever  we  earned,  which 
varied  from  seven-tenths  of  1  per  cent  to  a  little  over  3  per  cent,  was 
put  back  into  the  property ;  but,  continuing  my  answer  to  your  ques- 
tion, I  would  say  that  the  fact  of  paying  a  6  per  cent  dividend  and 
borrowing  money,  Avhich  was  put  into  the  property,  at  rates  of  some- 
times 6  per  cent  and  at  times  5  per  cent  or  over  5  per  cent,  is  not  an 
evidence  of  any  very  great  prosperity ;  not  evidence  of  such  prosperity 
as  would  make  the  securities  of  the  company  very  attractive  to  in- 
vestors, when  other  concerns  were  doing  so  much  better. 

Mr.  Doremus.  "What  is  the  market  value  of  the  stock  of  the  South- 
ern Pacific  now  ? 

Mr,  Kruttschnitt.  From  93  to  95.  You  will  observe  that  that  is 
very  low  for  a  G  per  cent  stock, 

Mr,  Dorejmus,  Yes.  I  suppose  it  has  been  much  higher  than  that, 
has  it  not? 

Mr.  Kruttschnitt.  Yes;  I  think  it  wont  up  at  one  time  to  125 
or  130. 

Mr.  Doremus.  Your  stock  purchased  on  the  market  at  93 — did  you 
say — to  95  ? 

Mr.  Kruttschnitt.  Yes.  I  think  the  last  I  noticed — I  looked  in 
this  morning's  paper,  and  my  recollection  is  it  was  about  95. 

Mr.  Doremus.  That  would  yield  a  net  return  to  an  investor  of 
something  above  6  per  cent,  would  it  not? 

Mr.  Kruttschnitt.  A  little  over  6. 

Mr.  Doremus.  You  were  telling  us  yesterday  the  extraordinary  in- 
crease in  the  cost  of  coal  to  your  company.  Have  j-ou  made  any  in- 
vestigation of  the  causes  of  the  extremely  high  price  of  coal  ? 

Mr.  Kruttschnitt.  I  have  not. 

Mr.  Doremus.  Can  you  suggest  any  remedy  to  the  committee  that 
Avould  have  a  tendency  to  reduce  the  price  that  railroads  have  to  pay 
for  coal  ? 

Mr.  Kruttschnitt.  I  do  not  know  of  any. 

Mr.  Doremus.  Are  you  in  favor  of  national  incorporation  of  rail- 
roads? 
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Mr,  Kruttsciinitt.  National  incorporation  of  railways?  You 
mean  Government  ownership  ? 

Mr.  DoREMus.  No;  I  mean  the  national  incorporation  as  distin- 
guished from  incorporation  under  State  charters — Federal  incor- 
poration. 

Mr.  Kruttsciinitt.  Yes.  That  is  tlie  proposition  that  we  arc  dis- 
cussing here;  that  is,  that  the  railroads  be  required  to  take  out 
Federal  charters. 

Mr.  DoREMus.  I  was  not  here.  I  wanted  to  know  as  to  w^hether  you 
believed  in  that.  I  do  not  suppose  you  have  given  any  consideration 
to  the  question  of  how 

Mr.  TiiOM.  I  would  like  to  have  Mr.  Kruttsciinitt  get  that  answer 
in.    Mr.  Doremus  said  he  was  not  clear  as  to  your  attitude. 

Mr.  Doremus.  I  am  very  clear  now  that  he  is  in  favor  of  it. 

Mr.  Kruttsciinitt.  Yes;  I  am  in  favor  of  the  roads  getting 
Federal  incorporation. 

Mr.  Doremus.  I  do  not  suppose  you  have  given  any  consideration 
to  how,  in  the  event  we  nationalize  the  railroads  through  Federal 
incorporation,  the  property  of  the  old  corporations  would  be  trans- 
ferred to  the  new  corporations  ? 

]SIr.  Kruttsciinitt.  The  question  of  details — indeed,  the  entire 
question  as  it  was  first  broached  in  our  deliberations  and  in  com- 
mittees— was  submitted  to  counsel,  and  he  went  over  the  proposed 
Federal  incorporation  and  advised  the  directors  that  it  was  practical 
and,  he  thought,  desirable;  and  I  can  not  answer  you  many,  if  any, 
questions  about  the  details,  because  I  am  relying  on  his  judgment. 

Mr.  Doremus.  That  is  more  of  a  legal  question,  anyway. 

Mr.  Kruttschnitt.  Yes,  it  is;  and  I  have  acted  on  the  judgment 
of  counsel. 

Mr.  Doremus.  I  think  that  is  all. 

Mr.  Adamson.  Mr.  Kruttschnitt,  in  speaking  of  the  electrification 
of  roads,  the  force  is  not  developed  sufRciently  as  yet — the  electrical 
energy  of  the  country — to  enable  you  to  secure  that  energy  cheaply 
enough  to  operate  the  railroads  on  an  extensive  scale  by  electricity, 
isitf 

Mr.  Kruttschnitt.  We  have  not  yet  found  cheap  enough  power, 
Mr.  Chairman,  to  replace  the  steam. 

Mr.  Adamson.  At  present  does  the  equipment  for  electrification  cost 
as  much  as  the  current  itself — your  connecting  lines  and  your  other 
equipment — transmission  lines  ? 

Mr.  Kruttschnitt.  The  equipment  is  very  costly.  I  am  going  to 
give  you  the  best  information  I  have  got.  I  have  a  fairly  accurate 
memory,  and  my  recollection  is  that  for  the  electrification  of  our 
Sierra  Nevada  grade,  a  distance  of  about  120  miles,  the  capital  ex- 
penditure necessary  to  put  in  the  generating  plants  near  the  water 
power  that  we  proposed  to  use,  the  cost  of  the  transmission  lines 
to  the  line  of  the  railroad,  and  the  cost  of  the  electric  locomotives, 
and  the  cost  of  the  transmission  lines  along  the  railroad,  ran  up  to 
eight  or  nine  millions  of  dollars.  That  was  some  years  ago.  The 
cost  would  be  very  much  greater  now.  That  was  one  side  of  the 
problem.  The  additional  cost,  then,  would  be  the  capital  cost,  or 
the  interest  charge  on  eight  million  or  nine  million  dollars,  plus  the 
operating  cost  of  the  power  house  and  locomotives,  and  the  repairs 


1006  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

of  transmission  lines.  On  the  other  side  of  the  account  was  the  cost 
of  the  coal  burned  in  the  locomotives  to  do  the  work  that  the  electric 
line  was  to  do,  as  well  as  their  operating  costs,  and  a  credit  of  the 
value  of  the  locomotives  that  would  be  displaced,  because  they  were 
good  locomotives,  and  Ave  are  buying  locomotives  every  year,  and  we 
could  simply  transfer  them  to  another  part  of  the  line  and  not  count 
them  a  total  loss. 

Now,  the  difference  between  the  possible  economies  from  usmg  the 
electric  system  and  the  actual  cost  of  the  steam  system  as  we  are 
using  it  was  a  difference  of  $300,000  or  $400,000.  In  other  words, 
all  we  could  accomplish  bv  abolishing  the  steam  system  was  the  sav- 
ing of  the  coal  bill;  and  the  coal  bill  was  between  $300,000  and 
$400,000;  but  the  interest  bill  and  the  cost  of  running  the  electric 
machinery  ran  up  to  very  much  more  than  that;  it  was  $600,000  to 
$800,000.  There  was  a  difference  of  about  $300,000  between  the  two 
at  that  time. 

Mr.  Adamson.  I  heard  a  railroad  man  say  that  it  would  cost  as 
much  to  erect  this  construction,  including  the  necessary  transmission 
lines,  as  it  did  to  build  a  railroad.    I  suppose  that  is  exaggerated? 

Mr.  Kruttschnitt.  No,  it  is  not;  it  is  substantially  correct.  In 
other  words,  the  officers  of  our  electric  properties  in  California— and 
I  think  we  have  the  largest  mileage  of  electric  properties  of  any  rail- 
road in  the  United  States— have  often  stated  to  me,  as  rough  esti- 
mates, when  I  have  asked  them  what  it  would  cost  to  go  to  this  place 
or  that,  just  what  you  did— that  you  can  count  very  closely  on  the 
overhead  costing  just  as  much  as  the  railroad  itself. 

Mr.  Adamson.  Then  it  would  be  most  expensive  and  the  longest 
postponed  on  the  longest  stretches  of  road  ? 

Mr.  Krui-tschnitt.  I  do  not  think  you  can  get  any  general  answer 
to  that.  It  would  depend  on  the  circumstances.  On  a  long  stretch 
of  road  you  might  get  the  power  so  low  that  you  could  sweep  aside  all 
other  objections. 

Mr.  Adamson.  That  is  what  I  was  going  to  ask  you— it  the  abun- 
dant opportunities  in  this  country  for  the  development  of  hydro- 
electricity  are  permitted  to  be  developed  and  the  cost  of  operating 
by  electricity— I  do  not  mean  lighting  little  towns  or  such  trifling 
things— but 'if  the  generation  of  hydroelectrical  power  becomes  so 
abundant  as  to  reduce  the  cost  from  something  like  $28  per  horse- 
power per  annum  down  to  $7  or  $8,  which  is  what  it  costs  when  used 
for  manufacturing  purposes,  would  not  that  greatly  facihtate  the 
electrification  of  railroads? 

Mr.  Kruttschnitt.  Unquestionably. 

Mr  HAMILTON.  Suppose,  having  water  power  and  the  plant  and 
all  the  facilities  for  the  electrification  of  120  miles,  you  had  desired 
to  extend  the  line  of  electrification  from  120  to  500  miles.  Could 
you  have  used  the  same  plant  and  the  same  power  house  and  all  that  ? 

Mr.   Kruttschnitt.   No.    The  power  was  not  available  m  the 

^  mT'Hamilton.  Oh,  I  see.  Precisely.  But  suppose  you  had  a 
stream  where  vou  could  get  sufficient  power,  would  it  add  very  mate- 
rially to  the  expense  to  extend  the  electrification,  we  will  say,  to  5UU 
miles,  simply  by  way  of  illustration  ? 
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Mr.  Kruttsciinitt.  Taking  the  rule  I  have  just  given,  the  exten- 
sion of  the  transmission  lines  along  existing  railroad  lines  would 
about  e(|ual  (he  cost  of  the  railroad  line  in  place. 

Mr.  HA:Mir.Tox.  That  is,  just  simply  extending  the  line? 

Mv.  Kruttsciixitt.  That  is,  in  ordinary  country.  I  Avant  to  ex- 
plain that  a  little.  That  is  true  in  an  ordinary  country,  where,  say, 
the  expense  of  the  ordinary  line  would  be  $25,000  to  $30,000  a  mile ;  in 
other  words,  the  overhead  would  cost  about  that;  but  on  a  mountain 
grade,  such  as  ours  over  the  Sierras — I  have  never  had  it  com- 
puted— but  I  should  say  the  cost  of  that  line  would  run  up  to  prob- 
ably $150,000  or  $175,000  a  mile  on  account  of  the  excessively  heavy 
rockwork,  snowsheds,  and  tunneling;  but  it  would  cost  about  as 
much  as  I  told  you  on  an  ordinary  line;  in  other  words,  probably 
$25,000  or  $30,000  a  mile.  That  cost  runs  up,  you  see,  pretty  rapidly 
with  distance,  and  then  with  this  long  transmission  you  have  got  to 
take  into  account  your  waste  factors;  there  are  leaks  and  losses  in 
transmission  by  which  you  do  not  get  all  the  power  at  the  end  of  500 
miles  that  you  put  in  at  the  beginning. 

Mr.  Ada:msox.  Now,  while  you  may  have  a  long  stretch  of  road — I 
suppose  you  have  stretches  on  your  road  over  a  thousand  miles  long 
without  coming  in  contact  with  any  water  at  all? 

Mr.  Kruttsciinitt.  Yes ;  more  than  that. 

Mr.  Adamson.  Of  course,  if  you  derived  all  your  power  from  one 
source,  it  would  be  a  long  transmission ;  but  while  it  may  not  be  true 
of  your  road,  probably  there  are  water  powers  collaterally  that 
may 

jNlr.  Kruttschnitt.  I  can  give  j^ou  an  illustration  there,  because 
we  have  gone  into  this  thing  so  thoroughly  that  we  can  talk  from 
almost  any  angle.  Mr.  Harriman  was  a  great  believer  in  water 
power  and  was  constantly  after  me  to  do  something  to  electrify  our 
lines.  Parties  owning  water  powers  on  the  Snake  River  in  Idaho, 
north  of  our  Central  Pacific  line  and  substantially  parallel  with  it, 
told  Mr.  Harriman  that  they  could  run  the  Central  Pacific  a  great 
deal  cheaper  than  we  were  running  it.  I  did  not  believe  it,  but  I  have 
a  stereotyped  course  to  take  in  such  cases — to  tell  the  applicant, 
"  Prove  it."  So  when  they  came  with  this  claim  I  said :  "  There  is  the 
Central  Pacific  Railroad;  I  will  turn  you  loose  on  it;  you  will  have 
all  the  information  you  want;  I  will  detail  men  to  give  you  the  train 
mileage,  the  locomotive  mileage,  the  gi'ades,  the  distances,  the  density 
of  traffic,  everything  j'oii  w^ant,  and  all  I  ask  you  is,  when  you  get 
that,  give  me  the  report  as  to  what  you  can  do,  what  you  can  run  the 
road  for."  And  they  proposed  to  do  exactly  what  you  say ;  that  is, 
they  had  sources  of  power  at  four  or  five  diilerent  points  which  they 
proposed  to  drop  down 

]\Ir.  Adamsox.  To  feed  the  line  ? 

Mr.  Kruttschxitt  (continuing).  Into  the  line  at  diiferent  points. 
The  only  thing  I  did  not  give  them  was  the  cost  of  running  the 
Central  Pacific  by  steam.  I  did  not  want  their  report  to  be  aifected 
by  knowledge  of  what  we  were  doing.  But  when  their  report  came 
in  it  meant  a  very  large  increase  in  operation  to  the  Central  Pacific 
by  electric  power  as  against  coal.  I  simply  said  to  them,  "  You  have 
not  made  good.  You  have  said  to  the  president  of  the  road  that  you 
could  operate  the  road  cheaper  than  we  could  with  coal.  Now,  we 
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have  turned  voii  loose  and  oiven  von  all  the  information  you  wanted, 
and  you  come  in  with  a  report  that  shows  that  you  can  not  do  it. 
There  is  no  use  in  taking  up  any  more  time  with  you.  If  you  can 
modify  this,  and  go  over  this  report  at  some  future  time,  come  and 
see  us  again ;  but  we  are  not  read}'  to  act  on  this  report."  And  the 
truth  is  that  we  have  had  two  investigations  of  the  Siskiyou  grade 
made,  and  three  of  the  Sierra  Nevada,  by  owners  of  electric  power 
and  by  manufacturers  of  electric  machinery  who  talked  at  random 
just  as  these  other  parties  talked — that  "you  people  do  not  know 
what  you  are  about;  we  can  save  a  vast  sum  of  mone}'  for  you  if  you 
will  operate  your  road  electrically."  And  in  every  one  of  those  cases 
we  said  to  them,  "  Gentlemen,  go  ahead ;  if  we  do  not  know  how  to 
do  this,  show  us."  In  every  case  the  report  came  in  that  it  would 
take  very  much  more  than  we  were  spending  with  coal. 

Mr.  Adamsox.  Is  the  Snake  River  a  large  stream  ? 

]Mr.  Kruttschnitt.  Yer}'. 

Mr.  Adamson.  How  much  horsepower  could  you  develop  by  a 
dam  ? 

Mr.  Kruttschnitt.  Well,  almost  unlimited.  The  Snake  River  is 
the  principal  fork  of  the  Columbia,  and  up  in  the  country  where  they 
propose  to  develop  it  is  a  stream.  I  should  say,  probabl}'  a  thousand 
or  twelve  hundred  feet  wide  and  8  to  15  feet  deep. 

Mr.  Ada:mson.  Is  it  a  flashy  stream  or  does  the  current  run  uni- 
form through  the  season  ? 

Mr.  Kruttschxitt.  No  ;  it  varies  according  to  the  season. 

Mr.  Adamson.  Now,  there  may  be,  of  course,  different  conditions 
applicable  to  your  road  which  might  not  make  it  economical  for 
you  to  adopt  it  at  the  present  prices  of  electricity,  but  there  are  sec- 
tions of  the  country  where  different  conditions  exist  as  to  topography 
and  the  length  of  lines  and  also  the  production  of  water  power. 
For  instance,  there  are  shoals  in  the  southern  and  southwestern 
country  on  navigable  streams  where  there  is  no  difficulty  in  pro- 
ducing water  power  at  from  $7  to  $10  per  kilowatt  per  year.  I 
know  I  have  heard  offers  of  1  mill  per  kilowatt  hour.  Of  course, 
that  would  fill  with  consternation  the  little  power  companies;  but 
suppose  they  were  permitted  to  allow  private  capital  to  construct 
the  dams  on  those  shoals  and  generate  power  at  that  price,  are  there 
not  railroads  which  could  then  economically  substitute  that  for  coal? 

]\Ir.  Kruttschnitt.  I  would  say  right  here,  Mr.  Chairman,  that 
if  we  could  find  any  power  company  that  would  deliver  us  power  at 
a  mill  per  kilowatt  hour,  I  do  not  think  it  would  take  much  more 
than  an  hour  to  make  up  our  minds  to  electrify  our  Sierra  Nevada 
grade. 

Mr.  Adamson.  I  Iviiow  of  half  a  dozen  streams  on  which  there  are 
shoals  capable  of  producing  vast  quantities  of  power,  and  those 
shoals  break  the  continuity  of  hundreds  of  miles  of  navigation. 
Private  capital  has  been  anxious  to  build  those  dams,  if  permitted, 
on  liberal  terms  for  the  developuient  of  the  country  by  building 
factories,  running  railroads,  and  other  uses  of  electricit^y,  and  I  have 
been  assured  by  those  who  inspected  those  propositions  of  those  low 
prices  at  which  they  are  capable  of  producing  electricity. 

Mr.  Kruttschnitt.  That  is  phenomenally  low. 

Mr.  Adamson.  Yes ;  well,  it  has  to  be  that  low  for  manufacturing 
some  connnodities.    I  know  in  Norway,  where  they  have  fine  water- 
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powers,  and  in  (iernmny  tlioy  say  they  have  to  ha\  e  it  $(>  and  $7  a 
kilowatt-year  for  the  n<iw  process  of  steel  making  and  other  things. 
We  have  got  just  as  good  water  power,  fifty  or  sixty  thousand  horse- 
power, and  if  those  who  are  opposed  to  the  development  of  these 
navigable  streams  could  be  persvuided  to  accord  liberal  terms  to 
l)rivate  capital  that  Avanted  to  build  those  dams,  I  have  clemonstrated 
by  investigation  among  many  of  them  that  the  capital  would  be 
forthcoming,  and  that"  those  low  prices — probably  not  exactly  as 
low,  but  approximately^ — would  result.  Xow,  I  understand  from  you 
that  if  anything  approximateing  that  price  could  be  attained  a  good 
many  railroads  in  the  country  would  electrify  their  lines? 

Mr.  KuuTTscHNiTT.  I  cau  only  say  as  to  ours  that  I  think  every 
one  of  the  electric  projects  I  have  mentioned  v\'ould  go  in  at  once,  if 
Me  could  get  power  at  such  a  rate  as  that. 

Mr.  Adamson.  But  your  system  is  more  favorably  situated  for  it 
than  many  others? 

Mr.  Kruttschnitt.  "Well.  I  do  not  know.  There  are  a  good  many 
parts  of  our  system  that  are  very  unfavorably  situated  to  get  power, 
because  there  are  no  running  streams  near  by. 

Mr.  Hamilton.  In  view  of  what  you  have  said — I  beg  Mr.  Do- 
I'emus's  pardon. 

Mr.  DoREMus.  I  will  yield  to  the  gentleman. 

Mr.  Hamilton.  In  view  of  what  3^011  have  said,  what  are  the  rea- 
sons, in  your  judgment,  that  appeal  to  corporations  to  construct 
electric  lines  in  the  first  instance?  There  are  a  large  number  of  ele  •- 
trie  lines  doing  business  in  competition  with  steam  lines. 

Mr.  Krl'Ttschnitt.  You  mean  the  electric  interurban  lines? 

Mr.  Hamilton.  Well,  more  than  that.  For  illustration.  I  recall 
an  electric  line  running  from  the  city  of  St.  Joseph,  on  Lake  Michi- 
gan, south  to  Indianapolis.  I  think  it  is  a  complete  line  for  that 
whole  distance.  It  is  doing  business,  of  course,  in  competition  with 
steam  railways.  In  view  of  what  30U  have  said,  what  are  the  rea- 
sons which  induce  that  construction?  They  are  apparently  doing 
a  profitable  business:  and  I  may  add  that  within  the  last  five  years  an 
electric  line  has  been  constructed  in  the  State  of  Michigan  extending 
between  Grand  Rapids  and  Kalamazoo,  doing  business  in  competi- 
tion with  steam  railways,  and  apparentl}^  prosperous!  I  should  like 
to  have  you  state  what,  in  your  judgment,  are  the  reasons  which 
appeal  to  these  corporations  to  construct  these  roads  in  competition 
with  steam  railways. 

Mr.  Kruttsciinitt.  There  are  several.  I  think  I  can  give  you 
enough  to  show  you  that  they  are  controlling  reasons. 

In  the  first  place,  the  standard  of  construction  of  the  electric  road 
is  much  lighter  and  below  that  of  the  steam  roach  The  rails  are 
lighter ;  the  ballasting  is  not  as  heavy ;  the  equipment  is  much  lighter 
and  is  much  cheaper.  An  electric  car  complete  with  motors  to  op- 
erate on  an  ordinary  electric  road  costs  about  eight  or  nine  thousand 
dollars.  A  locomotive  and  one  coach  to  operate  on  a  steam  road 
costs,  for  the  loc  omotive,  at  present  prices,  about  $25,000  and  the  coach 
about  $10,000,  or  $35,000  in  all.  There  are  expenses  for  equipment 
4  to  1  in  favor  of  the  electric  road. 

Second,  and  perhaps  the  most  potent  factor  is  the  free  right  of 
way.     The  counties  and  towns  allow  these  roads  to  take  part  of  the 
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public  roads,  and  they  build  generall}^  on  the  edge  of  the  public 
roads.  The  right  of  way  costs  them  nothing.  The  steam  road  builds 
across  private  property,  and  its  right  of  way  is  one  of  its  most 
expensive  elements. 

The  wages  a(  cepted  by  the  electric-road  employees  are  far  smaller 
than  those  that  have  to  be  paid  by  tlie  steam  road.  The  electric  car 
has  two  employees,  a  motorman  and  a  conductor.  The  smallest  steam 
train  we  can  run — a  locomotive  and  one  coach — has  four  employees, 
an  engineer,  a  fireman,  a  conductor,  and  one  brakeman.  The  ele.tric 
stations  are  few  and  inexpensiAe  in  comparison  with  steam  lines,  and 
the  terminals  are  far  less  expensive. 

As  to  cost  of  power,  that  will  vary  in  different  places,  but  electric 
roads  are  f requentlv  run  in  connection  with  power  plants ;  that  is  to 
say,  the  company  that  runs  the  electric  road  also  sells  power  to  the 
public,  and  therein  is  a  great  advantage.  The  electric  road  puts  up 
a  plant  that  is  sufficient  to  run  its  property.  It  uses  that  plant  prin- 
cipally in  the  daytime  and  has  no  use  for  it  at  night.  But  if  it  can 
find  a  profitable  use  for  it  at  night  its  fixed  overhead  charges  are 
very,  very  mu(  h  reduced.  Xow,  it  finds  that  night  use  by  selling  its 
power  for  illuminating. 

Those,  briefly,  are  the  reasons  Avhy  the  average  interurban  road 
can,  to  use  a  vulgar  expression,  '•  do  up  "  the  steam  road. 

Mr.  Hamilton.  Can  these  electric  roads,  equipped  as  you  state, 
handle  bulk  freight,  heav}^  freight  ? 

Mr.  Kruttschitt.  Yes,  sir. 

Mr.  Hamilton.  As  well  as  the  steam  road  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Adamsox.  They  can  pull  freight  cars  as  trailers,  can  they  not? 

Mr.  Kruttschxitt.  I  will  give  you  an  illustration.  We  have  our 
Pacific  Electric  Railroad  in  southern  California,  which  is  a  system 
of  about  900  miles  of  line.  That  runs  from  Los  Angeles  north  and 
south,  and  it  w^as  built  for  the  very  reasons  that  you  give,  for  feeders 
to  the  steam  lines.  We  were  running  steam  lines  south  of  Los 
Angeles  to  gather  up  the  people  and  bring  them  into  Los  Angeles  to 
feed  the  througli  trains,  and  we  concluded  it  was  much  cheaper  to  do 
it  electrically.  Xow,  the  Pacific  Electric  handles  also  a  great  deal 
of  freight  and  handles  it  just  as  well  as  the  steam  line  does. 

Mr.  Hamilton.  Of  course  they  run  much  more  frequently? 

Mr.  Kruttschnitt.  They  run  the  passenger  trains  much  more  fre- 
quently ;  and  then  they  have  spurs  to  the  orange  orchards.  They  pick 
up  the  orange  cars,  accunnilating  a  train  of  30  or  40  cars,  and  the 
train  is  brought  in  to  a  central  point,  and  the  orange  cars  are  switched 
to  other  trains  that  go  at  once  east  and  north. 

Mr.  IlA:NriLT0N.  Then  they  handle  freight  and  passengers  very 
satisfactorily 

Mr.  Kkuttschxitt.  They  do. 

Mr.  Ha:milton.  And  economically,  evidently  ? 

Mr.  Kruttschnitt.  There  again  comes  in  the  question  of  develop- 
ment. The  Pacific  Electric  has  been  "  done  up  "  by  the  jitney.  The 
State  has  improved  the  roads,  and  the  automobile  has  taken  the  pas- 
senger traffic,  the  short-line  passenger  traffic,  away  from  the  elec'tric 
road,  and  we  have  had  to  spend  a  great  deal  of  money  putting  in  s]:>ur 
tracks  and  sidetracks  to  make  good  the  loss  in  passenger  business  b}- 
gains  in  freight  business. 
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Mr.  PlscH.  Mr.  Chairmiin,  may  I  ask  a  question? 

Mr.  Adamson.  I  yield  to  the  jjontlonian  from  Wisconsin. 

Mr.  IIamii.tox.  Before  Mr.  Esch  starts  I  should  like  to  ask  just  one 
more  electric  question.  T  Avanted  to  <  all  attention  to  this  fact :  There 
is  an  electric  line  runnino-  out  of  Detroit,  and  it  runs  as  far  down,  I 
think,  as  the  city  of  Kalamazoo,  and  all  the  Avay  it  ]:)arallels  the 
Michigan  Central,  running  very  dose  to  the  Michigan  Centi'al  lines, 
or  what  is  known  now  as  the  New  York  Central.  It  is  doing  good  busi- 
ness, apparently,  in  competition  with  the  Michigan  Central  line.  At 
the  same  time  the  business  of  the  Michigan  Central  does  not  seem 
to  have  fallen  off.  Both  lines  seem  to  be  prosperous ;  and  in  many  of 
these  instances — two  of  the  instances  that  I  have  cited  to  you — these 
roads  do  not  run  along  highways,  but  have  had  to  purchase  their 
right  of  way  across  the  country,  as  a  steam  road  would  have  to  do.  I 
simjily  Avanted  to  make  that  suggestion  as  having  some  bearing  on 
what  you  had  already  stated. 

jNIr.  Kruttschnitt.  Well,  roads  are  built  that  way.  This  road  of 
ours  that  I  speak  of  has  been  built  on  private  right  of  way  almost  the 
entire  distance.  We  did  not  want  to  rely  on  the  pleasure  of  com- 
nuniities  to  put  our  tracks  in  the  road  and  perhaps  be  hampered  by 
speed  regulations.  We  would  rather  have  them  on  private  right  of 
way.  ami  the  right  of  way  fenced  in,  so  that  we  could  give  very  fast 
service. 

Mr.  Hamilton.  I  only  spoke  of  it  as  suggesting  a  possible  means 
of  perhaps  solving  in  part  the  problem  of  quick  transportation  of 
freight  which  has  been  raised  here. 

Mr.  Kruttschnitt.  We  have  already  done  that  to  an  extent 
greater  than  any  other  road,  I  think,  in  the  United  States. 

Mr.  Adamsox.  Before  you  begin  your  examination  would  you  let 
me  ask  him  one  more  question? 

Mr.  EscH.  Yes.    Mr.  Doremus  wants  to  ask  another,  too. 

Mr.  Adamsox.  I  was  asking  you  about  these  ele  trie  lines — that  is, 
electrically  propelled  trains — and  you  made  a  statement  about  the 
advantage  in  getting  free  right  of  vcay.  I  wish  you  would  emphasize 
and  specify  approximately  what  advantage  that  would  be  in  the  con- 
struction of  a  line — that  the  right  of  way  and  terminal  facilities  were 
donated  to  the  road. 

Mr.  Kruttschxitt.  Of  course,  where  the  right  of  way  is  given, 
particularly  in  the  case  I  had  in  mind  in  southern  California,  where 
the  lines  run  through  orange  orchids  and  walnut  orchards  and  the 
cost  is  very  high,  that  advantage  is  very  great. 

Mr.  Adamsox.  Then,  if  a  city  and  county  should  grant  to  one  of 
these  electric  roads  the  right  to  run  in  any  street  or  highway  in  the 
city  or  county,  it  would  constitute  a  very  great  inducement,  ordi- 
narily, for  the  construction  of  that  road  ? 

Mr.  Kruttschxitt.  Yes,  sir. 

Senator  ToW' xsexd.  Did  I  understand  you  to  assent  to  that  propo- 
sition. Mr.  Kruttschnitt,  that  that  would  be  an  inducement,  rather 
than  having  your  own  right  of  way,  not  subject  to  any  accident  that 
might  occur? 

Mr.  Kruttschxitt.  I  say  that  to  the  ordinary  road  that  would  be 
an  inducement,  the  saving  of  that  large  expense ;  but  ther  are  elec- 
tric roads  and  electric  roads.    I  said  in  respect  to  ours  that  we  did 
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not  consider  that  mucli  of  an  inducement,  be  anse  we  liad  bought 
private  right  of  waj^  to  be  relieved  of  the  chance  of  accidents  or  the 
passage  of  laws  that  would  require  us  not  to  exceed  a  certain  speed. 

Senator  Town  send.  The  very  road  to  which  :Mr.  Hamilton  has 
referred,  runnning  from  Detroit  to  Kalamazoo,  practically  across  the 
State,  had  the  right  of  way  offered  to  it  in  many  instances,  but  it  pre- 
ferred to  purchase  it,  and 'did  purchase  it,  so  it  is  running  on  its  own 
right  of  way.  The  argument  that  was  presented  to  use  at  the  tune 
was  that  it  was  much  cheaper  in  the  end,  everything  considered,  and 
it  was  safer  and  cheaper  to  the  railroad  to  own  such  right  of  way. 

Mr.  Kruttschnitt.  We  have  reached  that  conclusion,  because  our 
railroad  lines  have  been  built  that  way. 

There  is  a  map  of  the  lines  I  am  referring  to,  Mr.  Chairman,  which 
mav  be  of  possible  interest  to  you. 

Mr.  DoREMus.  I  understood  you'  to  say  yestei'day  that  you  thought 
the  railroads  should  have  the  legal  privilege,  when  their  volume  of 
business  decreases,  to  increase  the  rates.    Did  I  understand  you  cor- 

rectlv  ^ 

Mr.  Kruttsciinitt.  I  did  not  put  it  just  that  way— "  should  have 
the  legal  privilege  "—but  that  when  the  volume  does  decrease  and 
the  revenues  are  not  sufficient  to  pay  operating  expenses,  fixed  charges, 
and  a  fair  return  on  the  capital,  there  should  be  a  prompt  answer  to 
the  plea  of  the  carriers  to  increase  rates. 

JSIr.  DoREMus.  That  was  the  substance.  It  would  amount  to  a 
legal  privilege  to  raise  the  rates  when  the  volume  of  business  de- 
creased, subject,  of  course,  to  the  approval  of  the  Interstate  Com- 
merce Commission.  Upon  what  ground  would  you  justify  a  privi- 
lege of  that  kind;  that  it  would  stabilize  the  credit  of  the  road? 

Mr.  Kruttschnitt.  It  would  stabilize  the  credit  of  a  road  and 
would  keep  it  out  of  bankruptcy.  I  said  that  if  the  volume  of  busi- 
ness that  is  being  carried  now  by  our  road  and  many  others,  at  the 
rates  prevailing  and  with  the  expenses  that  have  increased  since  even 
the  opening  of  the  European  war,  should  decrease,  many  of  these 
roads  would  go  into  bankruptcy,  because  the  gross  revenue  would  not 

be  sufficient.  .  .      ,^,     ,  ,      ^  ^i    x  ^i 

Mr.  DoRE3ius.  What  I  am  getting  at  is  this :  Would  not  that  throw 
around  the  railroads  of  the  country  a  privilege  that  is  not  enjoyed  by 
other  kinds  of  business  ?  .  . 

Mr.  Kruttschxitt.  The  railroads  do  not  now  en]oy  the  privilege 
enjoved  by  other  kinds  of  business  of  being  able  to  sell  their  pro- 
<;[uct— transportation— at  the  market  rates  based  on  cost  of  produc- 
tion. They  are  restricted.  On  the  other  hand,  they  are  compelled,  m 
order  to  keep  going,  to  pav  the  market  rates  for  everything  they  need, 
wao-es  included,  at  whatever  prices  prevail.  Now,  tho-e  two  influ- 
ences are  directly  antagonistic,  and  if  you  hold  them  to  the  influence 
of  one  and  relieve  them  from  the  benefit  of  the  influence  of  the  other 
I  do  not  see  how  bankruptcy  can  be  avoided. 

Mr.  Doremus.  Do  you  not  think  that  would  constitute  ot  the  rail- 
roads of  the  country  a  peculiarly  favored  class?  For  instan-e,  in 
ordinary  mercantile  business  a  decrease  m  the  volume  ot  trade,  1 
think,  is  aluiost  uniformlv  coincident  with  falling  prices;  and  view- 
ing it  from  that  standpoint  would  it  not  constitute  of  the  railroads  a 
peculiarly  favored  class? 
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Mr.  KnuTTSCHNiTT.  I  think  not.  The  raih'oads  now  are  in  a  pecul- 
iarly handicapped  class,  in  that  their  revenues  and  their  sources  of 
revenues  are  absolutely  controlled  by  regulating  bodies,  and  no  one 
controls  for  them  the  prices  of  materials  that  tliey  have  to  buy  and 
of  labor.  In  every  other  industry  except  railroading  increasing  costs 
are  offset  by  increasing  profits.  -If  the  manufacturer,  whatever  liis 
line,  has  to  pay  higher  costs  for  his  material  and  for  his  labor,  he  re- 
coups himself  by  charging  more  for  his  output.  l>ut  law  and  regu- 
lation says  to  the  railroad,  "  It  is  immaterial  to  us  what  you  pay  for 
the  materials  necessary  in  your  business ;  it  is  immaterial  to  us  what 
you  paj^  for  labor;  but  we  regulate  your  revenues  and  the}^  stay 
fixed."  And  it  is  the  only  industry  in  which  that  course  is  taken. 
Our  suggestion  is  not  to  favor  railroads,  but  to  accord  them  the  bene- 
fits of  economic  laAvs  that  govern  prices  in  all  other  manufacturing 
entei'prises. 

Mr.  Adamson.  Is  that  strictly  accurate?  Does  not  section  20  of  the 
commerce  act  require  the  commission  to  keep  itself  advised  of  all 
these  elements  of  expense,  as  well  as  all  other  features  of  operation; 
and  is  not  that  for  the  sole  purpose  of  enabling  them  to  fix  proper 
regulations? 

Mr.  Kruttschnitt.  Quite  true.  It  may  provide  that  they  shall 
keep  themselves  informed;  but  I  do  not  remember  that  the  act  any- 
where requires  them  to  act  on  that  information. 

Mr.  Adamsox.  What  other  purpose  could  there  be  for  the  informa- 
tion except  to  discharge  their  duty?  And  it  may  be  that  individual 
commissioners  may  not  always  agree  with  you  as  to  what  action  they 
ought  to  take  and  for  what  reasons  they  ought  to  minimize  the  value 
attached  to  any  one  of  these  features.  The  law  remains  that  they  can 
and  should  consider  them. 

]SIr.  Kruttschnitt.  That  is  all  quite  true ;  but  I  have  tried  to  show 
you  by  charts  and  by  my  oral  testimony  that  as  a  resultant  of  rise 
of  wages,  prices,  and  costs  of  materials  the  railroads  are  in  a  position 
to-day  of  being  paid  in  a  debased  currency — a  dollar  that  is  worth 
only  45  cents. 

Mr.  Adamson.  That  is  another  proposition.  I  liave  stated  to  you 
gentlemen  frequently  that  if  3'ou  would  base  your  claim  for  increased 
rates  on  the  fact  that  money  has  come  to  be  cheaper  than  anything 
else  in  the  world,  and  will  not  buy  as  much,  you  would  have  a  much 
more  plausible  case  for  your  demand. 

Mr.  Kruttschnitt.  Well,  I  am  sorry  to  know  that  I  have  failed. 
I  have  tried  Avith  great  earnestness,  and  with  all  the  ability  I  possess, 
to  make  plain  that  the  purchasing  value  of  our  railroad  dollar  had 
depreciated  to  the  extent  that  it  was  worth  only  45  cents  instead  of  a 
hundred  cents,  and  I  have  devoted  a  large  part  of  my  time  for  the 
past  month  or  so  in  trying  to  get  up  argument  to  convince  you  of 
that. 

Mr.  Adamsox.  But  we  are  not  the  people  to  be  convinced  of  that. 
My  position  is  that  you  already  have  a  law,  and  that  your  statement 
Avas  inaccurate  Avhen  you  said  that  the  laAV  prcA^ents  you  from  mak- 
ing an  adequate  return,  because  the  law  is  that  you  shall  haA^e 
a  reasonable  and  just  rate,  and  the  laAv  prescribes  Avhat  these  commis- 
sioners shall  considei*  and  keep  themseh'es  informed  on.  And  they 
should — Avhether  the  individuals  do  it  or  not  is  another  question — but 
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they  should  consider  and  keep  themselves  informed  on  all  these  ques- 
tions and  consider  ever}-  one  of  them  in  seeing  that  you  ha^'e  a 
reasonable  and  just  rate. 

Mr.  KruttschjvItt.  Mr.  Chairman,  we  are  here  before  you  a  com- 
mittee of  doctors.  We  are  telling  you  of  our  ailments  and  what  we 
are  suffering  from. 

Mr.  Adamsox.  You  will  only  ha^e  to  ask  us  to  recommend  to 
Congress,  you  know ;  and  I  am  telling  you  what  already  exists,  where 
it  seems  to  me  you  ought  to  get  redress. 

INIr.  Kruttschnitt.  Well,  there  is  an  old  adage,  you  know,  about 
taking  a  horse  to  water. 

Mr.  AuAMSON.  You  can  probably  do  just  as  a  railroad  official  said 
to  our  committee  in  1904,  when  the  railroad  officials  were  stubbornly 
combating  the  theory  that  the  Government  had  any  right  to  regulate 
them  at  all.  I  said,  "  What  if  we  overrule  you,  and  Congress  does 
decide  that  it  will  make  your  rates ;  what  will  3'ou  do  ?  "  They  said, 
"  We  will  try  to  get  another."  Now,  if  this  committee  is  not  a  good 
one.  you  can  get  a  better  one;  but  the  law,  it  seems  to  me,  is  ample 
to  provide  you  just  and  reasonable  rates. 

Mr.  Sims.  The  low  purchasing  value  of  your  dollar  applies  to 
labor  just  as  well  as  it  does  to  material ;  in  other  words,  the  laborer 
has  to  pay  more  out  of  his  wages  than  he  did  before  ? 

JNIr.  Kruttschniti'.  Yes,  sir;  but  the  laborer,  by  combination, 
when  he  does  not  think  he  has  enough,  comes  and  says  that  he  must 
have  some  more,  and  he  generally  gets  it;  and  when  we  say  we  want 
some  more,  we  generally  do  not  get  it. 

Mr.  Sims.  You  do  not  always  get  it.    Sometimes  you  do. 

Mr.  EsGH.  Are  you  all  through  ? 

Mr.  Adainison.  I  am  not  through,  but  I  am  going  to  yield  to  the 
gentleman  from  Wisconsin. 

Mr.  EscH.  I  do  not  want  to  proceed  unless  you  are  through. 

Mr.  Adamsok.  I  am  going  to  wind  up  this  examination. 

Mr.  EscH.  Senator  Townsend  asked  yesterday  with  reference  to 
the  operation  of  the  Canadian  act.  and  you  quoted  something  from 
the  report  of  Mr.  Asquith,  the  English  authority.  Mr.  Asquith  gave 
certain  grounds  of  opposition  or  objection  to  that  act,  did  he  not? 

Mr.  Kruttschnitt.  I  do  not  know;  I  do  not  remember.  This 
memorandimi  I  wrote  was  written,  except  that  part  that  quotes  the 
United  States  Board  of  Mediation  and  Control,  two  or  three  years 
ago. 

Mr.  EscH.  One  of  the  objections  which  Mr.  Asquith  cites  against 
the  operation  of  the  Canadian  act  is  as  follows : 

Labor  claims,  fui'tlier,  that  employers  are  guilty  of  exploitation  during  the 
period  in  which  strikes  are  not  legally  permitted. 

Did  your  special  representative  report  anything  on  that  feature  of 
the  law  ? 

Mr.  Kruttschnitt.  I  think  that  claim  has  been  made  by  labor.  I 
do  not  remember  whether  this  report  stated  that  or  not. 

Mr.  EscH.  Is  it  not  a  fact  that  in  some  of  those  cases  of  strikes  on 
some  of  the  railroads  pending  the  investigations,  when  the  employees 
could  neither  strike  nor  the  railroads  lock  out,  did  not  the  railroads 
build  stockades,  emplo}^  men  and  provision  them,  so  that  the}'  might 
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be  ready  in  case  the  strike  was  declaied.  notwithstanding  the  finding 
of  the  arbitration  aw^ard? 

Mr.  Kruttschnitt.  I  expect  that  may  be  true.  On  the  otlier  liand, 
labor  can  prepare  also. 

Mr.  Escir.  Do  yon  know  whether  or  not  labor  did  jn-epare  in  these 
cases  of  strikes  or  threat^Mied  strikes? 

Mr.  KiiuTTSCiTXiTT.  No;  I  do  not. 

INIr.  Escir.  There  is  another  ()l)jection  made  against  the  Canadian 
act,  and  that  is  with  reference  to  enforcement  of  its  penal  provisions. 
You  are  familiar  with  the  act,  are  you  not? 

Mr.  Kruttschnitt.  Reasonably  so;  yes,  sir. 

Mr.  Escir.  You  know-  it  proAddes  very  severe  penalties  for  the  em- 
ployees to  go  out  on  strike  pending  the  investigation  or  for  the  com- 
panies to  declare  a  lockout  pending  the  investigation? 

]\Ir.  Kruttsch?s"itt.  Yes. 

Mr.  Escir.  Have  those  penalties  been  enforced  under  the  Canadian 
act  ? 

Mr.  Kruttschniit'.  I  do  not  know.  All  I  can  tell  you  is  that  this 
paragraph  from  the  report  of  the  Board  of  Mediation  attracted  my 
attention  and  seemed  to  be  extremely  convincing.  Noav,  how^  far  those 
gentlemen  went  in  these  questions  I  do  not  know.  I  accepted  their 
conclusion. 

Mr.  EscH.  According  to  Mr.  Askwith's  report,  those  penal  provi- 
sions have  not  been  enforced  in  Canada,  for  the  reason  ''  the  em- 
ployees felt  they  could  not  afford  to  prosecute  and  the  employers  did 
not  think  it  wise  to  prosecute,  hence  the  penal  provisions  have  been 
made  inoperative,  much  to  the  disappointment  of  the  Canadian  offi- 
cials." 

Would  there  be  any  different  result  if  we  adopted  a  like  law  in  the 
United  States? 

Mr.  Kruttschxitt.  Possibly  not.  But  if  we  adopted  a  law  that 
would  stop  90  per  cent  of  the  strikes,  as  the  Canadian  law  has  done, 
penalty  or  no  penalty,  I  think  it  would  be  a  good  thing. 

Mr. 'Esch.  Notwithstanding  the  fact  that  the  penal' provisions, 
which  in  any  penal  statute  are  supposed  to  be  the  essence  of  it,  remain 
unenforced  ? 

jNIr.  Kruttschnitt.  I  would  judge  the  law  by  its  results.  A  com- 
petent United  States  board  examined  it  and  has  said  that  it  has  been, 
in  their  opinion,  successful.  They  give  statistics  showing  that  it 
has  prevented  90  per  cent  of  the  strikes.  Now,  in  writing  my  mem- 
orandum and  in  forming  my  judgment  years  ago,  when  similar  re- 
ports were  published  in  the  reports  of  the  United  States  Department 
of  Labor,  I  concluded  that  whatever  the  effects  of  the  act  might  be, 
if  hey  were  productive  of  that  much  good  they  were  well  worth  imi- 
tating. 

Mr.  Esch.  What  percentage  of  labor  difficulties  on  American  rail- 
roads go  to  strike  ? 

Mr.  Kruttschnitt.  In  the  last  five  or  six  years  we  have  had  a 
strike  of  firemen ;  we  have  had  a  strike  of  trainmen ;  we  had  a  gen- 
eral strike  of  all  kinds  of  shopmen.  We  should  have  had  this  general 
strike,  if  it  had  not  been  averted  by  legislation.  That  is  four  strikes 
in  about  five  years  on  one  system,  which  is  a  very  much  larger  propor- 
tion than  reported  by  the  United  States  Board  of  Mediation  as  pre- 
vailino-  in  Canada. 
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Mr.  Escii.  A  great  percentage,  hoAvever,  of  those  difficulties  were 
settled  short  of  strike,  were  the}^  not,  by  our  own  board  of  conciliation 
and  mediation  ? 

]Mr.  KKU'ra'sciiNiTT.  The  board  of  madiation  and  conciliation  is 
reporting  on  Canadian  strikes  that  90  per  cent  were  averted. 

Mr.  Escn.  I  understand  that ;  but  in  the  United  States  under  the 
Newlands  Act  has  not  the  vast  percentage  never  gotten  to  a  strike  ? 

Mr.  Kruttschnitt.  This  firemen's  strike  you  speak  of  was  up  to 
the  board  of  mediation  and  conciliation,  and  yet  they  struck.  The 
trainmen's  strike  was  up  to  the  board,  and  yet  they  struck.  The  shop- 
men's strike — that  did  not  come  under  the  Newlands  Act.  The  New- 
lands  Act  was  for  railway  men  alone,  but  the  shopmen  struck  despite 
suggestions  of  arbitration ;  the  trainmen,  in  August,  I  say,  would  have 
struck.  The}'  spurned  arbitration,  and  they  would  have  struck  but 
for  legislation. 

In  three  of  those  cases,  certainly,  out  of  four,  the  Newlands  Act 
had  a  chance  to  work.  The  board,  under  the  Newlands  Act,  did  not 
take  up  the  trainmen's  matter,  because  they  spurned  it;  they  said 
they  would  not  arbitrate,  and  they  would  not  put  their  troubles  up 
to  any  commission  or  any  tribunal.  The  railroad  presidents  suggested 
that  they  be  submitted  to  a  tribunal  to  be  named  bv  the  President — a 
special  one — and  they  would  not  do  it. 

Mr.  EscH.  AVhat  assurance  would  we  have  had  with  the  Canadian 
act  at  that  time  that  those  difficulties  would  not  have  gone  to  strike? 

Mr.  Kruttsciinitt.  None,  except  the  experience  of  the  past  with 
the  act  in  Canada. 

Mr.  EscH.  Your  conclusion,  therefore,  is  that  something  along  the 
lines  of  the  Canadian  act  would  be  beneficial  in  the  United  States  in 
minimizing  strike  troubles  and  lessening  their  number  ? 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Escii.  And  that  that  is  a  system  that  is  adaptable  to  the  United 
States? 

Mr.  Kruttschnitt.  I  do  not  know  of  any  conditions  in  Canada 
that  differ  materially  from  our  conditions  here,  and  I  have,  there- 
fore, assumed  that  what  worked  over  there  ought  to  work  here.  They 
have  the  same  things  to  contend  with;  the  brotherhoods  have  their 
organizations  on  the  Canadian  lines,  just  as  they  have  them  on  the 
American  lines;  the  Canadian  people  are  pretty  much  the  same  as 
ours.  I  suppose  if  you  took  a  dozen  of  each  and  mixed  them  up  no- 
body could  sort  them  out.  Their  ideals  seem  to  be  the  same;  their 
form  of  government  does  not  vary  very  much  frem  ours,  as  I  under- 
stand it. 

Mr.  EscH.  Do  you  know  whether  they  have  had  any  labor  troubles 
on  the  Inter  Colonial,  which  is  owned  by  the  Government  of  Canada  ? 

Mr.  Kruttschxitt.  No;  I  do  not. 

Mr.  Escii.  I  was  wondering  whether  or  not  Government  ownership 
lessened  the  liability  of  strike  troubles? 

There  is  another  subject  matter.  You  spoke  of  the  great  losses 
of  life  OAving  to  trespasses  upon  railroad  tracks  or  upon  railroad 
property.  Why  is  it  that  they  are  so  vastly  greater  than  cm  European 
roads  ? 

Mr.  Kruttschnitt.  Because  there  does  not  seem  to  be  either  any 
law  prohibiting  it  in  the  United  States,  or,  if  there  is  a  law,  that  it 
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is  enforced.  AVhen  tliis  mutter  was  discussed  before  a  committee  of 
Coiiiiress — I  think  you  were  a  member  of  the  committee,  Avhen  I 
appeared  a  year  or  two  ago,  were  5^011  not? 

Air.  P>scii.  Yes. 

Mr.  Khuttsciixitt.  Some  gentleman  said  there  is  a  strict  hiw  in 
New  York  against  trespassing  on  railroad  tracks,  and  I  said  at  the 
time  that  I  belieyed  then,  and  I  belieye  now,  that  howeyer  excellent 
the  law,  it  is  not  enforced.  I  do  not  know  of  any  State  in  the  Union 
that  I  am  familiar  Avith  at  all,  Avhere  there  is  the  slightest  restriction 
about  walking  on  railroad  tracks. 

Mr.  Escii.  Notwithstanding  the  fact  that  some  30  States  have 
])assed  such  laws,  there  is  little  or  no  enforcement  of  them;  is  that  the 
fact 't 

JNlr.  Kruttsciinitt.  That  must  be  the  fact  if  thej^  have  passed  the 
laws.  There  seems  to  have  been  no  diminution  in  the  deplorable  num- 
ber of  deaths  from  trespassing  . 

Mr.  EscH.  I  happened  to  see  some  statistics,  gotten  out  by  the 
American  Railroad  Business  Association,  showing  that  in  the  decade 
from  1900  to  1010  there  were  60,000  people  killed  in  the  United 
States  and  53,000  injured,  while  in  Great  Britain  during  the  same 
period  there  were  a  little  over  1,000  killed  and  a  little  over  4,000 
injured,  making  a  total  of  a  little  over  5,000  in  Great  Britain  as 
compared  with  103,000  in  the  United  States  for  the  same  decade. 

Mr.  Kruttschnitt.  In  drawing  conclusions  from  the  statistics  on 
that,  you  are  very  apt  to  be  misled  by  mere  magnitude  of  numbers. 
I  have  studied  these  matters  quite  closely  for  the  last  15  to  20  years, 
with  a  view  of  stopping  loss  of  life  on  our  ow^n  lines,  and  the  thing 
that  has  impressed  me  most  is  the  fact  that  you  can  not  get  any  very 
intelligent  comparison  of  injuries  as  between  the  roads  of  any  two 
countries,  for  the  reason  that  a  man  pinching  the  end  of  his  finger 
injures  himself,  or  he  may  have  one  of  his  legs  torn  off  and  he 
injures  himself,  and  the  two  are  very  different,  yet  it  seems  to  be 
almost  impossible  to  get  any  basis  of  comparison. 

The  statistics  of. the  Interstate  Commerce  Commission  are  based 
on  the  inability  to  perform  any  labor  for  a  given  number  of  days. 
That  is  not  the  same  in  England.  If  we  had  exactly  the  same  method 
of  gauging  injuries,  the  disparity  would  not  be  as  great.  AVe  must 
remember  that  in  England  the,y  are  operating  about  23,000  miles  of 
railroad.  In  the  United  States  we  are  operating  260,000  miles  of  rail- 
road. 

]Mr.  Escii.  Yet  they  have  denser  traffic  conditions,  more  passengers 
hauled  per  mile  per  3''ear? 

Mr.  Kruttschnitt.  Quite  so,  but  the  standard  English  railway  is 
a  double-track  railway.  The  standard  American  railway  is  still  a 
single-track  railway.  The  disparity  in  conditions  and  the  risk  of 
accidents  is  not  as  great  as  the  general  public  imagines. 

Now,  of  the  great  number  of  killed  on  the  American  roads,  tres- 
passers make  up,  as  I  remember  it,  over  80  per  cent  of  the  deaths, 
and  it  has  always  seemed  to  me  that  there  was  no  more  unjustifiable 
taking  of  human  life  than  the  killing  of  trespassers,  because  if  they 
were  made  to  obey  the  law  and  keep  off  the  railroad  tracks,  they 
Avould  not  be  killed.  I  have  found  fault  with  the  slow  diminution 
of  the  number  of  people  killed  on  the  Southern  Pacific,  but  analysis 
shows  that  where  safety  is  dependent  on  means  that  the  company  can 
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control  our  results  have  been  remarkable  and  surprising,  even  to  me. 
We  have  reduced  the  fatalities  to  passengers  to  nothing.  On  our 
system,  large  as  it  is,  there  has  been  but  one  death  of  a  passenger 
on  a  train  due  to  any  accident  for  over  six  years.  The  number  of 
fatalities  amongst  employees  engaged  in  train  service  is  only  from 
14  to  15  per  annum.  We  have  reduced  the  numl^er  of  train  accidents 
86  per  cent  in  about  lo  years,  and  the  only  dark  spot  in  our  record 
is  the  killing  of  trespassers,  and  that  has  not  been  reduced  in  pro- 
portion to  the  number  of  trains  run,  simply  because  we  can  not  con- 
trol it. 

Mr.  EscH.  There  is  not  any  State  through  which  your  whole  sys- 
tem runs,  except  the  State  of  Washington,  that  has  sought  to  legis- 
late on  tho  subject  of  trespassers  on  railroad  lines? 

Mr.  Kruttschnitt.  Not  one  has  done  so. 

Mr.  EscH.  Only  one.    You  go  into  Washington? 

Mr.  KiJUTTSCHi^iTT.  No;  we  do  not  touch  Washington.  The  north- 
ern terminal  of  our  system  is  Portland,  Oreg. 

]Mr.  EscH.  Then  there  is  not  a  single  State  that  has  passed  a  tres- 
pass law  ? 

Mr.  Kruttschnitt.  No.  Yet  our  counsel  have  been  instructed 
year  after  year  to  present  this  matter  to  the  legislatures  when  they 
assemble,  and  it  has  been  without  any  effect  whatever, 

Mr.  EscH.  The  only  relief  sought  has  been  to  the  State  legisla- 
tures; no  action  has  been  taken  by  Congress?  I  should  like  to  sub- 
mit, with'  your  permission,  a  question  to  Mr.  Thom  on  the  constitu- 
tional right  of  Congress  to  pass  a  law^  with  reference  to  trespassing 
upon  the  tracks  or  property  of  interstate  carriers. 

Mr.  Thom.  I  think  it  has  that  undoubted  power.  I  think  it  fol- 
lows from  the  decision  of  the  Supreme  Court  of  the  United  States 
in  the  Southern  Railway  case,  where  the  power  of  Congress  to  pro- 
vide for  safety  appliances  on  intrastate  trains  was  upheld  as  endan- 
gering the  operation  of  the  road  in  interstate  commerce.  They  said 
that  it  was  one  instrumentality,  and  that  Congress  had  complete 
power  to  protect  it  in  all  its  aspects. 

Mr.  EscH.  Then  you  think  that  Congress  could'  exercise  its  police 
power  in  that  direction,  do  you  ? 

Mr.  Thom.  Yes.  And  I  will  say  more,  Mr.  Esch,  that  a  commit- 
tee of  men  connected  with  the  railroad  service  has  for  a  considerable 
time  been  requesting  me  to  draw  an  act  to  be  presented  to  Congress, 
and  the  only  reason  I  have  not  done  so  is  for  the  lack  of  time. 

Mr.  EscH.  Then  3^ou  would  think  that  was  not  such  power  as 
ought  to  be  left  to  the  administration  of  States? 

Mr.  Thom.  Well,  inasmuch  as  it  is  not  being  prevented  now,  and 
most  serious  loss  of  life  is  being  caused  by  it,  I  think  it  would  justify 
the  Congress  in  taking  hold  of  it,  and  I  think  the  States  Avould  not 
object  to  Congress  taking  hold  of  it. 

Mr.  Kruttschnitt.  I  do  not  see  how  they  can  complain,  because 
they  have  not  done  anything  about  it  themselves,  and  this  killing  of 
trespassers  goes  on  from  year  to  year  unabated.  My  recollection  is 
l)etweon  5,000  and  5,500  a  year  are  being  killed  right  straight  along. 

Mr.  AoAisrsoN.  I  agree  with  Mr.  Thom  that  if  the  power  of  Con- 
gress is  necessary,  exercise  it;  but  will  not  the  local  communities 
insist  that  you  require  the  railroads  to  abolish  grade  crossings  if 
Congress  does  that? 
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Mr.  Kruttschkitt.  Tlicse  accidents  do  not  occur  on  ai-iido  cross- 
ings. The  conmiission  does  not  iillow  us  to  class  tlie  death  of  a  per- 
son on  a  crossino-  as  that  of  a  trespasser.  He  has  a  right  to  be  there. 
He  is  not  a  trespasser.  A  trespasser  is  a  man  Avho  leaves  the  road 
■crossing,  walks  along  the  right  of  way,  or  trespasses  on  the  trains 
of  the  carrier  to  steal  rides.  Take  the  thousands  of  men  who  under- 
take to  ride  on  freight  trains,  stantling  on  the  bulTers  between  freight 
cars,  or  riding  on  the  trucks,  and  getting  in  other  positions  of  danger. 
Those  people  are  trespassers.  It  is  the  most  frequent  thing  in  the 
world  in  reading  about  a  freight  wreck  to  find  that  one  or  two  dead 
men  have  been  found  in  the  wreckage,  bodies  of  men  who  Avere  steal- 
ing rides. 

]Mr.  Adamson.  I  do  not  see  how  there  could  be  any  question  on 
earth  of  prohibiting  men  from  stealing  rides  on  those  freight  trains. 

Mr.  EscH.  You  have  stated  that  Canada,  with  reference  to  her 
railroads  and  their  management  and  operation,  is  very  similar  to  the 
United  States.  Canada  does  have  a  trespass  law  and  enforces  it. 
The  penalty  is  $50,  I  think.  If  she  can  enforce  it,  is  the  sentiment 
of  the  public  toward  observance  of  law  sufficient  to  comply  with  a 
like  law'  in  the  United  States? 

Mr.  Kruttschnitt.  I  am  afraid  there  that  you  have  asked  me  a 
question  that  I  shall  have  to  answer  in  the  negative.  I  expect  the 
Canadian,  from  his  English  origin,  has  a  respect  for  the  law  that 
is  entirely  absent  in  our  people.  There  is  a  disposition  to  ignore 
laws  which  is  just  as  common  as  the  disposition  of  the  executives  of 
the  States  not  to  enforce  them.  I  can  not,  however,  help  feeling 
that  if  there  were  a  penalty  against  trespassing  on  railroad  tracks 
you  w^ould  have  the  energies  not  only  of  the  executive  officers  to  en- 
force these  penlaties,  but  they  would  be  spurred  on  by  the  railways 
for  their  own  protection. 

Mr.  EscH.  As  it  is  now,  many  roads  have  their  own  railroad  police 
for  the  very  purpose  of  arresting  trespassers,  and  they  take  them  to 
the  local  justice  courts,  and  they  fail  to  convict  them,  do  they  not? 

Mr.  Kruttschxitt.  Well,  we  have  done  quite  a  good  deal  of  that 
work  ourselves.  We  have  secured  a  good  many  convictions,  but  it 
has  been  discouraging  that  the  percentage  was  so  small.  I  remem- 
lier  when  I  first  went  to  the  Pacific  coast  there  was  a  piece  of  line 
running  to  San  Francisco,  one  or  two  cuts,  that  were  used  by  the 
public  and  the  school  children  as  short  cuts  in  going  on  their  errands, 
and  I  stationed,  at  our  own  expense,  a  watchman  at  these  cuts,  and  at 
that  time  there  was  a  law  against  trespassing  in  San  Francisco,  a 
city  ordinance,  and  I  had  a  number  of  arrests  made,  and  all  I  secured 
was  a  lot  of  personal  abuse  in  the  press,  that  treated  me  as  a  fresh 
*'  tender  foot,"  as  they  called  it,  and  stating  that  they  would  not 
stand  for  it. 

Mr.  EscH.  You  were  circumscribing  the  liberties  of  American 
citizens? 

Mr.  Kruttsciinitt.  Yes;  the  court  discharged  those  people,  and 
after  a  trial  of  a  week  or  ten  days  I  gave  it  up. 

Mr.  EscH.  As  illustrative  of  the  different  attitude  toAvard  law  in 
Canada  and  the  United  States,  let  me  just  read  this  one  quotation : 

The  Wiibnsh  Riiilroacl  operated  pai't  of  its  miloaiie  throush  Canada  in  the 
year  ending  Jnne  30,   1914.     Ninety-four  trespassers  were  killed  and   135   in- 
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jured  on  the  lines  of  that  road,  of  whom  only  3  were  killed  and  3  injured  in 
Canada. 

After  quoting  from  one  of  the  railroad  authorities,  President  John 
B.  Kerr,  of  the  Xew  York,  Ontario  &  Western,  in  answer  to  an 
inquir}^  wdth  reference  to  trespassing  says : 

I  do  not  know  of  any  locality  in  whifi\  the  law  against  trespasssing  is  en- 
forced or  where  the  magistrates  are  entitled  to  any  recognition  for  the  enforce- 
ment of  the  law.  It  is  a  very  dithcnlt  pioblem  for  which  I  see  no  solution,  ex- 
cept by  education  of  the  people,  which  is  an  extremely  slow  process. 

That  ^YOuld  mean,  then,  if  that  idea  were  adhered  to,  that  we  w'ould 
go  on  killing  and  maiming  for  life  what  is  equivalent  to  half  an  army 
corps  every  year  in  the  United  States.  If  Congress  can  pass  a  law, 
the  fact  that  a  Federal  statute  is  mere  respected  than  a  State  statute 
or  a  city  ordinance  might  enable  us  to  reduce  this  terrible  loss  of  life. 
Would  it  be  your  opinion  that  a  Federal  statute  should  be  sought? 

Mr.  Kruttschxitt.  It  is  the  experience  of  all  of  us,  Mr.  Esch,  that 
a  Federal  statute  always  is  more  respected  than  a  State  one. 

Mr.  Esch.  Leaving  that  subject,  now 

Mr.  Adamson.  Before  you  leave  that  subject,  Mr.  Esch,  I  Avould 
like  to  ask  you,  or  the  witness — whoever  has  the  figures  there — does 
the  density  of  population  or  the  number  of  persons  transported  bear 
any  constant  relation  to  the  number  of  accidents  or  injuries? 

Mr.  Esch.  Xot  in  the  data  that  I  have.  Of  course,  density  of 
population  would  have  some  effect,  because  of  the  constant  tendency 
of  people  to  cross  tracks,  getting  to  their  places  of  work.  On  long 
stretches  of  your  lines,  Mr.  Kruttschnitt,  there  would  be  no  danger 
from  trespassing  whatever,  but  near  the  congested  centers  there 
would  be  very  great  danger. 

Mr.  Adamson.  Mr.  Esch  stated  that  the  density  of  population  was 
much  greater  in  England,  and  the  number  of  passengers  per  mile; 
but  how  about  the  aggregate  number  of  people  hauled  in  a  year  in 
the  two  countries? 

Mr.  Esch.  They  are  greater  in  Great  Britain  than  in  the  United 
States. 

Mr.  Adamson.  The  total  amount? 

Mr.  Esch.  Yes;  the  total  amount.  If  I  remember  rightly,  the 
number  in  Great  Britain  amounts  to  about  one  and  a  half  billion 
per  year  and  the  United  States  to  a  little  over  one  billion.  I  will 
not  be  bound  by  those  figures. 

Mr.  Kruttschnitt.  But  the  liability  of  a  passenger  to  accident  de- 
pends also  largely  on  the  length  of  his  journey. 

Mr.  Esch.  True. 

Mr.  Kruttschnitt.  And  wdien  you  take  into  consideration  the 
number  of  passengers  carried,  it  is  far  greater  in  the  United  States, 
than  in  Great  Britain. 

Mr.  Thom.  The  number  of  passengers  carried  1  mile,  you  mean? 

Mr.  Kruttschnitt.  Yes. 

Mr.  Esch.  The  railroads  complain  because  of  various  State  enact- 
ments regarding  various  railroad  appliances,  and  also  practices,  and 
you  have"  cited  Uiem:  The  length  of  cabooses,  the  number  of  wheels 
under  the  caboose,  cuspidors,  window  screens,  headlights,  hours  of 
service,  full  crews.    If  Congress  psTSsed  a  law  as  to  them,  and  occu- 
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pied  the  field,  it  would  supplant  all  of  these  State  statutes,  Avould 
it  not? 

jNIr.  KiiuTTsciiNiTT.  Yos.  Congress  has  already,  or,  rather,  the 
Interstate  Connnerce  Connuission — I  will  put  it  that  way — has,  as  I 
renuMubor,  alrotuly  taken  jurisdiction  of  headlights. 

Mr.  Escii.  That  was  under  our  act  amending  the  boiler-inspection 
law,  giving  insi)ectors  power  to  examine  and  investigate  all  parts  of 
the  locomotive;  they  get  jurisdiction  of  that  under  that  law. 

Mr.  Kkuttschmtt.  I  say  they  are  exercising  that  now;  they  have 
prescribed  standards,  and  Congress  could,  as  to  all  of  these  other 
matters,  no  doubt  prescribe  uniformity. 

Mv.  EscH.  AA'ould  that  be  advisable,  and  would  the  roads  prefer 
Federal  action,  rather  than  to  further  submit  to  the  varying  enact- 
ments of  the  several  States  ? 

Mr.  Kruttschxitt.  I  will  cite  our  experience  with  the  headlight 
law.  Before  I  left  the  Pacific  coast  I  had  started  devising  a  better 
headlight,  and  there  was  devised  by  our  motive-power  people  at  our 
Sacramento  shops  an  extremely  efficient  and  low-priced  acetyline 
headlight.  You  can  judge  of  the  brilliancy  of  that  headlight  in  com- 
parison with  the  old  oil  headlights  by  simply  remembering  that  mopt 
of  the  automobiles  in  our  streets  that  have  such  brilliant  lights  are 
lighted  with  acetyline  gas.  That  is  really  what  inspired  the  thought. 
This  headlight  was  improved,  made  very  efficient,  and  was  applied 
to  substantiallj'  all  of  the  2,200  or  2.300  locomotives  of  the  Southern 
Pacific  System.  That  included  the  State  of  Texas.  The  headlight 
law  was  brought  up  in  the  Texas  Legislature  by  the  lobbies  of  the 
employees,  who  wanted  the  arc  electric  light  put  on  the  locomotives. 
Our  officers  appeared  before  legislative  committees  and  told  them 
that  we  had  already  incurred  the  expense  of  equipping  our  locomo- 
tives with  a  headlight  almost  undistinguishable  from  the  electric 
headlight.  The  legislators  were  familiar  with  it,  because  they  could 
see  it  on  trains  all  over  the  State.  Notwithstanding  that,  and  not- 
Vvdthstanding  the  experiments  made,  wdiich  showed  the  illuminating 
power  and  the  space-penetrating  power  of  the  acetyline  beam,  a  law 
was  passed  prescribing  the  arc-electric  headlights,  and,  under  it,  we 
had  to  scrap  the  headlights  on  350  or  400  locomotives  and  buy  others, 
which  were  no  better.  That  is  one  of  the  results  of  different  head- 
light laws. 

Mr.  EscH.  In  the  omnibus  safety-appliance  bill,  as  to  which  we 
gave  you  a  hearing,  you  remember  we  did  not  prescribe  the  candle 
power  of  the  lights,  but  left  it  to  the  commission  to  determine. 

Mr.  Kruttschxitt.  Yes. 

Mr.  EscH.  The  Interstate  Commerce  Commission  has  now  deter- 
mined and  fixed  the  standard,  has  it  not? 

Mr.  Kruttschnitt.  I  think  so. 

Mr.  EscH.  That  brings  uniformity  throughout  the  United  States 
and  supplants  a  great  many  State  enactments  with  reference  to  head- 
lights? 

Mv.  Kruttsciixitt.  That  will  clear  up  the  headlight  situation.  As 
T  remember,  the  Interstate  Conmierce  Commission  requirements  pre- 
scribe the  candle  power,  and  I  think  they  also  state  the  distance  at 
which  an  object  of  a  certain  size 

Mr.  EscH.  Eight  hundred  feet,  I  think. 
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Mr.  Kruttschnitt.  Such  as  a  man  should  be  distinguishable. 
Had  that  provision  existed  in  the  Texas  law  we  should  have  been 
saved  an  expense  of  over  $100,000  in  buying  other  headlights,  when 
those  we  had  fully  complied  and  more  than  complied  with  the  speci- 
fications that  the  commission  has  now  issued. 

Mr.  EscH.  And  a  like  result  would  follow  with  reference  to  these 
other  State  statutes,  in  the  matter  of  car  equipment  and  so  on  ? 

Mr.  Kruttschnitt.  Congress  has  already  passed  laws  as  to  safety 
equipment  on  cars;  we  have  had  imiform  practice  in  that  respect  for 
some  time. 

Mr.  EscH.  That  was  the  result  of  the  standardization  of  freight- 
car  equipment,  in  the  act  of  1907  ? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  That  has  been  complied  with  now? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  I  woulld  like  to  ask  you  some  questions  with  reference 
to  mobilization  of  railroads  in  time  of  war.  You  alluded  to  that 
and  cited,  as  an  instance,  the  action  of  your  road  and  other  roads  in 
sending  troops  to  the  Mexican  border.  I  understand  that  the  Council 
of  National  Defense,  in  conference  with  railroad  executives,  have 
planned  for  such  mobilization,  have  they  not? 

Mr.  Kruttschnitt.  Yes;  that  was  done  since  the  writing  of  this 
memorandum.  The  executive  committee  of  the  American  Railwaj'^ 
Association  met  about  the  time  that  the  German  Ambassador  was 
sent  home  and  discussed  ways  and  means  of  meeting  the  situation. 
There  was  some  conference  with  Mr.  Willard,  who  is  on  the  Federal 
Board  of  National  Defense,  and,  as  a  result  of  these  conferences,  v,'e 
appointed  a  national  chairman,  Mr.  Fairfax  Harrison,  who  should 
have  complete  charge  of  conferences  with  the  Government  and  tl'e 
Army  officers  as  to  their  requirements.  In  addition  to  that  we  ap- 
pointed four  regional  committees — one  for  the  East,  one  for  th.c 
Middle  West,  one  for  the  Southwest,  and  one  for  the  Pacific  coast. 
These  regional  committees,  each  of  which  has  a  chairman,  are  com- 
posed of  an  aggregate  of  eighteen  railroad  presidents,  who,  under 
the  general  control  of  Mr.  Harrison  as  general  chairman,  take  up 
these  questions  with  the  Government.  The  four  regional  commit- 
tees were  appointed  at  the  suggestion  of  the  Army,  to  be  located  at 
cr  near  Army  headquarters  for  the  four  districts  into  which  the 
country  is  divided,  or  "  departments,"  I  think  the  Army  calls  them, 
and  we  are  now  Avorking  under  that  plan.  The  Army  officers  were 
extremely  complimentary  to  the  railroads  on  the  work  they  did  in 
the  Mexican  mobilization.  Tliey  expressed  themselves  in  terms  of 
the  highest  praise  of  the  spirit  of  cooperation,  the  freedom  from  de- 
lay and  accident,  and,  in  general,  of  the  way  in  which  the  railroads 
had  done  their  part  of  the  work.  We  think  that  the  machinery  we 
have  created  is  far  more  efficient  than  that  which  was  operating  at 
the  time  of  the  Mexican  mobilization,  and  we  think  under  it  that  the 
railroads  of  the  country,  working  as  a  unit,  can  give  the  Government 
and  the  Army  most  excellent  service,  that  is  to  the  limit  of  their 
present  facilities,  and  do  everything  that  they  are  called  on  to  do. 

Mr.  Esch.  That  would  be  true  as  to  existing  equipment,  but  in 
time  of  actual  hostilities  there  would  have  to  be  special  facilities  con- 
structed— terminal  yards,  loading  and  unloading  platforms,  special 
cars  to  carr}'  the  heavy  ordnance,  and  things  of  that  kind? 
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Mr.  Kruttschnitt.  Certainly;  to  a  great  extent;  that  I  touched 
on  in  my  memorandum.  Those  details,  I  think,  can  be  worked  out 
by  our  railroad  committee  with  the  Government  authorities.  In  the 
Mexican  mobilization,  foreseeing  what  would  be  necessary,  and  to 
avoid  the  trouble  of  answering  frequent  messages  from  our  presi- 
dents, I  issued  a  general  instruction  that,  without  reference  to  the 
New  York  office,  they  should  do  anything  that  was  necessary  to 
facilitate  the  handling  of  the  troops,  and  then  talk  about  it  after- 
wards; and  under  that  instruction  our  people  laid  a  great  many 
temporary  sidings  for  the  use  of  the  Government  without  charge. 
We  have  recently  spent  $75,000  building  through  the  city  of  San 
Antonio  to  the  Government  reservation  there  and  providing  them 
with  additional  tracks  and  facilities.  That  was  partly  for  the 
Mexican  mobilization  and  partly  for  future  necessities. 

We  are  now  considering  spending  about  $40,000  to  connect  the 
Fort  Bliss  Military  Reservation,  near  El  Paso,  with  our  tracks. 
Under  that  arrangement  our  officers  turned  over  to  Army  officers, 
simply  on  their  giving  them  a  receipt  for  the  material,  everything 
that  they  asked  for  in  the  way  of  rails,  spikes,  bolts,  fastenings, 
bridge  timbers,  piles,  lumber — all  that  they  wanted — so  that  there 
has  been  no  lack  of  cooperation.  But  I  am  sorry  to  say  that  at  the 
present  day  the  Government  owes  us  two  and  one-half  millions  of 
dollars  for  services  rendered,  which  is  not  disputed  but  which  the 
Army  officers  tell  us  they  are  ready  and  willing  to  pay.  Some 
of  those  bills  are  10  months  old  already,  but  they  say,  "\¥e  have  no 
money,"  and  we  shall  have  to  wait,  no  doubt,  a  number  of  months 
more  and  we  sb.all  lose  from  $100,000  to  $125,000  in  interest. 

Mr.  Adamsux.  Why  can  not  those  bills  be  appropriated  for  next 
week  at  the  next  session?  * 

Mr.  Kruttsciiis'itt.  I  do  not  know.  The  Army  say  they  have 
done  everything  they  could  to  get  us  the  payment,  but  there  is  no 
money. 

Mr.  Adamson.  We  can  make  an  appropriation  for  it  next  week. 

Mr.  EscH.  We  passed  two  or  three  deficiency  bills,  did  we  not  ? 

Mr.  Adamson.  Oh,  yes. 

Mr.  EscH.  That  evidently  would  come  under  a  deficiency  appro- 
priation. 

Mr.  Thom.  AVould  it  not  come  under  the  Army  appropriation? 

Mr.  EscH.  It  might  be  under  that.  Mr.  Doremus  says  that  one 
of  the  deficiency  bills  did  not  pass. 

Mr.  Doremus.  The  general  deficiency  bill  did  not  pass,  nor  did  the 
sundry  civil  bill. 

Mr.  EscH.  Both  of  those  carried  large  appropriations  for  the 
Army,  necessitated  by  operations  near  the  border.  As  your  rail- 
road, Mr.  Kruttschnitt,  is  the  only  one  that  parallels  the  border, 
your  company  is  probably  concerned  more  than  any  other  road  in 
the  United  States  in  that  regard.  But  I  was  thinking  of  special 
facilities  in  a  time  of  emergency.  We  are  now  going  to  the  16-inch 
gun  basis.  There  is  only  one  car  in  the  United  States  tliat  can  carry 
a  16-inch  gun — and  I  think  that  is  owned  by  the  Bethlehem  Steel 
Co. — and  our  new  battle  fleet  is  to  be  supplied  with  them,  I  under- 
stand. How  many  roads  in  the  United  States  can  sustain  a  car  carry- 
ing a  16-inch  gun?  They  have  got  to  be  transported  from  the  place 
of  manufacture. 
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Mr.  Kruttschnitt,  What  does  a  16-inch  gun  weigh  ? 

Mr.  EscH.  A  16-inch  gun,  49  feet  3  inches  in  length,  weighs 
284,000  pounds.  A  16-inch  gun.  67  feet  2  inches  in  length,  weighs 
367,000  pounds. 

Mr.  Kruttschnitt.  Sixtey-seven  feet  long? 

Mr.  EscH.  Sixty-seven  feet  long.  Now,  there  is  no  existing  equip- 
ment  

Mr.  Kruttschnitt.  Weighs  367,000  pounds? 

Mr.  EscH.  Yes. 

Mr.  Kruttschnitt.  Why,  there  is  no  important  railroad  in  the 
United  'States  that  is  not  to-day  carrying  weights  in  its  locomotives 
fully  as  great  as  that,  in  that  length;  and  the  only  thing  necessary 
would  be  a  vehicle  that  could  carry  that  weight  properly  and  dis- 
tribute the  weight  properly  along  the  rails.  That  is  such  an  excep- 
tional kind  of  work  and  so  few  of  those  vehicles  would  be  needed,  and 
so  seldom,  that  it  seems  to  me  that  the  Government  itself  or  the  Navy 
Department  should  provide  the  vehicles. 

Mr.  Esch.  There  is  only  one,  as  I  understand  it,  now;  and  that  is 
owned  by  the  Bethlehem  people. 

Mr.  Kruttschnitt.  It  would  be  a  comparatively  easy  matter,  say, 
to  construct  10  or  12  of  them.  The  cost  would  not  be  very  great. 
They  would  have  to  have,  of  course,  more  wheels  than  the  ordinary 
flat  car,  so  as  to  distribute  the  weight  better, 

Mr.  Esch.  That  leads  me  to  this  thought:  Then,  in  case  of  emer- 
gency, the  Government  ought  to  supply,  at  its  expense,  these  conven- 
iences ? 

Mr.  Kruttschnitt.  Those  what  you  might  call  exceptional  con- 
veniences ? 

Mr.  Esch.  Yes. 

Mr.  Kruttschnitt.  The  railways  can  supply  flat  cars  in  almost 
any  number  for  the  transportation  of  field  artillery  and  supplies 
and  other  things  necessary  for  the  Army  or  for  the  carriage  of  ordi- 
nary guns.  We  have  carried  a  great  many  guns  over  our  road — not 
as  large  as  this,  of  course — but  a  great  many  to  the  Benicia  Arsenal, 
where  I  have  seen  them,  on  blocking  alongside  our  track,  in  large 
numbers.  Some  of  them  were  very  large  guns,  but,  of  course,  noth- 
ing approaching  this ;  and  the  carriage  of  those  was  effected  without 
any  particular  trouble.  I  think  some  of  those  ran  up  to  10  or  12 
inch  guns,  for  the  fortifications  around  San  Francisco;  but  very 
special  equipment,  I  think,  the  Government  should  provide.  Now, 
the  equipment  that  will  be  most  sorely  needed — I  do  not  know  how 
it  would  be  provided  in  a  very  large  mobilization — is  passenger  equip- 
ment, either  coaches  or  sleeping  cars.  It  has  been  the  custom  of  the 
Government  heretofore  to  transport  its  troops  in  sleeping  cars.  A 
sleeping  car  carries  only  about  30  or  32  men.  A  coach  that  has  70 
or  80  seats  in  it  is  parceled  out  by  the  Army  to  troops,  giving  them 
from  1^  to  2  seats  per  soldier.  Now,  that  requires  such  a  large 
number  in  case  of  any  large  movement  that  it  has  often  seemed  to 
me  that  there  ought  to  be  some  way  to  supply  a  large  number  in  case 
of  mobilization.  The  roads  have  not  enough  to  supply  any  very  great 
number  without  interfering  seriously  with  our  service  to  the  public. 
However,  the  European  nations,  I  understand,  in  times  of  emergency 
simply  use  the  railroads  for  the  purpose  of  mobilization  requiremente 
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regardless  of  public  needs;  they  use  everything  for  that  purpose.  I 
know  nunibei*s  of  friends  returning  from  Europe  have  said  that  in 
certain  i)oriods  they  could  not  move  because  the  railroads  were  trans- 
porting soldiers  and  they  would  not  take  passengers. 

Mr.  Escii.  All  business  is  barred  under  stress  of  military  neces- 
sitv  over  there,  and  that  could  be  done  here,  I  suppose. 

Mr.  Adamsox.  We  liave  tlie  same  act  now  in  the  last  Army  bill, 
Mr.  Esch. 

Mr.  Esch.  Yes;  I  think  that  is  true. 

Mr.  Kruttsciinitt.  What  I  Avant  to  emphasize  is  this:  That  the 
railroads,  in  cooperation  with  the  Government,  have  already  taken 
steps  to  operate  the  entire  system,  such  as  it  is,  as  a  unit,  regardless 
of  corporation  lines,  in  case  they  are  called  on  by  the  Government. 
The  small  amount  of  double  track  and  want  of  sidings  at  detaining 
points  will,  however,  serioush^  embarrass  movements. 

Mr.  Esch.  Mr.  Baker,  of  the  office  of  the  vice  president  and  general 
manager— Mr.  W.  E.  Scott,  of  the  Southern  Pacific — gives  these  fig- 
ures with  reference  to  moving  an  army  unit.  To  move  a  field  army 
w^ouid  recjuire  2,115  passenger  cars,  3S5  baggage  cars,  1,055  box  cars, 
1,891)  stofk  cars,  and  775  flat  cars;  a  total  of  6,229  cars,  which  makes 
about  8G()  trains,  and  requires  that  number  of  locomotives. 

Mr.  TiioM.  That  is  Col.  Baker  of  the  Army. 

Mr.  Sims.  What  is  a  unit?    A  corps? 

Mr.  Esch.  Yes;  that  consisted  of  an  Infantry,  Cavalry,  Artillery 
1^ Light),  Horse  Artillery,  and  Mountain  Artillery  regiments;  also  an 
Engineer  battalion,  a  Signal  Corps,  and  other  organizations. 

Mr.  Sims.  How  many  men? 

Mr.  Esch.  Twelve  thousand  two  hundred  and  thirty-one. 

Mr.  Thom.  We  have  requested  the  Secretary  of  War  to  permit 
Col.  Baker  to  come  before  this  committee,  at  its  request,  and  testify ;: 
and  we  shall  ask  the  committee  at  the  proper  time  for  an  invitation, 
for  Col.  Baker  to  come  here. 

Mr.  Esch.  I  think  it  is  a  very  important  line  of  inquiry. 

Mr.  Adamson.  The  time  for  adjournment  has  arrived.  We  will 
adjourn  now  until  10.30  to-morrow. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  joint  committee  adjourned 
until  to-morrow,  Thursday,  March  29,  1917,  at  10.30  o'clock  a.  m.) 
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THURSDAY,  MARCH  29,   1917. 

United  States  Senate, 
Joint  Subcommittee  on  Interstate  Commerce, 

Washington^  B.C. 
The  joint  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

-Mr.  Adajmson.  The  committee  will  come  to  order.    Are  you  ready  to 
proceed,  Mr.  Kruttsclmitt? 
Mr.  Kruttschnitt.  Yes,  sir. 
Mr.  Adamson.  Proceed,  Mr.  Esch. 

STATEMENT  OF  MK.  JULIUS  KRUTTSCHNITT— Resumed. 

Mr.  Esch.  I  think  I  will  ask  to  have  printed  in  the  record  a  table 
that  was  presented  in  the  address  of  W.  L.  Park,  vice  president  of 
the  Illinois  Central  Kailroad  Co.,  delivered  before  the  National  Asso- 
ciation of  Eailway  Special  Agents  and  Police,  at  New  Orleans,  La., 
May  25,  1916.  I  gave  the  summary  yesterday,  in  asking  a  question 
of  Mr.  Kruttschnitt ;  but  I  think  it  would  be  better  to  have  the  whole 
table  inserted.  The  table  seems  to  be  based  upon  data  presented  to 
Mr.  Scott,  of  the  Southern  Pacific,  by  Col.  J.  E.  Baker,  of  the  AVar 
Department. 

Now,  taking  another  line  of  inquiry,  and  I  want  to  be  very  brief, 
because  I  think  it  is  desired  to  start  with  another  witness  to-clay — — 

Mr.  Adamson.  If  we  get  through  with  Mr.  Kruttschnitt  we  will 
start  with  Judge  Nolan. 

Mr.  Thom.  Judge  Nolan  will  not  take  very  much  time. 

Mr.  Esch.  In  hearings  had  before  our  committee  on  various  bills 
in  the  last  six  or  eight  years  and  hearings  before  the  Senate  Com- 
mittee on  Interstate  Commerce  and  hearings  before  the  Interstate 
Commerce  Commission  on  rate  increases,  or  the  rate-advance  cases, 
the  railroads  have  uniformlv  contended  that  owing  to  a  limitation  on 
their  earnings,  because  of  a  proscription  of  rates  by  the  commission, 
the  said  carriers  were  not  able  to  keep  up  with  the  needs  of  traffic, 
and  therefore  there  was  a  shortage  in  car  equipment.  Has  not  that 
argument  been  commonly  made? 

Mr.  Kruttschnitt.  I  think  it  has  been  made  more  commonly  by 
the  press  and  by  boards  of  trade.  The  carriers  have  provided  equip- 
ment, perhaps  not  as  much  as  they  should  like  to  provide,  but  the  use 
of  equipment  is  elastic.  If  they  have  a  certain  number  of  cars  by 
proper  movements,  by  reducing  free  time  and  reducing  the  time  held 
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by  consignees,  by  higher  demurrage,  by  a  higher  per  diem  rate  estab- 
lished against  other  carriers  who  use  the  cars  they  can  expedite  their 
movement  and  make  them  carry  a  great  deal  more  traffic,  as  much  as 
75  or  90  per  cent  more. 

Mr.  EscH.  It  is  a  fact,  however,  that  some  roads  are  underequipped, 
so  far  as  cars  are  concerned,  is  it  not? 

Mr.  lOiuTTSCHNiTT.  Ycs,  sir ;  some  are.  A  great  many  short  roads 
have  no  equipment. 

Mr.  EscH.  They  depend  on  the  cars  of  other  carriers  to  do  their 
own  local  oftrriage,  as  well  as  exchange  traffic? 

Mr.  Kruttschnitt.  Yes,  sir;  that  is  principally  the  case  with  small 
independent  roads  built  out  from  larger  systems.  There  are  quite  a 
number  of  small  roads  built  out  from  our  lines  that  have  no  equip- 
ment at  all.  You  never  see  a  car  bearing  their  initials  off  their  line. 
They  have  a  moderate  number  which  they  use  for  local  business  but 
nothing  which  they  let  leave  their  line. 

Mr.  EscH.  I  ask  a  question  based  upon  a  report  made  by  the  Ameri- 
can Railway  Association  of  February  6  of  this  year : 

Ten  years  ngo  the  railroads  had  1.840,000  freiirht  cars:  on  December  31,  1916. 
the  numhei-  had  tirowii  to  2,518,8o5  cars,  an  increase  for  tlie  10-year  period  of 
678.(X)0  cars,  which  would  make  an  average  animal  in'^rease  of  67,800. 

In  your  opinion,  was  that  a  normal  increase,  an  increase  sufficient 
to  meet  the  growing  needs  of  commerce  during  the  past  decade? 

Mr.  Kruttschnitt.  I  think,  if  you  will  take  the  capacity  of  the 
cars  in  the  aggregate  for  the  two  periods,  you  will  find  that  it  was. 

Mr.  EscH.  The  capacity  of  freight  and  flat  cars — the  gondola — 
has  been  increased  during  the  decade? 

Mr.  Kruttschnitt.  Very  much. 

Mr.  EscH.  So  that  increase  in  capacity  added  to  the  increase  in  the 
number  of  cars,  you  think,  has  met  the  requirements  of  commerce? 

Mr.  Kruttschnitt.  I  mean,  taking  the  aggregate  capacity  of  cars 
in  the  first  period  and  the  aggregate  capacity  in  the  second  you  will 
find  it  about  in  proportion  with  the  increase  of  freight  traffic. 

Mr.  EscH.  Has  the  carload  lot  increased  or  decreased  within  the 
last  10  years — the  weight? 

Mr.  Kruttschnitt.  For  all  commodities? 

Mr.  EscH.  Yes. 

Mr.  KRUTTSCH^ITT.  I  think  it  has.  I  can  not  tell  you  offhand  how 
much.  That  will  appear  in  the  statistics  ])ublished  by  the  Interstate 
Conunerce  Commission. 

Mr.  EscH.  My  recollection  was  that  the  carload  weight  had 
diminished. 

Mr.  Kruttschnitt.  Not  diminished.  But  it  is  true — I  can  not  give 
you  the  figures — it  is  true  that  the  average  carloads  have  not  increased 
Very  rapidly  and  have  not  increased  as  rapidly  as  the  capacity  of  the 
cars.  I  wish  to  say  that  while  the  roads  have  ordered  fairly  liberally 
of  equipment,  I  tliink  it  is  also  true  that  they  have  cut  their  requisi- 
tions down  on  account  of  hard  times  with  them  and  the  high  rate«s 
they  have  to  pay  for  money. 

^v.  EscTi.  That  was  one  of  the  arguments  presented  which  would 
result  in  rather  less  than  normal  production  of  cars  for  the  country. 

Mr.  Kruttschnitt.  Well,  the  figures  you  read  show  an  increase 
in  the  number  of  cars  less  than  the  increase  in  the  freight  traffic. 
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Now,  those  figures  will  l)e  modified  when  you  take  the  aggregate 
capacity  of  tlie  cars. 

Mr.  EscH.  And  yet,  it  has  been  found  they  have  not  increased  ac- 
cording to  the  tonnage. 

Mr.  Kruttschnitt.  Some;  not  much. 

Mr.  Escii.  During  the  last  10  years  there  have  been  several  periods 
of  car  shortage,  have  there  not? 

Mr.  Kruttschnitt.  Yes. 

Mr.  EscH.  In  1907  there  was  a  car  shortage  almost  the  entire  year. 
T  do  not  know  whether  you  have  the  chart  to  show  that  or  not. 

Ml-.  Kruttschnitt.  Yes;  I  have  a  copy  of  that  chart. 

Mr.  p]scii.  You  will  notice  in  1907  there  were  only  possibly  three 
months,  during  the  midsummer  season,  when  there  was  a  surplusage? 

Mr.  Kruttschnitt.  That  is  true. 

Mr.  EscH.  And  the  largest  shortage  amounted  to  possibly  140,000 
cars  ? 

Mr.  Kruttschnitt.  Nearly  that,  or  a  little  over  135,000. 

Mr.  EscH.  That  was  not  during  ai\y  period  of  hostilities.  No  war 
conditions  were  existent  during  that  time? 

^Ir.  Kruttschnitt.  No;  but  it  was  an  unusually  active  year. 

Mr.  Thom.  May  I  make  a  suggestion  there  on  the  question  you 
are  asking? 

Mr.  EscH.  Certainly. 

Ml-.  Thom.  I  would  like  to  call  the  committee's  attention  to  the 
importance  of  numbers  of  cars  as  well  as  the  capacity  of  cars  in  the 
matter  of  meeting  the  necessity  for  car  distribution.  You  can  not 
distribute  a  car  of  twice  the  capacity  to  two  places.  If  there  was  a 
call  in  two  places  for  two  cars,  and  you  have  but  one  car,  no  matter 
how  great  the  capacity  of  that  one  car  is  you  can  not  answer  the  calls. 

Mr,  EscH.  But  those  increases  were  more  in  the  capacity  of  the 
open  cars,  the  gondolas,  and  the  cars  carrying  coal  and  supplies  of 
that  type.  Their  capacity  was  increased  more  than  the  box-car 
capacity  was  increased,  was  it  not? 

Mr.  Thom.  Mr.  Kruttschnitt  can  tell  you  more  about  that  than  I 
can.  But  here  was  an  abnormal  time.  They  were  not  keeping  up 
the  normal  number  of  cars,  and  consequently  you  were  not  meeting 
the  necessity  for  distribution  to  the  same  extent  as  if  you  had  the 
numbers  and  capacities  both. 

Mr.  EscH.  Why  should  you  increase  the  capacity  of  your  cars  if 
you  do  not  have  the  commerce  to  fill  them  ? 

Mr.  Thom.  Well,  of  course,  we  should  not ;  but  we  think  there  is 
a  commercial  demand  for  all  the  capacity  we  can  get.  and  so  as  to 
reduce  the  expense  of  the  service,  too. 

Senator  Townrend,  The  thing  I  am  interested  in,  if  the  Congress- 
man will  yield 

Mr.  EscH,  Certainly, 

Senator  Townsexd.  Mr.  Kruttschnitt  has  said  they  have  not  mate- 
rially increased  the  carloads;  they  have  not  used  these  cars  to  the 
full  capacity.  Mr.  Thom  suggested  they  needed  more  cars.  Would 
it  not  have  been  better  economy  to  have  increased  the  number  of  cars 
than  the  size  of  the  cars? 

Mr.  Thom.  I  think  that  is  an  important  question  to  put  to  the 
witness. 
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Mr.  Kruttschkitt.  The  trend  in  handling  traffic  is  toward  larger 
units.  I  can  speak  more  intelligently  as  to  the  practice  followed 
by  our  road  than  I  can  for  the  roads  in  general.  We  started  build- 
ing nothing  but  cars  of  the  highest  capacity  some  9  or  10  years  ago. 
The  wisdom  of  that  policy  was  questioned,  and  the  question  was  put 
to  me  by  our  president  why  we  should  do  it,  and  we  found  if  we 
could  get  a  50-ton  car  loaded  to  its  full  capacity  10  per  cent  of  the 
time  it  was  profitable.  It  justified  the  extra  expense  of  the  50-ton 
car  over  the  expense  of  the  former  standard  30-ton  cars,  and  there- 
fore we  have  been  building  that  heavier  car  all  along;  and  while 
for  the  United  States  the  increase  in  car  loading  has  not  been  great, 
it  has  been  great  on  our  lines,  and  has  justified  us  in  doing  what 
we  did. 

Mr.  EscH.  There  was  no  car  shortage,  barring  a  brief  period  in 
the  latter  part  of  1909,  for  the  years  1908,  1909,  1910,  and  1911. 
Then  in  the  latter  part  of  1912  there  was  a  considerable  shortage, 
coming  up  to  something  like  55,000  or  60,000  cars.  That  was  not 
due,  of  course,  to  war  conditions.  Was  that  due  to  an  unusual  yield 
of  agricultural  products? 

Mr.  Kruttschnitt.  You  may  have  it  almost  any  time  on  account 
of  increased  demand  for  agricultural  products.  You  may  have  de- 
mands made  on  the  carriers  for  cars  in  excess  of  the  numbers  that 
they  have  at  hand  to  fill  the  requisitions.  I  would  say  that  no  car- 
rier could  possibly  afford,  unless  they  could  get  money  at  ridiculously 
low  prices,  to  keep  parked  on  sidings  enough  cars  to  meet  the  maxi- 
mum demand  at  an}^  one  time.  I  think  for  such  conditions  as  might 
be  brought  about  by  a  war  the  roads  are  very  much  underequipped. 
They  could  not  meet  the  demands,  because  those  demands  must  be 
met  instantly,  and  a  question  of  hours  would  make  a  great  difference 
with  the  Government  frequently  in  moving  supplies.  But  in  moving 
the  traffic  of  the  country  a  shortage  of,  we  will  say,  in  two  and  a 
half  million  cars  of,  say,  a  hundred  thousand  at  any  one  time  means 
only  slight  delay — a  delay  of  perhaps  a  day  or  a  day  and  a  half  in 
moving  traffic — and  the  carriers  might  make  up  the  want  of  numbers 
by  better  service  of  the  cars,  by  moving  them  more  quickly,  and 
trying  to  get  them  unloaded  more  quickly. 

Mr.  EscH.  In  1914  and  1915  there  was  a  large  surplus,  due  to 
stagnation  of  the  traffic  because  of  the  war.    Is  not  that  true  ? 

Mr,  Kruttschhnitt.  Yes. 

Mr.  EscH.  But  in  1916  there  was  a  shortage  in  March  and  April, 
and  there  was  a  very  marked  shortage  for  the  last  half  of '1916, 
reaching  a  point  of  120,000  cars  in  the  latter  portion  of  last  year. 
I  think  that  was  about  November.  That  condition  extended  into 
January,  and  still  exists,  does  it  not? 

Mr.  Kruttsch>;itt.  It  does.  And  yet  for  the  entire  10  years  cov- 
ered by  the  diagram  before  you  there  was  an  excess  of  cars  for  93 
days  out  of  every  hundred  and  a  shortage  on  7  days  out  of  every 
hundred.  The  maximum  surplus  ran  up  to  about  400,000  cars,  which 
is  about  16  or  18  per  cent  of  the  total,  and  the  maximum  shortage 
never  exceeded  about  6  per  cent  of  the  total. 

Mr.  Escii.  Is  it  a  practice  of  the  roads  to  take  care  of  what  is  ordi- 
narily known  as  peak  loads,  just  as  an  electric  lighting  company 
has  to  maintain  equipment  and  power  for  a  jDeak  load?  Does  a  rail- 
road company  provide  itself  to  take  care  of  peak  loads  of  traffic? 
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Mr.  Kri'Ttsciixitt.  It  does.  It  takes  care  of  many  j)eaks,  but 
tliese  3'oii  called  attention  to  were  abnormal  peaks,  where  the  extra 
equipment  failed  to  take  care  of  them  promptly.  If  the  railroad 
companies  could  do  as  the  electric  companies,  it  could  take  care  of 
these  peaks  thoroughly.  The  electric  company,  when  a  peak  comes 
along,  overloads  its  machinery,  which  it  can  do  perfectly  safely, 
and  counts  on  doing  that  for  a  shoit  time.  If  the  railroads  could 
completely  control  their  equipment  by  varying  the  rate  of  demur- 
rage, varying  the  free  time  and  working  the  equipment  at  overload, 
as  the  ele;  trie  comi)any  does,  it  could  handle  these  peaks  very  much 
better,  and  without  over  much  dead  capital. 

jNIr.  Escii.  Of  course,  the  equipment,  Avhen  the  peak  is  not  being 
met.  is  very  largely  idle  capital,  as  you  say. 

Mr.  KiJUTTscHJv'iTT.  It  is  idle  on  our  sidetracks. 

Mr.  EscH.  Every  public  utility  must  suffer  that  loss,  must  it  not  ? 

Mr.  KrcttschjsItt.  It  should  suffer  some  loss,  but  I  do  not  think 
it  sliould  be  compelled  to  suffer  an  unreasonable  loss  by  being  de- 
prived of  the  capacity  of  working  its  plant  overload. 

Mr.  EscH.  And,  in  your  opinion,  there  is  sufficient  car  equipment 
now  ? 

Mr.  Kruttsciinitt.  There  is  sufficient  car  equipment  now  to  handle 
very  well  the  peak  load  of  the  latter  part  of  1916  and  that  existing 
now  in  the  early  part  of  1917  if  the  carriers  had  been  in  possession 
of  authority  to  work  their  equipment  overload,  but  they  did  not  have 
that  authority. 

Mr.  Escii.  From  whence  would  they  derive  this  authority? 

Mr.  Kruttschnitt.  From  regidating  bodies. 

]Mr.  Escii.  There  is  not  any  regulating  power  now  as  to  car  service, 
is  tliere? 

Mr.  Kruttschkitt.  Yes;  the  carriers  must  file  with  the  commis- 
sion, as  part  of  their  tariffs,  the  free  time  allowed  on  equipment  and 
the  demurrage  rates.  Those  are  figured  for  normal  times.  The  logi- 
cal course  to  take  with  those  charges  would  be  in  time  of  peak  loads, 
to  which  you  referred,  to  have  them  materially  changed.  The  rate 
of  demurrage  should  be  raised,  the  free  time  should  be  reduced,  and 
everyone  using  a  car  should  be  put  under  pressure  to  release  it  in  the 
least  possible  time,  but  the  carriers  can  not  do  it.  They  have  to 
api)ly  for  jDermission  to  increase  the  demurrage  or  reduce  the  free 
time,  and  while  the  commission  has  that  matter  under  consideration, 
overworked  as  it  is,  the  emergency  probably  goes  by. 

Mr.  EscH.  Heretofore,  however,  the  matter  of  car  shortage  was  in 
the  hands  of  the  railroads  themselves,  was  it  not? 

Mr.  Kruttschnitt.  Only  to  the  extent  that  I  spoke  of. 

Mr.  EscH.  They,  through  the  American  Railway  Association, 
adopted  certain  car-service  rules  and  enforced  them  among  them- 
selves, or  sought  to? 

Mr.  Kruttschnitt.  Those  were  car-service  rules  among  themselves 
with  reference  to  what  one  road  could  do  with  the  cars  of  another, 
as  to  returning  them. 

Mr.  EscH.  There  was  no  power  behind  those  rules  except  the  car- 
riers themselves,  who  assented  to  their  enforcement? 

Mr.  Kruttschnitt.  Yes;  but  the  difficulty  with  the  carriers  has 
been,  to  take  a  concrete  example,  a  large  number  of  our  cars  came 
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East  laden  with  goods  for  export.  They  were  turned  over  at  Chicago, 
to  the  Pennsylvania,  the  New  York  Central,  the  Baltimore  &  Ohio, 
or  the  Erie,  roads  reaching  the  Atlantic  seaboard.  If  there  were  no 
ships  to  take  the  contents  of  the  cars  away  and  no  warehouses  to  take 
the  contents  of  the  cars,  we  might  fuss  and  fume  and  get  after  the 
Pennsylvania  and  the  Baltimore  &  Ohio  and  other  lines  to  return 
our  cai-s,  but  they  do  not  do  it,  because  they  can  not  get  them  unloaded 
and  released. 

Mr.  EscH.  I  agree  with  you,  that  if  war  conditions  create  a  present 
car  shortage  by  reason  of  congestion  at  port  terminals,  legislation 
given  the  Interstate  Commerce  Commission  would  be  quite  futile, 
but  war  out  of  the  question,  could  not  the  commission  be  given  power 
that  would  help  to  relieve  the  situation  in  time  of  emergency? 

Mr.  Kkuttschnitt.  That  is  being  done  now  by  cooperation  be- 
tween an  American  Railway  Association  committee  and  the  commis- 
sion. The  commission,  whetlier  they  could  do  it  constitutionally 
or  legally  or  not,  assumed  control  over  car  distribution,  and  said  if 
an  improvement  was  not  brought  about  they  would  simply  assume 
the  authority — which  they  thought  they  had,  although  a  number 
of  lawyers  consulted  by  the  railroads  thought  they  had  not — and 
would  handle  the  cars  themselves,  regardless  of  the  wishes  of  the 
owners.  To  prevent  that  drastic  action  the  American  Hallway  Asso- 
ciation conferred  with  the  commission  and  appointed  a  committee 
of  their  own,  to  sit  in  Washington  and  enforce  car-service  rules  more 
drastic  than  any  ever  enforced  before,  and  that  committee  was  given 
authority  to  fine  recalcitrants,  and  Ave  have  the  assurance  of  the 
Interstate  Commerce  Commission  that  much  good  has  resulted  there- 
from. They  backed  up  this  committee  of  the  railroads  with  their 
autliority.  The  carriers  know  that  the  Interstate  Commerce  Com- 
mission is  w^atching  them  and  is  ready  to  pounce  on  them  and  handle 
the  matter  themselves,  if  the  conditions  are  not  bettered,  and  under 
that  pressure  the  condition  has  been  very  much  bettered,  as  the  com- 
mission has  pul)licly  stated. 

Mr.  EscH.  In  the  Interstate  Commerce  Commission  car-service 
investigation  order  No.  9894,  passed  on  the  18th  of  January  of  this 
year,  the  commission  revised  the  car-service  rules  and  ordered  them 
to  become  operative  on  a  given  date,  which  date  has  subsequently 
been  extended.  There  were  three  members  on  the  Interstate  Com- 
merce Commission  that  filed  dissenting  views  on  the  ground  that  the 
exercise  of  that  power  by  the  commission  was  beyond  the  powers 
granted  in  the  act,  and  was  an  assumption  of  legislative  powers. 

Now.  in  view  of  that  doubt  as  to  the  power  of  the  enforcement  of 
the  car-service  rules,  which  were  largely  framed  in  the  first  instance 
by  the  American  Railway  Association,  would  it  not  be  well  to  have 
legislation  to  clear  up  any  doubt  as  to  the  authority  under  the  inter- 
state-commerce act? 

Mr.  Kruttschnitt.  I  do  not  see  that  that  would  make  any  pwrticu- 
lar  difference.  If  you  want  to  legislate  it,  and  the  legislation  is  rea- 
sonable and  pays  some  respect  to  the  rights  of  ownership,  I  can  see 
no  obje<'tion  to  it.  It  simply  would  confirm  and,  as  you  say.  make 
more  certain  what  is  being  done  to-day.  Carriers  have  not  officially 
questioned  that  right  of  the  commission.  They  are  acting  just  as 
if  the  commission  possessed  that  right.     That  they  are  doing  good 
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is  shown  by  quoting^  a  press  dispatch  from  Washington,  dated  Fcb- 
iuary  25,  ll)17..  to  this  effect : 

('oiumissloii  has  i>ssiu'(!  tlic  follcwiiii?:  slaU'iiHMil  :  "The  Interstate  (loiniiierce 
('oiiiinission  has  confidenc-e  in  the  eoniiuission  on  car  serviee  of  the  American 
Kaihvay  Association  as  tlie  authorized  rei)resentatives  of  the  railroads  of  the 
country.  Its  nionihers  are  dointr  excellent  work  in  the  intei'est  of  the  general 
puhlic,  and  nnich  jrood  is  resulthi.n'  from  cooi)eration  of  the  railroads  in  their 
etforts  to  meet  the  present  emergency." 

Mr.  EscH.  I  agree  with  you  that  the  car-service  commission  has 
done  a  very  excellent  work;  btit  where  yon  leave  it  to  the  carriers 
to  enforce  the  penalties  prescribed  by  their  own  rules,  you  do  not 
have  much  enforcement  of  such  penalties;  is  not  that  a  fact? 

Mr.  Kruttschkitt.  Except  that  we  drew  up  very  much  more 
drastic  rules  and  put  more  power  in  the  hands  of  this  car  committee 
than  any  railroad  committee  has  ever  possessed  in  the  history  of 
the  American  Railway  Association.  Now.  behind  theut  they  have 
the  Interstate  Commerce  Commission;  I  think  it  is  the  particular 
])rovince  of  Commissioner  McChord  to  watch  that  part  of  railway 
o]ierations,  and  he  is  there  to  spur  them  up  if  they  do  not  apply 
the  penalty,  and  if  the  ))enalty  is  applied  and  not  obeyed  he  is  there 
also  to  help  them  with  the  authority  of  the  commission. 

Mr.  EscH.  Are  any  penalties  now  being  enforced? 

Mr.  Kruttschnitt.  I  do  not  know.  I  have  not  w^atched  the 
operations  of  the  committee  since  we  formed  it ;  but  the  Southern 
Pacific  liad  a  representative  on  the  committee  until  a  short  time 
ago,  who  sat  for  four  )uonths  on  it,  from  November  until  about 
two  weeks  ago.  and  he  informed  me  from  time  to  time  Avhat  they 
were  doing:  that  the  roads  were  then  obeying  their  orders,  and 
things  were  going  along  very  smoothly.  There  was  a  period  of  in- 
terruption during  which,  I  think  unwisely,  the  American  Railway 
Association  took  the  connnittee  away  from  Washington,  and  for 
about  a  month  there  was  more  or  less  discussion  in  the  association 
as  to  what  to  do:  but  they  finally  acted,  as  I  think  properly.  :>nd 
sent  the  committee  back  here. 

Mr.  EscH.  Yes:  they  went  up  to  New  York. 

Mr.  Kruttschnitt.  It  was  sent  back  under  the  pressure  of  threats 
from  the  commission.  But  I  am  frank  to  admit  it  was  an  imwise 
thing  ever  to  have  taken  them  away  from  here,  because  they  were 
doing  good  work,  and  their  work  was  suspended  for  practically  a 
month,  imtil  they  were  sent  back. 

Mr.  EscH.  Might  it  not  be  wise  in  cases  of  emergency,  which 
have  occurred,  as  I  have  already  indicated,  to  give  the  commission 
certain  defined  powers  with  reference  to  car  service,  interchange,  and 
return  of  cars? 

Mr.  Kruttschnitt.  The  difficulty  is  this:  That  if  the  regulation 
left  in  the  hands  of  the  owners  to  some  extent  control  of  their  prop- 
erty. I  do  not  think  there  would  be  any  objection  to  it.  But  take, 
for  instance,  the  railroads  as  a  whole.  There  was  a  law,  as  I  re- 
meml)er.  ])assed  early  in  the  Civil  War,  giving  the  Government,  the 
right  to  simply  seize  railroads  and  woi-k  them  during  war  conditions. 
Now.  as  it  looks  at  present,  that  law  will  not  be  invoked  to  provide 
the  Government  with  proper  transportation,  because  the  officers  of 
the  roads  have   formed   a   cooperative  committee   to   act   with   the 
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Government  to  operate  the  roads  themselves,  but  in  such  a  way  as  to 
give  the  Government  all  they  want,  and  has,  we  think,  given  it 
to  them  better  and  more  promptly  than  they  could  have  it  if  they 
assumed  charge  of  the  railroads  and  put  military  men  to  run  them. 

The  Vice  Chairman.  You  are  aware,  I  suppose,  Mr.  Kruttschnitt, 
that  that  act  has  been  revived  in  the  last  Army  bill  ? 

Mr.  Kruttschnitt.  Yes,  sir.  I  purposely  referred  to  the  Civil 
War  law  because,  although  I  knew  that  there  had  been  some  propo- 
sition to  revive  it  in  a  different  shape,  I  did  not  know  whether  the 
new  laAv  was  effective  now  or  not. 

'Now,  the  analogy  in  handling  cars  with  the  Interstate  Commis- 
sion is  very  close  to  that.  In  other  words,  the  carriers  are  cooperat- 
ing with  the  commission  to  do  everything  that  the.  commission  could 
ask  them  to  do. 

Mr.  EscH.  That  is  due  to  the  very  peculiar  conditions  due  to  the 
war;  but  there  was  not  such  like  cooperation  of  the  American  Rail- 
way Association  in  the  previous  car-shortage  periods  that  I  have 
referred  to. 

Mr.  Kruttschnitt.  I  think  that  question  has  been  settled  forever 
by  the  creation  of  this  commission ;  that  war  or  no  war.  or  after  the 
war  shall  have  ended,  if  any  conditions  exist  creating  car  shortages, 
it  would  lead  at  once  to  the  re-creation  of  or  the  assumption  of  its 
activities  by  this  railroad  committee. 

Mr.  EscH.  It  is  very  difficult  to  enforce  these  penalties,  one  carrier 
against  another,  because  of  their  close  relationship  in  traffic  matters. 
Therefore  may  it  not  be  necessary  to  have  the  punch  of  law  to  secure 
enforcement  at  times? 

Mr.  Kruttschnitt.  That  is  for  you  to  say.  I  have  pointed  out 
that  under  present  conditions  they  have  the  punch — you  can  not  call 
it  of  law,  but  assumption  of  authority  which  has  been  acquiesced  in 
on  the  part  of  the  carriers.  The  commission  is  exercising  this  au- 
thority, whether  they  have  a  law  for  it  or  not,  and  the  carriers  are 
acting  with  them  exactly  as  if  such  a  law  existed.  I  think  it  is 
perfectly  proper  to  collect  fines,  because  they  tell  a  pretty  good 
story  on  me  when  I  was  president  of  the  American  Eailway  Associa- 
tion— that  I  started  a  committee  that  was  to  keep  close  watch  of  cars 
and  compel  their  return  to  owners,  and  to  fine  offenders  at  the  rate  of 
so  much  per  car  per  day  who  did  not  do  so,  and  who  misused  equip- 
ment. We  made  Mr.  Harrison  tlie  chairman  of  that  committe,  and 
the  other  members  of  the  committee  were  selected  from  the  executive 
committee  of  the  association,  under  the  specification,  of  course,  that 
they  were  not  interested  in  the  matter  at  issue.  The  first  case 
brought  up  was  of  our  southern  lines,  who  were  accused  of  having 
misused  the  cars  of  a  connection.  They  were  put  on  trial  and  found 
guilty,  and  a  very  round  fine  imposed.  The  president  of  our  com- 
pany wrote  me  privately  that  he  did  not  see  how  he  could  pay  it; 
that  he  thought  there  were  extenuating  circumstances.  I  wrote  him 
back,  privately  also,  and  said,  "The  jury  has  found  you  guilty  and 
you  will  have  to  pay  this  fine  whether  you  like  it  or  not."  And, 
after  some  further  demurring,  he  paid  his  fine.  He  never  incurred 
another.  He  was  never  brought  U]i  acain.  It  cured  him.  But  he 
paid  a  fine,  as  I  remember,  of  between  it^5>,000  and  $10,000. 
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Now,  I  say  that  a  few  fines  like  that  imposed  would  cure  this 
trouble  very  quickly,  and  this  committee  has  the  right  now  to  impose 
the  fines. 

The  Vice  Chairman.  You  could  not  correct  your  own  system  until 
you  got  to  be  president  of  all  the  systems? 

Mr.  Hamilton.  He  probably  did  not  anticipate  that  he  was  going 
to  have  to  correct  his  own  system. 

The  Vice  Chairman.  The  story  is  told  about  Brutus  that  he  could 
not  correct  his  own  household  until  he  got  to  be  a  judge,  and  then  he 
got  his  own  son  hanged. 

Mr.  Kkuttschnitt.  Probably  I  was  in  a  place  where  I  could  not 
make  excuses  for  the  man. 

Mr.  EscH,  You  say  the  commission  has  assumed  this  power.  That 
is  true  in  the  decision  I  have  cited,  and  Commissioner  McChord, 
writing  a  majority  opinion,  said: 

While  all  the  iiienibers  of  the  conmiis.sion  are  not  in  accord  with  reference  to 
the  powers  of  the  commission  to  make  an  order  in  this  case,  the  wrongs  are 
flacrant,  and  even  if  there  were  doubt  as  to  the  commission's  power  to  give 
full  relief  by  formal  order,  we  think  in  an  emergency  that  doubt  should  be 
resolved  not'only  in  favor  of  the  carriers  who  are  wrongfully  deprived  of  their 
cars,  but  in  favor  of  the  shippers  and  the  general  public  who  would  be  without 
protection  if,  having  the  power,  we  fail  to  act. 

Then  Clark,  commissioner,  filed  minority  views,  raising  the  ques- 
tion of  their  constitutional  powers  in  the  case,  claiming  that  it  was 
an  assumption  of  legislative  power. 

Mr.  TiioM.  Did  he  claim  it  to  be  unconstitutional— the  assumption 
of  that  power  ? 

Mr.  EscH.  No;  I  probably  had  better  read  it.  Here  is  what 
Clark,  commissioner,  says: 

The  commission  is  essentially  an  administrative  body,  exercising  powers 
specifically  delegated  to  it  by  the  Congress.  It  also  exercises  quasi  judicial 
powers  likewise  delegated ;  but  if  the  l:.\v  is  t(^  be  interprele.l  differently  from 
time  to  time  to  fit  conditions  that  obtain  on  the  railroads  and  the  commission 
exercises  in  a  time  of  stress  a  power  which  it  has  not  only  never  before  felt 
that  it  had,  but  which  it  has  several  tinn  s  said  it  did  not  have,  it  adds  to  its 
delegated  administrative  and  quasi  judii-ial  powers  legislative  powers  for  the 
exercise  of  w-hich  I  can  find  no  justification. 

Mr.  Kruttschnitt.  Taking  a  broad  view  of  this  freight-car  situa- 
tion, and  prefacing  what  I  am  going  to  say  by  repeating  that  to 
move  troops  promptlv  in  a  war  emergency,  the  railroads  unques- 
tionably require  a  very  considerable  addition  to  the  numbers  of  their 
locomotives,  and  passenger  cars  particularly,  and  a  very  large  addi- 
tion to  the  number  of  special  sidings  and  yards  required  for  the 
entraining  and  detraining  of  troops  exclusively,  I  think  some  equita- 
ble mode  of  providing  for  those  expenditures  should  be  devised  by 
the  Government.  I  do  not  think  it  is  right  to  require  the  carriers 
for  an  emergency  service  to  spend  very  large  sums  of  money  for  pro- 
viding at  X,  Y,  or  Z  very  large  entraining  or  detraining  yards  to 
expedite  the  movement  of  troops,  because  they  would  be  needed  for 
that  occasion,  or,  we  will  say,  for  that  war  only,  and  afterwards  they 
are  of  no  use  except  to  the  extent  of  whatever  salvage  the  road  might 
get. 

One  of  the  principal  improvements  that  has  gone  along  more  and 
more  slowly  as  time  has  gone  on  has  been  double-tracking.  The 
standard  railroad  of  the  United  States,  you  may  say  to-day— and 
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by  standard  I  mean  the  standard  established  by  the  hirge  per- 
centage— is  a  single-track  road.  There  are  very  few  double-track 
roads  in  comparison  with  the  total  mileage,  and  certainly  the  double- 
tracking  of  the  important  roads  leading  to  points  where  the  Govern- 
ment would  likely  require  rapid  movement  of  troops  is  of  the  greatest 
importance.  Unfortunately,  that  is  an  expenditure  so  great  that  any 
carrier  at  all  short  of  funds  for  improvements  has  deferred  that  kind 
of  an  improvement. 

Now,  as  to  the  freight  cars,  some  thoughts  occurred  to  me  as  to 
how  their  efficienc}"  might  be  increased,  and  I  have  drawn  up  a 
little  memorandum  here,  based  on  past  experience,  which  I  should 
like  to  read  if  you  do  not  object. 

The  Vice  Chairman.  Mr.  Kruttschnitt,  before  you  proceed  with 
the  matter  you  have  just  mentioned  to  Mr.  Esch,  if  in  an  emergency — 
in  war  time,  for  instance — the  United  States  Government  should  fur- 
nish the  money  to  make  these  necessary'  conveniences  and  accommoda- 
tions itself,  I  presume,  whether  or  not  the  company  would  be  willing 
afterwards  to  pay  for  them  would  depend  on  their  usefulness  in 
time  of  peace? 

Mr.  Kruttschnitt.  Why,  certainly;  if  the  Government  made 
these  improvements  in  an  emergency  and  the  carrier  had  a  reasonable 
need  of  them  thereafter,  I  do  not  assume  that  anyone  would  object 
to  taking  them  off  of  the  Government's  hands. 

I  nuike  this  suggestion  because,  as  I  told  you,  we  have  spent  very 
liberally  and  without  raising  any  question  whatever  with  the  Govern- 
ment. The  emergency  was  too  near  to  raise  it.  But  I  stated  yester- 
day that  we  had  spent  mone}'  freely — I  think  in  the  aggregate 
$75,000  or  $80,000 — to  provide  those  temporary  facilities. 

The  Vice  Chairman.  A  great  many  of  them  might  be  so  useful  that 
although  3^ou  might  not  deem  them  worth  what  the}^  cost,  you  yet 
would  be  willing  to  take  them  at  some  price? 

Mr.  Kruttschnitt.  I  mentioned  also  yesterday  that  some  of  them 
were  in  that  category.  Others  will  certainly  be  of  no  use  to  us  and 
will  have  to  be  taken  up. 

The  condition  of  freight-car  equipment  in  this  country  is  now  and 
for  a  number  of  years  has  been  that  of  a  totally  lawless  and  unregu- 
lated pool.  That  is,  the  cars  have  been  used  regardless  of  ownership. 
Any  carrier  who  could  borrow,  beg,  or  steal  cars  of  neighbors  in  an 
emergency,  used  them  as  if  they  belonged  to  him;  and,  as  you  very 
properly  said,  the  directive  power  to  require  these  cars  to  be  returned 
has  not  been  great,  and  in  times  of  very  great  stress  orders  issued  to 
that  effect  have  been  ignored.  I  said  that  they  were  ignored  because 
the  penalties  have  been  light,  and  the  offenders  found  it  more 
profitable  to  incur  and  pay  the  penalty  than  to  obey  the  law. 

But,  watching  the  operations  of  the  Federal  reserve  banks,  these 
thoughts  occuiTed  to  me. 

Senator  Townsend.  May  I  ask  a  question  before  you  proceed  to 
that?  Do  the  State  commissions  assume  to  regulate  your  handling 
of  cars  as  to  demurrage,  and  so  on? 

Mr.  Kruttschnitt.  Only  to  this  extent,  that  in  emergencies  we 
liave  been  confronted  with  threats.  Generally  we  have  been  able  to 
explain  to  the  State  commissions  the  conditions  we  were  in,  and  to 
convince  them  we  were  doinsr  all  that  mortal  men  could  do  to  relieve 
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the  situation,  and  they  have  been  commendably  patient :  but  they  have 
threatened  on  numbers  of  occasions  to  take  the  law  in  their  own  hands 
and  establish  drastic  penalties  if  we  did  not  provide  so  many  cars  for  , 
the  use  of  the  State. 

Senator  Townsekd.  Another  question:  Supposing  the  president  of 
your  company,  in  the  case  you  have  mentioned,  had  continued  to 
refuse  to  pay  that  $10,000  fine,  is  there  any  way  to  collect  it? 

Mr.  KuDTTScuNiiT.  He  would  not  have  remained  president  of  the 
company. 

Senator  Townsend.  You  regarded  it  as  a  moral  obligation  rather 
than  a  legal  obligation? 

Mr.  Kj?uttschnitt.  I  regarded  it  as  both,  in  the  circumstances.  We 
were  parties  to  these  agreements ;  we  were  members  of  the  association, 
and  not  only  as  president  of  the  association,  but  as  chairman  of  the 
Southern  Pacific  Co.,  I  had  approved  these  rules  under  which  he  was 
working,  and  as  a  question  of  discipline,  company  discipline.  I  could 
not  have  permitted  him  to  disobey. 

May  I  proceed? 

Senator  Tow^nsend.  Yes. 

Mr.  Kruttschnitt.  Car  shortage  may  be  caused  by — 

(a)  Insufficient  additions  to  equipment  to  keep  pace  with  growth 
of  traffic  which  at  times  may  increase  abnormally  fast  or  to  replace 
equipment  worn  out. 

{b)  Improper  distribution  of  equipment,  causing  shortage  in  one 
section  and  surplus  in  another. 

(c)  Inefficient  use  of  equipment  by  carriers. 

(d)  Improper  use  of  equipment  by  shippers  and  consignees,  result- 
ing in  unusual  delays. 

The  causes  {h),  {c),  and  (d)  are  remediable  by  adequate  control, 
which,  if  vested  in  and  exercised  by  the  carrier,  could  in  the  compara- 
tively few  instances  that  arise  under  (a)  tide  over  the  emergency. 

Statistics  show  that  normally  a  surplus  of  cars  has  prevailed  in 
the  United  States ;  that  in  the  past  10  years  an  idle  surplus  has  stood 
on  yard  and  sidetracks  93  days  out  of  every  100 ;  that  shortages  exist 
for  but  T  days  out  of  every  100;  that  the  maximum  surplus  at  any 
one  time  was  20  per  cent  of  the  total  equipment  and  the  maximum 
shortage  at  any  one  time  but  6^  per  cent  of  the  equipment. 

The  attached  chart  (which  is  the  one  that  you  have  before  you) 
shows  that  a  very  slight  increase  of  efficiency  in  the  use  of  equipment 
would  easily  offset,  and  far  more  than  offset,  the  comparatively  few 
shortages  that  have  occurred.  For  instance,  in  the  first  eight  months 
of  the  year  ending  June  30,  1917,  the  Southern  Pacific  handled  an 
increase  of  79  per  cent  in  ton  mileage  over  1915,  without  embarrass- 
ment, by  loading  cars  17  per  cent  more  heavily  and  getting  54  per 
cent  more  mileage  out  of  each  one.  The  number  of  cars  now  owned 
by  the  carriers  is  sufficient,  and  much  more  than  sufficient  if  prop- 
erly controlled,  to  handle  the  traffic  of  1917,  the  heaviest  that  has  ever 
been  offered,  and  a  large  increase  even  over  that  if  offered  in  the 
future. 

From  the  fact  that  under  existing  conditions  every  carrier  in  times 
of  stress  begs,  borrows,  or  appropriates  cars  wherever  it  can  find 
them,  it  follows  that  the  freight  cars  of  the  country  are  used  as  if 
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they  belonged  to  a  common  owner ;  that  is,  they  are  pooled  with  abso- 
lutely no  regulation  nor  control.  Inasmuch  as  the  circulation  of  cars 
-is  analogous  to  the  circulation  of  money,  we  may  receive  valuable  sug- 
gestions by  studying  the  latter  problem,  which  has  been  regulated  to 
a  considerable  extent.    Thus: 

1.  Eequire  as  a  condition  precedent  to  engaging  in  interstate  com- 
merce that  each  carrier  shall  contribute  to  a  box-car  reserve  a  per- 
centage of  its  box  cars  based  on  its  use  of  such  cars.  There  are  about 
1,000,000  box  cars  owned  by  the  carriers  of  the  United  States ;  assume 
a  car  reserve  of  200,000  or  250,000  cars ;  the  contribution  of  each  car- 
rier to  this  total  should  be  based  on  the  number  of  days'  use  of  box 
cars  on  such  lines  for  the  preceding  year. 

The  Vice  Chairman.  Before  you  go  any  further  I  will  have  to  ask 
you  about  your  first  suggestion  there.  Do  you  propose  to  place  an 
embargo,  either  absolutely  or  conditionally,  upon  the  entry  of  any 
carrier  into  interstate  commerce  ?  Is  it  not  the  policy  rather  to  com- 
pel all  of  them  to  enter  interstate  commerce  ? 

Mr.  Kruttschnitt.  Yes ;  I  was  not  aware  that  I  had  said  anything 
in  conflict  with  that. 

The  Vice  Chairman.  You  said  you  would  place  a  condition  on 
them  that  they  should  not  enter  interstate  commerce  unless  they  made 
such  a  contribution  as  you  suggest. 

Mr.  Kruttschnitt.  Then  the  language  is  unfortunate. 

The  Vice  Chairman.  I  called  your  attention  to  that  because  I 
thought  it  was  inadvertent  on  your  part. 

Mr.  Kruttschnitt.  It  was,  and  it  can  be  corrected  by  stating  that 
on  taking  Federal  incorporation  they  shall  contribute. 

2.  Place  the  administration  of  the  box-car  reserve  under  a  com- 
missioner with  plenary  power,  assisted  by  the  necessary  staff,  who 
shall  report  to  the  executive  committee  of  the  American  Railway 
Association. 

8.  Prescribe  standards  of  condition,  capacity,  etc.,  for  box  cars 
that  will  be  accepted  as  contributions  to  the'  reserve.  Rate  them 
according  to  capacity — for  instance,  unity  for  a  40-ton  car,  more 
than  unity  for  a  50-ton  car,  scaling  downward  for  lower  capacity. 
The  reserve  cars  to  be  prominently  marked.  The  ownership  letter- 
ing to  be  inconspicuous. 

4.  Make  the  present  per  diem  rate  of  75  cents  permanent  for  all 
except  reserve  box  cars;  for  the  use  of  reserve  box  cars,  either  by 
owner  or  foreign  lines,  assess  a  per  diem  rate  10  per  cent  to  20  per. 
cent  higher  than  for  other  cars. 

5.  Clothe  the  car  reserve  commissioner  with  ample  authority  to 
assess  penalties  for  failure  to  obey  such  rules  and  instructions  as  may 
be  adopted. 

6.  Impose  a  straight  $3  demurrage,  which  has  been  working  satis- 
factorily for  some  time  in  California  under  the  authority  of  the  State 
and  Interstate  Commerce  Commissions,  has  caused  little  or  no  com- 
plaint from  the  public,  and  has  cut  down  the  delays  by  one-third. 

7.  Reduce  free  time  whenever  possible. 

8.  Require  the  roads  in  times  and  places  of  car  surplus  to  hold 
reserve  cars  on  their  lines  if  not  needed  elsewhere,  with  remission 
of  per  diem. 
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0.  Reqiiiro  roads  with  a  surplus  of  cars  on  their  lines  over  their 
owner-shiji  to  eciualize  with  lines  showing  deficits  either  with  reserve 
cars  or  with  others  of  equivalent  rating. 

10.  Repairs  and  maintenance  of  reserve  cars  chargeable  to  owners 
to  be  assumed  by  the  commissioner,  to  whom  shall  be  paid  per  diem 
earnings  on  such  cars.'  Out  of  these  earnings  shall  be  paid  adminis- 
tration expenses,  repairs,  and  maintenance,  the  balance  to  be  appor- 
tioned to  contributors  to  the  reserve  fund  in  proportion  to  their 
contributions. 

11.  Roads  that  make  repairs  on  their  own  cars  in  the  reserve 
should  charge  to  the  conmiissioner  repairs  usually  chargeable  to 
owners. 

12.  The  connnissioner  to  keep  all  necessary  records  of  car  location, 
per  diem  returns,  etc.,  that  will  enable  him  to  equalize  equipment 
with  minimum  haul  of  cars  and  to  properly  account  for  money 
received  and  distributed  by  him. 

Car  reserve  plan  need  not  be  confined  to  box  cars;  fiat  cars  could 
be  included.  Roads  using  special  types  of  cars — coal  cars,  etc. — 
could  create  regional  reserves  of  such  cars. 

Under  such  a  plan  all  roads  that  use  box  cars  in  interstate  com- 
merce would  have  to  contribute  to  the  car  reserve. 

The  high  per  diem  on  reserve  cars  would  induce  holders  to  want 
to  get  rid  of  them;  would  therefore  promote  their  circulation,  and 
under  the  close  watch  kept  of  them  would  produce  mileage  approxi- 
mating twice  the  25  or  30  miles  of  the  ordinary  car.  Two  hundred 
thousand  such  cars  would  render  the  service  of  400,000. 

A  high  per  diem  on  all  cars  would  induce  lines  with  an  excess  to 
seek  to  get  rid  of  enough  cars  to  reduce  the  number  on  their  lines 
to  those  owned.  When  in  this  condition  the  high  rate  is  not  bur- 
densome, because  the  road  receives  per  diem  at  the  same  rate  that  it 
pays. 

No  plan,  of  course,  can  be  successfully  carried  out  without  the 
approval  and  cooperation  of  the  Interstate  Commerce  Connnission, 
whose  authority  for  charging  increased  demurrage  and  allowing 
shorter  free  time  must  be  obtained. 

The  Vice  Chairman.  Referring  to  that  75  cents  per  diem  for  a 
car,  do  you  not  think  that  could  Safely  be  increased  several  hundred 
per  cent?  You  know  they  charge  a  dollar  and  a  dollar  and  a  half 
a  day  for  a  buggy  and  $5  or  $10  for  an  automobile,  and  it  does  seem 
to  me  that  75  cents  a  day  for  a  car  is  ridiculously  small. 

Mr,  Kruttschnitt.  If  you  had  to  pay  the  per  diems,  and  knew 
how  rapidly  they  ran  up  at  even  40  cents  a  day,  you  would  under- 
stand that  it  was  a  blister  that  drew  pretty  hard. 

The  Vice  Chairman.  But  if  the  business  was  prosperous,  as  you 
just  obser^'ed,  it  would  not  be  much  of  a  hardship  to  increase  the 
per  diem? 

Mr,  Kruttschnitt.  The  hardship  comes,  as  I  said  to  Mr.  P^sch,  on 
the  small  road,  which  is  generally  a  lumber  road.  For  example, 
the  McCloud  River  is  a  lumber  road,  a  branch  from  the  Southern 
Pacific  up  in  northern  California.  It  has  a  mileage  of  150  or  160 
miles.  It  has  a  few  cars  of  its  own  that  it  uses  locally.  The  bulk 
of  the  cars  that  it  uses  are  those  of  foreign  lines.  The  Southern 
Pacific,  for  instance,  has  some  Union  Pacific  cars,  some  Rock  Island 
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cars  empty.  These  people  have  lumber  to  go  to  Eock  Island  and 
Union  Pacific  territory;  those  cars  are  put  in,  loaded,  and  sent  out. 
If  we  have  not  those,  we  have  to  put  in  our  own  cars  to  serve  these 
people.  Now,  if  you  impose  on  them  too  high  a  per  diem  charge, 
they  just  can  not  live. 

Now,  under  this  box-car  pool,  you  see,  those  roads  would  be  re- 
quired to  buy  enough  box  cars  to  contribute  to  this  pool. 

The  Vice  Chairman.  That  hardship  would  not  apply  if  you  in- 
creased the  demurrage,  would  it  ?    Demurrage  would  spur  them  up. 

Mr.  Kruttschnitt.  Demurrage,  in  a  case  where  you  deliver  cars 
to  a  connection,  is  called  per  diem. 

The  Vice  Chairman.  They  do  not  charge  each  other  demurrage 
at  all? 

Mr.  Kruttschnitt.  No;  the  entire  road  payments  are  called  per 
diems  and  the  pajmients  made  by  the  public  demurrage. 

Mr.  EscH.  This  plan  that  you  have  suggested  would  be  for  the 
voluntary  adoption  by  the  American  Kailway  Association,  as  I  un- 
derstand it? 

Mr.  Kruttschnitt.  No :  it  is  proposed,  and  what  we  are  here  be- 
fore you  to  ask  for,  is  to  provide  for  the  Federal  incorporation  of 
railroads;  and  when  they  take  out  their  Federal  incorporation  that 
at  the  same  time  they  be  required  to  contribute  to  this  box-car  pool. 

Mr.  Esch.  That  would  be  a  part  of  your  legislative  program,  then  1 

Mr.  Kruttschnitt.  Yes,  sir. 

Mr.  Esch.  Do  the  car-service  rules  of  the  American  Railwaj'  As- 
sociation recognize  the  doctrine  of  reciprocal  demurrage  ? 

Mr.  Kruttschnitt.  Their  car-service  rules  are  based  upon  the 
principle  of  reciprocal  payments.  They  do  not  call  it  demurrage 
when  it  is  paid  by  one  line  to  another.  It  is  called  demurrage  when 
it  is  a  delay  by  the  receiver  of  freight,  when  he  delays  unloading  the 
car. 

Mr.  Esch.  Suppose  the  carrier  delayed  in  furnishing  the  car — that 
is  what  I  meant  by  reciprocal  demurrage. 

Mr.  Kruttschnitt.  A  law  has  been  passed  in  some  States  provid- 
ing for  that,  but  I  think  it  was  more  to  establish  a  club  over  the 
carriers'  heads — to  make  them  more  active  in  meeting  car  supplies. 
I  do  not  know  of  any  cases  where  severe  penalties  have  been  imposed, 

Mr.  Adamson.  The  interstate-commerce  law  requires  that  they  fur- 
nish cars  in  a  reasonable  time.    I  believe  that  is  the  language. 

Mr.  Esch.  Upon  due  notice  and  reasonable  demancl.  We  have 
received  in  the  mail  a  letter  from  Mr.  Tipton,  traffic  manager  of  the 
Jacksonville  Traffic  Bureau,  Jacksonville,  Fla.,  in  which  he  states : 

We  are  very  much  interested  in  tlie  qnestiou  of  a  reciprocal  demurrage — not 
a  reparation  for  delay  in  furnishins  equiitinent  for  loading,  biit  to  cover  the 
delay  in  placing  cars  for  delivery  after  arrival  at  destination. 

If  the  carrier  is  entitled  to  demurrage  to  cover  the  delay  of  equipment  after 
arrival  at  destination  when  the  delay  in  delivery  is  due  to  failure  of  consignee 
to  accept  delivery,  then — or  so  it  seems  to  me — the  consignee  is  entitled  to  de- 
murrage, based  upon  the  same  scale,  where  the  cai'rier  fails  to  make  prompt 
placement  for  unloading  after  consignee  has  given  orders  for  placement  and  has 
satisfied  the  demands  of  the  carrier  covering  transportation. 

What  would  be  your  view  as  to  that  request  coming  from  this 
traffic  bureau  ? 
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Mr.  Kkuttschnitt.  That  view  has  been  advanced  in  a  great  many 
States,  and  a  great  many  States  have  passed  a  law  to  that  elTect,  but 
1  am  quite  positive  that  they  have  not  been  enforced.  I  suppose, 
under  extreme  circumstances,'  the  law  might  be  invoked,  but  up  to 
110W  I  have  not  heard  of  any  se\'ere  penalties  having  been  imposed. 

Mr.  p]s(n.  I  think  some  States  have  passed  laws  i)enalizing  a  road 
s.)  much  per  car  per  day  for  not  furnishing  the  cai-.  I  think  some 
Southern  States  have  done  that — -Kentucky 

Mr.  TnoM.  Xortli  Carolina  is  one.  A  number  of  them  have  those 
laws. 

Mr.  EscH.  I  think  that  this  letter  of  Mr.  Tipton  should  be  incor- 
porated at  this  time. 

(The  letter  referred  to  is  as  follows:) 

.Ta('ks()nvii>i.k  Traffic  Bureax'. 
JarksonviUc,  Flo.,  Marrli  26,  1911. 
Traiisportiition  :  Kt'cii)roeal  denuirrage. 

IIoii.  .John  ,T.  Esch. 

■loint  Committee  on  Interstate  Commerce, 

Washinpton,  D.  C. 

Dear  Sir  :  AVe  are  very  much  interested  in  the  question  of  a  rei-iprocal  demur- 
rage— not  a  reparation  for  delay  in  furnishing  equipment  for  h>ading,  but  to 
cover  the  delay  in  placing  <'ars  for  delivery  after  arrival  at  destination. 

If  the  carrier  is  entitled  to  demurrage  to  cover  the  delay  of  equipment  after 
arrival  at  destination  when  the  delay  in  delivery  is  due  to  failure  of  consignee 
to  accept  delivery,  then,  or  so  it  seems  to  me,  the  consignee  is  entitled  to  demur- 
i"age — liased  upon  the  same  scale — where  the  carrier  fails  to  make  prompt 
placement  for  unloading  after  consignee  has  given  orders  for  placement  and 
has  satisfied  the  demands  of  the  carrier  covering  transportation. 

We  have  handled  this  matter  with  Chairman  Meyer  of  the  Interstate  Commerce 
(Commission,  who,  like  myself,  feels  that  the  present  act  to  i-egulate  commerce 
does  not  cover  this  feature,  and  that  accordingly  the  Interstate  Commerce  Com- 
mission is  powerless  to  take  actifm,  and.  being  powerless  to  act.  do  not  care  to 
take  the  matter  under  consideration. 

At  the  suggestion  of  Chairm.m  Meyer,  I  requested,  on  DecembiM-  12,  an  oppor- 
tunity to  submit  to  your  committee  our  views,  as  it  is  our  opinion  that  this 
feature  should  be  embodied  in  your  i-eport  to  Congress,  accompanied  by  a  recom- 
mendation that  the  defect  in  the  act  to  regulate  commerce  as  thus  indicated  be 
remedied  by  a))proi)riate  {■(irre<-tive  legislation,  and  we  have  been  advised  by  Mr. 
Healy  that  effort  would  l)e  made  to  accord  us  this  opportunity,  but  I  am  this 
afternoon  in  receipt  of  letter  from  Mr.  Healy  stating  that  your  connnittee  has 
decided  to  suspend  on  Thursday.  March  29,  and  that  the  witnesses  so  far  sum- 
njoned  will  consume  your  time  up  to  the  time  of  suspension.  Further,  that  the 
date  of  resumption  is  contingent  upon  so  many  possibilities  that  at  the  present 
]noment  the  committee  can  not  set  definite  dates  for  appearance. 

I  am  therefore  thus  writing  you.  as  well  as  each  of  the  other  members  of  the 
.Toint  Connnittee  on  Interstate  Commerce,  asking,  in  view  of  the  circumstances, 
if  you  will  not  accept  this  letter,  and,  based  thereon,  give  tlie  matter  considera- 
tion. Mhicli  we  hope  may  be  followed  l)y  favorable  reconniiendntion  embf)dieci 
in  the  report  to  be  submitted  to  Congri^ss. 
Yours,  vei-y  truly. 

T.  C.  Tirrox. 

^Ir.  Esch.  I  have  taken  up  too  niucli  time,  1  think.  ^Ir.  Chairman. 
I  will  jaeld. 

Mr.  KKUTTsoHxn'r.  Have  those  laws  been  very  stringently  en- 
forced? ■  ^ 

Mr.  Thom.  Sometimes  they  have. 

Mr.  Adamsox.  I  should  like  to  ask  a  few  questions,  but  we  want  to 
hear  from  another  witness,  and  I  think  I  shall  forego  my  examina- 
tion of  you.    Your  examination  has  been  very  complete  and  satisfac- 
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lory     Perhaps  you  may  be  around  some  time  before  the  hearings  end. 
We  wish  to  thank  yon"  for  yonr  contribution  to  the  literature  on  the 

subject.  n      1    ,  T  1  1     1    J 

Mr.  Sims.  I  have  a  note  in  my  memoranda  that  i  have  overlooked. 
It  is  very  important,  and  nobody  has  said  a  vrord  about  it.  It  was 
along-  the  line  of  sleeping  cars. 

Mr  Adamson.  Do  you  suppose  you  will  be  about  the  committee 
again  during  the  summer,  Mr.  Kruttschnitt  ?  Do  you  suppose  it  will 
be  convenient  for  you  to  attend  the  committee  hearings  again  m  the 
summer  ?  AVe  will  probably  be  at  work  until  late  in  the  fall  some- 
where in  the  United  Statts. 

Mr.  Sims.  I  think  I  will  not  be  over  10  minutes. 

Mr.  Hamilton.  Can't  you  get  your  information  from  some  other 

authority?  .        ,  ^  . 

Mr.  Sims.  I  want  to  get  it  from  an  authority  that  can  not  be  ques- 
tioned. 

Mr.  Thom.  I  should  like  to  get  one  of  the  members  ot  the  com- 
mittee to  ask  a  question  for  me.    I  understand  I  can  not  ask  it. 

Mr.  Adamson.  State  your  question,  Mr.  Thom,  in  my  name. 

Mr.  Thom.  The  witness  has  detailed  certain  respect  m  which  the 
standard  of  efficiency  for  ready  use  of  these  carriers  in  time  of  war 
is  not  sustained;  for  "instance,  in  double  tracks,  occasioning  a  shortage 
in  case  of  a  large  movement"  of  troops  to  some  point  on  the  South 
Atlantic  seaboard,  requiring  a  great  number  of  trains,  that  point 
only  being  reached  by  one  road ;  that  there  was  no  way  of  getting  the 
equipment  out  of  the  way  so  that  there  must  be,  as  I  understand  it, 
some  standard  of  efficiency  maintained  in  time  of  peace  which  would 
render  the  carriers'  facilities  readily  made  adequate  in  case  of  war, 
and  in  that  view  I  would  like  to  have  this  question  put : 

Wliile  it  is  true  that  the  railroads  can  not  be  expected  to  keep 
themselves  all  the  time  equal  to  the  requirements  that  ma}^  as  the 
result  of  war,  be  made  upon  them,  is  it  not  also  true  that  it  is  neces- 
sary in  the  public  interest  that  such  a  standard  of  efficiency  be  main- 
tained in  time  of  peace  that  the  railroads  may,  if  war  come,  be  readily 
put  in  condition  to  meet  the  national  needs  for  war  purposes,  and 
that  as  the  duty  of  national  defense  and  of  making  Avar  is  imposed 
on  the  National  Government,  the  standard  of  the  carriers'  efficiency 
in  time  of  peace  must  be  fixed  and  controlled  by  the  National  Gov- 
ernment ? 

Mr.  Kruttschnitt.  Unquestionably  that  is  true.  The  carriers, 
when  the  last  demand  was  made  on  them,  cooperated  to  the  extent  of 
their  ability;  that  is,  they  gave  all  they  had  for  the  use  of  the  Gov- 
ernment. I  have  said  thai:  under  stress  and  high  pressure  that  I 
thought  there  were  enough  freight  cars  now  to  handle  the  traffic  that 
^s  offered,  but  I  did  not  mean  to  say,  and  I  do  not  wish  to  be  under- 
stood as  saying,  that  if  we  should  become  involved  in  war  that  the 
stresses  laid  on  the  carriers  l)y  the  demands  of  the  Government  to 
move  troops  quickly,  as  quickly  as  possible,  and  supplies  also,  the 
carriers  would  not  be  very  much  overtaxed,  and  if  we  are  in  times  of 
peace  to  prepare  for  war,  which  we  have  not  done  heretofore,  we 
should  have  to  have  very  large  additions  to  our  equipment,  particu- 
larly in  the  way  of  passenger  cars,  also  double  track. 

Mr.  Adamson.  I  presume  you  noticed  the  breadth  of  Mr.  Thom's 
question.    Did  you  understand  that,  during  times  of  peace,  in  prepa- 
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ration  for  war,  that  the  Government  slionUl  help  the  railroads  to 
build  a  double  track  to  every  port?  ^  .      r^ 

Mr.  ToAVNSEKD.  I  understood  him  to  make  an  argument  tor  (tov- 
ernment  construction  of  raih'oads.  ^      i      i     p 

Mr.  TiioM.  I  confined  my  (luestion  to  the  fixmg  of  the  standard  ot 
efficiency,  not  to  national  'operation,  but  to  national  regulation,  so 
as  to  provide  what  ought  to  be,  in  the  judgment  of  the  Government, 
the  standard  in  time  of  peace,  so  that  if  war  should  come  this  essen- 
tial to  war  making  could  be  readily  made  efficient  for  war  purposes. 

Mr.  Adamson.  That  language  is  so  broad  and  admits  of  so  many 
different  interpretations  that  I  wanted  the  witness  to  get  the  matter 
clearly  in  his  mind.  You  know  this  question  is  supposed  to  be  com- 
in"-  from  me.  I  understood  your  question  to  mean  that  you  thought 
the  Government,  in  time  of  peace,  should  assist  these  railroads  in 
double-tracking  their  systems,  etc.,  whether  that  should  come  under 
ownership  or  bv  unloosening  of  rates,  changing  of  regulations,  loan- 
ino-  money,  or  donating  money,  or  anything  else.  The  idea  of  the 
Government  in  providing  that  they  should  liberalize  and  enable  the 
railroads  to  make  preparations  for  time  of  w^ar  in  time  of  peace  is 
so  broad  that  I  think  it  should  have  some  specifications. 

Mr.  Tho^i.  Here  are  transportation  facilities  of  the  country  hav- 
ino-  their  standard  fixed  bv  separate  governmental  authorities. 

Mr.  Adamson.  This  question  is  being  asked  in  my  name  and  it  is 
to  be  charged  to  me.  I  did  not  understand  it  was  to  be  a  speech  by 
Mr.  Thom,  but  that  he  was  to  ask  the  question  of  Mr.  Kruttschnitt, 
anci  I  cross-examined  Mr.  Kruttschnitt  to  know  how  he  understood 
Mr.  Thom's  question  asked  by  me.  If  it  involves  a  long  discussion 
and  explanation,  I^Ir.  Thom,  I  think  it  should  be  withdrawn. 

Mr.  Hamilton.  But  you  required  a  diagram  of  Mr.  Thom's  ques- 

Mr.  Tho^i.  What  I  meant  is  this:  Here  is  the  standard  of  effi- 
ciency of  the  American  railroads  now  determined  by  a  number  of 
governmental  authorities;  is  it  in  the  national  interests,  where  the 
railroads  are  such  an  essential  pai-t  of  the  national  defense,  that  that 
standard  should  be  established  by  a  number  of  authorities  or  the 
control  be  under  the  control  of  one  authority  ? 

Mr.  Adamson.  Now,  you  are  going  back  to  your  48  masters.  1  do 
not  know  a  single  one  of  your  little  roads  that  terminates  at  one  of 
the  ports  that  is  subject  to  48  masters.  I  do  not  believe  you  can 
mention  one  that  operates  under  such  a  condition. 

Mr.  Thom.  I  think  I  can. 

Mr.  Sims.  I  intended  to  ask  you  these  questions  m  my  first  exami- 
nation, but  I  overlooked  the  note.     I  have  absolutely  no  information 

on  it.  n  •        T    1 

Mr.  Adamson.  Now,  ask  the  witness  the  question.  Judge. 
Mr.  Sims.  I  am  explaining  why  I  did  not  do  it  before.     I  am 

apologizing.  ,    ,       ■  i      ^i       t-p 

What  is  the  general  rule  as  to  the  use  of  sleeping  cars  by  the  dit- 
f erent  railroad  companies ;  Avhat  do  they  pay  ?  What  do  they  pay  for 
the  use  of  the  cars,  or  what  do  the  sleeping  car  companies  pay  for 
being  hauled  over  the  railroad  tracks?  I  do  not  know  anything 
aboul  that  and  want  to  get  a  statement  of  that  from  you. 
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Mr.  Adam  SOX.  Judge,  we  have  luid  hearings  on  that  before  a  sub- 
committee. We  have  reports  on  that  in  our  committee,  and  every- 
thing on  that  subject. 

Mr.  Krdttschnitt.  Sleeping  cars  are  ahnost  universally  owned 
by  the  Pullman  Co.  A  few  roads  own  their  own,  but  they  are  very 
few.  I  think  the  Chicago,  Milwaukee  &  St.  Paid  and  the  Great 
Northern  are  the  only  American  roads  that  own  their  own  sleepers. 
All  the  others  rent  the  cars  from  the  Pullman  Co. 

Mr.  Sims.  Do  I  understand  from  that  that  the  railroad  companies 
pay  the  Pullman  Co. 

Mr.  Kruitschnitt.  The  contracts  are 

Mr.  Sims.  For  the  use  of  the  cars  ? 

Mr.  Krutischki'J'T.  It  is  a  matter  of  negotiation.  Some  contracts 
are  more  favorable  to  the  railroads  than  others.  I  will  give  you, 
roughly,  the  condition  of  ours,  as  I  remember  it.  I  think  we  agreed 
with  the  Pullman  Co.  to  maintain  certain  repairs  on  their  cars,  of 
the  running  gear  and  the  outside  of  the  car;  that  is,  maintain  the 
repairs  of  the  vehicle  as  a  vehicle  only,  and  the  Pullman  Co.  main- 
tains the  interior,  the  hotel  or  lodging-house  part  of  the  vehicle. 
I  do  not  think  we  pay  the  Pullman  Co.,  as  I  remember  it,  anything 
for  the  use  of  the  cars.  They  do  not  pay  lis  anything  for  hauling 
them.  In  other  words,  the  hauling  of  the  car  is  considered  sufficient 
consideration  for  getting  the  use  of  it.  When  the  earnings  per  car 
per  annum  exceed  certain  siuns — that  differs  for  the  first-class  cars 
and  what  are  called  the  tourist  cars — the  railroad  company  is  then 
paid  by  the  Pullman  Co.  a  proportion  of  the  excess  over  that  as  com- 
pensation fo)'  hauling  the  car  over  the  road. 

Mr.  Sims.  AVell.  is  the  weight  of  these  Pullman  cars,  the  sleeping 
cars,  as  great  as  the  ordinary  car? 

Mr.  Kruttsciinitt.  Much  greater,  of  course. 

Mr.  Sims.  Then  it  does  require  as  much  or  more  steam  power  or 
whatever  may  be  used  to  haul  those  cars  over  your  line  as  it  does 
the  ordinary  day  coaches  or  other  cars  ? 

Mr.  Kruttschnitt.  Yes;  of  course. 

Mr.  Sims.  Is  not  the  wear  and  tear  on  the  tracks  due  to  the  heavy 
equipment  as  much  or  greater  than  that  caused  b}'^  the  use  of  other 
cars  ? 

Mr.  Kruttschnitt.  It  would  be  slightly  more. 

Mr.  Sims.  And  is  not  the  use  of  sleeping  cars  on  the  increase  ? 

Mr.  Krttitschnitt.  I  think  that  is  true.  That,  however,  is  a 
matter  that  does  not  concern  the  public.  Whatever  handicaps  accrue 
to  us  through  the  use  of  sleepers  we  have  to  assume  on  account  of 
our  duties  to  the  public.  It  is  our  duty  to  provide  the  public  with 
sleeping  cars.  We  once  owned  our  sleeping  cars,  and  we  found  it 
very  much  more  expensive  and  unsatisfactory  to  own  them  ourselves 
than  to  arrange  with  Pullman  in  some  way  to  furnish  accommo- 
dations under  a  contract  about  as  outlined. 

Mr.  Sims.  In  a  way,  the  receipts  to  the  railway  company  from  the 
Pullman  Car  Co.  for  the  use  of  these  cars  depends  entirely  on 
what  you  have  just  stated,  as  to  a  certain  amount  of  the  earnings 
being  received  as  the  passenger  fares  paid  for  the  use  of  them,  at  th^ 
end  of  the  year.     It  is  not  done  currently  as  you  go  along? 
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Mr.  KnuiTSCHNrrr.  I  do  not  think  I  used  the  term  "  annually." 
The  payments  are  made,  as  I  understand,  currently,  perhaps  quar- 
terly or  monthly,  but  tliey  are  adjusted  finally  at  the  end  of  the  year. 

Mr.  Si.Ms.  That  is.  you  do  not  collect  anything  out  of  each  pas- 
senger? 

I\[r.  Kruttschxitt.  Xo,  sir;  the  passenger  paj^s  the  Pullman  com- 
pany for  the  sleeping  acconnnodations. 

Air.  Sims.  What  additional  receipts  does  your  railroad  company, 
as  a  railroad  company,  receive  for  hauling  these  Pullman  cars? 

Air.  Kkuttschnitt.  It  does  not  seem  to  be  segregated  in  the  earn- 
ings in  the  annual  report.  I  expect  it  is  under  the  head  of  miscel- 
laneous earnings. 

Air.  Ada:mson.  Could  you  not  let  him  write  a  statement  and  ap- 
pend it  to  the  liearings,  giving  that  in  full  ? 

Air.  Kkuttschmtt.  I  can  give  that  to  you.  It  does  not  happen  to 
be  here. 

Air.  Sims.  You  can  send  it  if  you  want  to.  It  does  not  make  any 
difference  whether  it  is  two  dollars  or  one  dollar. 

Air.  Kruttschnitt.  The  earnings  are  substantial;  I  should  say 
from  memory  perhaps  six  or  seven  hundred  thousand  dollars. 

Air.  Sims.  What  I  am  trying  to  find  out  myself  is  this,  wdiether  or 
not  in  the  way  of  receipts  and  payments  and  expenses  actually  in- 
•curred  the  sleeping-car  service  is  rather  an  expense  than  a  profit  to 
the  railroad  companies. 

Air.  Kruttschnitt.  I  can  answer  that  in  a  general  way  by  saying 
that  there  is  not  much  in  it  for  the  railroads.  When  you  take  the 
.expense  of  hauling  the  heavy  cars  and  the  small  number  of  passengers 
they  acconnnodate,  I  do  not  think  the  earnings  we  get  from  them 
represent  any  material  or  any  substantial  payment  for  the  service. 
There  is  no  money  in  it. 

Air.  Sims.  Or  the  damage  in  wear  and  tear  on  your  railroad  for 
.carrying  those  cars  over  it. 

Air.  Kruttschnitt.  I  covered  that  in  stating  the  expenses  of  haul- 
ing them. 

Air.  Sims.  In  determining  what  the  railroad  receives  per  passenger 
per  mile,  is  this  sleeping-car  expense  to  the  company — is  that  in- 
.cluded  in  it  generally  ?  Is  it  included  in  estimating;  say,  for  instance, 
it  costs  you  1.98,  or  the  railroads  get  1.98  or  2  cents,  or  whatever  it 
may  be  per  mile  for  carrying  a  passenger;  is  that  1.98  intended  to 
include  what  it  gets  for  its  sleeping-car  service,  where  it  gets  any- 
thing ''i 

Air.  Kruttschnitt.  Aly  understanding  is  that  any  receipts  from 
the  carriage  of  a  passenger  would  be  put  under  the  general  heading 
of  passenger  earnings. 

Air.  Adamson.  You  get  the  same  rate  out  of  every  passenger, 
whether  he  rides  in  a  sleeper  or  a  day  coach. 

Air.  Kruttschnitt.  The  point  the  judge  wants  to  make,  if  I  under- 
stand, is  this:  If  we  spread  the  sleeping-car  earnings,  whatever  they 
may  be,  over  the  entire  passenger-car  traffic,  it  does  contribute  pos- 
sibly a  fraction  of  a  mill  to  the  average  received  for  hauling  a  pas- 
:senger-mile. 

Air.  Sims.  But  as  a  matter  of  fact,  it  is  very  small  if  anything? 

Air.  Kruttschnitt.  It  would  be  verv  small. 
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Mr.  Sims.  AMiile  the  expense  i-elative  to  the  profits  and  earnings 
received  by  the  raih'oad  companj-  is  relatively  small  as  a  whole,  there 
is  some  loss  to  the  railroads  ? 

Mv.  Kruttschnitt.  I  can  give  you  its  proportion  roughly.  The 
earnings  from  the  sleeping  cars  are  from  five  to  six  hundred  thou- 
sand dollars,  from  memory,  and  the  total  passenger  earnings  are 
about  $35,000,000  on  our  road,  so  that  the  sleeping-car  earnings  would 
be  onl}'  about  one-seventieth. 

Mr.  Sims.  If  you  do  lose  on  the  traffic  in  sleeping  cars,  it  is  as  an 
accommodation  to  the  public  ? 

Mr,  Kruttschnitt.  Yes,  sir. 

Mr.  Adamson.  And  it  is  not  a  rebate  to  anybody,  because  every- 
body gets  it. 

Mr.  Kruttschnitt.  That  is  true.  Dining  cars  do  not  pay,  but  it 
is  an  accommodation  we  have  to  afford. 

Mr.  Sims.  It  is  an  economy,  however,  in  that  the  passengers  do 
not  have  to  stop  to  eat  at  restaurants. 

Mr.  Kruttschnitt.  It  is  an  economy  to  the  passenger;  he  gets  to 
his  destination  quicker. 

Mr.  Sims.  There  is  some  economy  to  the  railroad  company  in  not 
having  to  stop  the  trains  to  allow  him  to  eat. 

Mr.  Kruttschnitt.  In  this  matter  you  have  to  take  the  plusses  and 
minuses 

Mr.  Sims.  Oh,  of  course,  there  is  no  doubt  about  that ;  but  I  wanted 
to  know  whether  or  not  the  sleeping  cars  and  the  sleeping-car  expenses 
were  a  profit  or  a  benefit  to  the  railroads  as  a  general  thing  and  in  a 
general  way,  and  like  the  stations  the  number  of  sleeping  cars  that 
w^ill  be  operated  in  the  future  will  be  an  increasing  burden  on  the 
railroad  companies  instead  of  a  profit.  That  is  all  I  wanted  to  find 
out  about. 

Mr.  Kruttschnitt.  It  is  an  increasing  burden.  I  can  not  give  you 
the  gross  earnings  per  mile  and  the  expenses  per  passenger  mile, 
because  we  have  never  figured  it  out ;  and  from  the  conditions  of  the 
problem  you  will  see  that  a  great  many  assumptions  and  estimates 
will  have  to  be  made.  It  will  be  only  roughly  approximate  if  made 
at  all. 

Mr.  Sims.  And  it  does  not  figure  to  any  great  extent  to  what  you 
get  per  mile  per  passenger  ? 

Mr.  Kruttschnitt.  I  have  just  stated 

The  Vice  Chairman.  The  Chair  wishes  to  express  to  you  the 
thanks  and  appreciation  of  the  committee  and  the  gratitude  of  the 
committee  and  their  good  wishes. 

Mr.  Kruttschnitt.  I  thank  you  very  much,  Mr.  Chairman  and 
gentlemen  of  the  committee. 

The  Vice  Chairman.  Mr.  Thom,  the  committee  is  ready  for  your 
next  witness. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
should  like  to  introduce  Judge  Marcus  P.  Knowlton,  of  Massachu- 
setts. I  will  say,  in  introducing  this  gentleman,  that  he  has  had  a 
very  large  experience  in  public  matters,  having  passed  all  through  the 
various  legislative  bodies,  from  the  common  council  of  Springfield, 
through  the  house  of  representatives  and  senate  of  Massachusetts; 
he  has  been  justice  of  the  superior  court  of  Massachusetts  from 
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18S1  to  ISST,  aiul  succeeded  Justice  Holmes  as  chief  justice  of  the 
supreme  judicial  court  of  Massachusetts  in  1902,  and  held  that  office 
until  September,  1911.  He  also  was  appointed  by  the  United  States 
Department  of  Justice — at  least,  recommended  by  it — to  the  Federal 
court  in  the  dissolution  proceedings  between  the  New"  York,  New 
Haven  c^  Hartford  Railroad  and  the  Boston  &  Maine  Railroad,  and 
he  is  chairman  of  the  board  of  trustees  having  control  of  the  stock 
of  the  Boston  &  Maine  Railroad  and  the  dissolution  of  those  prop- 
erties. 

We  desire  that  Judge  Knowdton  give  his  experience  in  connection 
with  that  matter,  and,  on  account  of  his  eminent  judicial  and  profes- 
sional position,  we  have  asked  him  to  present  also  an  ai-gument  on 
some  of  the  law  questions  you  have  to  consider. 

The  Vice  Chairman.  We  will  have  an  hour  and  a  half  before 
adjournment.  Can  Judge  Knowlton  complete  his  direct  statement  in 
that  time? 

IVlr.  TiioM.  He  says  he  can  complete  his  direct  statement  in  three- 
quarters  of  an  hour. 

The  Vice  Chairman.  We  shall  be  glad  to  hear  you.  Judge.  Under 
the  rule  of  the  committee  you  are  not  to  be  interrupted  until  you  com- 
plete your  direct  statement,  and  you  have  an  hour  and  a  half. 

STATEMENT  OF  MARCUS  P.  KNOWLTON,  CHAIRMAN  OF  THE 
BOARD  OF  TRUSTEES,  BOSTON  &  MAINE  RAILROAD,  391  STATE 
STREET,  SPRINGFIELD,  MASS. 

Mr.  KxowLTOx.  Mr.  Chairman,  the  Boston  Railroal  Holding  Co., 
incorporated  in  Massachusetts  by  the  Statutes  of  1909,  chapter  519. 
acquired  and  held,  and  still  holds,  a  majority  of  the  capital  stock  of 
the  Boston  &  Maine  Railroad.  The  New  York,  New  Haven  &  Hart- 
ford Railroad  Co.  took  and  held  most  of  the  stock  of  the  Holding  Co., 
and  in  this  way  had  a  controlling  interest  in  the  Boston  &  Maine  Rail- 
road. A  suit  was  brought  by  the  United  States  Government  to  termi- 
nate this  control,  on  the  ground  that  it  was  in  violation  of  the  Sher- 
man antitrust  laAv.  A  decree  was  entered  by  agreement  of  the  parties, 
that  the  New  York  &  New  Haven  Co.  should  assign  and  transfer  all 
its  stock  in  the  Holding  Co.  to  five  trustees,  wdio  w^ere  to  hold  its  stock, 
and  through  their  holding  were  to  control  a  majority  of  the  stock  of 
the  Boston  &  Maine  Railroad,  and  ultimately  w^ere  to  sell  it  conform- 
ably with  the  public  interest,  for  the  benefit  of  the  New  York  &  New 
Haven  Co..  in  such  a  way  as  to  end  the  alleged  monopoly.  Although 
I  am  the  chairman  of  these  trustees  and  the  president  of  the  Bos- 
ton Railroad  Holding  Co.,  and  a  director  of  the  Boston  &  Maine 
Railroad,  I  do  not  come  here  officially,  nor  in  any  representative  ca- 
pacity. In  anything  that  I  may  say,  I  speak  only  for  myself,  I  pro- 
pose to  present  a  few  facts  from  my  personal  experience,  upon  wdiich, 
with  others  that  will  be  before  you,  you  may  find  such  opinions  as 
seem  to  you  correct. 

I  also  ask  permission  to  present  some  considerations  on  the  question 
wdiether  it  is  w^ithin  the  constitutional  power  of  Congress  to  provide 
that  interstate  commerce,  conducted  over  railroads,  shall  be  carried  on 
by  companies  incorporated  under  Federal  laws. 
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In  Oct<;ber.  1914,  when  the  Federal  trustees  were  appointed,  they 
found  the  Bo-^ton  &  Maine  Railroad  a  corporation  with  a  capital 
stock  of  $44,655,190,  and  owning  a  bonded  debt  of  $43,338,000,  and 
operating-  and  managing  a  system  of  railroads  comprising  25  cor- 
porations. wh(.se  lines  extended  into  five  States — Maine,  New  Hamp- 
shire, Wnnont,  Massachusetts,  and  Xew  York — and  the  Dominion 
of  Canada.  JNlost  of  these  railroads  it  operated  under  leases,  many 
of  them  for  long  terms  of  99  years  or  thereabouts,  and  besides  its 
liability  to  pay  its  floating  debt  of  about  $24,000,000,  in  addition  to 
its  bonded  debt,  it  had  guaranteed  in  some  of  these  leases  the  pay- 
ment of  large  bonded  debts  of  lessor  corporations.  For  about  two 
years  the  cori)oration,  without  making  dividends,  had  been  unable  to 
earn  en<nigh  to  pay  its  fixed  charges,  and  the  deficit  of  earnings  below 
the  fixed  charges  during  the  fiscal  vear  which  had  just  ended  (m  June 
30,  1914,  was  $2,044,742. 

Many  of  the  leases  were  made  when  the  net  earnings  of  railroads 
in  New  England  were  much  larger  than  they  have  been  in  recent 
years.  Two  years  ago  all  the  trustees  and,  so  far  as  I  know,  all  the 
directors  were  confident  in  the  opinion  that  the  corporation  could 
not  go  on  and  serve  the  public  properly  without  a  reorganization 
that  should  diminish  its  fixed  charges  and  give  it  better  credit.  The 
Boston  »!t:  Maine  Railroad  is  incorporated  under  different  special 
•charters  in  Maine,  Xew  Hampshire,  and  Massachusetts,  having  but 
a  single  capital  stock  and  a  single  board  of  directors,  and  conducting 
all  its  financial  affairs  as  a  single  corporation.  At  the  same  time  it 
is  a  domestic  corporation,  regularly  incorporated  in  each  of  the  three 
Staters,  and  subject  to  the  peculiar  legislation,  general  and  special, 
of  each  of  the.se  States  in  which  its  railroad  is  located :  and  in  this 
respect  it  is  three  different  corporations,  each  without  authority  su- 
perior to  that  of  the  others,  as  neither  of  the  incorporating  States  has 
any  authority  or  control  over  either  of  the  other  incorporating  States. 
Other  railroads  belonging  to  this  system  are  in  Vermont,  New  York, 
and  Canada,  and  governed  by  the  laws  of  those  places. 

Everybody  recognizes  the  fact  that  it  is  for  the  interest  of  the 
public,  as  well  as  for  the  interests  of  the  several  corporations  belong- 
ing to  the  system,  that  these  corporations,  or  at  least  most  of  them, 
should  be  kept  together.  It  has  also  been  the  general  if  not  the  uni- 
versal opinion  of  those  who  have  studied  the  subject  that  no  prac- 
ticable, desirable  form  of  reorganization  can  be  adopted  without  spe- 
cial legislation  to  authorize  it  in  Maine,  Massachusetts,  and  New 
Hampshire,  if  not  in  the  other  jurisdictions  also.  It  was  the  hope 
of  the  directors  of  the  Boston  &  Maine  Railroad  and  of  the  Federal 
trustees  that  substantially  uniform  permissive  legislation  might  be 
obtained  in  these  three  States.  After  extended  hearings  and  much 
discussion  statutes  were  enacted  in  Maine  and  Massachusetts  in  the 
year  1915  giving  such  authority;  but  these  statutes  differ  materially 
in  their  provisions,  and  it  will  be  very  difficult,  if  not  impossible,  to 
proceed  under  them  without  the  enactment  of  amendments.  Massa- 
chusetts Acts  of  1915,  chapter  380;  Maine  Acts  of  1915,  chapter  186. 
In  New  Hampshire  it  was  impossible  to  obtain  any  practicable  statute 
in  aid  of  the  project. 

In  SepteuiWr  of  this  year  the  corporation  was  put  into  the  hands 
of  a  receiver.    I  ought,  however,  to  say  that  in  part  from  the  increase 
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of  traffic  connected  with  the  forciiiii  war  and  the  diti'erent  kinds  of 
business  that  lia\e  affected  the  earnings  of  many  of  the  jjreat  rail- 
roads of  the  country,  and  largely  from  the  practice  of  strict  economy 
in  the  operation  of  the  railroad,  its  net  earnings  have  gi'eatly  in- 
creased lately,  so  as  to  produce  this  year  a  substantial  surplus  abox'c 
the  fixed  charges. 

This  corporation,  being  directly  subject  to  the  legislation  of  three 
different  States,  must  make  returns  to  the  public-service  commis- 
sioners of  each  of  these  States  and  obey  their  orders.  It  is,  of  course, 
subject  to  the  jurisdiction  of  the  United  States  Commerce  Commis- 
sion. Each  of  these  tribunals  has  jui'isdiction  over  the  general  as 
well  as  the  local  affairs  of  the  (orporation.  In  cases  of  a  conflict 
in  the  laws  passed  by  the  legislatures  of  the  different  States,  or  in  the 
oi'ders  of  the  several  connnissions,  there  would  be.  in  some  matters, 
great  doubt  as  to  which  shonld  control.  Statutes  and  orders  that 
are  only  local  in  their  effect  are  no  doubt  binding  to  the  exclusion 
of  otliers  as  to  permanent  local  conditions  within  the  State.  Those 
that  are  intended  to  affect  the  corporation  generally,  like  a  change  in 
the  amount  of  its  capital  stock,  or  regulations  as  to  the  issue  of  stock, 
or  provisions  limiting  or  regulating  the  corporate  indeV)tedness,  if  in 
conflict  with  the  law  of  another  State  where  the  company  is  also 
incorporated,  give  rise  to  doubts  and  uncertainties  which  are  most 
troublesome. 

In  the  case  of  Attorney  General  v.  New"  York,  New  Haven  &  Hart- 
ford Railroad  Co.  (198' Mass.,  413-117),  the  defendant  corporation 
was  incorporated  in  Massachusetts.  Rhode  Island,  and  Connecticnt. 
and  it  o))erated  railroads  under  leases  elsewdiere.  Its  acts  in  ques- 
tion in  the  case  were  held  invalid  under  the  laws  of  Massachusetts 
and  were  set  aside,  although  they  were  within  the  general  authority 
given  to  the  corporation  by  the  statute  in  Connecticut.  These  acts 
directly  affected  local  conditions  in  regard  to  other  corporations  in 
Massachusetts.  The  court  gave  no  intimation  as  to  what  the  result 
would  have  been  if  the  acts  had  had  no  special  local  application. 

In  reference  to  a  possible  reorganization  by  the  consolidation  of 
corporations  or  the  transfer  of  the  property  and  franchises  of  the 
selling  corporations  to  the  purchaser,  it  is  held  in  New  Hampshire 
that  the  legislature  can  not  constitutionally  authorize  such  a  change, 
or  even  the  lease  of  one  road  to  another,  by  action  of  the  directors 
and  stockholders  of  the  corporations,  however  large  the  majority, 
without  providing  for  a  valuation  by  a  jur\^  of  the  stock  of  the  ob- 
jecting minority  stockholders  and  a  payment  for  it  in  cash  at  the 
valuation  by  the  acquiring  corporation.  (Dow  v.  Northern  Rail- 
road, 67  N.  H..  1.)  Statutes  have  been  enacted  in  that  State  ac- 
cordingly. 

In  Maine  and  Vermont  there  are  decisions  and  legislation  tend- 
ing somewhat  in  the  same  direction,  without  carrvina:  the  doctrine 
quite  so  far.  (State  v.  Maine  Central  Railroad  Co.'.  66  Me..  488;. 
Stevens  v.  Rutland  &  B.  Railroad  Co.,  29  Vt.,  545.)  In  Massa- 
chusetts and  New  York  the  law  is  held  otherwise  by  the  courts. 
(Hale  V.  Cheshire  Railroad  Co.,  161  Mass..  443:  Hart  v.  Ogdens- 
burg  &  Lake  Champlain  Railroad  Co.,  89  Hun..  316.)  What  rule 
shall  be  applied  to  such  conditions  in  cases  of  a  general  reorganiza- 
tion is  a  question  of  great  difficulty  and  importance.     In  the  same 
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reorganization  it  would  be  unjust  and  impracticable  to  apply  one 
rule  in  one  State  and  a  different  rule  in  another  State. 

The  recent  statutes  enacted  in  Maine  and  Massachusetts  authoriz- 
ing a  reorganization,  and  the  one  reported  and  chiefly  considered 
in  NeAv  Hampshire,  all  contain  a  provision  subjecting  the  directors  of 
the  Boston  &  Maine  Eailroad  to  punishment  by  fine  or  imprisonment 
for  a  violation  of  the  statute.  As  the  two  statutes  differ  from  each 
other  in  important  particulars,  it  seems  that  action  under  either  of 
thera  would  involve  a  choice  by  the  directors  of  the  State  in  which  to 
suffer  imprisonment  for  compliance  with  the  law  of  the  other  State. 

I  ought  to  say  that  in  connection  with  continued  effort  to  obtain  a 
reorganization  of  the  Boston  &  Maine  system  a  renewed  attempt  to 
provide  a  permissive  act  in  New  Hampshire  is  now  being  made 
before  the  legislature  in  session  there.  There  is  also  a  bill  in  the 
Maine  Legislature  now  in  session  to  obtain  an  extent  ion  and  modi- 
fication of  the  Statute  of  that  State  enacted  in  1915.  If  a  reor- 
ganization is  accomplished,  we  shall  still  be  subject  to  different  codes 
of  laws  in  the  different  States  and  to  the  orders  of  different  tribunals 
seeking,  each  in  its  own  Avay,  to  regulate  the  public  service. 

It  is  a  long  time  since  statutes  were  first  enacted  in  New  Hamp- 
shire forbidding  an  increase  of  rates  upon  certain  railroads  belong- 
ing to  the  Boston  &  Maine  system,  and  it  has  been  contended  that 
these  statutes  were  not  only  prohibitive  of  an  increase  as  to  intra- 
state commerce  but  also  of  action  of  the  Interstate  Commerce  Com- 
missioners for  the  increase  of  rates  in  interstate  commerce.  In 
other  States  there  has  been  legislation  as  to  rates  which  was  unjustly 
discriminating  in  its  effect  upon  interstate  commerce. 

In  Massachussetts,  about  two  years  ago,  when  the  New  York,  New 
Haven  &  Hartford  Eailroad  Co.'  sought  to  increase  its  capitalization 
by  ii-suing  $67,000,000  of  convertible  bonds,  and  the  issue  had  been 
underwritten  and  had  been  assented  to  by  the  public  authorities  of 
Ehode  Island  and  Connecticut,  the  prohibition  of  the  issue  of  bonds 
of  this  class  by  the  laws  of  Massachusetts  prevented  this  increase 
and  greatly  interfered  with  the  plan  of  the  corporation  to  provide 
for  the  proper  transaction  of  the  public  business.  In  other  States 
burdensome  conditions  have  been  imposed  upon  proposed  plans  of 
other  railroads  for  providing  necessary  capital  to  the  detriment  of 
commercial  interests  in  neighboring  States. 

With  the  enormous  growth  of  business  in  the  United  States  in 
the  last  few  decades  it  has  for  a  long  time  been  becoming  more  and 
more  evident  that  the  only  convenient  and  economical  way  of  con- 
ducting interstate  commerce  over  railroads  is  by  combinations  of  the 
small  and  short  railroads  into  extended  systems,  each  under  a  single 
general  management,  covering  long  distances  and  classified  continu- 
ous movements,  with  as  few  changes  of  route  and  train  as  possible. 
Such  systems  can  not  be  bounded  by  State  lines.  Not  only  in  the 
densely  population  States  have  the  railroads  been  brought  together 
into  such  systems  by  leases  or  otherwise,  for  economical  management, 
but  in  the  "great  States  of  the  West  we  find  such  combinations  cross- 
ing the  mountains  and  plains,  without  reference  to  the  boundaries 
of  States. 

In  amount  and  importance,  especially  when  we  consider  the  long 
distances  of  its  transportation,  the  interstate  commerce  over  railroads 
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in  the  Unitod  States  very  <^reatly  exceeds  the  intrastate  commerce 
over  these  raih-oads.  The  Interstate  Commerce  Commission  has 
prescribed  elaborate  regidations  of  interstate  commerce  over  exist- 
ing railroads;  but  Congress  has  never  attempted  to  provide  the 
instrumentalilies  for  carrying  it  on,  or  directly  to  authorize  the 
creation  of  such  instrumentalities  that  should  derive  their  sole 
authority,  under  the  Constitution,  from  the  Government  of  the 
United  States.  If  the  corporations  that  are  to  engage  in  this  busi- 
ness through  the  opei-ation  of  railroads  were  directly  chartered  by 
the  United  States,  it  would  relieve  the  public  from  the  great  diffi- 
culty and  exi^ense  of  dealing  with  different  jurisdictions  having  con- 
flicting laAvs  in  the  establishment  and  maintenance  of  these  instru- 
mentalities, and  from  the  labor  and  cost  of  subjection  to  the  require- 
ments of  numerous  commissions,  all  supervising  the  same  matters, 
which  can  be  properly  and  completely  supervised  by  one,  and  from 
the  official  salaries  and  expenses  of  the  members  of  unnecessary 
corporate  organizations.  It  would  relieve  from  most  of  the  diffi- 
culties in  the  special  cases  to  which  I  have  referred.  It  would  save 
the  necessity  of  such  a  statute  as  was  held  unconstitutional  in  Cen- 
tral Georgia  Railway  v.  Murphey  (196  U.  S.,  191),  which  required 
a  comman  cari-ier  receiving  goods  for  transportation  over  its  own 
line  and  connecting  lines,  if  the  goods  were  subsequently  lost  or 
damaged,  and  if  it  would  relieve  itself  from  liability  to  the  con- 
signor, to  furnish  evidence  which  would  enable  him  to  fix  the  liability 
upon  the  carrier  primarily  responsible  for  the  loss.  If  there  was  a 
Federal  corporation  extending  through  the  different  States  it  would 
be  unnecessary  for  the  owner  to  find  out  and  prove  affirmatively 
where  and  how  the  loss  occurred. 

It  is  evident  that  the  creation  of  Federal  railroad  corporations  to 
act  as  carriers  in  interstate  commerce  would  have  many  advantages 
over  the  present  method  of  providing  separate  railroad  corporations 
in  the  several  States  where  the  railroads  are  located.  Whether  there 
should  be  legislation  to  authorize  or  compel  the  enjoyment  of  these 
advantages  is  a  question  for  Congress  to  answer. 

Plas  Congress,  in  the  exercise  of  its  power  to  regulate  interstate 
commerce  between  the  States,  a  constitutional  right  to  provide  rail- 
road corporations  incor])orated  under  Federal  law  for  the  transac- 
tion of  the  business?  If  so,  it  naturally  follows  that  it  may  require 
all  interstate  commerce  conducted  over  railroads  to  be  carried  on  by 
such  corporations.  An  ret  might  merely  permit  incorporation  under 
the  Federal  law,  although  such  an  act  would  be  of  little  or  no  prac- 
tical value,  or  it  might  provide  that  railroad  corporations  incorpo- 
rated by  the  States  should  not  engage  in  interstate  commerce  after 
the  expiration  of  a  prescribed  time ;  or  it  might  require  a  certificate 
of  authority  to  engage  in  it  from  the  Interstate  Commerce  Commis- 
sioners; or  the  regulations  might  be  more  or  less  strict  in  other  ways. 

In  the  great  case  of  McCulloch  v.  Maryland  (4  Wheat.,  316)  it 
was  decided  that  Congress  might  constitutionally  establish  a  United 
States  bank  for  the  transaction  of  the  financial  business  which  was 
to  be  done  in  its  interest  and  under  its  supervision.  Said  Chief 
Justice  Marshall: 

Altlioii};li  among  the  eimmerated  i)()\vt'rs  of  (lovprnnient  we  do  not  find  the 
word  "  l)ank  "  or  "  corporation,"  we  find  the  STPiit  powers  to  lay  and  collect 
taxes,  to  borrow  money,  to  reffulate  commerce,  to  declare  and  conduct  a  war. 
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and  to  raise  and  support  armies  and  navies.  The  swoi'd  and  tlie  purse — all 
the  external  relations  and  no  inconsiderable  portion  of  the  industry  of  the 
Nation,  are  intrusted  to  its  Government.  The  power  being  given,  it  is  the 
interest  of  the  Nation  to  facilitate  its  execution.  It  can  never  be  their  interest 
and  can  not  be  presumed  to  have  been  their  intention  to  clog  and  embarrass  its 
execution  by  withholding  the  most  appropriate  means.  Througlunit  this  vast 
Republic,  from  the  St.  Croix  to  the  Gulf  of  Mexico,  from  the  Atl;nuic  to  the 
Pacific,  revenue  is  to  be  collected  and  expended,  armies  are  to  be  marched  and 
supported.  *  *  *  Is  that  construction  of  the  Constitution  to  be  preferred 
wliich  would  render  these  operations  difficult,  hazardous,  and  expensive?  Can 
we  adopt  that  construction,  unless  the  words  imperiously  require  it,  which 
would  impute  to  the  framers  of  that  instrument,  when  granting  these  powers 
for  the  public  good,  the  intention  of  impelling  their  exercise  by  withholding  the 
choice  of  means?  The  Government  which  has  the  right  to  do  an  act  must, 
according  to  the  dictates  of  reason,  be  allowed  to  select  the  means;  and  those 
who  contend  that  it  may  not  select  any  appropriate  means,  that  the  one  particu- 
lar mode  of  effecting  the  object  is  expected,  take  upon  themselves  to  prove  the 
exception.  *  *  *  gyj  ^j^p  Constitution  of  the  United  States  has  not  left  the 
right  of  Congress  to  employ  the  necessary  means  for  the  execution  of  the  pow- 
ers conferred  on  the  Government  to  general  reasoning.  To  its  enumeration  of 
powers  is  added  that  of  making  all  laws  which  shall  be  necessary  and  proper 
for  carrying  into  execution  the  foregoing  powers  and  all  other  powers  vested 
by  this  Constitution  in  the  Government  of  the  United  States  or  any  deiiartment 
thereof.  *  *  *  To  employ  the  means  necessary  to  an  end  is  generally 
iinderstood  as  employing  any  means  calculated  to  produce  the  end,  and  not  as 
being  confined  to  those  single  means  without  which  the  end  would  be  entirely 
unattainable. 

In  the  most  exiDlicit  terms,  the  Constitution  gives  to  Congress  the 
power  to  "  reguLate  commerce.  *  *  *  among  the  several  States." 
(See  Gibbons  v.  Ogden,  9  Wheat.,  1.)  This  inchtdes  the  right  to 
prescribe  the  means  and  instrumentalities  by  which  it  shall  be  car- 
ried on,  if  in  the  opinion  of  Congress,  it  is  important  or  desirable  so 
to  do.  As  Congress  could  decide  that  a  bank  imder  a  Federal  charter 
was  an  instrumentality  for  use  in  conducting  the  financial  business 
of  the  Government,  so  it  may  decide  that  railroads  incorporated 
imder  a  Fetleral  law,  extending  across  State  lines,  furnish  a  de- 
sirable means  of  carrying  on  interstate  commerce.  The  power  to 
regulate  such  commerce  in  any  way  that  seems  to  Congress  reasonable 
and  proper  is  as  complete  as  the  power  to  provide  for  the  manage- 
ment of  the  finances  of  the  country,  and  it  includes  the  determina- 
tion of  the  means  and  instrumentalities  to  be  used  in  the  business. 

The  language  of  Chief  Justice  Marshall,  quoted  above,  and  it-s 
doctrine,  more  fully  set  forth  in  other  parts  of  the  opinion,  have 
been  reaffirmed  many  times  by  the  Supreme  Court  of  the  United 
States,  and  are  the  law  to-day.  They  seem  to  me  fully  to  cover  the 
question  which  we  are  considering.  They  have  been  definitely  ap- 
plied to  questions  arising  under  the  commerce  clause  of  the  Constitu- 
tion, and  are  reiterated  with  em])hasis  in  the  opinion  of  the  majority 
of  the  court  in  the  Northern  Securities  case  (193  IT.  S.,  197,  336, 
344,  3.50,  253).  In  giving  an  opinion  of  the  minority  in  that  case, 
Mr.  Justice  White  said  (p.  369),  "  that  if  the  end  to  be  accomplished 
is  within  the  scope  of  the  Constitution,  all  means  which  are  appro- 
priate, and  which  are  plainly  adapted  to  the  end,  and  are  not  pro- 
hibited,  are  constitutional."  "  This  language  seems  directly  applica- 
ble to  the  present  situation.     He  also  said  (on  p.  393)  : 

True,  the  instrumentalities  of  interstate  commerce  are  subject  to  the  ix>wer 
to  regulate  commerce,  and  therefore  such  instrumentalities,  when  applied  in 
interstate  commerce,  may  be  regulated  by  Congress,  as  to  their  use  in  such 
commerce, 
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Mucli  of  the  argument  of  this  part  of  the  opinion  of  tlie  minority 
relates  to  the  proposition  that  ownership  of  stock  in  corporations 
engaged  in  interstate  commerce  is  not  intei-state  commerce,  and  the 
argument  has  no  tendency  to  show  that  Congress,  under  its  right  to 
reguhite  interstate  commerce,  may  not  prescribe  the  means  and  in- 
strumentalities by  which  the  business  of  such  commerce  is  to  be  car- 
ried on. 

There  is  a  peculiar  similarity  between  the  question  in  McCulloch  v. 
Maryland  and  that  which  we  are  now  considering,  inasmuch  as  the 
constitutional  power  of  Congi'ess  considered  in  each  case  is  the  power 
to  charter  a  Federal  corporation  to  do  the  work  which  Congress  may 
control  and  regulate.  It  seems  that  the  principle  wa,s  applied  to  the 
chartering  of  the  corporations  for  the  promotion  of  interstate  com- 
merce which  are  referred  to  in  California  r.  Central  Pacific  Railroad 
Co.  (127  U.  S.,  1,  39),  and  Pacific  Railroad  Removal  cases  (115 
L).  S.,  2,  16,  18).  (See  also  general  doctrine  in  Houston  &  Texas 
Railway  r.  U.  S.,  234  U.  S.,  342.  Texas  &  Pacific  Railway  v.  Rigby. 
241  U.S.,  6,23.) 

If  Congress  should  decide  that  such  railroad  corporations  should 
be  established  to  engage  in  interstate  commerce,  the  question  whether 
its  decision  was  wise  or  unwise  could  not  be  considered  by  the  court. 
There  seems  to  bo  no  doubt  that  the  kind  of  corporation,  in  its  origin 
and  control  and  in  the  extent  of  the  field  that  it  may  cover,  has  such 
a  direct  relation  to  the  business  of  interstate  commerce  as  may  come 
within  the  regulating  power  of  Congress  that  it  includes  everything 
directly  involved  in  such  commerce.  This  being  so,  it  is  settled  by 
many  decisions  that  the  final  determination  of  Congress  to  act  or 
not  to  act,  or  to  act  in  one  way  and  not  in  another  way,  within  its 
constitutional  domain,  is  not  subject  to  reA'iew  by  the  court. 

Personally  I  can  not  doubt  the  constitutional  power  of  Congress 
to  charter  railroad  corporations  to  engage  in  interstate  commerce 
and  to  prevent  railroads  not  so  chartered  from  engaging  in  such 
commerce  after  a  certain  date  if  it  chooses  so  to  do. 

If  I  am  right  in  this  conclusion,  does  it  make  any  difference  that 
at  the  time  when  this  constitutional  right  is  first  sought  to  be  exer- 
cised by  Congress  the  country  is  traversed  by  railroads  used  in  inter- 
state commerce,  owned  b}^  corporations  which  were  chartered  by  the 
States?  I  think  it  does  not.  It  seems  to  me  that  the  proposition 
stated  to  the  committee  by  Mr.  Thom  is  sound,  that  everyone  who  en- 
gages in  interstate  commerce  is  bound  to  know  that  he  and  his  prop- 
erty are  subject  to  the  right  of  Congress  to  regulate  interstate  com- 
merce at  any  time,  which  right  includes  constitutional  authority  to 
declare  that  interstate  commerce  conducted  over  railroads  shall  be 
conducted  only  over  railroads  operated  under  Federal  charters. 
This,  in  a  possible  case,  might  involve  great  diminution,  or  even  the 
destruction  of  the  value  of  a  railroad  in  a  State,  by  the  construction 
of  another  railroad  under  a  Federal  charter,  if  Congress  should  go 
to  the  extreme  limit  of  its  power  without  making  a  provision  for  the 
utilization  of  existing  railroads. 

Such  possible  congi-essional  action  would  test  the  constitutionality 
of  the  legislative  act  to  the  utmost,  for  courts  would  be  reluctant  to 
permit  the  unnecessarj?^  destruction  of  valuable  property,  and  they 
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WQnlcl  consider  carefully  the  question  whether  any  material  benefit 
could  come  from  conducting;  interstate  commerce  over  railroads  oper- 
ated under  Federal  charters  instead  of  conducting  it  over  State  rail- 
roads. I  think  the  courts  M^ould  be  obliged  to  say  that  in  the  organi- 
zation, management,  control,  and  regulation  of  Federal  railroad  cor- 
porations engaged  in  interstate  commerce  advantages  might  be  found 
over  the  effect  of  similar  dealings  with  State  railroads  such  as  to 
bring  the  subject  within  the  field  of  constitutional  regulation  of  inter- 
state commerce.  If  this  result  was  reached  the  wisdom  or  folly  of 
congressional  action  in  a  particular  case  would  be  a  subject  with 
which  the  courts  could  not  concern  themselves. 

It  is  not  to  be  supposed  that  Congress  would  ever  put  the  question 
to  this  extreme  test  by  legislating  in  a  way  that  would  involve  the  de- 
struction of  great  public  works.  National  legislators  can  be  trusted 
to  do  their  duty  in  providing  for  the  conservation  of  valuable  prop- 
erty. The  legislation  should  open  a  way  for  the  owners  of  State 
railroads,  valuable  for  use  in  interstate  commerce,  to  sell  their  prop- 
erty to  the  new  Federal  corpoiiition,  or  to  have  it  taken  over  at  a 
valuation,  subject  to  the  supervision  and  approval  of  the  govern- 
mental tribunal  created  by  Congress  to  pass  upon  the  establishment 
and  organization  of  Federal  railroad  corporations. 

It  might  be  provided  that,  subject  to  such  approval,  stock  in  the 
State  railroad  companies  might  be  exchanged  for  stock  in  the  Fed- 
eral corporation,  upon  proper  terms,  and  that  ownership  of  the  prop-' 
erty  of  the  State  corporation  should  follow  ownership  of  the  stock, 
and  that,  through  such  purchases  or  exchanges,  control  of  the  State 
railroad  might  be  acquired  by  the  new  corporation.  These  things 
should  be  permitted  only  after  the  voluntary  action  of  the  stock- 
holders of  the  State  railroad  company  by  a  majority  vote,  or  a  two- 
thirds  vote:  while  the  new  corporation  should  be  compellable,  in  a 
proper  case,  as  a  condition  of  its  organization,  to  take  over  upon 
reasonable  terms  the  stock  or  property  of  the  State  corporation. 

The  question  arises  whether  objecting  minority  stockholders  of  a 
State  railroad  corporation  could  be  bound  by  a  two-thirds  vote  of 
the  stockholders  in  such  a  case.  If  the  answer  depended  upon  the 
very  elaborate  opinion  of  the  court  in  Dow  v.  Northern  Railroad 
(67  N.  H.,  1),  it  would  be  in  the  negative;  if  it  depended  upon  the 
decision  in  Hale  v.  Cheshire  Railroad  Co.  (161  Mass.,  443),  it  would 
be  in  the  affirmative.  The  decisions  in  Vermont  are  similar  to  those 
in  New  Hampshire.  Stevens  r.  Rutland  &  B.  Railroad  Co.  (29 
Vt.,  545).  Those  in  Maine  and  New  York  follow  more  nearly  the 
cases  in  Massachusetts.  Waldoborough  r.  Knox  &  Lincoln  Rail- 
road Co.  (84  Me.,  469).  State  v.  Maine  Central  Railroad  Co.  (66 
Me.,  488).  Hart  v.  Ogdensburg  and  Lake  Champlain  Railroad  Co. 
(89  Hun.,  316). 

The  luiderlying  question  in  every  such  case  is,  "  What  is  the  con- 
tract that  stockholders  impliedly  make  with  one  another  when  they 
become  members  of  a  railroad  corporation  ?  "  It  is  to  be  remembered, 
first,  that  for  many  years,  beginning  soon  after  the  decision  in  the 
Dartmouth  College  case,  charters  of  corporation  in  almost  all  of  the 
States  have  by  statute  been  made  subject  to  amendment,  alteration, 
or  repeal,  and  the  stockholders,  when  they  join  the  corporation, 
agree  to  be  bound  by  applicable  legislative  provisions  by  way  of 
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altoratiou  or  aiiieiuhuent.  Of  course,  .such  alterations  iinist  be  ger- 
mane to  the  subject.  Legi.slati\e  authority  ^vhich  provides  for  a 
change  of  form  of  incorporation,  if  the  stocivholders  desire  it,  from 
a  State  charter  to  a  Federal  charter,  under  which  the  same  kind  of 
business  may  be  done,  over  the  same  line  extended  to  include  addi- 
tional distance  into  a  neighboring  State,  is  plainly  promotive  of  the 
original  general  purpose  of  the  corporation.  It  is  an  enlargement 
and  extension  of  the  same  general  kind  of  business  that  formerly 
was  done,  for  the  same  objects,  namely,  the  service  of  the  public  in 
transportaion  and  the  acquisition  of  gain  from  the  compensation 
received  for  it.  It  is  no  greater  a  change  in  the  relations  of  the 
sto(  kholders  to  one  another,  or  to  the  enterprise  in  which  they  are 
engaged,  than  is  the  leasing  of  one  railroad  to  the  owners  of  another 
railroad  for  an  extension  of  the  line.  If  the  arrangement  is  such 
that  the  grantor  or  assignor  no  longer  has  an  interest  in  the  business, 
but  parts  with  his  property  finally  for  a  pecuniary  consideration, 
this,  so  far  as  he  and  his  associates  are  concerned,  is  like  the  winding 
up  or  liquidation  of  a  corporation.  There  is  no  doubt  that  the  body 
of  the  stockholders,  under  legislative  authorit}',  have  a  right  to  bind 
the  minority  by  their  vote  to  wind  up  the  affairs  of  the  corporation. 

All  the  tendencies  of  social  and  business  life  in  recent  years  are 
in  favor  of  liberalitj^  in  the  management  of  such  enterprises.  It 
Aould  be  a  xevy  narrow  construction  of  the  implied  contract  be- 
tween the  members  of  a  railroad  corporation,  when  they  have  or- 
ganized to  serve  the  public  and  to  nuike  money  by  running  a  railroad 
between  two  points,  and  have  impliedly  agreed  that  a  majority  may 
control  in  the  management  of  their  business,  and  when  the  legisla- 
ture has  declared  that  their  business  nuiy  be  extended  by  taking  a 
lease  of  a  connecting  line,  to  say  that  such  an  extension  is  so  at 
variance  with  the  general  purpose  and  policy  of  the  corporation 
that  the  majority  can  not  bind  the  minority  in  voting  for  it.  If 
such  a  construction  could  have  been  given  to  such  an  implied  contract 
in  the  early  days  of  railroads,  it  would  be  utterly  at  variance  with 
the  demands  of  business  and  the  methods  of  management  of  railroads 
in  these  times. 

Upon  a  question  of  this  kind,  which  i-elates  primarilj^  to  a  mere 
change  of  form  and  which  does  not  affect  adversely  public  business 
or  the  public  interests  and  which,  so  far  as  the  State  corporation  is 
concerned,  is  nothing  more  than  a  liquidation  of  it,  with  an  arrange- 
ment that  the  service  of  the  public  shall  be  continued,  it  can  make 
no  difference  that  the  formal  authority  under  which  the  stockholders 
of  the  corporation  make  these  changes  comes  from  the  Government  of 
the  United  States,  exercising  its  powers  under  the  commerce  clause 
of  the  Constitution,  instead  of  from  the  legislature  of  the  State.  The 
authority  is  ample,  and  the  stockholders  exercise  their  own  rights  of 
property  as  an  organization,  all  implied  restrictions  upon  them  hav- 
ing been  removed  by  authorized  congressional  action.  There  are  no 
State  laws  that  prevent  them  from  taking  advantage  of  the  condi- 
tions created  by  Congi^ess  affecting  their  property. 

There  is  no  occasion  for  the  exercise  of  the  right  of  eminent  do- 
main by  taking  their  property  for  a  public  use.  There  is  simply 
the  control  and  management  of  the  property  of  the  corporation  by 
the  stockholders  and  owners,  within  the  general  purpose  for  which 
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the  corporation  was  organized,  a  control  which  is  permitted,  in  the 
particnlar  form  in  which  it  is  exercised,  by  the  removal  of  all  pos- 
sible restrictions  under  a  favoring  enactment  of  the  supreme  legis- 
lative authority  acting  in  its  own  domain.  If  there  is  doubt  as  to 
the  correctness  of  the  last  propositons,  all  difficulty  can  be  remoA'ed 
in  any  case  by  a  permissive  act  of  the  State  legislature. 

I  can  not  believe  that  the  extreme  doctrine  of  Dow  v.  Northern 
Railroad  will  ever  be  adopted  by  the  Supreme  Court  of  the  United 
States  and  applied  to  a  case  like  the  leasing  of  a  connecting  line  of 
railroad  by  one  railroad  corporation  to  another. 

I  shall  be  very  glad,  gentlemen,  to  answer  any  questions,  if  I  can. 

Ml'.  Sims.  The  chairman  is  not  present,  but  the  agreement  was 
made  that  Mr.  Hamilton  had  the  right  of  way  now. 

Mr.  Hamilton.  I  had  the  right  of  way  before. 

Mr.  Sims.  But  you  yielded  to  me. 

Mr.  Hamilton.  I  do  not  care  to  ask  any  questions  at  this  time. 

^Mr.  Sims.  You  mean  during  this  appearance? 

]Mr.  Hamilton.  Unless  something  should  develop  during  the  course 
of  the  examination. 

Mr.  Sims.  Mr.  Esch  will  come  next. 

Mr.  EscH.  Your  argument  in  favor  of  national  incorporation,  judg- 
ing from  your  address,  is  largely  based  upon  your  experience  as  one 
of  the  holding  committee  of  the  Boston  &  Maine  Railroad  Co.,  and  its 
financial  distress  in  recent  j^ears. 

Mr.  Knoavlton.  I  should  hardly  say  my  opinion  is  largely  based 
on  that.  My  opinion  is  based  on  broader  and  more  general  con- 
siderations, but  ni}''  experience  to  which  you  have  referred  has  been 
illustrative,  in  a  very  emphatic  way,  of  the  difficulties  of  the  situa- 
tion, and  it  seems  to  have  strengthened,  perhaps,  by  bringing  home^ 
particularly,  the  views  which  I  presented. 

Mr.  EscH.  Have  you  entertained  the  views  which  you  now  ex- 
press, with  reference  to  national  incorporation,  prior  to  your  ex- 
perience in  connection  wdth  the  Boston  &  Maine? 

]\Ir.  Know^lton.  I  think  so,  although  I  had  not  given  special  study 
to  the  subject  until  I  had  this  particular  duty,  which  has  forced  the 
study  on  me. 

Mr.  EscH.  You  desire,  as  chairman  of  that  committee,  to  get  the 
Boston  &  Maine  on  a  working  basis,  and  it  has  required  you  to  appear 
before  the  legislatures  of  the  several  States,  in  order  to  get  assent  to 
your  legislative  program? 

jNIr.  Knowlton.  I  have  appeared  before  the  legislatures  of  three  of 
the  four  States  which  are  interested.  It  includes  the  State  of  Ver- 
mont, wherein  the  Boston  &  Maine  Railroad  is  not  incorporated. 

Mr.  EscH.  I  think  you  stated  Avhereas  the  bills  that  you  had  advo- 
cated in  two  of  the  States  were  reasonably  satisfactory,  they  were 
not  satisfactory  to  the  Legislature  of  New  Hampshire. 

Mr.  Knowlton.  The  Legislature  of  New  Hampshire  refused  to 
pass  any  act  in  its  session  two  years  ago.  It  has  had  another  session 
sii^ce. 

Mr.  Esrii.  You  are  now  seeking  legislation  in  the  present  session? 

Mr.  Knowlton.  Yes.  sir. 

Mr.  Esch.  Along  that  line? 

Mr.  Knowlton.  There  are  a  number  of  New  Hampshire  railroads 
that  are  active  in  this  business,  and  the  Boston  &  Maine  has  been 
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awaiting  such  action  as  tliey  may  accomplish,  because  we  think  they 
have  a  purpose  similar  to  our  own  in  that  respect. 

Mr.  EsciT.  As  3  recollect  your  statement,  you  say  that  prior  to  1916 
the  Boston  &  Maine  was  operated  at  a  loss. 

jNIr.  KxowLTON.  The  deficit  for  the  year  ending  Jiuie  30,  1914, 
Avas  between  two  and  three  millions  of  dollars,  without  dividends. 
Mr.  Escn.  In  the  last  year  you  develoi:)ed  a  comfortable  surplus? 
Mr.  KxoAVLTON.  A  surplus.     I  do  not  know  whether  it  is  a  com- 
fortable surplus. 

Mr.  Escii.  I  think  that  was  the  language  you  used. 
Mr.  Knowltox.  It  is  a  substantial  surplus. 

Mr.  EscH.  If  that  surplus  should  be  continued  into  1917 — into 
the  1917  operating  year — would  it  enable  you  to  rehnance  the  Boston 
&  Maine  without  the  aid  of  the  State  legislatures? 

Mr.  KxowLTOx.  I  suppose  our  committee,  as  a  committee,  has  no 
power  except  through  the  ordinary  machinery  of  the  railroad,  which 
is  the  directorate  of  the  railroad.  Of  course  our  desire  would  be  to 
refinance  the  railroad  in  a  strong  way,  if  we  could,  but  I  think  every 
member  of  the  board  of  directors  is  of  the  opinion  that  from  the 
present  outlook  w^e  could  not  expect  to  refinance  successfully  unless 
we  could  have  a  reorganization.  A  part  of  the  trouble  is  that  the 
Boston  &  Maine  Railroad  is  not  a  great  system.  The  capital,  wdiich 
I  stated,  you  see  is  small,  and  it  has  leased  a  large  number  of  cor- 
porations, and  when  the  times  are  a  little  hard  and  the  earnings  do 
not  come  the  loss  all  tumbles  right  dowai  on  the  Boston  &  Maine 
Railroad,  which  is  bound  to  pay  these  rentals  in  bad  and  good  times. 
Mr.  EscH.  Do  you  consider  those  rentals,  in  the  line  of  experience 
of  recent  years,  rather  high? 

]Mr.  KxowLTOx.  I  think  as  a  class,  taken  together — there  is  a  great 
difference  in  them  in  that  particular — they  are  very  high.  Other 
j)eople  think  differently,  I  know. 

Mr.  EscH.  These  leases  you  say  run  for  a  period  of  99  years  or 
thereabouts  ? 

Mr.  Kxow^LTOx.  Yes,  sir. 

Mr.  EscH.  So,  that  those  obligations  under  j^our  leases  wdll  run  for 
man}'  years  yet  to  come  ? 
]Mr.  Kxowt:.tox.  Yes. 

Mr.  EscH.  Under  your  reorganization  did  you  hope  to  get  rid 
of  those  obligations  ? 

Mr.  KxowLTox.  The  plan  of  reorganization  which  has  been  most 
approved  involves  the  taking  in  of  these  railroads  into  a  consolidated 
corporation  with  the  Boston  &  Maine  and  giving  them  preferred 
stock  at  rates  similar  to  their  rentals  or  equivalent  to  them.  A  plan 
has  been  proposed  and  agreed  to  by  various  parties  to  give  them 
their  dividends  in  preferred  stock  whenever  the  earnings  would 
permit  of  it. 

Mr.  EscH.  Was  the  Boston  &  Maine  at  one  time  a  subsidiary  of  the 
New  Haven? 

Mr.  KxowLTox.  Yes;  well,  I  do  not  know  whether  that  is  the 

word.    The  New  Haven  got  control  of  it  through  the  Boston 

Mr.  EscH.  By  stock  ownership  or  how  ? 

Mr.  KxowLTox.  The  Boston  Railroad  Holding  Co.  was  created, 
and  it  acquired  a  majority  of  the  stock  and  holds  it  to-day.    It  was 
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a  subsidiary  of  the  Xew  Haven  liuilroad,  and  that  is  the  way  in 
which  the  New  York  &  Xew  Haven  Raih'oad  controlled  tlie  Boston  l^c 
Maine  when  Ave  were  appointed. 

Mr.  EscH.  During  such  holding  by  the  Xew  Haven  road  were 
there  any  net  revenues  of  the  Boston  &  Maine,  or  did  it  run  behind, 
as  it  did  prior  to  last  year '( 

Mr.  Kiv'owLTON.  It  ran  behind,  certainly,  the  last  part  of  the  time. 
I  am  not  quite  sure  whether  there  were  any  net  earnings  during  the 
earlier  part  of  the  time,  because  I  can  not  fix  the  time. 

Mr.  EscH.  Did  that  running  behind  of  the  Boston  &  Maine  add  to 
the  troubles  of  the  New  Haven  which  brought  on  the  crisis  on  that 
road  ? 

Ml'.  K>"o\vLTOx.  Xot  in  any  very  material  degree.  Perhaps  it  was 
one  of  the  elements,  but  not  a  great  element. 

JNIr.  Escii.  Have  you  read  ex-Secretary  Olney's  letter  to  Mr.  Thorn. 
Ijrinted  in  the  early  part  of  the  hearings? 

Mr.  KxowLTON.  No;  but  I  happened  to  be  before  the  comnuttee 
when  Mr.  Thom  read  the  letter  from  Mr.  Olney.  which  is  the  one  I 
suppose  you  refer  to. 

Mr.  EscH.  What  is  your  opinion  of  the  plan  therein  suggested? 

Mr.  KxoA\'LTC)x.  I  never  have  seen  the  letter  or  any  copy  of  it.  I 
only  heard  the  reading  of  it  at  that  time.  With  the  highest  respect 
ancl  regard  foi-  Mr.  Olney.  at  that  time  it  seemed  he  had  not  worked 
out  the  best  wa}'  of  dealing  with  such  a  subject. 

Mr.  Escii.  I  have  not  read  it  recently  myself,  but  if  I  recollect 
correctly  he  provided  for  some  system  of  condemnation  of  the  stock. 

Mr.  Knoavltox.  I  think  so. 

Mr.  EscH.  In  order  to  get  rid  of  objecting  minority  holdings 
wliich  might  sometimes  interfere  with  the  ease  of  transition  from 
State  to  Federal  control,  under  vour  plan,  how  do  you  get  rid  of 
that? 

Mr.  KxowLTOx.  I  do  not  think  there  is  any  difficulty  in  the  law 
with  that.  The  State  of  New  Hampshire^  in  the  case  to  which  I 
have  referred,  decided  that  the  legislature  could  not  constitutionally 
authorize  the  lease  of  one  railroad  by  another,  which  would  bind  the 
minority  stockholders,  even  if  the  vote  was  ever  so  large,  whether 
one-third  or  two-thirds.  My  belief  is  that  that  decision  is  not  good 
law,  and  will  not  be  considered  good  law  anywhere  else  in  the  United 
States.  The  decision  in  Massachusetts  is  to  the  contrary.  I  think 
the  reasoning,  when  you  reflect  on  it — I  think  that  reasoning  and 
authorities,  as  for  as  I  happen  to  know  of  any,  are  against  that 
doctrine.  It  is  true  that  the  legislatures  of  some  of  the  States — 
New  Hampshire,  of  course,  primarily — and  some  of  the  others  to 
save  questions  have  legislated  so  as  to  avoid  that  difficulty  in  some 
of  their  past  acts,  but  my  OAvn  belief  is  that  that  difficulty  is  not  a 
Aery  serious  one. 

Mr.  Escii.  You  do  express  the  opinion  that  Congress  had  the 
right  to  establish  this  Federal  corporation,  which  is  to  take  oAer 
the  stocks  of  the  State  corporation,  and  that  Congress  can  fix  a 
definite  time  within  Avhich  that  transfer  should  be  made,  and  that 
thereafter  a  common  cai'ricr  should  no  longer  JaAvfully  engage  in  in- 
terstate commerce? 

Ml-.  KxoAVLTOx.  If  I  understand  your  question  aright,  my  answer 
is  in  the  affirmative.     I  understand  Congress  has  the  right  to  regu- 
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late  iiiterstiite  coiiinuM'co,  whicli  incliidos  the  i)()\vt>r  to  establish 
Federal  corporations  to  do  all  the  business  in  interstate  connnercc. 
If  it  has  that  power  it  must  necessarily  mean  it  can  exclude  the 
further  transaction  of  such  business  by  a  State  corporation.  I  do 
not  think  foi-  one  moment  you  i^entlemen  would  pass  a  statute  to  do 
that  without  making  some  provision  to  enable  these  people  who  own 
State  corporations  to  avail  themselves  of  their  property,  and  so  I 
have  indicated  some  of  the  ways  in  which  it  can  be  done. 

Mr.  TnoM.  In  your  question  you  spoke  of  the  Federal  corporation 
taking  over  the  stock 

Mr.  KscH.  He  referred  to  taking  over  tlie  stock  of  the  State 
corporations. 

Mr.  Thom.  My  understanding  was  not  that  the  Federal  corpo- 
ration should  take  over  the  stock  of  the  State  corporation,  but  that 
there  should  be  a  requirement  that  the  owners  of  the  State  corpora- 
tions reincorporate  under  the  Federal  laW',  and  when  they  did  that, 
by  virtue  of  the  statute  itself,  the  property  and  assets  of  the  State 
corporation  should  pass  to  the  Federal  corporation,  and  not  the 
stock ;  that  should  remain  in  the  hands  of  the  owners. 

Mr.  EscH.  The  original  holders. 

Mr.  KxowLTON.  I  did  not  elaborate  it  quite  that  way.  My  idea 
was  that  Congress  would  provide  for  the  establishment  of  Federal 
railroad  corporations,  and  in  connection  with  that  would  provide  an 
arrangement  wdiereby  the  Federal  corporation,  as  a  condition  of  its 
being,  should  be  obliged  to  take  over  the  stock  of  the  State  railroad 
corporation  that  wished  to  be  taken  over  and  voted  to  be  taken  over 
by  a  proper  tribunal  to  be  created  to  deal  with  this  subject. 

Mr.  Adajisgn.  Don't  you  think  that  that  idea  would  be  far  easier 
and  better  if  you  w^ant  a  Federal  corporation  for  interstate  trans- 
13ortation,  to  enact  a  law  to  authorize  new  companies,  and  at  the  same 
time  to  authorize  the  State  corporations  to  change  when  they  desire, 
and  let  it  be  voluntar}^  ? 

Mr.  KxowLTOX.  That  would  come  very  nearly  to  my  view.  The 
authorization  of  new  instrumentalities  is  a  part  of  the  plan. 

]Mr.  Adamsox.  I  think  it  would  be  more  agreeable,  reasonable,  in- 
telligent, and  far  more  likely  to  be  constitutional,  as  a  proposal  of 
this  committee. 

Mr.  KxowLTOx.  I  should  contrive  some  way  to  give  the  State  cor- 
porations the  right  and  power,  upon  a  proper  vote,  to  have  their 
rights  available — to  get  the  benefit  of  them  in  one  way  or  another. 

Mr.  Adamsox.  I  can  understand  how  that  might  be  constitution- 
ally, reasonably,  and  easily  worked  out. 

^Ir.  KxowLTOx.  It  seems  to  me  so. 

Mr.  DoREMUs,  Judge,  I  was  called  out  of  the  room  just  as  you  be- 
gan vour  reference  to  the  case  of  McCall  against  Mills.  Do  I  under- 
stand you  to  cite  that  case  as  authority  to  settle  the  authority  of 
Congress  to  provide  for  the  Federal  incorporation  of  the  railroads? 

]Mr.  KxowLTOx.  Indirectly,  yes:  and  perhaps  I  ought  to  say  di- 
rectly. Yes:  that  case  establishes,  in  the  strongest  terms,  the  power 
of  Congress  to  establish  a  Federal  corporation  to  transact  the  busi- 
ness which  ought  to  be  supervised  and  controlled  and  managed  by 
the  United  States,  and  while  that  relates  to  Federal  banks.  I  say  this, 
that  the  same  doctrine  has  been  directly  an<l  specifically  ajiplied  to 
interstate  commerce. 
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Mr.  DoREMus.  I  have  not  had  occasion  to  read  that  case  in  a  long 
time,  but  my  recollection  of  it  is — -and  you  will  correct  me  if  I  am 
■wrong  in  my  recollection — that  among  the  questions  involved  was 
the  power  to  tax  this  national  bank. 

Mr.  Knowltox.  That  is  in  the  case. 

Mr.  DoRE^ius.  And  the  court  held  that  the  national  bank  was  an 
instrumentalit}'  of  the  Government  and  as  such  was  not  subject  to 
taxation;  in  other  words,  they  put  the  national  bank,  as  it  then 
existed,  in  the  same  category  with  the  United  States  mint  and  cus- 
tomhouse, the  post  office,  and  other  instrumentalities  of  the  (xovern- 
ment.    Is  that  your  recollection  of  it? 

Mr.  KxowLTON.  Well,  the  fundamental  question,  the  proposition 
for  which  I  cited  the  case,  the  argument  of  Chief  Justice  jSIarshall, 
Avhich  I  have  quoted,  relates  to  this  fundamental  question,  whether 
the  establishment  of  such  a  Federal  corporation  to  transact  the  bank- 
ing business  for  the  United  States  is  legal  and  valid  under  the  Con- 
stitution, and  that  is  the  only  jDart  of  the  case  with  which  I  dealt 
particularly.  All  the  rest  to  -which  you  refer  is  there,  but  that  is 
rather  incidental. 

Mr.  DoREMUs.  You  do  not  wish  the  connnittee  to  infer  that  a  rail- 
road corporation  or  railroad  company  incorporated  under  the  Fed- 
eral law  would  be  an  instrumentality  of  the  Government? 

Mr.  Knowlton.  I  should  not,  for  myself,  have  the  corporation  a 
corporation  created  directly  by  a  special  act  of  Congress,  but  under 
legislation  which  would  authorize  it  and  which  might  subject  it  to 
taxation. 

Mr.  Adamsox.  That  is  the  w\ay  the  national  banks  are  authorized, 
is  it  not? 

Mr.  KxowLTON.  Substantially,  I  think. 

Mr.  DoREMus.  In  the  letter  of  Mr.  Olney  to  which  Mr.  Esch  refers 
and  which  Mr.  Thom  has  inserted  at  page  113  of  this  printed  argu- 
ment, Mr.  Olney  makes  these  suggestions  regarding  the  transfer  of 
the  property  and  rights  of  the  railroad  compani-es  organized  under 
State  laws  to  the  corporations  that  would  be  organized  under  the 
Federal  statute — 

4.  It  can  not  be  doubted  tbat  a  railroad  corporation  created  by  a  national 
cliarter  is  an  apt  instrument  for  the  carrying  on  of  national  transportation 
and  that  the  organization  of  such  a  corporation  with  all  appropriate  powers  and 
duties  is  a  fit  subject  for  treatment  luider  the  conunerce  power. 

5.  Nor  is  it  to  be  doubted,  Ijecause  ample  experience  has  shown,  that  in  thia 
matter  of  national  transportation  by  railroads,  public  policy  and  the  public 
welfare  are  at  one  with  the  law  of  the  country.  They  imperatively  require 
that  the  subject  should  be  dealt  with  in  all  its  phases  by  a  single  authority 
which  fan  be  no  other  than  the  Nation  itself.  The  mixed  .iurisdiction  over  tha 
subject  now  prevailing — the  States  exercising  a  part  mostly  throiigh  State  char- 
ters and  the  United  States  a  part.  mostl,\  through  the  conunerce  power — ia 
thoroughly  archaic,  originated  before  the  true  scope  of  the  commerce  power  was 
generally  understood,  and  has  resulted  in  a  serious  waste  and  inefficiency  in 
raili'oad  operation  which  is  ;it  once  matter  of  public  notoriety  and  public 
scandal. 

6.  In  view  of  the  settled  law  of  the  land  as  respects  the  national  commerce 
power,  as  by  virtue  of  this  the  United  States  practically  imdertakes  to  exer- 
cise the  power  for  the  lienetit  of  the  several  States  and  of  all  the  people,  and 
as  transportation  by  railroad  is  within  that  power  and  is  to-day  in  a  condition 
most  unsatisfaclory  to  tlie  private  owners  of  the  railroads,  as  well  as  seriously 
prejudicial  to  I  lie  national  interosts.  the  question  is  of  -the  remedy  for  that 
condition. 
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It  may  ho  claimed  that  (Jovt'iiimcnl  owiicrship  of  all  iiatioiial  raili-niuis  is 
tlu'  only  true  and  adeciuatc  soluljon.  a  claim  \vlii<li  lime  and  siilliciciil  cxiktI- 
meiit  may  show  to  he  well  foiinded.  Vef  Oovenimeiil  ownei-sliip  would  liave 
political  hearinus  of  such  dei)th  and  monienr  as  ouiiht  1o  i)reveiit  its  considera- 
tion \nitil  and  unless  it  is  estahlished  that  there  is  no  way  out.  It  is  hest  to 
assume,  in  the  first  in.stance.  therefore,  that  there  is  some  other  way  out;  that 
the  question  is  essentially  administrative  rather  than  political;  thiit  it  concerns 
our  national  honsekeepinc:  rather  tlian  the  strnctnre  and  stahility  of  the  house 
itself.     *     *     * 

Fourth.  Stockliolders  of  the  old  cori)oraiion,  conniion  or  i)referred,  to  l>e 
offered  connnon  or  preferred  shares  or  such  othei-  interests  in  the  new  corpora- 
tion as.  in  the  judgment  of  the  orjianizei-s,  will  make  their  interests  in  the  new 
equivalent  to  their  interests  in  the  old. 

Fifth.  Share  in  the  old  coi-i)oration  to  he  purchasable  for  the  new  cf)rporation 
by  the  organizers  on  terms  whicli  they  may  deem  fair  and  not  in.iurious  to  other 
parties  to  the  proposed  corporation  ;  in  the  event  of  such  purchase  shares  of  the 
new  corporation  to  be  sohl  by  the  orgaiuzers  to  an  amount  sufhcient  to  enable 
them  to  pay  the  a.nii'eed  price. 

Sixth.  Shares  of  the  old  corporation  not  obtainable  by  exclianue  or  purchase 
as  above  provided  to  be  taken  by  the  new  corporation  at  its  option  under  the 
power  of  eminenr  domain  at  a  price  fixed  liy  a  court  of  competent  Jurisdicrion, 
or  by  such  court  and  a  jury  at  the  election  of  the  stockholder. 

Do  you  care  to  g-ivc  the  committee  the  benefit  of  your  oi)inioii  as  to 
those  suggestions ''( 

Mr.  KxowLTOx.  I  think  that  is  all  possible  and  all  practicable  in 
a  way.  but  I  think  that  his  provision  as  to  taking  stock  under  the 
po^ver  of  eminent  domain  is  unnecessary,  and  that  a  statute  could 
be  passed  such  as  would  bind  the  minority  and  objecting  stockhold- 
ers to  take  the  value  of  their  stock  or  take  the  price  at  which  the 
stock  should  be  sold  by  a  vote  of  two-thirds,  just  as  they  would  in 
winding  up  the  corporation  take  what  would  come  from  it. 

Mr.  DoREMus.  He  also  makes  this  suggestion : 

The  organizers  to  operate  the  national  raili'oad  concerned  with  all  the  powers 
of  receivers  of  an  insolvent  railroad  until  a  majority  of  tlie  capital  stock  of  the 
new  corporation  shall  have  been  issued  as  lun-einbetore  authorized. 

What  would  3^011  say  as  to  that? 

^Ir.  KNOWT.TOX.  Well.  I  have  not  undertaken  to  work  out  in  such 
elaborate  detail  all  the  procedure  for  accomplishing  the  general  pur- 
poses which  I  think  ought  to  be  accomplished,  as  Mr.  Olney  did  in  his 
letter,  and  I  do  not  know  whether  I  fully  appreciate  that  particular 
part  which  you  just  read. 

Mr.  DoREMUs.  I  think  that  is  all,  Mr.  Chairman.  I  notice  thit 
Mr.  Thorn,  in  his  statement,  indicates  that  they  have  in  mind  a 
method  that  is  much  simpler  than  this,  than  the  one  outlined  by  Mr. 
Olney.    I  suppose  it  will  be  presented  to  the  committee  later  on. 

Mr.  Thom.  Yes,  Mr.  Doremus,  I  say  now  that  the  proposal  that 
we  have  in  mind  does  not  deal  at  all  with  the  Federal  corporation 
taking  over  the  stock  of  the  State  corporation  but  with  the  Federal 
corporation  taking  over  the  property  and  assets  of  the  State  corpo- 
ration and  also  assuming  all  of  their  liabilities,  leaving  the  stock  in 
the  hands  where  it  is  now :  and  that,  as  this  power  is  a  power  exer- 
cised under  the  constitutional  authority  to  regulate  commerce,  if  it  is 
a  power  to  regulate  commerce,  then  all  those  original  stockholders 
took  their  stock  subject  to  the  subsequent  exercise  by  Congress  of  this 
regulating  power  and  can  not  be  heard  to  object  if  Congress  does  do 
that,  and  as  a  proper  method  of  regulating  commerce  requires  Fed- 
eral incorporation.    I  shall  ask  the  committee  for  an  opportunity  of 
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l)rt'st'ntini):  an  ariiniuent  on  tliis  legal  question  before  we  finally  get 
thi-()Ui>li  with  the  hearings. 

The  \"icE  Chairman.  I  wanted  to  supplement  the  answer  to  Mr. 
Dorennis's  question  before  turning  the  witness  over  to  Mr.  Sims,  if 
]Mr.  Sims  will  permit. 

Mr.  Sims.  Certainlj^ 

The  Vice  Chairman.  Touching  the  vote  and  method  of  going  into 
these  Federal  corporations,  if  it  is  a  voluntary  system  of  develop- 
ment, which  _vou  and  I  seem  to  favor — that  is.  if  we  have  to  have  any 
I  would  rather  agree  with  you  than  with  the  other  people — then  it 
would  require  just  the  same  vote  and  procedure  as  it  would  to  sell  the 
property,  would  it  not^ 

^Ir.  Knowlton.  I  think  just  the  same. 

The  Vice  Chairman.  That  is  all. 

^Ir.  SiiNis.  I  do  not  think  I  want  to  ask  the  judge  very  many  ques- 
tions; but  if  I  understand  you,  Judge,  in  your  replies,  you  are  not  in 
favor  of  a  general  compulsory  requirement  upon  all  railroad  com- 
])anies  to  take  out  a  Federal  charter? 

]Mr.  Knowlton.  Well,  yes.  T  do  not  say  take  out  Federal  charters, 
but  I  am  in  favor  of  a  compulsory  requirement  that  all  interstate 
commerce  shall  be  conducted  over  railroads  acting  under  Federal 
charters;  and  that,  of  course,  would  virtually  preclude  the  success- 
ful operation  of  State  railroads  and  would  compel  the  State  railroads 
to  avail  themselves  of  such  provision  as  is  made  for  them,  to  save  loss 
on  their  Droperty. 

Ml-.  Si:\is.  In  other  words,  you  would  stoj)  the  wheels  of  interstate 
commerce? 

]Mr.  Knowlton.  No.  sir.  After  due  time,  and  when  there  is  oppor- 
tunity to  accomplish  the  whole  business.  I  should  sa^^  that  interstate 
commerce  must  be  conducted  over  railroads  chartered  under  Federal 
laAv,  and  that  virtually,  of  course — as  to  all  great  railroads,  cer- 
tainly— would  wind  up  the  State  railroads,  compel  them  to  dispose  of 
their  property  or  to  avail  themselves  of  the  provision  Congress  makes 
foi'  them. 

The  Vice  Chairman.  I  want  to  withdraw  my  agreement  to  part  of 
your  vicAvs. 

Mr.  Sims.  But,  Judge,  is  not  the  good  that  is  to  come  from  uni- 
versal Federal  incorporation  to  be  mainly  to  concentrate  regulation 
in  one  regulating  authority  and  one  regulating  body? 

jNIr.  Knowlton.  I  thiidv  that  is  a  ver}^  important  element  in  it. 

jNIr.  Sims.  Is  it  not  the  chief  object  and  aim  and  end  of  it? 

Mr.  Knowlton.  I  think  there  are  numerous  other  advantages  be- 
sides that.  That  may  be  the  most  important  of  them  all.  That  is  a 
very  important  one. 

Mr.  SiArs.  In  your  judgment,  you  think  that  the  States  would  over- 
regulate,  or  may  if  they  continue;  that  the  States  Avould  regulate  to 
the  extent  of  the  powers  that  they  have  unless  the  Federal  Govern- 
ment should  go  in  and  assume  the  regulating  authority,  which  it  has 
the  right  to  do? 

Mr.  Knowlton.  Diiferent  States  regulate  the  same  railroad  in  dif- 
ferent ways,  if  it  happens  to  be  a  railroad  incorporated  in  these  sev- 
eral States,  and  different  ])ublic-service  commissions  act  somewhat 
differently.     Of  course,  there  is  harmony  in  many  particulars,  and  I 


INTERSTATE   AND    FOREIGN    TRANSPORTATION.  1063 

assume  that  they  are  trviiio;  to  a[)i)r()xiinate  harnioiiy;  hut  tlie  iliffi- 
oiilties,  I  tliink.  aregi-eat  in  that  particuhir. 

Mr.  Sims.  One  of  the  trouhles.  then,  in  your  judoment,  is  that  there 
is  too  much  adverse  and  diverse  and  contradictoi-y  and  unnecessary 
regulation  on  the  part  of  the  States  ? 

Mr.  Knowi.tox.  Yes.  sir;  that  is  one. 

Mr.  Sims.  And  you  Avant  to  avoid  that  by  having  all  the  railroads 
incorporated  under  the  Federal  (rovernment.  so  as  to  avoid  this  State 
regulation,  so  far  as  that  will  avoid  it,  and  concentrate  it  in  one  regu- 
lating authority '. 

Mr.  Knowlton.  I  think  there  should  be  a  single  system  of  regula- 
tion, and  not  several  systems  covering  the  same  railroad. 

Ml-.  Si.Ais.  Would  it  not  be  necessary,  then,  to  have  a  single  regu- 
lating authority? 

Mr.  KxoAVLTOx.  In  a  sense  it  would  be;  that  is,  the  Interstate  Com- 
merce Commission,  or  something  corresponding  to  it. 

Mr.  Sims.  The  Interstate  Commerce  Commission  is  exercising  only 
such  authority  as  Congress  confers  upon  it.  It  is  Federal  regula- 
tion— ( iovernment  regulation. 

Mr.  Knowlton.  Yes ;  the  Federal  Government  does  it.  I  want  to 
ask  the  chairman — perhaps  he  was  absent — if  he  noticed  this  in  what 
I  read :  I  said  that  the  regidations  or  the  provisions  in  reference  to 
Federal  incorporation  might  be  more  or  less  strict  in  various  particu- 
lars, and  much  might  be  accomi)]islied,  probably,  stopping  short  of 
what  I  said  I  should  think  would  be  the  best  thing;  but  my  own  view 
would  be  that  as  to  interstate  commerce  the  logical  result  would  be  to 
have  it  all  done  by  railroads  acting  under  Federal  charters. 

The  Vice  Chairman.  Under  that  view"  of  interstate-commerce  rail- 
roads every  old  woman  carrying  a  basket  of  eggs  across  a  State  line 
is  acting  in  interstate  commerce;  and  the  birth  of  a  man  or  the  in- 
corpoi'ation  of  a  company  has  nothing  on  earth  to  do  with  the  control 
of  sovereignty  over  that  man  or  that  company. 

Mr.  Knowlton.  What  I  said  in  this  paper  was  that  interstate  com- 
merce conducted  over  railroads  should  be  under  railroads  having  Fed- 
eral charters.  I  agree  that  as  to  the  woman  wdio  takes  a  basket  of 
eggs  across  a  State  line,  Congress  would  hardly  make  any  statute. 

The  Vice  Chairman.  Suppose  there  was  a  different  law^  in  each 
State  for  the  marketing  of  eggs;  would  you  think  that  that  ought  to 
be  under  Federal  incorporation  ? 

Mr.  Knowlton.  I  am  inclined  to  think  that  that  carries  us  further 
into  details  than  I  anticipated. 

The  Vice  Chairman.  You  are  dealing  only  with  railroads,  and  you 
have  not  broadened  out  and  looked  at  everything.  Railroads  are  one 
feature. 

Mr.  Knowlton.  Railroads  are  the  feature  with  which  we  are  deal- 
ing. 

The  Vice  Chairman.  Take  mortgages  in  different  States;  are  you 
going  to  require  that  Congress  shall  regulate  all  those  mortgages? 

Mr.  Knowlton.  What  I  have  been  considering  is  interstate  com- 
merce conducted  over  railroads. 

The  Vice  Chair:\ian.  You  can  get  yourself  lost  in  theorizing  on 
uniformity  and  run  right  counter  to  God  and  nature  and  the  Supreme 
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Court  of  the  United  States,  which  has  formally  declared  that  there  is 
no  such  thing  as  uniformity  in  the  United  States. 

Mr.  Sims.  In  concentrating  the  power  of  regulation  or  control  in 
the  Federal  Government,  do  you  not  think  it  wise  that  the  National 
Government  should  exercise  all  the  control  over  these  railroads  doing 
an  interstate  business,  which  it  has  the  power  to  provide  and  exercise 
every  element  and  every  detail  of  it  ? 

Mr.  KxowLTON.  I  do  not  quite  think  that,  Judge  Sims.  I  think 
that  there  arc  local  matters  about  which  Congress  might  legislate, 
and  which  it  might  subject  to  national  regulation,  Avhich  it  might 
be  better.  l)ecause  of  the  narrow  local  quality  of  them,  to  leave  to 
local  tribunals.  But  as  to  those  things  which  affect  the  great  general 
business  of  commerce,  I  think  there  should  be  a  single  source  of  regu- 
lation. 

Mr.  Sims.  Then,  anything  that  a  State  or  county  or  city  might  do 
that  would  substantially  interfere  with  the  ability  of  the  railroad  to 
perform  the  functions  of  inteistate  commerce  equally  and  impartially 
and  fairly,  in  all  its  relations  with  all  the  diiferent  States  through 
wliich  it  runs,  and  with  all  the  services  that  it  may  be  called  on  to  per- 
form— in  other  Avords,  uniform  service  ? 

Mr.  Knowltok.  I  think  that  Congress  in  providing  for  the  regu- 
lation of  interstate  commerce  should  go  as  far  as  it  is  reasonably  nec- 
essary to  achieve  the  best  results,  to  make  effectual  the  regulation;  but 
I  think  it  might  stop  short  without  interfering  with  general  results ;  it 
might  stop  short  of  some  specific  local  matters. 

Mr.  Sims.  If  you  do  not  cover  the  whole  field,  then  ma}'  not  the 
States  occupy  the  uncovered  field,  and  to  that  extent  be  an  annoyance 
and  a  vexation  and  a  detriment  to  the  economic  operation  of  the  rail- 
road company? 

Mr.  KxowLTON.  Yes,  sir;  but  if  the  uncovered  field  is  large  enough 
and  of  such  a  kind  as  to  be  a  serious  detriment  to  interstate  commerce, 
then  Congress  ought  to  go  a  little  further  and  take  care  of  it. '  I  would 
not  leave  a  field  of  that  kind. 

Mr.  Sims.  Would  you  leave  taxation  to  the  State,  as  it  is  now  ? 

Mr.  Knowltox.  I  do  not  know  whether  I  would  say  as  it  is  now. 

Mr.  Sims.  Well,  would  you  leave  taxation  to  the  States,  unaffected 
and  unregulated  or  uncontrolled  by  the  National  Government  through 
its  instrumentalities? 

Mr.  K:nowltox.  My  impression  is  that  I  should  leave  taxation  to 
a  certain  extent  and  in  certain  fields  to  the  States,  and  perhaps  not 
others. 

Mr.  Sims.  You  would  split  it  up,  then? 

Mr.  K^'OWLTOX.  Well,  taxation  is  split  up  into  a  good  many  frag- 
ments nowadays. 

Mr.  Sims.  I  know :  but  you  are  going  to  let  the  States  retain  part 
of  the  taxation  which  the  FederarGovernment  may  have  the  power 
to  prevent  or  to  exercise  itself  ? 

Mr.  Kxowi,TON.  Of  course,  it  is  possible  to  do  those  things  one 
way  or  another.  Which  would  be  the  wiser  way  in  such  a  detail  as 
that  I  am  not  prepared  at  this  moment  to  answer  to  my  own  satis- 
faction. 

Mr.  Sims.  Suppose  the  different  States  levy  taxation  which  is  so 
unequal  as  between  each  other,  in  miles  of  road  or  value  of  property, 
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•or  inconu".  not  or  gross,  as  to  make  it  a  suhstantial  (liscriiuination  in 
favor  of  or  against  a  particular  State;  I  mean  the  people  of  some 
particular  State  served  by  the  line:  would  you  then  think  that  the 
National  Government  should  exercise  its  authority  to  prevent  the 
States  from  taxing  at  all  this  nationall}'  incorporated  railroad? 

jNfr.  Kxowi.TON.  I  think  the  National  Government  should  prevent 
taxation  to  that  extent  and  with  that  result.  I  do  not  know  that 
it  necessarily  follows  that  it  should  prevent  taxation  at  all. 

Mr.  St:\is.  I  mean  regulate  taxation;  I  do  not  mean  prevent  it, 
l)ut  regulate  or  fix  or  determine  what  tax  shall  be  levied  and  collected, 
and  should  l)e  uniform  in  the  different  States  served  by  the  corpora- 
tion. 

Ml-.  Knowltox.  If  you  are  not  going  to  put  all  your  taxation  into 
the  (ieneral  Government  or  State  governments,  just  where  you  would 
draw  the  line  may  be  a  matter  of  difficulty  calling  for  nice  and  care- 
ful consideration.  My  impression  how  is  that  I  should  draw  the  line, 
leaving  certain  (jualities  of  taxation  to  the  State;  but  perhaps  that 
would  not  be  the  wisest  way. 

Mr.  Sims.  In  taxation,  as  a  general  principle,  would  you  tax  rail- 
roads upon  their  physical,  tangible  properties  located  within  the 
States,  or  a^mduM  you  tax  them  upon  the  amount  of  outstanding 
capital,  stocks,  and  bonds,  or  would  you  tax  them  according  to  net 
or  gross  earnings? 

Mr.  Know^lton.  Those  are  details  which  I  have  not  considered  in 
particular,  and  I  could  not  give  you  an  opinion  Avhich  I  should  feel 
was  certainly  my  final  opinion  upon  such  questions  as  that.  I  think 
they  are  details  that  we  need  not  undertake  to  work  out  at  this 
moment. 

Mr.  Sims.  It  seems  to  me  that  if  you  are  going  to  deprive  the 
States  of  the  authority  to  do  anything  that  they  now  do,  we  should 
know  why;  and  then  if  the  National  Government,  under  national 
charter,  is  going  to  exercise  any  authority  that  it  does  not  now  ex- 
ercise, it  should  exercise  this  authority  where  the  States  are  not  now 
uniforndy  exercising  the  same  authority,  Avith  its  effect  on  the  ability 
of  the  corporation  to  perform  its  services. 

Mr.  Knowlton.  In  Massachusetts,  as  to  taxation  of  railroads,  we 
tax  them  just  as  we  tax  any  other  property,  any  real  estate  oAvned 
by  the  railroad  company  outside  of  its  regular  right  of  way.  We 
tax  that.  We  do  not  tax  its  property  within  the  right  of  way  which 
is  devoted  strictly  and  narroAvly  to  a  ])ublic  use,  but  we  impose  a 
franchise  tax  upon  the  railroad,  upon  all  its  property ;  so  that  there 
are  two  kinds  of  tax.  The  franchise  tax  is  a  general  tax  Avhich 
depends  upon  the  value  of  the  capital  and  the  value  of  the  property 
as  a  Avhole :  and  then  taxation  of  property  Avhich  it  happens  to  own 
outside  of  the  strictly  and  narroAvly  public  use  of  a  right  of  Avay. 
There  are  various  ways  of  working  out  taxation. 

Mr.  Si:ns.  I  am  not  asking  you  for  the  details  of  the  Massachusetts 
taxation;  I  am  only  thinking  whether  the  Government  should  have 
the  taxation  or  the  State  of  Massachusetts. 

Mr.  Knoavltox.  I  mentioned  that  rather  by  Avay  of  illustration  of 
the  different  Avays  in  which  you  can  deal  with  such  questions. 
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Mr.  Sims.  Here  is  a  table  of  State  railroad  taxes  for  the  year  1914 
which  has  just  been  published  in  a  book  which  was  loaned  me.  The 
book  is  entitled  "  Government  Partnership  in  Railroads."  Mr.  Mark 
Wymone  is  the  author  of  it,  but  I  suppose  he  took  his  figures  from 
official  sources.  New  Jersey  collected  in  that  year  $6,604,781  in  taxes, 
which  equaled  $3,068  per  mile  of  line.  New  Jersey  has  2,152  miles^ 
or  about  that.  She  collected  on  that  2,152  miles  $6,604,781.  I  do 
not  knoAv  the  system  by  which  New  Jersey  collects  its  railroad  tax, 
but  I  know  that  $3,068  per  mile  of  line,  if  it  is  applied  to  all  of  the 
railroad  mileage  in  the  United  States  upon  a  mileage  basis,  that  a 
good  many  of  them  are  going  into  receivers'  hands  to  stay. 

Mr.  EscH.  Tliat  does  not  show  whether  it  is  single  or  double  track,. 
Judge. 

Mr.  Sims.  I  am  supposing  that  the  "  per  mile  of  line  "  all  mean  the 
same  thing. 

Mr.  EscH.  But  they  may  be  double  track. 

Mr.  Sims.  But  I  am  supposing  that  in  eveiy  State  here  the  "  mile 
of  line"  means  the  same  thing  in  this  table.  Now,  New  Jersey  got 
$3,068  per  mile  of  line  in  1914,  and  South  Dakota  got  $255  per  mile 
of  line.  The  average  for  all  the  railroads  of  the  United  States  during- 
that  year  was  $579  per  mile  of  line.  The  amount  collected  was 
$136,263,054.  But  if  every  State  in  the  United  States  collected  per 
mile  of  line  the  same  amount  in  taxes  as  did  New  Jersey  for  that 
year  the  taxes  would  have  amounted  to  $681,315,270.  Now,  do  you 
not  think  such  a  power  of  taxation  exercised  by  a  State  might  hamper 
a  railroad  running  through  that  State  into  another  State  whose  tax 
is  but  $255  a  mile  in  rendering  such  service  and  charging  such  rates 
and  making  such  improvements  throughout  its  entire  mileage  as  it 
could  if  no  such  tax  was  collected  ? 

Mr.  Knowlton.  There  would  have  to  be  some  method  adopted  of 
Avorking  out  what  seemed  to  be  the  best  approximation  to  justice. 
I  think,  taking  all  the  railroads  in  the  United  States  together,  that 
taxation  by  mile  of  line  would  be  a  very  inequitable  manner  of  taxa- 
tion when  you  take  South  Dakota  and  compare  it  with  Connecticut. 

Mr.  Si3is.  There  is  no  doubt  about  that.  Now,  in  your  State.  Mas- 
sachusetts, in  that  year  you  collected  $3,232,883,  or  $1,550  a  mile. 
You  collected  a  little  less  than  half  what  New  Jersev  did  per  mile 
of  line.  The  State  of  New  York  for  that  year  collected  $10,709,702, 
or  $1,311  per  mile  of  line.  The  State  of  Texas,  having  14,658  miles 
of  line,  collected  for  the  same  year  $4,382,808,  or  $299  per  mile.  If 
the  State  of  Texas  had  collected  the  same  tax  per  mile  of  line  that 
New  Jersey  did,  for  that  State  alone  it  would  have  amounted  to 
$44,970,744  for  that  year.  And  the  State  of  Illinois,  having  12,000 
miles  of  line,  instead  of  collecting  what  it  did  collect,  $8,097,545,  or 
$675  a  mile,  would  have  collected "$36.81 6.000  a  mile. 

I  will  ask  to  have  the  complete  table  inserted  in  the  record  at  this- 
point. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 
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Stntr  raihoail  hues,   i/cdr  l'.>    '/. 


State. 


New  Jersey 

lihode  Island 

District  of  Columbia. 

Massachusetts 

New  York 

Ohio , 

Connecticut , 

Witshmuton , 

Pennsylvania 

Maryliind , 

Oregon 

Illinois 

Indiana 

(yalifornia 

Tdalio 

New  Hampshire 

■•vViseonsin 

Kentucky 

Miiuiesota 

^'irginia 

West  Virginia 

Okhilioma 

Utah 

Arizona 

Michigan 

Vermont 


Amount. 


$6,604, 

365, 

57, 

3, 232, 

10, 709, 
9,235, 
1,013, 
4,860, 
8, 824, 
983, 
1, 730, 
8,097, 
4, 880, 
4,925, 
1,738, 
809, 
4,387, 
2, 188, 
5,396, 
2, 428, 
1, 760, 
3,391, 
1,096, 
1,133, 
4,316, 
499, 


781 
252 
394 
883 
722 
378 
836 
509 
383 
434 
265 
545 
652 
589 
925 
313 
545 
544 
777 
900 
479 
688 
726 
451 
394 
224 


Per  mile 
of  line. 


$3,068 

1,845 

1,678 

1,550 

1,311 

1,032 

1,017 

995 

831 

732 

683 

675 

670 

665 

662 

649 

619 

619 

605 

579 

557 

545 

541 

525 

519 

509 


State. 


Maine 

Nevada 

Arkansas 

Tennessee. 

Wyoming. 

Delaware 

Montana 

New  Mexico. . . 

Mississippi 

Nebraska 

Kansas 

Louisiana 

Colorado 

Alabama 

North  Dakota.. 

Iowa 

North  Carolina. 

Texas 

South  Carolina. 

Florida 

Missouri 

(ieorgia 

South  Dakota. . 


Amount. 


Total,  United  States.. 


1, 


060, 336 

983. 927 
018,598 
644,120 
789, 340 
149,402 
119,912 
276,641 

702. 928 
594, 851 
593,097 
778, 823 
026,619 
755, 382 
782, 144 
283, 344 
449,443 
382, SOS 
938,990 
207, 574 
173, 382 
820,601 

,061,203 


1136,263,054 


Per  mile 
of  line. 


$496 
472 
466 
448 
448 
446 
445 
443 
442 
420 
396 
381 
372 
357 
354 
337 
336 
299 
288 
281 
279 
277 


1  Excludes  $4,769,512  assessed  by  the  United  States  Government  and  other  smaller  items  on  Canadian 
mileage. 

Mr.  Si^Nis.  Now,  are  not  these  enormous  diti'erences  in  the  amount 
of  taxes  collected  per  mile  of  line  in  the  different  States  of  the 
Union  sufficient  of  themselves  to  show  that  if  it  is  necessary  for  the 
Federal  authorities  to  tal^e  exclusive  control  of  any  burden  of  the 
railroads  that  they  now  have  to  bear  it  certainly  ought  to  take  charge 
of  the  amount  of  taxes  that  might  be  collected  from  the  same  rail- 
road compan}^  operating  in  different  States;  and  why  should  taxa- 
tion be  left  out  and  excepted  from  the  provisions  of  a  national 
charter  ? 

Mr.  Knoavlton.  I  have  no  doubt  that  Congress  should  mak(>  some 
provisions  in  reference  to  taxation  of  Federal  corporations. 

Mr.  Si3is.  That,  then,  should  be  uniform? 

Mr.  Knoavlton.  Well.  I  would  not  say  that  it  should  be  the  same 
rate  per  mile  in  Dakota  that  it  is  in  New  Jersey. 

Mr.  Sims,  No;  uniform  taxation  does  not  mean  that.  This  is  done 
in  this  way  by  mile  of  line.  Now,  it  seems  to  me  the  suggestion  of 
taxation  on  gross  earnings  of  a  railroad  is  the  best  and  most  uniform 
system  that  can  be  adopted;  but,  whatever  the  tax  is  on  a  railroad 
doing  an  interstate  business,  it  sliould  be  uniform.  Therefore  I  can 
not  understand  why  a  gentleman  coming  before  this  committee  advo- 
cates leaving  the  taxing  power,  which  is  the  power  to  destroy,  un- 
hampered, uncontrolled,  and  unregulated,  in  the  hands  of  the  States 
but  wants  to  take  away  from  it  the  other  powers  that  the  States  can 
exercise. 

Mr.  KxowLTON.  I  would  not  leave  it  unhampered,  uncontrolled, 
and  unregulated  in  the  States. 

Mr-  Sims.  Now,  then,  in  granting  a  national  charter,  would  not 
Congress  have  a  right  to  place  any  condition  in  the  charter  that  it 
saw  proper? 

Mr.  Knowlton.  I  think  so. 
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Mr.  Sims.  With  reference  to  everything  pertaining  to  the  func- 
tions to  be  performed  by  the  charter? 

Mr.  KxoAVLTON.  I  think  so. 

Mr.  Sims.  I  agree  with  you.  I  think  so,  too ;  but  I  am  asking  3'ou 
for  your  opinion  and  judgment  on  it.  And  if  overregulation  is 
affecting  the  raih'oads  economically — and  I  think  it  is;  I  do  not 
think  anybody  can  question  that,  that  some  regulation  is,  by  th& 
States  and  multiplicity  of  regulatory  bodies — can  we  tell  to  what 
extent  it  is  going  to  go  if  it  goes  to  its  limit  in  all  of  the  States  of 
the  Union? 

Mr.  Knowlton-  I  have  assumed  that  these  Federal  corporations 
will  be  corporations  covering  a  certain  system,  a  certain  part  of  the 
country;  that  it  would  not  be  one  great  corporation  for  the  whole 
country,  and,  on  the  other  hand,  it  would  not  be  a  corporation  lim- 
ited by  State  lines,  and  that  there  would  be  some  tribunal  created 
that  would  deal  with  the  matter  of  incorporation,  with  various- 
powers,  and  that  there  will  be  some  provision  with  regard  to  taxa- 
tion as  to  these  corporations  in  different  parts  of  the  country,  some 
system  adopted.  I  have  not  attempted  to  work  out  Avhat  will  be  a 
good  system  of  taxation. 

Mr.  Sims.  Now,  I  will  ask  you  a  practical  question.  It  is  often,, 
perhaps,  better  to  do  something  that  we  are  not  doing,  or  refrain 
from  doing  something  that  we  are  doing ;  but  when  it  has  to  be  done 
by  law,  and  the  law  has  to  be  made  by  a  legislative  body,  and  the 
members  of  that  body  have  to  be  elected  by  the  people,  it  makes  it 
practically  very  difficult  to  carry  out  the  theoretically  best  plan. 
Now,  do  you  think  it  is  reasonable  to  suppose  for  a  moment  that  the 
State  of  New  Jersey  and  these  States,  like  your  own,  where  you  get 
$1,150  per  mile,  and  New  York  $1,311  per  mile,  that  they  Avill  readily 
consent  to  give  up  this  power  to  tax  the  tangible  property  through 
their  States  to  the  United  States  Government? 

Mr.  Knowltox.  I  should  hope  that  the  people  of  the  different 
States — the  people  of  the  State  where  I  live — would  want  to  do,  and 
would  consent  to  do,  that  Avhich  was  for  the  public  interest  if  they 
are  convinced  it  is  for  the  public  interest. 

The  Vice  Chairman.  The  time  for  adjournment  has  arrived;  and 
without  objection  by  the  committee,  it  will  be  ordered  that  the  com- 
mittee shall  stand  adjourned,  subject  to  the  call  of  the  chairman,  or 
the  acting  chairman  in  the  absence  of  the  chairman,  at  any  time  after 
two  weeks  from  to-day. 

Gentlemen,  the  hearings  that  have  been  printed  have  been  ex- 
hausted, and  repeated  references  have  been  made  by  Judge  Lovett 
and  Mr.  Kruttschnitt  to  the  testimony  of  ^Ir.  Thelen,  and  I  shall 
take  the  liberty  to  print  either  the  statement  that  Mr.  Sims  read  from 
the  newspapers  from  Mr.  Thelen  or  to  reprint  his  testimony ;  also  a 
speech  which  was  printed  in  Mr.  Thelen's  testimony  by  a  gentleman 
from  Virginia,  whose  name  I  have  forgotten.  I  will  also  print  in 
the  hearings,  touching  the  car  service  tliat  Mr.  Esch  examined  Mr. 
Kruttschnitt  about,  the  paper  from  Mr.  Prince,  who  has  a  ]3lan  with 
reference  to  car  shortage. 

That  being  understood,  the  connnittee  will  stand  adjourned. 

(Thereupon,  at  1.30  o'clock  p.  m.  the  joint  committee  adjourned, 
subject  to  the  call  of  the  chairman.) 
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[I'tilitles  Magazine,  January,   1917.1 
The  Newjlands  Railkoad  IxviosTrtiATiox. 
By  Max  Tiiei.en,  President  Natiwial  Asuoviatioii  of  h'niltrdii  C'liiniii.sxionrrs. 

Tlic  Fcdoral  (Jovenniioiit  Is  now  eii,na.iiV(l  in  two  ])iil)lir-iitilif.v  invcstiiiatinns 
of  momontons  JmiHtrtaiico. 

Tho  first  invostiuatioii,  in  order  of  tinio,  is  tlie  valuation  of  all  tlw  intorstate 
railroads  and  telephone  and  telejiraph  eoinpanies,  now  beint;-  condneted  by  the 
Intel-state  Connnerce  ( 'onunission,  by  Its  Division  of  Valuation.  This  proceed- 
ing is  the  most  jiiiianlic  ]nii)lic-ulility  valuation  ever  undertaken. 

The  second  invostipUion  is  far  broader  than  the  tirst  in  its  scope,  and  may 
result  in  an  entirely  chanse<l  relationship  between  Government.  State  and  Fed- 
eral, and  all  public  utilities  engaged  in  commerce  among  the  States  or  with 
foreign  nations.  The  Newlands  railroad  investigation,  so-called,  is  not  confined 
to  railroads.  It  includes  all  public  utilities  engaged  in  commerce  among  the 
States  and  with  foreign  nations — railroad,  telegraph,  telephone,  wireless,  cable, 
water  carrier,  and  express  companies.  It  covers  not  merely  the  public  regu- 
lation of  these  various  classes  of  utilities  but  also  the  entii-e  "subject  of  Govern- 
ment ownership  of  these  utilities  and  the  relative  merits  of  Government  own- 
ership as  compared  with  Government  regulation  of  all  these  utilities.  Never 
before  has  the  Federal  Government  undertaken  an  iuquii-y  so  colossal,  so 
fraught  with  momentous  potentialities,  economic,  financial,  and  governmental. 

president's    message. 

The  Newlands  railroad  investigation  was  initiated  in  response  to  the  Presi- 
dent's message  to  Congress,  presented  on  December  7,  1915.  The  relevant  por- 
tions of  the  message  read  as  follows : 

"  In  the  meantime  may  I  make  this  suggestion?  The  transportation  problem 
is  an  exceedingly  serious  and  pressing  one  in  this  country.  There  has  from 
time  to  time  of  late  been  reason  to  fear  that  our  railroads  would  not  much 
longer  be  able  to  cope  with  it  successfully  as  at  pi-esent  equipped  and  cooi-di- 
nated.  I  suggest  that  it  would  be  wise  to  provide  for  a  connnission  of  inquiry 
to  ascertain  by  a  thorough  canvass  of  the  whole  question  whether  our  laws, 
as  at  present  framed  and  administered,  are  as  serviceable  as  they  might  be 
in  the  solution  of  the  problem.  It  is  obviously  a  problem  that  lies  at  the  very 
foundation  of  our  efficiency  as  a  people.  Such  an  inquiry  ought  to  draw  out 
every  circumstance  and  opinion  worth  considering,  and  we  need  to  know  all 
sides  of  the  matter  if  we  mean  to  do  anything  in  the  field  of  Federal  legislation. 

•'  No  one,  I  am  sure,  would  wish  to  take  any  backward  step.  The  regulation 
of  the  railways  of  the  country  by  Federal  commission  has  had  admirable  re- 
sults and  has  fully  .lustified  the  hopes  and  expectations  of  those  bv  whom  the 
policy  of  regulation  was  originally  proposed.  The  question  is  not  what  should 
we  undo.  It  is  whether  there  is  anything  else  we  can  do  that  would  supply  us 
with  effective  means,  in  the  very  process  of  regulation,  for  bettering  the  "con- 
ditions under  which  the  railroads  are  operated,  and  for  making  them  more 
useful  servants  of  the  country  as  a  whole.  It  seems  to  me  that  it  inisht  be  the 
part  of  wisdom,  therefore,  before  further  legislation  in  this  field  is  attempted, 
to  look  at  the  whole  problem  of  coordination  and  efliciency  in  the  full  light  of  a' 
fresh  assessment  of  circumstances  and  opinion  as  a  a-uido  to  dealing  with  the 
several  parts  of  it." 

the  joint  kesolution. 

In  response  to  the  President's  suggestion.  Senate  .ioint  ivsolution  No.  60  was 
introduced  in  the  Senate.  After  amendment  on  the  floor  of  the  Senate  so  as  to 
include  the  question  of  Government  ownership,  the  resolution  was  adopted  by 
both  Houses  of  Congress  and  approved  by  the  President  on  .Tulv  20.  ini6 
The  resolution  reads  as  follows : 

"Resolved  by  the  Senate  and  Hoitse  of  Representatives  of  the  United  States 
of  Ameriea  in  Congress  asseinhled.  That  the  Interstate  Commerce  Committee 
of  the  Senate  and  the  committee  of  the  House  of  Representatives  on  Interstate 
and  Foreign  Commerce,  through  a  .Ioint  subcommittee  to  consist  of  five 
Senators  and  five  Representatives,  who  .shall  be  selected  by  said  committees, 
respectively,   be,   and    they   hereby   are,    appointed    to    investigate   the   subject 
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of  tlie  (Jovoninient  t'oiitrol  and  regulation  of  interstate  and  foreign  transs- 
portation,  the  efficiency  of  tlie  existing  system  in  protecting  the  I'ights  of 
sliippers  and  carriex's  and  in  promoting  the  public  interest,  the  incorpora- 
tion or  control  of  the  incorporation  of  carriers,  and  all  proposed  changes  in 
the  organization  of  the  Interstate  Commerce  Commission  and  the  act  to  regu- 
late commerce,  also  the  subject  of  Government  ownership  of  all  public  utilities, 
such  as  telegraph,  wireless,  cable,  telephone,  express  companies,  and  rail- 
roads engaged  in  interstate  and  foreign  commerce  and  report  as  to  the  wis- 
tlom  or  feasibility  of  Government  ownership  of  such  iitilities  and  as  to  the 
comparative  worth  and  efficiency  of  Government  regulation  and  control  as 
compared  with  Government  ownership  and  operation,  with  authority  to  sit 
during  the  recess  of  Congress  and  with  power  to  summon  witnesses,  to  ad- 
minister oaths,  and  to  require  the  various  departm^eurs.  commissions,  and 
other  Government  agencies  of  the  United  States  to  furnish  such  information 
and  render  such  assistance  as  may,  in  the  judgment  of  the  joint  subcommittee, 
be  deemed  desirable,  to  appoint  necessary  experts,  clerks,  and  stenograpliers, 
and  to  do  whatever  is  necessary  for  a  full  and  comprehensive  examination  and 
study  of  tlie  subject  and  report  to  Congress  on  or  before  the  second  Monday  in 
Janiiary,  1917 :  that  the  sum  of  $24,000.  or  so  much  thereof  as  is  necessary  to 
carry  out  the  purposes  of  this  resolution  tind  to  pay  the  necessary  expenses  of 
the  subcommittee  and  its  meml>ers,  is  hereby  appropriated  oiit  of  any  money  in 
the  Treasury  not  otherwise  appropriated.  Said  appropriation  shall  be  imme- 
diately jivaiiable  and  .shall  be  paid  out  on  the  audit  and  order  of  the  chairman 
or  acting  chairman  of  said  sabconmiittee,  which  audit  and  order  shall  be 
conclusive  and  binding  upon  all  departments  as  to  the  cori-ectness  of  the  ac- 
counts of  such  subcommittee." 

As  will  be  observed,  the  joint  resolution  provides  for  investigation  of  the 
following  subjects : 

1.  Government  control  and  regulation  of  interstate  and  foreign  ti'aiisporta- 
tion. 

2.  The  efliciency  of  the  existing  system  in  protecting  the  rights  of  shippers 
and  carriers  and  in  promoting  the  public  interest. 

o.  The  incorporation  or  control  of  the  incorporation  of  carriers. 

4.  All  proposed  changes  in  the  organization  of  the  Interstate  Commei'ce 
Commission  and  the  act  to  regulate  conmierce. 

5.  Government  ownership  of  all  public  utilities,  such  as  telegraph,  wireless, 
cable,  telephone,  express  ctmipanies,  and  railroads  engaged  in  interstate  or 
foreign  connuerce;  the  wisdom  or  feasibility  of  Government  ownership  of 
such  iitilities;  and  the  comparative  worth  and  ethciency  of  Government  regu- 
lation and  contnd  as  compared  with  Government  ownership  and  operation. 

THE   .TOIXT    COMMITTEE. 

The  following  members  of  the  Senate  and  House  were  appointed  members 
of  the  joint  committee: 

Senate :  Francis  G.  Newlands,  Nevada ;  Jo.seph  T.  Robinson,  Arkansas ;  Oscar 
W.  Underwood,  Alabama;  Albert  P..  Cununius,  Iowa;  Frank  B.  Brandegee, 
Connecticut. 

House  of  Representatives :  William  C.  Adamson.  Georgia  ;  Thetus  \V.  Sims, 
Tennessee :  William  A.  Cullop,  Indiana  ;  John  J.  Esch.  Wisconsin ;  Edward  L. 
Hamilton,   ^Michigan. 

The  members  of  the  joint  committee  organized  by  selecting  as  chairman 
Francis  G.  Newlands  and  as  vice  chairman  William  C.  Adamson. 

THE    HEARINGS. 

The  first  hearing  was  held  in  Washington  on  November  20,  191G.  Subsequent 
hearings  were  held  on  November  23,  24,  25,  27,  28,  and  29  and  December  1,  2. 
6,  7,  and  9.  On  the  last  day  the  joint  connnittee  adjourned  until  the  further 
call  of  the  chairman.  It  is  supposed  that  Congress  will  continue  the  joint  com- 
mittee !Uid  will  extend  its  time  to  report,  and  that  sessions  may  be  resumed 
after  ^larch  4.  1917,  if  not  earlier. 

More  than  nine  months  ago  the  railroads  publicly  announced  that  they  had 
a  plan  or  program  of  remedial  legislation  which  they  desired  to  present  to 
Congress.  In  fact,  it  is. generally  understi>od  th;it  the  hereinbefore-quoted  para- 
graphs from  the  President's  message  of  December  7.  1915,  were  inserted 
because  of  the  representations  of  the  railroad  executives  to  the  President  that 
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Uu'  raih-uads  were  sulVeriii;:-  and  thai   tli(>y   had   a   i.i-n-i'aia  ef   ivinedies   wliich 
I  hey  desired  lo  jn-oseut  to  CcMis'i'ess. 

Nevertheless,  at  the  tirst  heariiiu'  of  Ihe  .jciiil  ((.iniiiitlee  I  lie  mili-oads  inok 
the  position  that  they  were  not  ready,  (hat  their  uiiiids  were  in  a  roriuativ*,' 
st:i.w,  and  that  (hey  wisliwl  thereafter  to  fonnulate  sim-est ions  in  tiie  li-dit 
ot  such  testimony  as  ini^ht  first  ite  itresented  l)y  tlie  "  rei. resent atives  of  tlie 
pul)lic."  nieanin.u-  1iierel)y  various  cliainliers  of  (•(.nunerce,  hoards  of  (rade  and 
luairses.  economists,  jaihlicists.  l)anl<ers.  and  linaiiciers.  II  inav  he  pei'linent 
m  tins  connection  to  ol)serve  tliat  most  ot  the  various  chainl)ers  of  commerce, 
hoards  of  trade,  aial  l)ourscs  wliicii  liave  <Mi1ere(l  llieir  appearance  ])efore  the 
.lomt  committee  intend  to  ]. resent  tlie  railroad  i)rotiram.  or  parts  thereof,  and 
that  most  of  the  economists  and  imhlicists,  haidcers,  and  tinanclers  who  are  to 
api^ar  were  sufi.wsttHl  hy  the  carriers,  who  had  heen  in  communication  with 
I  hem  with  reference  to  the  evidence  which  thev  are  to  present  to  the  joint 
committee.  The  representatives  of  tlie  "  puhlic  "  have,  of  course,  seen  noiie  of 
these  witiu'sses.  nor  have  they  vied  with  the  railroads  in  the  tremendous 
puhhcity  campaign  which  tlie  railroads  have  heen  watiiii-  foi'  almost  a  vear 
Iirejiaratory  for  these  hearings. 

The  railroad  jilaii  hefore  the  .ioint  conimiltee  very  ohviouslv  was  to  hnw  their 
program  presented  not  hy  themselves  hut  hy  the  supposiMl  ''representatives  of 
the  public."  We  may  assume  that  after  their  i^lan  had  heen  thus  ja-esented  the 
railroads  would  have  graciously  assented  to  it,  thus  ]a-odnciiiu  perfect  harmoiiv 
and  accord. 

Even  at  this  late  date  some  railroad  executives  and  their  advisors  still  seem 
to  think  that  the  way  to  play  the  game  with  the  public  is  to  plav  one  card  on 
the  table  and  keep  three  under  the  table.  Some  friend  should  tell  them  that 
that  way  of  playing  the  game  will  no  longer  win  in  this  country.  The  maneu- 
vers of  the  railroads  at  the  opening  of  the  Newlands  investigation  reminded  me 
of  a  great  ostrich  looming  in  the  foreground,  clearly  seen  bv  every  observer, 
yet  with  its  head  in  the  sand,  imagining  that  no  one  saw  it.  ' 

The  joint  committee  at  once  saw  the  situation.  The  committee  very  i)ropei'ly 
ilirected  the  railroads,  who,  as  everyone  knew,  were  there  to  propose  chaime's 
m  the  existing  order  of  things,  to  stoji  thcnr  maneuvering  and  to  ]iresent  their 
program. 

The  following  witnesses  have  apjieared.  in  order,  hefore  the  .ioint  committee- 
Alfred  P.  Thorn.  William  J.  Bryan,  :\Iax  Thelen,  and  Smith  Brookhart. 

Mr.  Thoui  is  general  counsel  for  the  Southern  Railway  Co.  and  counsel  for 
the  advisory  committee  of  railway  executives.  He  presented  the  railroad  pro- 
.gram.  He  testified  on  November  23.  24,  and  25  and  was  cross-examined  by  the 
members  of  the  .joint  com;nittee  on  November  27.  28,  and  29,  and  Dece'mber 
]   and  2. 

-Mr.  Bryan  opposed  the  taking  of  power  over  railroads  from  the  States  and 
the  centralization  thereof  in  the  Federal  ({overnment,  as  urged  by  the  rail- 
roads.    He  testified  on  December  7. 

_  Mr.  Thelen  presented  the  opening  statement  on  behalf  of  the  National  Asso- 
ciation of  Railway  Commissioners  and  the  various  State  railroad  and  public- 
service  commissions.  He  opposed  those  portions  of  the  railroad  program  which 
contemjilate  taking  from  the  peoiile  of  the  States  all  imiiortant  powers  over  rail- 
roads and  which  urge  the  Federal  incorporation  of  all  the  railroads  as  the 
nitnins  to  accomplish  this  purpose.  He  testified  on  December  6  and  0.  He  stated 
that  later  during  the  hearings  the  National  Association  of  Railway  Commis- 
sioners will  give  consideration  to  each  change  suggested  by  the  railroads  and 
will  probably  present  their  own  constructive  suggestions. 

Mr.  Brook-hart  represented  the  Board  of  Railway  Commissioners  of  Iowa.  He 
advocated  Government  ownership  and  operation  of  the  railroads.  He  testified 
on   I  )eceniber  f). 

The  comi)letion  of  the  rross-examination  of  Mr.  Thom  and  the  cross-examina- 
tion of  .Mr.  Bryan,  Mr.  Thelen,  and  Mr.  Brookhart  were  deferred  until  a  later 
date. 

CO.XTENTIONS    OF    KAIIKOADS. 

The  contentions  of  the  railroads  were  ably  and  ehxpientlv  ])r(>sent«'d  to  the 
joint  committee  by  Mv.  Alfred  V.  Thom. 

Mr.  Thom  first  drew  attention  to  the  financial  needs  of  the  i-ailroads,  present 

and   prospective.     He  admitted   that   the   rsiilroads   have  failed  to  supplv  the 

necessary    cars,    erpiipment,    and    terminal    facilities,    and    that    th(>    railroails 

require  and  will  require  large  amounts  of  additional  capital  for  additions,  bet- 
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termeuts,  and  extensions.  He  referred  to  tlie  necessity  of  large  expenditures 
to  make  the  railroads  more  eft'ective  instrumentalities  of  national  defense. 
He  testified  tliat  during  the  next  10  years  the  railroads  will  be  compelled  to 
expend  $1,250,000,000  annually  for  additions  to  capital  account  and  .$250,000,000 
annually  for  refunding  maturing  indebtedness. 

Mr.  Thom  urged  that  railroad  credit  has  been  seriously  impaired,  and  that 
unless  the  legislation  now  pi-oposed  and  hereafter  to  be  proposed  by  the  rail- 
roads is  enacted  they  will  find  great  difficulty  in  securing  the  necessary  addi- 
tional funds.  He  testified  that  in  1915  less  than  1,000  miles  of  new  railroads 
were  constructed  in  the  I'nited  States,  and  that  this  is  the  least  additional 
mileage  of  railroads  constructed  in  this  country  in  any  year  since  1848. 

Referring  further  to  railroad  finances,  Mr.  Thom  testified  that  the  percentage 
of  the  bonded  indebtedness  of  the  railroads  to  the  total  face  value  of  all  their 
securities,  including  both  stock  and  bonds,  had  increased  from  49.78  per  cent 
in  1900  to  61.8  pei-  cent  in  1914  and  65  per  cent  in  1916.  The  result  of  financ- 
ing railroads  almost  entirely  from  other  people's  money  through  the  sale  of 
bonds  appears  all  the  more  serious  when  attention  is  dra\\n  to  the  fact  that 
the  100  jier  cent  face  value  i>f  securities  referred  to  by  ^Ir.  Thom  includes  the 
full  par  value  of  all  outstanding  capital  stock,  including  all  the  water  therein. 

Addressing  himself  then  to  the  cause  of  impaired  railroad  credit,  Mr.  Thom 
urged  that  the  cause  is  public  regulation  of  the  railroads,  both  Federal  and 
State,  but  principally  State.  He  urged  that  from  the  point  of  view  of  the 
railroad  financier  there  are  two  great  objections  to  public  regulation,  first, 
that  the  regulating  authority  can  affect  the  railroad's  gross  revenues,  and, 
second,  that  it  can  affect  the  railroad's  gross  operating  expenses,  including 
taxes.  These  two  conditions  are,  of  course,  inherent  in  public  regulation  of 
the  railroads,  and  would  exist  as  well  under  exclusive  control  l)y  the  Federal 
Government.  Mr.  Thom  conceded  that  puldic  regulation  nuist  continue,  but 
argued  that  regiilation  has  been  undertaken  and  is  being  carried  forward  in  a 
siih-it  of  vindictiveness.  He  urged  that  there  be  now  a  change  in  what  he 
alleged  to  be  the  public  attitude  toward  the  railroads. 

KKMEDIES    PROPOSED    BY    EATLKOADS. 

To  alleviate  the  alleged  existing  conditions  the  railroads  proposed  to  the 
.ioiut  ('onnnittee  the  following  nine  specific  remedies  as  the  first  installment  of 
their  program : 

1.  The  taking  away  from  the  States  and  the  vesting  in  the  Federal  Gov- 
ernment of  air  power  over  railroads,  as  to  matters  both  State  and  interstate, 
except  only  the  power  of  the  States  over  taxation  and  police  ix)wers  whicli  are 
not  "  vital,"  which  two  powers  are  to  be  left  to  the  States  "  for  the  present  " 
as  a  matter  of  policy. 

2.  The  compulsory  incorporation  under  charter  from  the  Federal  Govern- 
ment of  all  railroads  to  any  extent  engaged  in  interstate  commerce  and  the 
removal  of  all  such  corporations  from  conti-ol  by  the  States  under  their  existing 
State  charters,  this  being  the  instrumentality  suggested  l\v  the  railroads  to 
enable  them  to  accomplish  their  purpose  to  take  away  the  powers  of  the 
States. 

3.  The  taking  away  from  the  Interstate  Conuuerce  Commission  of  all 
IDOwers  except  those  which  are  judicial ;  the  vesting  of  all  powers  of  super- 
vision, detention,  prosecution,  and  correction  over  railroads  in  a  new  Federal 
commission  to  be  known  as  the  Federal  railroad  commission,  with  a  light 
of  review  of  its  orders  to  be  exercised  by  the  Intei-state  Commerce  Commission: 
increases  in  the  salaries  and  tenure  of  office  of  the  members  of  the  Inter- 
state Connnerce  Commission:  and  the  creation  of  an  indefinite  number  of 
'•regional  commissions,"  15  or  more,  subordinate  to  the  Interstate  Commerce 
Commission,  to  sit  in  various  sections  of  the  country  and  to  assist  the  Inter- 
state Connnerce  Connnission,  not  merely  to  exercise  its  present  functions  but 
also  to  perform  the  tremendous  mass  of  local  and  detailed  work  in  the  regula- 
tion and  supervision  of  railroad,  telephone,  and  telegraph  companies,  which 
is  now  being  done,  pi-omptly  and  generally  wisely  and  efficiently,  by  the  rail- 
road and  ))ublic  service  commissions  of  the  various  States  of  the  Union. 

4.  The  establishment  of  nnninnim  rates,  in  addition  to  maximum  i-ates,  as 
at  i)resent,  by  th(>  Interstate  Connnerce  Connnission,  with  power  to  determine 
the  relationsinp  between  rates  and  differentials. 

.5.  (a)  Tlu>  amendment  of  the  interstate-connnerce  act.  so  as  to  provide  that 
in  passiim-  on  tlie  reasonableness  of  railroad  rates  it  shall  be  the  duty  of  the 
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luterstate  (riommerce  Couniiission  to  s'ive  consideriitiou  to  certain  specified 
factors,  namely,  the  value  of  the  service  (our  old  friend — "  all  the  traffic  will 
bear),  the  rights  of  the  passengers,  shippers,  and  owners  of  the  property  trans- 
ported, the  expenses  incident  to  the  maintenance  and  ()])erati()n  of  the  car- 
rier's property,  the  rights  and  interests  of  the  stockholders  and  creditors 
of  the  corporation,  the  necessity  for  the  maintenance  in  the  public  service  of 
efficient  means  of  transportation,  and  for  the  establishment  from  time  to  time 
of  additional  facilities  and  increased  service,  and  any  other  pertinent  elements, 
(b)  The  amendment  of  tlie  interstate-connnerce  act  so  as  to  limit  the  power 
of  the  Interstate  Connnerce  fonnnission  to  suspend  rates  from  10  months  to  60 
days,  with  provision  for  refunds  if  the  increased  rates  should  not  have  been 
allowed  to  become  effective. 

6.  The  grant  to  the  Interstate  Commerce  Commission  of  the  power  to  estab- 
lish railway  mail  pay.     (This  has  already  been  done.) 

7.  The  grant  to  the  Federal  Government  of  the  exclusive  power  "  to  supervise 
the  issue  of  stocks  and  bonds  by  railroad  carriers  engaged  in  interstate  and 
foreign  commerce." 

S.  The  grant  to  the  railroads  of  the  right  to  merge  and  consolidate,  under 
authority  of  the  Interstate  Commerce  Commission. 

9.  The  grant  to  railroad  traffic  and  other  officials  of  the  right  to  meet  and 
agi'ee  with  respect  to  rate  practices,  subject  to  disapproval  of  such  agreements 
by  the  Interstate  Commerce  Commission. 

Mr.  Thorn  states  that,  at  least  for  the  present,  the  railroads  would  not  go 
into  the  question  of  wages  before  the  joint  committee. 

RAn^EOAD  DRIVE  AT  STATES. 

While  each  plant  in  the  railroad  program  <leserves.  and  will  no  doubt  receive, 
careful  consideration,  the  main  effort  of  the  railroads  and  their  allies  is  being 
centered  on  the  drive  against  the  States.  It  is  proposed  to  take  from  the  States 
«ot  merely  all  the  powers  which  they  are  now  exercising  over  interstate  com- 
merce (by  reason  of  the  failure  of  the  Federal  Government  heretofore  to  enter 
certain  field  of  activity  in  the  regulation  of  interstate  commerce),  but  also  to 
deprive  the  people  of  the  States  of  the  right  to  regulate  and  supervise  the  purely 
State  rates,  service,  facilities,  equipment,  and  safety  of  operation  of  practically 
every  railroad  in  the  United  States.  The  only  powers  over  railroads  to  be  left 
to  the  States  are  to  be  the  taxing  power  and  the  power  over  police  regulations, 
which  are  not  "  vital."  Tliese  powers  are  to  be  left  "  for  the  present  "  only,  as 
a  matter  of  policy. 

Up  to  the  present  time,  the  charges  of  the  railroads  against  the  States  rest 
almost  entirely  in  mere  generalities. 

The  railroads  allege  that  their  financial  difficulties  have  been  caused  largely 
by  the  action  of  States  in  reducing  their  rates  to  "  just  above  the  point  of  con- 
fiscation." When  we  remember  that,  on  the  showing  made  by  the  railroads 
themselves,  only  1.5  per  cent  of  their  entire  business  is  State  bu.siness  it  is  diffi- 
cult to  understand  how  the  difference  between  reasonable  State  rates  and  rates 
"  just  above  the  point  of  confiscation  "  could  have  placed  the  railroads  in  their 
present  financial  condition,  even  if  all  the  States  had  systematically  entered  upon 
a  campaign  to  do  the  things  with  which  the  railroads  charge  them,  which  the 
States,  of  course,  have  not  done.  It  is  more  difficult  to  disprove  than  to  make 
mere  general  charges.  The  representatives  of  the  States  before  the  joint  com- 
mittee have  called  upon  the  railroads  to  point  out.  by  page  and  volume  of  the 
record,  the  instances  in  which  they  claim  that  railroad  rates  have  been  cut  to 
the  point  of  confiscation.  When  these  ca.ses  are  specified  the  States  will  be  pre- 
pared to  present  furtlier  testimony  with  reference  to  them. 

The  railroads  further  urge  that  some  States  have  reduced  rjiilroad  rates 
unduly  for  the  pni'pose  of  discriminating  against  the  business  of  sister  States 
or  against  interstate  commerce.  If  such  instances  have  existed,  they  are  now  all 
taken  care  of  by  the  decision  of  the  Supreme  Court  of  the  United  States  in  the 
last  Shreveport  case,  Houston,  East  &  West  Texas  Ry.  Co.  and  Houston  & 
Shreveport  R.  R.  Co.  et  al.  v  United  States,  the  Interstate  Commerce  Commis- 
sion, et  al.  (234  U.  S..  .342).  Whatever  the  representatives  of  the  States  may 
hereafter  present  concerning  this  decision,  the  point  urged  by  the  railroads  has 
been  fully  met  by  the  Supreme  Coni't. 

It  is  further  contended  that  in  three  instances  the  i^ower  of  the  States  over  the 
security  issues  of  railroads  has  been  used  unwisely  or  improi>erly.  The  repre- 
sentatives of  the  States  have  consistently  urged  that  the  Federal  Government 
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should  perform  what  we  believe  to  l)e  its  clear  duty  in  providinii"  for  effective 
control  of  the  issue  of  secui'ities  and  kindred  matters  of  all  railroads  engaged 
in  interstate  commerce.  Such  control  might  be  either  concurrent  with  the  States 
affected  or  exclusive.  In  either  event,  any  existing  difficulties  could  easily  be 
adjusted.  Action  in  this  field  of  regulation  can  readily  be  taken  without  inter- 
ference in  any  other  field  of  railroad  regulation. 

If  the  railroads  should  be  successful  in  their  drive  against  the  States,  the 
inevitable  result  would  be  either  the  breakdown  of  all  public  regulation  of  the 
railroads  or  the  establishment  of  an  enormous  Federal  bureaucracy,  not  familiar 
with  local  conditions  and  removed  from  access  by  the  local  citizen  who  now 
finds  adequate  and  speedy  relief  at  the  hands  of  his  State  commission. 

In  advocating  the  taking  from  the  people  of  the  States  of  practically  all 
power  over  railroads,  even  in  pvirely  State  and  local  matters,  the  railroads 
have  taken  on  themselves  a  burden  of  proof  which,  in  my  .iudgment.  they 
never  can  sustain. 

RAILROADS   PROSPEROUS. 

The  railroads  have  chosen  a  particularly  inappropriate  time  to  raise  the  cry 
that  public  regulation  has  driven  them  to  the  wall  financially. 

Every  person  fmiliar  with  financial  conditions  knows  that  the  fiscal  year 
1915  was  a  good  year  for  the  railroads :  that  the  fiscal  year  1916  was  the  most 
prosperous  year  in  their  history ;  and  the  fiscal  year  1917  has  been  at  least 
as  good  for  the  railroads  as  the  corresponding  period  in  1916. 

The  following  table,  taken  from  the  financial  columns  of  the  Financial  Age 
of  October  21,  1916,  contains  a  comparison  of  income  available'  for  dividends 
on  the  conunon  stock  of  the  railroads  named  in  the  fiscal  years  1915  and  1916 : 

Comparison  of  incoiiic  araiJable  for  dividends  earned  by  flic  railroads  named  in 
tlie  fiscal  years  of  1915  and  1916. 


ITnion  PaiRc 

Sonthem  Pacific 

Atchison 

St.  Paul 

Northern  Pa  ific 

Chi  ae'i,  St.  Paul,  Minneapnhs  &  Omaha 

Northwestern 

'  'Soo  Line" 

'VVi'j-'nrs in  Cen1  ral 

Alabama  Great  Southern 

Illinois  Central 

L9ms^^lle  &  Nashville 

Southern 

Lehigh  Valley 

Jersey  Centr.al 

Pennsylvania 

Baltirnare  &  Ohio 

Reading 

Chesapeake  it  Ohio 

Norfolk  &  Western 

New  York  Central  (fiscal  year  ending  Dec.  31) 


Per  cen' . 
It 
7.2 
9.2 
3.28 
7.58 
7.71 
7..=)0 
7.87 

r-) 

.".4 

6. 27 
P.  8 
.03 

in.  4 

19.36 
8.n 
.').  .=5 

10.  f. 
4.  2.'i 


1916 


Per  cen'. 
1  1.5.65 

11 
1  12.3 
I  7. 33 
10.47 
11.97 
I  11.4 
1  16.3 

9.18 
1  13.6 
10.  S 
19.4 
35,15.3 
12. 65 
21.8 
"11 
7.3 
11. 5 

6  11 

1  16. 7 
6  18 


1  Common. 


Deficit.        3  Preferred.        "About.        &  Nearly.      (10.96.1        e  Probably, 


Ileferring  to  the  .great  prosperity  of  the  railroads  the  Financial  Age,  in  its 
issue  of  October  7,   1916,   said : 

"That  the  railroad  list  should  have  occupied  so  much  of  Wall  Street's 
attention  during  the  past  week  is  not  surprising  in  view  of  the  remarkable 
statements  of  railroad  earnings  that  are  daily  coming  to  hand.  Recently  pub- 
lished returns  of  several  of  the  companies'  largest  systems  are  not  only  impres- 
sive in  their  aggregate  but  all  the  more  so  on  account  of  the  substantial  in- 
(.'reases  over  corresponding  periods  of  last  year,  when  traffic  on  all  the  leading 
systems  was  beginning  to  show  material  improvement  over  previous  years.  A 
notable  instance  of  this  was  furnished  by  the  publication  during  the  week  of 
the  T'^nion  Pacific's  report  for  the  fiscal  year  ending  June  30,  which  shows 
the  lai-gcst  gross  earnings  in  the  comiiany's  history,  with  surplus  income  after 
deducting  all  char,ges,  includin,g  the  ]>referred  stock  dividend,  equivalent  to 
15.65  per  cent  on  the  common  stock,  which  compares  with  slightly  less  than 
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11  per  (H'lit  ill  llic  iircci'dinu  vt'iir.  Aiiipllici-  rciiiii  rkiihlc  slidwiii;;'  was  tluit  of 
the  l>(>iiis\  illc  iV  .Naslivillc,  wiiost'  iiicdiiic  hiilaiirt'  lor  the  last  liscal  year  was 
e<iuival('iir  to  aliom  1!».4  ju'i-  ct'iit  of  tlu'  coiiiiiaiiys  caidtal  stock,  as  a.uaiiist  6.7o 
JKT  ceiil  in  li)!.").  Sucii  instances  iiiij;iit  ho  imiltiplied  iiidetiiiiteiy,  but  nil  of 
tlK-'ni  are  eloquent  of  tlie  fad  that  the  wuiulerfiil  activity  and  iirosperity  iii 
nK'rcantile  and  industrial  lines  that  have  developed  since  war  he,i,^an  have  spread 
fri'ely  to  the  railroad  world." 

The  railroads  are  in  a  hysteria  of  pessiinisni.  With  earniiij;s  beyond  all 
previous  records  and  constantly  .s^rowinj:;  lariier,  the  railroads  seem  to  be  en- 
i^a.ii'ed  in  the  absurd  task  of  trying  to  ruin  their  own  credit.  Is  it  not  time 
lor  the  railroads  to  get  off  the  mourners'  bench,  to  come  out  into  the  sunshine 
of  their  prosiierity,  and  to  devote  themselves  to  the  business  of  running  their 
railroads  and  of  supplying  cars,  equipment,  terminal  facilities,  and  extensions 
which  the  public  urgently  requires? 

That  is  what  the  railroads  of  California  are  doing.  AVhy  should  not  other 
railroads  ]nirsue  the  same  sensible  course? 

"  THE  rORTY-NIXE   MASTERS." 

The  tirsi  reference  which  our  railroad  friends  and  the  various  chambers  of 
commerce,  hoards  of  trade,  bourses,  and  others  who  are  associated  with  tlnnu 
in  their  campaign  make  through  their  very  active  publicity  bureau,  in  their 
newspapers  ami  magazine  articles,  theii-  speeches,  lectures,  and  addressses  ou 
this  general  subject,  is,  with  every  recurring  unanimity,  to  the  "49  masters." 
^\■llen  I  hrst  heard  this  phrase  I  took  it  seriously.  I  immediately  looked  into 
the  railroads  of  my  own  State — California — but  fcmnd  tliat  out  of  61  operating 
steam  railroads,  56  are  located  entirely  within  the  State,  and  hence  are  sub- 
.iect  to  only  two  masters — the  State  of  California  and  the  Federal  Govern- 
ment— instead  of  49  masters.  Of  the  other  five  railroads,  3  run  through  :\ 
States  each  and  2  run  through  10  or  12  States  each.  Investigating  further,  I 
found  that  the  two  railroads  w^hich  operate  in  tlie  most  States,  and  hence  are 
subject  to  the  most  masters — the  Southern  Pacific  and  the  Santa  Fe — are  the 
most  in'o.sperous  of  all. 

I  went  further.  I  examined  assiduously  all  the  railroad  maps  I  could  secure, 
trying  to  find  the  railroad  which  runs  through  48  States.  Notwithstanding  the 
most  per.severing  efforts  I  have  been  unable  to  find  any  railroad  which  runs 
through  more  than  one-third  that  many  States. 

About  that  time  some  kind  friend  told  me  not  to  take  tlie  matter  too  seriously, 
that  the.se  words  were  merely  language  to  tickle  people's  ears — and  that  they 
wi're  so  understood  by  all  who  use  them. 

REVERSAL  OF   GOVERNMENTAL  PRINCIPLES. 

The  proposals  of  the  railroads  to  take  from  the  people  of  the  States  practically 
all  their  power  over  local  railroad  matters  constitutes  a  complete  reversal  of 
governmental  principles  which  were  established  at  the  beginning  of  our  CQnsti- 
tutional  history  and  have  been  recognized  and  in  effect  ever  since. 

Those  powers  which  affect  the  Nation  as  a  w'hole  and  which  can  best  be  exer- 
cised by  the  central  government  were  delegated  by  the  Constitution  to  the 
Federal  Government.  The  remaining  powers,  which  it  was  assumed  could  best 
be  exercised  by  the  local  authorities,  were  left  to  the  States  and  to  the  people. 

It  is  proposed  now  by  the  railroads  to  reverse  this  policy  by  taking  from  the 
people  of  the  States  their  local  powers  over  railroads  and  to  throw  these  powers 
in  their  tremendous  aggregate,  into  the  lap  of  the  Federal  Government.  It  is 
Ijroposed  to  tear  up  by  the  roots  the  State  commissions  which  have  grown  up 
out  of  the  life,  the  needs,  and  the  aspirations  of  the  people  of  the  States  and  to 
substitute  in  lieu  thereof  an  enormous  Fedei-al  bureaucracy  superimposed  upon 
the  people  of  the  States  by  the  central  government  at  Washington. 

The  States  are  handling  promptly  and  generally  fairly  and  effectively  a  multi- 
tude of  local  matters  affecting  the  railroads.  During  the  year  ending  June  30, 
1916,  the  railroad  commission  of  California  disposed  of  3,212  informal  com- 
plaints, of  which  767  affected  railroads,  and  of  over  900  formal  complaints  and 
applications,  of  which  over  350  affected  railroads.  The  railroad  proceedings 
disposed  of  by  the  California  commission  during  this  period  included  questions 
of  rates,  refunds,  service,  extensions,  grade  crossings,  separation  of  grades, 
issue  of  securities,  transfers,  incumbrances  and   lease  of  i»roperty,   rules  ami 
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i-egulations,  safety  of  construction  and  operation,  discontinuance  of  operation, 
trackage  agreements,  and  many  otlier  matters.  Tliese  proceedings  are  generally 
lieard  or  investigated  in  the  locality  affected  by  men  familiar  with  local  condi- 
tions and  are  promptly  disposed  of.  The  work  of  this  one  State  connnission  is 
indicative  of  what  is  l)eing  done  l)y  the  other  45  State  commissions. 

To  persons  intimately  acquainted  with  the  work  now  being  done  by  the  various 
States  in  regulating  railroads  in  State  matters  it  seems  impossible  that  this 
work  could  be  done  as  well  and  as  effectively  by  an  immense  centralized 
bureaucracy  with  headquarters  at  Washington  as  it  can  be  done  by  the  States 
themselves. 

I  have  always  been  of  the  opinion  that  the  Federal  Government  should  do 
whatever  the  Federal  Government  can  best  do  for  our  people,  and  that  the 
State  governments  should  do  whatever  they  can  best  do.  In  my  opinion,  this  is 
the  best  practical  test  of  where  the  line  of  division  between  the  powers  of  the 
Federal  Government  and  the  powers  of  the  State  governments  ought  to  run. 
Judged  by  this  test,  it  would  seem  that,  with  the  exception,  probably,  of  the  con- 
trol over  the  issue  of  railroad  securities  and  of  railroad  mergers,  consolidations, 
and  similai-  matters,  the  States  should  retain  the  powers  which  they  now  have 
over  local  i-ailroad  matters  as  long  as  the  railroads  remain  in  private  ownership. 

jRAILROAD   DIAGNOSIS   INCORRECT. 

The  railroads  have  made  an  entirely  incorrect  diagnosis  of  their  financial  ills. 

The  cause  of  impaired  railroad  credit  is  not  public  regulations,  either  State 
or  Federal. 

Railroads  went  into  receiverships  before  the  days  of  public  regulation,  and 
they  will  continue  to  go  into  receiverships  under  regulation  unless  regulation 
strikes  at  the  root  of  railroad  financial  ills  and  is  made  thoroughly  effective. 

California  disjiroves  the  claim  that  public  regulation  injures  the  railroads 
and  other  public  utilities.  During  thi'ee  years  of  regulation  by  the  State  rail- 
road commission  more  than  $200,000,000  of  new  money  has  been  invested  in 
California  public  utilities.  The  steam  railroads  alone  have  added  $55,000,000 
to  their  investments.  During  the  last  five  years  over  1,200  miles  of  new  rail- 
roads have  been  constructed  in  California.  At  present,  under  State  regulation, 
nine  railroads,  with  a  total  mileage  of  221  miles,  are  under  construction  or 
extension  in  California.  The  prosperity  of  California  railroads  and  other  public 
utilities  under  efficient  regulation  by  the  State  railroad  commission  proves  con- 
clusively that  the  cause  of  impaired  railroad  credit  is  not  to  be  found  in  public 
regTilation. 

The  real  causes  of  impaired  railroad  credit,  to  the  extent  to  which  such 
impairment  exists,  are  not  to  be  found  in  public  regulation  but  in  unsound 
financial  structures,  unwise  railroad  construction,  and  at  times  criminal  misman- 
agement of  railroad  finances.  The  claim  of  the  railroads  that  their  impaired 
credit  has  been  caused  by  public  regulation  seems  to  be  merely  a  blind  to  divert 
attention  from  the  real  causes.  It  is  significant  that  in  their  presentation 
before  the  Newlands  committee  the  railroads  not  once  referred  to  the  acts  of 
their  financiers  and  executives,  which  have  been  the  cause  of  most  of  their 
troubles,  but  dwelt  solely  on  public  regulation. 

To  cut  off  the  powers  of  the  States  over  railroads,  on  the  pretext  that  the 
States  have  caused  the  financial  difficulties  in  which  some  of  the  railroads  find 
themselves,  would  be  just  as  absurd  as  to  cut  off  a  patient's  good  right  arm 
when  the  real  cause  of  his  trouble  is  a  diseased  liver  or  appendix. 

The  railroads  are  not  suffering  from  the  good  right  arm  of  public  regulation, 
but  from  a  case  of  acute  gastritis,  caused  by  an  overdose  of  undigested 
securities. 

REAL  CAUSES  OF  IMPAIRED  RAILROAD  CREDIT. 

As  already  indicated,  the  real  causes  of  impaired  railroad  credit,  to  the 
extent  to  which  such  impairment  exists,  are  to  be  found  principally  in  the  acts 
of  railroad  financiers  and  executives  in  building  unsound  financial  structures, 
in  constructing  railroads  where  not  needed,  and  in  mismanaging  the  finances 
of  the  railroads  whose  trustees  they  were.  As  is  so  often  the  case,  the  rail- 
roads which  have  lieen  honestly  and  wisely  managed  have  suffered  from  the 
acts  of  th(>  others.  Investors  who  have  lost  their  money  in  one  railroad  are 
not  generally  eager  to  invest  it  in  another. 
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One  of  the  most  potent  causes  of  impaired  railroad  credit  has  been  the  nn- 
soundness  of  railroad  financial  structiu'es.  By  this  I  mean  principally  the 
unsoundness  of  the  relationship  between  share  capital  and  tixed  capital  and 
of  the  relationsliiii  between  the  value  of  the  property  and  the  face  or  par 
value  of  the  seturities  outstandinjj. 

A  man  who  woiild  expect  to  borrow  $120  on  a  horse  worth  only  $100  wouhl 
be  considered  erratic,  to  say  the  least.  Yet  many  railroads  have  been  con- 
structed entirely  from  bonds  sold  at  a  discount,  and  in  addition  have  issued 
large  amounts  of  capital  stock  without  consideration.  Railroad  financiers 
have  largely  refused  to  invest  any  of  their  own  money  by  purcluasing  stock, 
but  have  secured  their  funds  from  the  i)ublic  by  selling  bonds.  When  such 
railroads  latei-  needed  funds  for  additions,  betterments,  and  extensions  they 
have  fountl  it  difhcult  or  impossible  to  secure  them.  They  have  been  unable 
to  sell  stock  because  the  outstanding  stock  represents  little  or  no  value,  and 
unable  to  sell  bonds  because  the  outstanding  bonds  already  exceeded  the  value 
of  t!ie  property.  Such  a  financial  structure  inevitably  crashes.  AVhen  the 
receivership  comes  it  comes  not  by  reason  of  regulation,  but  by  reason  of  the 
absence  of  such  regulation  as  would  have  prevented  such  unsound  financiering. 

Whenever  a  railroad  is  constructed  where  it  is  not  needed  the  result  is  not 
merely  financial  disaster  to  it  but  also  impairment  of  credit  for  its  competitor 
whose  revenues  are  diminished  by  the  competition.  Such  construction  leads 
to  general  impairment  of  railroad  credit. 

The  glaring  cases  of  criminal  mismanagement  of  railroads  by  financiers 
and  executives  which  have  come  to  light  within  the  last  few  years  have  been 
far  moi-e  effective  in  impairing  railroad  credit  than  the  combined  effect  of  all 
public  regulation.  State  and  Federal.  AVhat  is  needed  is  more  regulation,  not 
less. 

As  contrasted  with  the  generalizations  of  the  railroads  with  reference  to 
the  causes  of  impaired  railroad  credit,  the  representatives  of  the  public  before 
the  Newhmds  committee  drew  the  attention  of  the  committee,  by  reference 
to  page  and  volume  of  the  official  reports  of  the  Interstate  Commerce  Com- 
mission, to  the  real  causes  of  impaired  railroad  credit,  as  shown  by  the  official 
records  of  the  Federal  Government.  The  attention  of  the  committee  was 
drawn  to  the  following  decisions  of  the  Interstate  Commerce  Commission  and 
to  the  couunents  of  the  Commission  on  the  causes  of  impaired  railroad  credit 
therein  set  forth. 

"  Harriman  Investigation,  12  I.  C.  C,  319 ;  New  England  Investigation,  27 
I.  C.  C,  5G0:  in  re  Receivership  of  St.  Louis  &  San  Francisco  Railroad  Co.. 
29  I.  C.  C,  139;  St.  Paul  &  Puget  Sound  Accounts.  29  I.  C.  C,  508;  in  re 
Financial  Transactions  of  New  York.  New  Haven  &  Hartford  Railroad  Co.. 
31  I.  C.  C  32 ;  and  in  re  Financial  Transactions  of  Chicago,  Rock  Island  & 
Pacific  Railway  Co.,  36  I.  C.  C,  43." 

CONSTRUCTIVE    RK:\rKI)IES. 

A  wise  doctor  first  finds  the  cause  of  the  patient's  disease  and  then  applies 
the  remedy. 

In  the  present  instance  the  disease,  as  diagnosed  by  the  railroads  themselves, 
is  impaired  railroad  credit.  The  cause  of  the  disease  is  not  public  regulation, 
as  claimed  by  the  railroads,  but  principally  their  own  financial  transactions, 
the  large  amount  of  their  issued  securities  as  contrasted  with  the  value  of  the 
property,  the  unsound  relationship  between  share  capital  and  fixed  capital, 
the  construction  of  railroads  and  their  extensions  at  times  where  not  needed 
and  at  times  through  construction  companies  yielding  ill-gotten  profits  to  the 
railroad  financiers  and  executives,  the  diversion  of  the  proceeds  of  securities 
to  improper  purposes,  the  deception  of  investors  by  the  publication  of  mislead- 
ing financial  statements,  and  unfaithful  stewardship  of  railroad  finances  by 
railroad  financiers  and  executives.  These  acts  by  some  railroads  have  affected 
all,  even  the  increasingly  large  number  which  are  honestly  and  wisely  managed. 

Having  found  the  cause  of  the  disease,  the  sensible  thing  to  do  would  seem  to 
be  to  apply  the  remedy  to  the  cause.  The  first  constructive  remedy,  in  my 
opinion,  is  to  provide  for  adequate  and  effective  regulation  by  the  Federal 
Government  of  the  issues  of  capital  stock,  bonds,  and  other  securities  of  all 
railroads  engaged  in  commerce  among  the  States  and  with  foreign  nations,  and 
of  their  mergers,  consolidations,  sales,  mortgages,  and  leases.     This  regulation 
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cmild  he  either  concurrent  with  the  States  or  exclusively  in  the  Federal  Gov- 
ernment. The  legislation  might  well  he  modeled  on  the  statutes  of  a  numher  of 
t,he  Slates  wliicli  are  doing  very  effective  work  in  supervising  and  regulating 
imhlic-utility  finances.  This  power,  however,  should  not  be  conferred  upon  the 
J-'ederal  (Jovernment  unless  at  the  same  time  adequate  machinery  is  provided 
so  that  applications  of  the  railroads  to  issue  securities  can  be  promptly  heard 
and  disposed  of  by  some  responsible  authority.  No  phase  of  public-utility 
regulation  requires  more  prompt  attention  than  financial  matters  such  as  pro- 
p(ise<l  issues  of  securities. 

Such  a  measure  would  go  far  to  substitute  sound  financing  for  unsound 
financing  in  the  future  and  would  thus  help  to  restore  public  confidence  in  rail- 
road securities.  But  how  about  the  past?  How  about  the  impaired  financial 
structures  which  now  exist,  not  because  of  regulation,  but  because  of  the 
alisence  of  regulation? 

The  railroads,  it  appears,  are  trying  to  lay  the  foundation  to  support  a  claim 
hereafter  for  increased  rates  to  enable  them  to  pay  interest  and  dividends  on 
all  their  present  outstanding  securities,  whether  issued  for  value  or  not,  and  to 
establish  new  b()rrowing  power  for  the  future.  In  other  words,  the  mistakes, 
the  faults,  and  the  crimes  of  railroad  financiers  and  executives  in  the  past  are 
to  he  fastened  on  the  public  in  the  form  of  higher  rates.  In  my  .iudgment,  the 
people  of  the  I'nited  States  will  never  consent  to  pay  increased  rates  for  any 
such  purpose.  The  remedy  in  such  cases  is  not  higher  rates,  but  reorganization 
of  the  railroad — reorganization  on  an  honest  basis  under  public  authority  with 
a  view  to  the  sultstitution  for  the  existing  unsound  and  impaired  .structure  of  a 
sound,  healthy  financial  structure  with  a  chance  to  succeed. 

Furthermore,  railroad  credit  would  be  much  improved  if  the  railroads, 
instead  of  crying  calamity  in  the  days  of  their  greatest  prosperity,  should  cease 
injuring  their  own  credit  and  should  adopt  an  attitude  of  optimism  in  lieu  of 
their  present  attitude  of  assumed  pessimism.  Never  before  have  I  heard  of 
business  men  needing  funds  for  the  enlargement  of  a  prosperous  business 
appai-ently  trying  to  scare  ofi:  every  investor  who  is  willing  to  assist  in  the 
fui'ther  development  of  the  business. 

Finally,  all  public  authorities,  both  State  and  Federal,  must,  of  course,  deal 
witli  the  railroads  in  a  si)irit  of  sympathy  and  of  broad  constructiveness.  Pub- 
lic ollicials  represent  the  railroads  just  as  much  as  they  represent  the  traveling 
and  the  shipjiing  public.  The  railroads  are  a  very  vital  part  of  our  industrial 
life  and  may  hereafter  become  of  supreme  impoi'tance  in  the  national  defense. 
The  interests  of  the  Nation  require  that  our  railroad  systems  be  at  all  times 
adequate  and  elfiective. 

The  railroads,  however,  must  do  their  part.  They  must  cease  bearing  false 
witness  against  the  public  authorities,  State  and  Federal.  They  must  play  the 
game  openly  and  honestly,  with  every  card  on  the  table,  face  up.  They  must 
cease  crying  calamity  when  there  is  no  calamity. 

If  the"  railroads  fail  to  do  their  part,  or  if,  notwithstanding  good  faith  on 
their  part  hereafter,  if  appears  that  because  of  their  financial  structures  and 
management  in  the  past  they  are  unai)le  to  do  their  full  duty  without  unjustly 
high  rates,  there  is  only  one  alternative — fiovernment  ownership. 

The  situation  should  be  most  carefully  watched.  In  view  of  the  possibility 
that  private  ownership  may  break  down,  the  wisdom  and  patriotism  of  our 
statesmen  will  prompt  them  to  take  steps  at  ojice  to  study  Government  owner- 
ship in  its  every  aspect,  and  to  make  provision  so  that  if  Government  owner- 
ship of  the  railroads  comes  it  will  find  the  American  Government  and  the 
American  people  ready  to  handle  the  new  problem  efiieiently,  wisely,  and 
])atriotically. 


[Utilitie.s  Magazine,  Jauuary,   1917.] 

THE  PROBLEM  OF  TERMIXAL  R.XTES. 

By  KoHERT  .1.  McFatx,   Ihuversity  of  Minnesota. 

Mattei-s  of  far-reaching  consequence  are  brought  into  the  foreground  by 
a  recent  case  before  the  Interstate  Conuuerce  Commission.  The  authorities  of 
the  State  of  New  .Tersey  have  filed  a  petition  to  i-equire  the  rates  for  traffic 
ending  on  their  side  of  New  York  Harbor  to  be  readjusted,  giving  recognition 
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1o  I  he  lad  thai:  it  costs  iiioro  to  carry  goods  to  tlie  New  York  side  of  the  river 
Iliaii  to  leave  tlieiii  on  tile  Jersey  siile.  The  i)rol)]enis  involved  were  suggested 
ill  tile  I-ighterage  and  Storage  liegulations  at  New  Yorlv  case  decided  by  the 
Interstate  Conunerce  Coimnission  on  July  7,  1915;  they  are  now  introduced  in 
nioiv  ehd)orate  f'oriii  and  are  as  yet  unsettled,  even  in  so  far  as  this  specific 
I ase  is  concerned. 

Tlie  Associated  Press  reports  this  case  as  a  battle  for  conunercial  supremacy 
between  the  States  of  New  York  and  New  Jersey.  This,  in  .so  far  as  true,  is  an 
important  issue.  Connnissioner  Lane,  in  writing  the  opinion  of  the  Interstate 
Conunerce  Commission  for  the  Western  Advance  Rate  Ciise,  spoke  of  the  trafhc 
manager  as  a  statesman  detei'mining  zones  of  production  and  consumption  and 
setting  aside  the  spii'it  of  tlie  laws  of  the  land.  In  the  case  here  considered  the 
commission  itself  perfoi'ms  the  function  of  the  statesman,  and  the  issues  in- 
\(tlved  are  of  greater  (on.sequence  than  those  siuiken  of  in  the  former  case.  The 
real  problem  involved  is  not  the  comparative  importance  of  two  areas  in  the 
.Xation  ;  it  is  a  problem  which  goes  so  far  as  to  affect  the  social  and  economic 
status  and  growth  of  the  whole  Nation.  According  to  Mr.  Brandeis,  the  ter- 
minal iiroblem  is  more  trying  even  tlian  the  notoritms  rising  costs  of  labor.^ 

The  iii'oblem  is  the  proper  adjustment  between  terminal  costs  and  rates. 
Should  rates  to  a  terminal  be  framed  on  the  basis  of  cost?  If  it  costs  more  to 
take  fi eight  into  New  York  City  than  into  tiie  near-by  <'ities  of  New  Jersey, 
siionld  recognition  of  tliis  fact  be  made  in  the  establishment  of  rates?  The 
autboi-iries  of  the  State  of  New  Jersey  have  tiled  a  petition  seeking  "  to  so  read- 
just and  reorganize  the  port  (of  New  York)  as  between  New  York  and  New 
.I(>rse\'  tei'i-itory.  as  to  put  into  intensive  use  all  the  natural  conditions,  and  give 
to  the  New  Jersey  side  advantages  wliich  nature  has  provided."'^  They  claim 
that  the  present  rate  system,  making  the  wliole  general  region,  including  both 
New  York  and  New  Jersey  points,  a  l»lanket  zone  which  takes  exactly  the  same 
rates  irrespective  of  costs  is  a  serioiis  discrimination  against  New  Jersey.  Tlie 
Kngineering  News  says : 

••  The  present  railway  rates  entirely  ignore  tlie  high  cost  of  ternnnal  handling 
in  large  cities.  Freight  i-ates  on  a  carload  of  goods  haided  between  (Jhicago  and 
a  factory  located  in  Newark.  Paterson,  Jersey  City,  or  Hoboken  are  the  same  as 
if  the  freight  had  to  be  lightered  across  the  Hudson  Rivei"  to  or  from  a  factory 
on  ^Manhattan  Island  oi:  in  Brooklyn.  Since  railway  rates  must,  ou  the  whole, 
be  sufficient  to  pay  all  the  operating  expenses,  fixed  cliarges.  and  profits  of  tlie 
railways,  it  follows  that  the  mei-chants  and  manufacturers  of  Jersey  City, 
Hoboken,  and  Newarlv  are  actually  paying  in  their  freight  rates  part  of  the  cost 
of  carrying  goods  for  their  competitors  located  on  the  eastern  side  of  the 
Hudson  River."  ^ 

The  authoi'ities  of  the  State  of  New  York  have  tiled  an  intervening  ]ietition, 
saying : 

"  If  the  jirayer  of  tlie  petitioners  were  granted,  it  would,  in  fact,  result  in 
univasonalde  discrimination  against  the  city  of  New  York.  The  commercial, 
industrial,  marine,  and  manufacturing  facilities  of  Greater  New  York  are  inex- 
tricably bound  up  with  the  prosperity  of  the  country.  To  serve  the  country, 
New  York  City  early  became  a  natural  ba.sic  and  distributing  center,  through 
which  passes  commerce  to  and  from  all  parts  of  the  world.  It  was  inevitable 
rhat  in  fixing  i-ailroad  rates  Greater  New  York  should  be  a  basing  point,  around 
which  tei-ritory  contiguous  would  naturally  form  a  zone  or  district.  Following 
the  Amei'ican  method  of  rate  making,  very  early  in  the  history  of  New  York's 
conunerce.  the  port  of  New  York,  including  a  large  part  of  Long  Island.  Staten 
Island,  and  New  Jersey,  became  a  zone  or  district,  in  which  were  generally 
established  fixed  schedules  for  freight  carriage,  including  terminal  service.  To 
furnish  the  terminal  servic(>  at  all  points  within  the  district  involves  at  some 
])oiiit-<  p  lofs,  but  in  general,  because  of  the  volume  of  business  thus  accommo- 
dated, results  in  a  profit  and  in  lower  general  rates.  To  adopt  a  new  system 
based  upon  a  separate  charge  for  line  haul  plus  a  separate  charge  for  terminal 
service,  would  demoralize  the  entire  commercial  situation,  to  the  injury  not 
only  of  Greater  New  Y^ork  but  also  of  its  neighbors  in  New  Jersey  and  its 
business  connections  throughout  the  country."  * 

1  Interstate  Commerce  romrais^sion.  Five  Per  Cent  Case.  S.  Doc,  v.  14.  63d  Cong.,  p.  525.^. 
-  Intervening  petition  of  the  State  of  New  York  before  the  Interstate  Commerce  Commis- 
sion, p.  2. 

3  Engineering  News,  v.  76   (July  20,  1916).  p.   129. 

*  Intervening  petition  of  the  Chamber  of  Commerce  of  the  State  of  New  York,  pp.  8,  14. 
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THE    AMERICAN    SYSTEil    OF    RATE    MAKING. 

The  problem  raised  is  not  only  local ;  it  has  its  application  in  every  section 
of  the  country.  Should  each  locality  pay  for  its  railway  service  in  accordance 
with  what  it  costs  to  supply  such  service,  and  so  stand  on  its  own  feet? 
Should  we  perpetuate  the  situations  established  by  former  insane  competition 
between  carriers,  a  competition  now  relegated  to  the  scrap  heap?  Should  we 
leave  it  to  traffic  numagers,  even  supervised  by  the  commissions,  to  determine 
arbitrarily  zones  of  production  and  consumption  by  the  rate-making  powers? 
Or  shall  we  leave  the  matter  to  be  decided  by  the  battle  of  the  Titans,  the 
struggle  between  the  powerful  commercial  interests  of  competiug  localities,  a 
struggle  in  which  the  lowly  are  trampled  under  foot? 

The  Engineering  News  deals  with  the  problem  over-summarily  when  it  says 
that  "  every  one  recognizes  that  transportation  rates  should  be  based  on  the  cost 
of  service'  plus  a  fair  profit  to  the  transportation  company."  ^  We  know  that 
there  are  joint  costs  in  the  railway  business  tliat  no  one  has  yet  been  able  to 
allocate  between  the  various  parts  of  the  service,  whether  as  between  localities 
or  between  various  services.  These  costs,  it  is  pretty  generally  admitted,  should 
be  borne  in  accordance  with  the  comparative  ability  of  the  service  or  localities 
to  bear  them.  As  a  matter  of  fact,  as  between  localities,  these  costs  are  gen- 
erally borne  in  accordance  with  the  comparative  ability  of  the  localities  to 
avoid  bearing  the  charges.  Then,  too,  it  is  pretty  generally  admitted  that  a 
zone  system  of  rate  making,  putting  all  places  of  similar  cost  and  in  similar 
situations  on  the  same  rate,  is  not  only  fair  but  the  only  way  to  avoid  eudless 
difliculties  of  accounting  the  rate  adjustment.  The  question  here  is  as  to  how 
inclusive  the  zone  should  be.  New  York  claims  that  the  two  States  should 
form  one  zone.  New  .Tersey  considers  that  the  costs  for  service  of  the  two 
regions  are  so  dissimilar  that  they  should  form  two  separate  zones,  not  that  the 
zone  system  should  be  given  up. 

Greater  attention  is  being  paid  recently,  however,  to  the  costs  of  service 
in  rate  making,  one  great  reas<.»n  for  this  being  that  costs  have  been  rising 
and  making  themselves  more  prominent.  Not  only  have  the  prices  of  railway 
supplies  and  labor  been  rising  along  with  our  general  rise  in  prices ;  the  more 
striking  tiling  is  that  while  the  traffic  density  on  our  railways  has  doubled 
within  tliese  last  15  years,  the  cost  per  unit  of  handling  this  traffic  has  also 
increased.  A  most  unorthodox  thing  for  railway  costs  to  do  1  Economists 
have  always  said  that  the  railways  implicitly  obeyed  the  law  of  diminishing 
costs ;  that  as  the  traffic  increased  the  cost  per  imit  of  handling  this  traffic 
always  decreased.  So  long  as  this  was  true,  and  it  really  was  true  in  general 
until  recently,  it  can  easily  be  seen  why  the  rate  makers  should  care  so  little 
about  what  each  item  of  service  cost.  The  main  thing  was  to  get  the  traffic ; 
let  the  cost  be  borne  as  best  it  might.  Recently,  however,  we  have  been 
awakening  to  the  fact  that,  while  our  traffic  has  been  growing  by  leaps  and 
bounds,  the  cost  per  unit  of  caring  for  it  lias  not  decreased,  but  actually 
increased.  Under  such  circumstances  we  must  more  carefully  scrutinize  the 
costs.  If  costs  are  rising  per  unit,  it  is  not  profitable  to  stimulate  gi'eater 
traffic  unless  we  can  also  raise  rates.  Under  rising  costs  per  unit  each  ele- 
ment of  traffic  must  more  nearly  take  care  of  itself.  Hence  railway  men  and 
commissioners  alike  are  paying  attention  to  the  cost  of  each  kind  of  service 
as  they  never  did  before.  For  a  time  they  blamed  the  rising  costs  ou  the 
wages  of  the  laborers.  They  still  do,  but  see  now  that  this  is  not  the  only 
cause.  The  extraordinarily  heavy  and  rising  terminal  charges  now  come  in 
for  their  share  of  the  blame,  and  justly  so.  The  contention  is  that,  in  so  far 
as  the  costs  can  be  allocated  to  the  terminal  service,  they  should  be  borne  by 
the  particular  terminal  traffic  in  question.  The  problem  involves  not  only 
finding  out  what  terminal  charges  are  in  general,  but  the  relative  costs  of 
handling  traffic  as  between  different  terminals,  particularly  the  relative  costs 
of  the  service  in  small  stations  as  compared  with  large  terminals. 

What  is  this  which  the  New  York  intervening  petition  calls  the  "American 
method  of  rate  making"?     The  Engineering  News  says: 

"  The  present  system  of  railway  rates  is  based  primarily  upon  distance. 
It  harks  back  to  the  time  when  the  railway  was  the  competitor  of  the  stage- 
coach. The  cost  of  hauling  over  the  road  was  then  the  main  expense  in  trans- 
portation, and  the  cost  of  handling  at  terminals  was  triflng.  The  last  half 
century  has  revolutionized  these  conditions.     The  cost  of  hauling  traffic  over 

1  Engineering  News,  v.  79,  p.  129. 
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Mic  road  has  hcoii  reduced  to  a  inerc  trilic,  while  the  cost  of  liautllins  iu  the 
t«>i-iiiiiials  of  .uivat  fitios  has  been  luultiplii'd  manyfold."  * 

This  is  perhaps  as  fair  a  stateiueiit  as  coidd  be  made  of  the  situation  tlie 
country  over,  but  no  oi\e  statenieni  would  cover  the  rate-making  systems  of 
the  whole  country.  The  Kn.uineerins  News's  presentation  of  the  matter  is 
•entirely  too  mild  to  tit  the  situation  in  tiie  South,  where  no  only  is  no  account 
taken  of  terminal  costs  in  ,sj;eneral,  but  the  rates  are  made  much  less  even  to 
the  terminals  than  between  intervening  points;  this  in  spite  of  the  long-and- 
short-haul  clause  in  the  act  to  rejiulate  com.merce.  The  rates  on  traffic  to  a 
point  throu,uh  which  the  .aoods  would  be  hauled  on  jioing  to  a  terminal — that  is, 
on  the  route- -are  made  by  taking  the  rate  t<i  the  terminal  and  adding  tlie 
local  rate  for  the  back  haul;  this  even  though  the  goods  are  not  taken  to  the 
terminal  for  redistribution,  and  in  a  territory  where  the  plea  that  the  practice 
is  due  to  carload  ratings  for  the  .iobtniig  business  of  tlie  larger  places  is 
singularly  inapplicable.  In  the  Soutli  one  would  think  it  cost  less  than  nothing 
to  handle  the  traffic  at  the  terminal.  The  South  is  not  the  only  region  where 
this  system  is  used,  but  is  the  outstanding  example  of  it. 

The  transcontinental  rate  system  violates  not  only  the  cost  principle  as 
i-eganfs  terminals,  but  violates  the  tiistance  principle  as  well.  There,  as  in 
the  South,  the  attempt  has  been  made  to  base  the  rates  on  certain  points, 
making  the  rates  for  intermediate  cities  the  rate  to  the  basing  point  plus  the 
back-haid  charge.  Though  this  has  been  modified  by  the  Interstate  Commerce 
■Commission  to  a  certain  extent,  yet  the  mountain  cities  still  pay  higher  rates 
tlian  those  on  the  coast.  The  distance  principle  has  also  been  violated  here  by  a 
gigantic  application  of  the  zone  system  of  rate  making.  As  Prof.  Ripley  says, 
*'  For  some  years  every  city  east  of  the  Mississippi  lias  been  able  to  ship  goods 
to  San  Francisco  at  the  same  rate  which  is  paid  from  Boston  and  New  York, 
wliich  may  be  more  than  a  thousand  miles  fartlier  away."  ^  Of  course,  to  the 
extent  that  the  distance  has  been  ignored,  we  would  naturally  assume  that  the 
terminal  cost  held  a  comparatively  greater  importance.  This  is  in  reality 
untrue ;  the  rates  are  built  as  commercial  pressure  dictates. 

The  northeastern  section  of  the  country,  known  as  trunk-line  territory,  is  the 
only  section  which  pretends  to  take  real  account  of  both  the  distance  principle 
and  the  terminal  cost.  Here  the  rates  are  built  on  the  New  York  to  Chicago 
rate  as  a  standard,  using  a  fixed  terminal  cost  that  is  totally  inadequate  at 
present  and  pays  no  attention  to  the  widely  different  amount  of  this  cost  at  tlie 
various  terminals,  and  a  hauling  cliarge  varying  in  accordance  with  the  rela- 
tion which  the  distance  between  the  places  in  question  bears  to  the  standard 
New  York  to  Chicago  distance.  The  rates  to  the  great  terminal  cities  of  Boston, 
New  York,  Philadelphia,  and  Baltimore  are  related  to  eacli  other  on  the  prin- 
<^'iple  of  commercial  competition,  a  certain  .standard  differential  being  given  the 
late;;--  of  each  city  as  compared  with  the  New  York  rates. 

TERMINAL   COSTS   NEGLECTED   IN   RATE   MAKING. 

Thus  we  see  that  hitherto  but  little  attention  has  been  paid  to  the  terminal 
■costs  in  making  up  rates.  In  fact,  the  Interstate  Commerce  Commission  does 
not  require  slny  separate  attention  to  be  paid  to  terminal  costs  in  the  accounts 
which  it  requires  under  the  law,  and  the  railway  men  would  have  it  that  if 
we  want  knowledge  of  the  comparative  importance  of  terminal  costs  we  must 
turn  to  either  Japan  or  Australia.  The  officials  of  one  of  the  important  systems, 
who  really  have  made  important  statistical  investigations,  say  that  they  do  not 
know  the  relative  importance  of  the  costs  of  large  and  small  terminals  though 
tliey  have  carefully  computed  the  average  terminal  costs  in  the  southwestern 
part  of  the  country. 

The  railway  men  are  exceedingly  diffident  about  telling  what  they  know  on 
the  subject,  or  even  wliether  or  not  they  know  auytliing  at  all.  This  is  not  to 
he  wondered  at ;  they  fear  what  the  over-zealous  cost  statistician  might  do  with 
the  figures  if  he  had  them,  and,  doubtless,  they  feel  that  their  figures  are  not 
yet  sufficiently  accurate  to  be  of  much  value  in  rate  making.  It  must  not  be 
inferred,  however,  that  no  statistics  for  terminal  costs  are  known,  nor  that  they 
are  not  used  in  rate  making.  Much  is  known  on  the  subject  and  is  being  used 
by  the  various  parties  concerned  in  the  question. 

^  Engineering  News,  v.   79,   p.    129. 

2  Ripley,  Railroads :  Rates  and  Regulations,  p.  397. 
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The  wiliest  applicotion  of  tlio  principle  of  special  attention  to  terminal  costs, 
in  theory  if  not  in  careful  practice,  is  found  in  the  system  in  vogue  in  trunk-line 
territory,  the  INIacGraham  scale,  as  outlined  briefly  above.  The  Wisconsin  sys- 
tem of  rate  niakiiiii-  takes  account  of  the  terminal  costs  as  carefully  as  possible 
with  the  data  at  hand.'  The  Interstate  Commerce  CommLssion  also  has  made 
use  of  the  principle  in  special  cases,  thouuh  it  has  not  conuuitted  itself  to  its 
seneral  application  nor  has  it  required  such  statistics  to  be  kept. 

In  the  New  Orleans  Vesetable  Growers,  Merchants  &  Shippers'  Association  v. 
Illinois  Central  Railroad  Co.  et  al.'  the  Interstate  Commerce  Association  took 
account  of  the  figures  presented  to  it  on  terminal  costs  in  determining  the 
reasonableness  of  the  rates  involved.  The  Commission  took  account  of  the  rela- 
tively high  terminal  expense  in  the  Eastern  Live  Stock  case;'  they^also  took 
account  of  the  terminal  cost  figures  supplied  in  the  Shreveport  case,^  although 
questioning  their  accuracv.  In  the  Boardman  Co.  v.  Southern  Pacific  Co. 
case'  the  Vommission  said:  "The  right  to  impose  a  reasonable  and  nondis- 
criminatorv  charge  in  addition  to  the  line-haul  rate  for  terminal  services  per- 
formed by'  connecting  carriers  was  recognized  in  the  Pacific  Coast  Switching 
cases  and  has  been  afhrmed  l)y  numerous  decisions  of  the  commission  and  the 
courts."  A  separate  charge  fo"r  switching  and  other  terminal  expenses  is  more 
common  in  the  case  of  connecting  carriers  than  if  the  whole  service  is  per- 
formed bv  one  company,  although  under  such  circumstances  it  is  exceedingly 
common  for  the  carrier  to  "  absorb  "  the  extra  charges  and  not  pass  them  on  to 
the  patron. 

Enough  has  been  said  to  show  that  the  terminal  costs  have  played  a  com- 
paratively small  part  in  American  rate  making,  although  they  have  not  been 
totally  neglected  as  a  separate  element,  as  the  intervening  petition  of  the 
Chamber  of  Commerce  of  the  State  of  New  York  would  intimate.  It  is  safe 
to  say  that  increasing  interest  is  being  directed  to  this  large  element  of  raihyay 
costs"  these  last  few  years  as  the  traftic  per  unit,  in  spite  of  its  growing  density, 
has  become  more  expensive  to  haul.  It  would  appear  that  this  change  from 
diminishing  cost  to  increasing  cost  per  unit  of  traflic  was  due,  in  addition  to 
the  part  played  by  rising  wages  and  taxes,  to  the  increasing  complexity  and 
consequent  costlv 'handling  in  our  large  terminals.  Unquestionably  both  the 
actual  cost  of  handling  and  the  overhead  expenses  due  to  expensive  terminal 
facilities  and  real  estate  are  very  high  and  rising  at  a  rapid  rate.  It  would 
appeal-  that  this  concentration  to  the  point  of  congestion  of  our  business  in 
lar"e  centers  made  the  costs  of  this  phase  of  the  business  mount  up  so  increas- 
ingly high  with  increased  traffic  as  to  offset  the  economies  which  are  constantly 
being  achieved  in  our  line  traffic. 

THE  COSTS   OF  TERMINALS. 

What  are  the  comparative  costs  of  terminals  and  terminal  handling?  Droege 
said  in  1912,  in  his  Freight  Terminals  and  Trains,  "For  every  3  miles  of  rail- 
road there  is  in  use  to-dav  1  mile  of  switching  or  terminal  tracks."  He  also 
<hows  how  this  proportion  has  been  growing  rapidly  and  is  much  greater  in  the 
more  denselv  populated  regions  of  the  Northeast.  He  says  in  regard  to  the 
money  invested  in  terminals,  "  The  terminals  alone  represent  a  greater  amount 
of  monev  than  all  the  remainder  of  the  properties  of  the  roads.  This  state- 
ment is  true  even  when  smaller  or  intermediate  stations  are  omitted  and  only 
the  great  water  terminals  and  general  intermediate  distributing  centers,  known 
as  division  terminals  or  yards,  are  included." '  In  the  Minnesota  R«te  rasj^  ^he 
terminal  property  of  the  Northern  Pacific  Railway  Co.  was  put  at  $1  ( ,i515,UUU, 
the  land  outside  of  terminals  at  $3,708,000.  The  figures  for  the  Great  Northern 
Ilailwav  Co  were  .<?19,S47,000  for  the  terminals  and  $5,325,000  for  the  land 
outside" of  terminals.*  Droege  says  in  his  recent  book.  Passenger  Terminals  and 
Trains ; 

"  The  American  railroads  have  frequently  been  criticized  for  having  lav- 
ished such  great  amounts  of  money  on  their  passenger  stations,  or,  as  one 
authority  has  aptly  said,  they  have  indulged  too  much  in  'gilded  i^tairs  and 

1  The  Amer.  Econ.  Assn.  Publications,  3d  ser.,  v.  0  (1908),  98. 

2  34  I.  C.  C.  Rep.,  38. 

3  3GI.  C.  C.  Rep.,675  (692). 
*41  I.  C.  C.  Rep..  91-94. 
^37  I.  C.  C.  Rep.,  81    (8.5). 
■^Page  1. 

8  Minnesota  Piatc  case,  Opinion  of  Supreme  Court  of  U.  S.,  pp.  40,  53. 
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luaible  lialis."  II  i.s  certaiiily  true  lliiit  Ihis  is  (.iic  (liiim  (Hi  wiiicli  tlu'  railways 
<lo  not  skiiui).  The  i-pcont!y  completed  rnion  Station  at  Kansas  Clly  cost 
$40.()()().()()(».  of  whicli  $n,()(Ki.(H)0  was  si)eiit  on  the  station  itself.  It  lias  been 
said  that  some  of  the  lines  which  use  the  terminal  i-ay  more  -for  the  privilege 
than  they  receive  in  jiross  receijits  from  their  entire  Kansas  City  passenger 
trafHc  Tlie  New  Yorli  Central's  passenger  terminal  facilities  in  New  York 
when  completed  will  probal)ly  have  cost  approximately  $200,000,000,  sufficient 
to  build  2,000  miles  of  double-track  railway  line  costing  $100,000  a  mile.  Tt  lias 
been  estimated  that  the  fixed  charfres,  taxes,  and  depreciation  will  total  $20.- 
000.000  yearly  and  the  operating?  and  maintenance  expenses  $3,000,000  nnn-e. 
The  total  passenger  receipts  of  tlie  New  Haven  and  New  York  Central  from 
New  York  ('itv  traffic  certainly  do  not  total  much  more  than  this.  The  Penn- 
sylvania's t(>rminalon  Manhattan  has  cost  between  $110,000,000  and  $120,000,000. 
One  authority  has  made  the  statement  that  the  terminal  charges  are  about 
equal  to  the  entire  .uross  receipts  of  the  Pennsylvania  and  Loui?  Island  from 
liassentivr  irailic  in  the  city.  It  has  been  further  shown  that  the  passenger  ter- 
minals in  which  the  Pennsylvania  is  interested  in  Washington,  Baltimore,  New 
York,  and  Philadelphia  have  a  combined  value  of  $178,000,000  equal  to  an 
average  of  about  $800,000  per  mile  for  the  223  miles  from  New  York  to  Wash- 
ington." ^ 

The  terminal  properties,  while  enormous  in  their  value,  unfortunately  will 
have  to  be  expanded  still  more,  according  to  foremost  authorities.  The  late 
Mr.  James  J.  Hill  said  in  an  address  before  the  Railway  Business  Men's  Asso- 
ciation in  New  York  December  19,  1912  : 

"  Every  interest  and  every  community  should  luiderstand  that  the  main  need 
to-<lay  of  transiiortatipn  and  of  the  many  activities  connected  with  and  depend- 
ent npoii  it  .-IS  an  increase  of  terminal  fcilities.  It  is  no  exaggeration  to  say 
that  the  commerce  of  the  country,  its  manufacturing  and  agricultural  industry, 
its  prosperity  as  a  whole,  and  the  w^elfare  of  every  man  in  it  who  engages  in 
any  gainful  occupation,  can  escape  threatened  disaster  only  by  such  additions 
to  and  enlargements  of  existing  terminals  at  our  great  central  markets  and  our 
principal  points  of  export  as  will  relieve  the  congestion  that  now  paralyzes 
ti'atlic  when  any  unusual  demand  is  made  upon  them."  ^ 

We  need  not,  however,  depend  alone  on  the  word  of  American  railway  men 
for  opinion  on  this  subject.  Mr.  W.  M.  Acworth.  a  promii.ent  and  impartial 
British  authority  in  a  recent  statement  to  the  American  public  through  the 
National  City  Bank  publication,  said  :  "  You  will  have  to  spend  vast  sums  of 
money  to  enlarge  and  improve  your  terminal  accommodation,  and  the  land  re- 
quired for  the  purpose  you  will  have  to  buy  and  adapt  at  modern  prices."  ' 
The  truth  of  this  will  be  the  more  readily  appreciated  in  view  of  the  present  un- 
precedented car  shortage.  The  Iron  Age  said  of  the  congestion  of  1902 :  "  The 
transportation  facilities  of  the  country  broke  dowai  under  the  weight  of  pros- 
perity in  1902  and  1903,  not  so  much  because  the  supply  of  locomotives  and  cars 
was  insufficient,  though  that  was  a  factor,  as  from  the  utter  inadequacy  of 
terminal  facilities."  ■*  If  this  was  noteworthy  of  the  1902  situation,  wiiat  of  the 
]ir(seiit  when  we  are  experiencing  such  a  serious  shortage  of  rolling  stock? 

THE   COST   OF    H.\IS"DLING   TRAFFIC   AT   TERMINALS. 

In  regard  to  the  cost  of  handling  the  traffic  at  the  terminals  we  can  not  do 
better  than  to  draw  our  facts  from  the  statements  of  Mr.  Brandeis  before  the 
Intel-state  Commerce  Commission  in  recent  important  rate  cases.  Mr.  Brandeis 
as  is  commonly  known,  has  won  much  fame  from  the  prominent  part  which  he 
has  played  in  fighting  proposed  rate  increases.  The  New  York  Times,  in  an 
('(litorial  of  November  14.  1910,  in  (pioting  ]Mr.  Brandeis.  says:  "Terminal  costs 
absorb  80  per  cent  of  the  total  rate  and  leave  nothing  for  the  haul.  In  one  case 
named  by  him,  the  terminal  costs  being  deducted  from  the  rate  of  4  mills,  there 
remained  seven-tenths  of  a  mill  for  the  haul  of  428  miles.  If  the  cost  for  foreign 
cars  also  were  deducted  there  remained,  according  to  Mr.  Brandeis.  nothing 
for  the  maintenance  of  the  tracks." 

In  the  Five  Per  Cent  case  Mr.  Brandeis  testified  as  follows: 
"  As  Mr.  Delano  has  pointed  out  so  clearly  in  his  statement,  various  parts  of 
which  are  quoted  in  the  brief,  it  came  to  a  point  where  the  switching  cost  in 


^  Page  7. 

-  Amer.  Ry.  Eng.  Assn.,  vol.  15,  pt.  2.  p.  29. 

s  Circular  of  Nat'l  City  Bank  of  N.  Y.  for  July,  1916,  p.  3. 

'  Iron  Age,  Sept.  7,  1905. 
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Chicago  equaled  and  sometimes  exceeded  the  total  amount  which  the  railroad 
received  for  carrying  the  freight.    There  you  have  an  extraordinary  situation. 

"  When  you  come  to  the  less-thau-carload  lots  you  have  an  even  more  serious 
situation  in  many  respects.  There  you  have  the  situation  which  bred  ferry- 
car  service,  by  which  you  had  the  switching  from  a  place  of  business  of  less- 
than-carload  lots  from  one  railroad  not  only  to  another  railroad,  but  sometimes- 
through  a  third  to  another  railroad,  and  all  at  the  expense  of  the  carrier  who 
made  the  haul.  *  *  *  What  is  certain,  and  what  nobody  for  a  moment  could 
controvert,  is  that  these  practices,  which  have  grown  up  as  an  incident  to  the 
creation  of  these  great  cities  like  Chicago,  have  increased  the  terminal  cost  so- 
much  as  to  make  a  large  part  of  the  traffic  not  only  unremunerative  but  prac- 
tically free,  so  far  the  the  haul  from  place  to  place  is  concerned. 

"  There  is  quoted  in  this  brief  a  most  illuminating  statement  also  of  Mr. 
Pfeifer,  counsel  for  the  Chicago  &  Eastern  Illinois,  in  regard  to  that  situation. 
He  shows  that  not  only  is  this  true  in  respect  to  business  destined  to  Chicago  or 
shipped  from  Chicago,  but  that  it  is  true  of  much  of  the  business  that  passes 
through  Chicago  to  other  points  beyond.  He  says  that  he  can  furnish  proof  that 
on  less-than-carload  business  from  Pittsburgh  to  Milwaukee  the  cost  of  handling: 
that  business  in  Chicago — I  mean  incidental  cost — is  more  than  the  total 
amount  paid  for  the  haul  from  Pittsburgh  to  Milwaukee,  and  that  Pittsburgh 
and  ^lihvaukee  are  cities  in  which  the  terminal  costs  are  considerable,  or  cer- 
tainly in  one  of  the  cities  the  terminal  costs  are  considerable. 

"  But  Mr.  Maxwell  testified  on  this  subject  in  a  very  clear  and  convincing 
way.  He  showed  that  in  regard  to  an  appreciable  part  of  the  business  on  the 
Wabash  the  terminal  cost  at  Chicago  ate  up  everything ;  that  the  terminal  cost 
in  Chicago  on  some  of  the  coal  which  came  from  the  mines  left  nothing,  not 
enough  to  pay  for  the  interest  and  depreciation  charge  on  the  equipment  which 
was  used  in  carrying  the  coal  from  the  mines ;  that  after  paying  the  switching 
charges  there  was  but  $3  left,  and  there  had  been  a  haul  of  200  miles.  The 
average  cost  of  a  freight  car,  considering  its  service,  is  over  2  cents  a  mile. 
Here  there  was  only  a  cent  and  a  half  for  the  cost  of  hauling,  for  the  terminal 
cost  at  the  other  end  and  a  return  on  the  capital  invested.  The  terminal  cost 
at  Chicago  had  absorbed  practically  everything. 

"  Mr.  Johnstone,  of  the  lake  lines,  showed  exactly  the  same  thing.  He  showed 
how,  in  this  period  from  190.3  to  1913  the  cost  of  switching  which  the  lake  lines 
had  to  absorb  had  moi*e  than  doubled,  almost  trebled— from  .$4.50  up  to  about 
$12  a  car."  ^ 

Mr.  Brandeis  then  shows  that  the  lighterage  and  other  special  New  York 
terminal  services  have  risen  in  cost  from  2  cents  of  30  or  40  years  ago  to  6  cents 
a  hundred  pounds  at  present,  which  means  $26.40  a  car,  for  taking  the  car  from 
the  New  Jersey  side  of  the  river  into  New  York.  Just  what  proportion  of  the 
i-evenue  that  is  would  depend  upon  the  rating  and  origin  of  the  car,  but  he 
thinks  that  in  the  average  case  this  would  mean  that  33  per  cent  of  the  total 
revenue  from  the  car  was  taken  up  by  the  extra  cost  of  getting  it  into  New 
York.     He  continues : 

"  That  is  one  of  the  changes  which  Mr.  Willard  has  had  to  battle  against 
when  he  has  been  trying,  througli  greatei-  efficiency,  to  meet  these  rising  costs. 
It  is  not  the  increasing  cost  of  labor.  Those  costs  he  can  meet  in  the  larger 
part,  but  it  is  the  increase  in  the  cost  of  these  other  free  services  which  are 
coming  along  and  which  are  extending  all  the  time,  and  the  cost  of  which  is 
extending.  *  *  *  The  lighterage  district  of  New  York  has  been  extended 
and  the  haul  made  longer.  How  can  the  efficiency  in  train  movement  overcome 
such  things  as  that?  Mr.  Willard  battles  in  vain  with  such  leeches  and  such 
burdens  as  that  upon  his  traffic.  Taking  the  Erie  Railroad,  which  is  one  of  the 
great  sufferers  here,  we  find  that  2.5  per  cent  of  the  freight  revenues  are  on 
business  destined  to  or  shipped  from  New  York  City.  You  have  in  the  East  just 
the  same  situation  as  you  have  in  Chicago  in  the  West. 

"  These  conditions  have  developed  and  grown  up  year  by  year,  the  costs  are 
becoming  greater,  and  no  general  increase  in  freight  rates  can  keep  pace  with- 
such  leeches  upon  the  service. 

"  I  took  New  York  and  Chicago  because  they  are  the  most  important  centers 
in  the  country,  and  conditions  are  perhaps  worse  there  than  elsewhere.  But 
what  is  true  of  New  York  and  Chicago  is  true  of  these  other  cities,  and  it 
presents  itself  in  different  forms  in  different  cities.     We  took  Buffalo,  we  took 

1  Interstate  Commerce  Commission,  The  Five  Ter  Cent  ease,  S.  Doc,  v.  14,  63d  Cong., 
p.  5251. 
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Toh'ilo.  we  took  I'lnladt'lpliiii.  jind  In  every  one  of  those  places  you  will  find 
these  or  otlier  similar  loe<'lies  iii)oii  ilie  revenue,  growing  and  eating  into  the 
vitals  of  these  railroads."^ 

Others  could  be  q\ioted  sliowinu  the  iiiiineuse  and  growing  part  which  termi- 
nal costs  are  playing  in  o\ir  transportation  service.  The  problem  is  growing; 
it  is  greater  in  our  large  cities  than  in  the  smaller  ones.  Undoubtedly  the 
terminal  service  is  not  one  that  is  sui)ject  to  decreasing  costs  per  unit  of  serv- 
ice as  the  service  is  increased ;  it  apparently  follows  exactly  the  opposite  rule. 
As  traffic  increases  in  the  large  terminals,  it  becomes  increasingly  more  co.stly 
per  unit  to  handle  it:  comjilexity  and  congestion  bring  decreasing  economics 
in  their  train. 

BA^'KFUL  EFIECTS  OF  NEGLECTING  TERMINAL  COSTS  IN  RATEMAKING. 

And  yet  the  present  system  of  neglecting  co.sts  in  rates  to  terminals  is 
artificially  stiuuilating  tlie  growth  of  these  large  centers.  The  burden  of  trans- 
portation cost  is  on  the  business  of  the  country  in  general ;  the  large  center 
gains  the  advantage.  The  large  centers  getting  their  service  at  less  than  cost, 
the  general  business  of  the  country  is  taxed  to  build  up  the  large  cities,  to 
perpetuate  and  increase  a  more  expensive  system  of  conducting  our  business,  to 
make  their  burdens  in  turn  still  greater  to  support  these  centers  in  the  future. 
We  may  be  sure  the  railways  themselves  do  not  pay  this  extra  cost.  They  can 
not.    They  are  not  in  the  charity  work. 

Tlie  Chamber  of  Commerce  of  New  York  claims  for  New  York  the  share  of 
46.59  per  cent  of  the  foreign  commerce  of  the  United  States;  it  claims 
that  in  1909,  with  5  per  cent  of  the  population  of  the  country,  the  city  of  New 
York  had  nearly  10  per  cent  of  the  industrial  establishments  of  the  country, 
while  the  value' of  its  products  was  almost  10  per  cent  of  the  Nation's.^  And 
so.  forsooth,  it  claims  that  a  system  of  ratemaking  should  be  perpetuated 
whicii  would  continue  the  present  rapid  stimulation  of  our  large  centers  and 
urban  population  at  the  expense  of  the  rest  of  the  country. 

The  battle  between  cities  for  commercial  supremacy  is  an  important  thing; 
it  is  trivial  as  compared  with  some  other  matters.  The  present  system  arti- 
ficially stimulates  the  growth  of  our  cities  and  coiiseciuently  our  manufectures 
at  the  expense  of  our  agricultural  life.  Stimulating  the  growth  of  our  large 
industrial  centers  it  stimulates  a  more  expensive  way  of  conducting  Our 
transportation,  and  proof  could  be  cited,  did  space  permit,  to  show  that  the 
industrial  life  itself  becomes  more  complicated,  and  hence  more  costly,  in  these 
large  centers  built  upon  a  bonus  from  the  rest  of  the  country. 

Lack  of  extra  remuneration  for  terminal  services  has  made  the  carriers  more 
cautious  in  laying  out  money  in  developing  this  branch  of  the  service,  so  that 
in  spite  of  the  immense  sums  which  they  have  expended  recently  the  United 
States  faces  a  shortage  of  terminal  facilities  and  consequently  is  in  the  pangs 
of  a  car  famine. 

Other  and  perhaps  more  serious  consequences  might  be  spoken  of,  but  enough 
has  been  pointed  out  to  show  the  importance  of  the  problem. 

What,  then,  is  the  solution?  Should  we  reorganize  our  rate  systems,  giving 
full  weight  to  the  different  terminal  costs?  Such  a  thing  would  be  impossible. 
We  can,  however,  and  it  would  seem  as  though  we  must,  give  full  weight  to 
the  increases  in  costs  as  these  occur  in  the  future.  The  conclusion  may,  and 
probably  will,  be  reached  that  part  of  the  extreme  costs  now  involved  in  the 
terminal  services  slnill  be  borne  by  the  services  in  question.  The  future  incre- 
ments of  such  costs  certainly  should  not  be  borne  by  the  service  in  general, 
but  bv  the  terminal  traffic  itself. 


[Utilities  Magazine,  March,   1917.] 

Federal  Incokporation  of  Railroads. 

By  Max  Thelen,  President  National  Association  of  Railway  Commissioners. 

One  of  the  most  important  public-utility  problems  now  before  the  American 
people  is  the  proposal  of  the  railroads  that  the  Federal  Congress  enact  legisla- 

1  Interstate  Commerce  Commission,  The  Five  Per  Cent  case,  S.  Doc.  v.  14,  64d  Cong., 
p.   5253. 

-  Intervening  petition  of  Chamber  of  Commerce  of  New  York,  pp.  3,  7. 
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tioii  (•<)iiii>ellin,a;  each  railroad  to  any  extent  engaged  in  interstate  commerce  to 
secure,  in  lieu  of  its  present  State  charter,  a  charter  from  the  Federal  Gov- 
erniuent. 

As  nearly  every  railroad  in  the  United  States  is  to  some  extent  engaged  iu 
interstate  commerce,  this  proposal  would  result  in  the  transmutation  of  practi- 
cally every  railroad  corporation  in  this  country  from  a  State  corporation  to  a 
Federal  corporation. 

INTERESTING  QUESTIONS. 

The  proposal  for  Federal  incorporation  of  the  railroads  presents  some  very 
interesting  questions. 

Is  the  withdrawal  from  the  States  of  practically  all  their  powers  over  rail- 
roads— the  avowed  purpose  of  the  Federal  incorporation  plan — desirable? 

What  will  be  the  effect  of  Federal  incorporation  of  the  railroads  on  the  powers 
now  exercised  by  the  States  with  respect  to  purely  State  commerce? 

Will  the  Federal  incorporation  of  the  railroads  enable  the  railroads  to  re- 
move themselves  from  State  .lurisdiction  over  purely  State  commerce,  without 
amending  the  commerce  clause  of  the  Federal  Constitution? 

Is  the  particular  plan  of  Federal  incorporation  advocated  by  the  railroads 
in  the  public  interest? 

What  would  be  the  effect  on  railroad  rates  and  on  the  compensation  here- 
after to  be  paid  by  the  Federal  Government  for  tht'  raiiriiad  properties  if  the 
B^ederal  Congress  should  now  enact  legislation  in  effect  compelling  all  railroads 
to  take  out  national  charters  under  a  plan  which  perpetuates  all  outstanding 
railroad  securities,  including  all  the  water  therein? 

These  and  many  other  interesting  que.stions  are  involved  in  the  plan  of 
Federal  railroad  incorporation  which  is  being  urged  by  the  railroads  before 
the  Newlands  joint  committee  of  the  Senate  and  of  the  House  of  Representa- 
tives. 

It  is  not  my  purpo.se  in  this  jiaper  to  discuss  the  merits  of  the  proposal  of 
the  railroads  to  take  from  the  States  practically  all  their  powers,  even  over 
purely  State  railroad  business.  This  is  a  subject  of  very  great  importance 
v.'hich  merits  consideration  iu  a  paper  devoted  to  that  sul»jert  alone. ^  It  is  my 
purpose  to  consider  in  this  paper,  as  succinctly  as  possible,  the  other  questions 
jui»t  suggested. 

XEWI.ANDS   PLAN. 

For  several  years  Senator  Newlands,  of  Nevada,  lias  been  urging  the  enact- 
ment by  the  Federal  Congress  of  legislation  providing  for  the  Federal  incor- 
poration of  railroads.  Such  incorporation,  however,  is  to  be  only  part  of  a 
comprehensive  plan  for  the  regulation  of  the  relationship  between  the  rail- 
roads and  both  Federal  and  State  Governments,  the  railroads  and  their  patrons, 
the  railroads  and  their  security  holders,  and  the  railroads  and  their  employees. 

The  plan  of  Senator  Newlands  provides  that  any  railroad  corporation  may 
secure  a  Federal  charter,  but  only  with  the  consent  of  the  parent  State;  that 
the  States  shall  retain  their  power  to  regulate  the  rates  of  purely  State  com- 
merce and  their  power  to  enact  police  regulations  with  reference  to  such  com- 
merce; that  the  physical  properties  of  the  railroads  shall  continue  to  be 
taxable  by  the  State  wherein  such  properties  are  located ;  and  that  the  new 
Federal  railroad  corporation  shall  issue,  in  exchange  for  the  property  of  the 
State  railroad  corporation,  securities  not  exceeding  the  fair  value  of  the 
property  to  lie  transferred,  as  such  value  may  be  determined  by  the  Interstate 
Commerce  Commission. 

The  Newlands  plan  also  provides  for  the  establishement  of  an  accident  and 
insurance  fund  for  the  benefit  of  employees ;  for  action  by  the  Interstate  Com- 
merce Commission  as  a  board  of  conciliation  between  the  railroads  and  their 
employees ;  for  the  limitation  of  dividends  to  7  per  cent  on  the  outstanding 
capital  stock ;  and  for  the  application  of  net  earnings  in  excess  of  such  divi- 
dends, betterments,  extra  dividends,  or  future  inadequacy  of  earnings,  as 
directed  by  the  Interstate  Commerce  Commission. 


1  See  article  by  Mr.  Thelen  on  "  The  Newlands  railroad  investigation  "  in  The  Utilities 
Magazine,  January,   Iftl". — The  Editor. 
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UAH.KOAI)    PLAN. 

Tlie  i)lan  of  FctU'i-.-il  railroMd  iiicorjKH'ation  imw  heiiij,'  urji(>(I  by  the  railrouds 
before  the  Newlaiuls  joint  coiiiiiiittee  omits,  in  my  opiiiiou,  most  of  tlu'  com- 
lueiulable  features  of  tlie  Newiunds  plan,  and  apparently  has  in  view  solely  the 
withdrawal  of  the  railroads  from  the  jurisdiction  of  the  States  and  the  per- 
petuation, l)y  direct  comi)ulsion  of  the  Fed(>ial  <4overnment,  of  all  their  out- 
standing securities,  whether  issued  for  value  or  not. 

While  the  railroads  have  not  as  yet  presented  the  details  of  their  plan,  its 
broad  outlines  clearly  appear  in  the  testimony  thus  far  presented  by  them 
to  the  Newlands  joint  committee. 

The  railroads  urjie  the  enactment  by  the  Federal  Congress  of  legislation  pro- 
vidiufr.  in  effect,  that  after  a  certain  day  no  railroad  in  the  United  States  shall 
be  permitted  to  continue  to  engage  in  interstate  commerce  unless  it  has  secured 
from  the  Federal  Government  a  charter  under  a  statute  to  be  enacted  by  the 
Federal  Congress;  that  such  incorporation  is  to  be  compulsory,  as  distinguished 
from  elective ;  and  that  the  consent  of  the  State  from  which  the  railroad  holds 
its  charter  shall  not  be  necessary. 

The  States  are  to  be  deprived  of  all  their  powers  over  railroads  with  reference 
to  rates,  service,  safety,  equipment,  and  facilities,  the  issue  of  securities,  and 
every  other  matter  affecting  purely  State  commerce  as  well  as  interstate  com- 
merce, except  that,  as  a  matter  of  policy,  the  States  are  to  be  permitted  "  for 
the  present  "  to  retain  their  power  to  tax  railroad  property  located  within  their 
borders  and  to  exercise  police  powers  over  railroads  and  matters  which  are 
"  not  vital." 

The  new  Federal  railroad  corporation  is  to  acquire  the  property  of  the  exist- 
ing State  corporation  subject  to  all  outstanding  bonds  and  other  indebtedness, 
and  is  to  issue  its  capital  stock  in  an  amount  equivalent  to  the  entire  outstand- 
ing capital  stock  of  the  State  corporation.  In  a  word,  all  the  outstanding 
secux'ities  of  the  existing  State  railroad  corporation,  entirely  without  regard  to 
their  relationship  to  the  fair  value  of  the  property  or  to  the  existing  relation- 
ship between  bond  capital  and  share  capital,  are  to  be  perpetuated  iu  the  form 
of  the  existing  indebtedness,  and  new  capital  stock  is  to  be  issued  by  the 
Federal  railroad  corporation  in  an  amount  equivalent  to  the  entire  outstanding 
capital  stock  of  the  State  railroad  corporation  without  any  regard  whatsoever 
to  its  fair  value,  this  to  be  done  under  compulsion  of  the  Federal  Government. 

Each  existing  State  railroad  corporation  is  to  be  converted  into  a  Federal 
railroad  corporation,  so  that,  except  to  the  extent  to  wduch  mergers  or  con- 
solidations may  later  be  authorized,  there  will  be  just  as  many  Federal  rail- 
road corporations  as  there  are  now  State  railroad  corporations. 

EARLY  FEDERAL  RAILROAD  CORPORATIONS. 

In  four  cases,  ranging  between  1862  and  1871,  the  Federal  Government  here- 
tofore incorporated  Federal  railroad  corporations.  In  each  of  these  instances 
the  railroad  was  incorporated  by  special  act  of  Congress  for  the  purpose  of 
connecting  the  Middle  West  by  rail  with  our  Pacific  coast  possessions,  and  in 
each  instance  the  Federal  Government,  by  means  of  land  grants  and  other  con- 
siderations, gave  generous  assistance  to  the  new  railroad. 

The  first  Federal  railroad  w^as  the  Union  Pacific  Railroad  Co.,  which  was 
incorporated  by  act  of  Congress  of  July  1,  1862,  for  the  purpose  of  construct- 
ing a  railroad  from  the  one  hundredth  meridian  east  of  Greenwich,  west,  to 
connect  with  Central  Pacific  Railway  Co.,  a  California  corporation.  (12  U.  S. 
Stat.  L.,  489.) 

The  second  Federal  railroad  was  the  Northern  Pacific  Railroad  Co.,  which 
was  incorporated  by  act  of  Congress  of  July  2,  1864,  for  the  purpose  of  con- 
structing a  line  of  railroad  from  Lake  Superior  to  Puget  Sound,  in  the  State 
of  Washington,  with  a  branch  line  to  Portlanci,  Oreg.     (13  U.  S.  Stat.  L.,  865.) 

The  third  Federal  railroad  was  the  Atlantic  &  Pacific  Railroad  Co.,  which 
was  incorporated  by  act  of  Congress  of  July  27,  1866,  for  the  purpose  of  con- 
structing a  line  of  railroad  from  Springfield,  Mo.,  to  Albuquerque,  N.  Mex., 
and  thence  to  the  Colorado  River  and  to  the  Pacific  Ocean.  In  the  same  act, 
the  Southern  Pacific  Railroad  Co.,  a  California  corporation,  was  authorized  to 
connect  with  the  Atlantic  &  Pacific  Railroad  Co.  at  the  California  State  line. 
(14  U.  S.  Stat.  L.,  292.) 

The  fourth  Federal  railroad  inconjorated  during  the  period  hereinbefore 
referred  to  was  the  Texas  &  Pacific  Railroad  Co.,  which  was  incorporated  by 
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act  of  Congress  of  March  3.  1871,  for  the  purpose  of  constructing  a  line  of 
railroad  from  Marsliall,  Tex.,  to  San  Diego,  Cal.     (16  U.  S.  Stat.  L.,  573.) 

LEGAL   PROBLEMS. 

The  propo.sefl  Federal  incorporation  of  tlie  railroads  presents  a  number  of 
very  interesting  legal  problems. 

That  the  Federal  Government  has  the  power,  whenever  deemed  necessary  in 
the  exercise  of  a  governmental  function,  to  create  a  corporation  has  been  un- 
questioned ever  since  the  decision  of  the  Supreme  Court  of  the  United  States 
in  tlif^  leading  case  of  McCullough  r.  Maryland  (4  Wheat.,  316).  The  same 
doctrine  was  announced  in  Osborn  r.  Ignited  States  Bank  (9  Wheat.,  737). 

The  power  of  the  Federal  Government  to  create  a  railroad  corporation  to 
act  as  its  agent  or  instriunentality  in  the  performance  of  a  function  of  the 
Federal  Government  is  equally  clear.  (California  v.  Central  Pacific  Railroad 
Co.,  127  U.  S.,  1.)  The  power  of  the  Federal  Congress  to  create  a  corporation 
for  tlie  purpose  of  consti'ucting  a  l>ridge  across  navigal)le  water  between  two 
States  lias  likewise  been  upheld.  (T>uxton  /■.  North  Rivei-  Bridge  Co.,  1.53 
U.  S.,  525.) 

Many  more  legal  problems  in  part  as  yet  unsolved  are  involved  in  the  plan 
of  tlie  railroads.  Among  the  most  important  of  these  problems  are  these  two: 
(1)  The  means  to  be  used  to  transfer  to  the  new  Federal  corporation  the  title 
to  the  property  of  the  existing  State  C(U'poi'ation,  with  due  regard  to  the  rights 
of  the  stockholders  of  the  State  corporation:  and  (2)  the  effect  of  Federal 
railroad  incorporation  on  the  power  of  the  States  to  regulate  purely  State  com- 
merce. I  shall  consider  herein  only  the  latter  question.  The  effect  of  the 
proposed  Federal  incorporation  of  tlie  railroads  on  the  powers  of  the  States 
will  l)e  considered  with  reference  to  various  classes  of  State  powers  in  the 
following  order:  Bates,  taxes,  securities,  service,  safety,  and  police  reguh^tions. 

RATE   POWER   OF    STATES. 

The  railroads  fi'ankly  declare  that  it  is  their  purpose  to  take  from  the  States 
their  entire  power  over  railroad  rates,  specifically  including  their  power  over 
purely  State  rates.  The  railroads  advocate  the  B'ederal  incorporation  of  the 
railroads  principally  for  the  purpose  of  accompli.shing  this  end  and  contend 
that  the  Federal  incorporation  of  the  railroads  is  a  means  adequate  to  accom- 
plish their  purpose. 

The  reports  of  the  Supreme  Court  of  the  United  States  are  full  of  decisions 
'lolding  that  under  the  commerce  clause  of  the  Federal  Constitution  the  power 
of  the  Federal  Government  to  regulate  commerce  is  limited  to  commerce  "  with 
foreign  nations,  and  among  tlie  several  States,  and  with  the  Indian  tribes." 
and  tliat  the  States  have  the  right  to  regulate  purely  State  commerce  as  long 
as  .such  regulation  is  not  confiscatory  and  does  not  discriminate  against  com- 
merce subject  to  the  jurisdiction  of  the  Federal  Government. 

Tlie  claim  now  urged  liy  railroad  lawyers  tliat  by  reason  of  its  control  overj 
the  instrumentalities  of  interstate  commerce  the  Federal  Government  has  com- 
plete control  over  each  railroad  to  any  extent  engaged  in  interstate  commerce, 
even  as  to  rates  for  purely  State  transpcnlation,  finds  greater  comfort  in  the 
liopes  of  these  lawyers  than  in  the  decisions  of  the  Supreme  Court  of  the  United 
States.  It  is  unquestionably  the  prevailing  opinion  among  well-informed  con- 
stitutional lawyers  that  the  railroads  can  not  prevail  in  their  campaign  to  take 
from  the  States  their  power  over  purely  State  commerce  unless  they  shall  first 
have  persuaded  the  people  of  the  I'^nited  States  to  amend  the  commerce  clause 
of  the  Federal  Constitutiim  so  as  to  take  from  the  States  the  powers  which 
apparently  have  been  reserved  to  them. 

However,  a  number  of  decisions  of  the  Supreme  Court  of  the  United  States, 
dealing  specifically  with  railroads  incorporated  by  the  Federal  Government, 
lend  strong  support,  on  an  entirely  different  theory,  to  the  plan  of  the  railroads. 
These  cases  strongly  intimate  that  if  the  Federal  Government,  in  incorporating 
ii.  Federal  i-ailroa<l  coiqioration,  declar(^s  that  such  railroad  shall  be  used  for 
military  purpo.ses  and  shall  be  a  post  road,  and  clearly  expresses  the  intention 
that  such  railroad  shall  not  be  subject  to  regulation  by  any  State,  such  railroad 
will  be  subject  to  the  exclusive  control  of  the  Federal  Government  in  all  mat- 
ters, including  purely  State  transportation.  This  conclusion  is  reached,  ap- 
parently not  under  the  commerce  clause,  but  under  the  military  power  of  the 
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I'V(l(M-iil    (Jovci'iiiiu'iil    and    himIi'I-   i(s  itower   "to  cslahlisli    post    ofliccs  and   post: 
roads." 

In  Kcauan  r.  ^rcrcanl  ilc  Triist  ( "o.  (iri4  X;.  S.,  418).  dccidrd  on  :\ra.v  20,  1804, 
the  aiercantile  Trust  Co.  ))i-oufilit  an  action  against  tlio  Railroad  Connnission 
of  Texas  and  the  Texas  &  Pax-ific  Railwa.v  ('o.,  to  restrain  the  enforcement  as 
ji£:ainst  the  Texas  &  Pacific  Railway  Co.  of  tlie  railroad  connnission  act  of  the 
State  of  Texas.  The  Mercantile  Trust  Co.  was  trustee  under  an  issue  of  l)onds 
of  Texas  &  Pacific  Railwa.v  ('o.  The  INrereantile  Trust  Co.  and  the  Texas  »& 
Pacifi*-  Railwa.v  Co.  hotli  eai'iiesfly  contended  lliaf  Texas  &  Pacific  Itaihvay  Co., 
being  a  Federal  cor[)oration.  was  not  sub.iect  to  the  control  of  the  State  of 
Texas,  even  as  to  rates  for  transportation  wholly  within  the  Stale.  .Mr.  Justice 
Krewer.  in  presenting  the  opinion  of  the  Supreme  Coui't  of  the  United  States, 
held  that  this  contention  was  unsound  for  the  reason  that  there  was  nothing 
in  the  language  of  the  act  incorixiratiug  the  Texas  &;  Pacific  Raihvay  Co.  to 
.iustify  the  claim  that  the  Federal  (Governments  had  shown  an  intention  that 
this  railrojid  should  he  ivmoved  from  the  jui'isdiction  of  the  State  of  Texas 
in  i)ur(>ly  State  affairs.    At  page  41H  of  the  Reporter.  Mr.  Justice  Brewer  says: 

"  Similarly  we  think  it  may  be  said  that,  conccdiiifi  to  (UtHfircHH  the  poircr 
to  reinorv  the  coi-ixiratioii  in  all  its  oi)('r(itio)iN  from  the  control  of  the  State. 
there  is  in  the  act  creating  this  comi)any  nothing  which  indicates  an  intevt  on 
file  part  of  Congress  to  so  remove  it,  and  there  is  nothing  in  the  enforcement 
by  the  State  of  reasonable  rates  for  transportation  wholly  within  the  State 
which  will  disable  the  corixiration  from  discharging  all  the  duties  and  exercis- 
ing all  the  iiowers  conferred  by  Congress.  By  the  act  of  incoriioration  Congress 
authorized  the  company  to  build  its  road  through  the  State  of  Texas.  It  knew 
that,  when  constructed,  a  part  of  its  business  would  be  the  carrying  of  per- 
sons and  property  from  points  within  the  State  to  other  points  also  within  the 
State,  and  that  in  doing  so  it  would  be  engaged  in  a  hiisi}ie><s,  control  of  irhirh  in 
noirhcre  hi/  the  Federal  ('oii-stitiitioii  ftiveri  to  Cniii/rcxs."  (Italics  mine.) 
Continuing  ]\Ir.  Justice  Brewer  says: 

■"If  must  have  known  that,  in  the  nature  of  things,  the  control  of  that  busi- 
ne.ss  would  be  exercised  by  the  State,  and  (/  it  (teemed  that  the  interests  of  the 
Xation  and  the  discliarf/e  of  the  duties  required  on  behalf  of  the  Nation  from 
this  corimration  demanded  e.remption  in  all  things  from  State  control,  it  would 
■U)iquestiona1)lij  hare  e.rpresscd  such  intention  in  lanf/naf/e  irliosc  nicaniiifi 
n'oiild  he  clear.  Its  silence  in  this  resiiect  is  satisfactory  assurance  that,  in 
so  far  as  this  corporation  should  engage  in  business  wholly  within  the  State, 
is  intended  that  it  should  Ite  subjected  to  the  ordinary  control  exercised  by 
the  State  over  such  business."     (Italics  mine.) 

It  will  be  observed  that  INIr.  Justice  Brewer  was  willing  to  concede,  for  the 
purpose  of  this  decision,  that  Congress  has  the  power  to  remove  a  Federal  rail- 
road corporation  in  all  its  operations  from  the  control  of  the  State,  but  that 
he  based  his  decision  on  the  fact  that  the  charter  of  the  Texas  «&  Pacific  Rail- 
way Co.  did  not  show  an  intention  on  the  part  of  the  Federal  Government  to 
thus  exempt  the  Texas  i.V:  Pacific  Railway  Co.  from  State  control  in  State 
affairs.  This  position  of  the  Supreme  Court  is  all  the  more  significant  in  view 
of  the  fact  that  the  briefs  of  counsel  for  ^Mercantile  Trust  Co.  and  the  Texas  & 
Pacific  Itailway  Co.  specifically  drew  the  attention  of  the  Supreme  Court  to 
the  fact  that  the  incori)oration  of  the  Texas  &  Pacific  Railway  Co.  could  be 
sustained  not  merely  under  the  coimnerce  clause,  which  clause  has  always  been 
construed  to  contain  a  limitation  reserving  to  the  States  the  power  to  regulate 
purely  State  commerce,  but  also  under  two  additional  powers  of  the  Federal 
Government,  the  one  power  being  the  military  power  and  the  other  the  power 
to  establish  post  roads.  Tender  the  language  of  the  Federal  ('onstitution. 
neither  of  these  two  powers  is  subject  to  any  limitation  with  reference  to  State 
lines. 

In  Smyth  r.  Ames  (109  T".  S..  40(;),  decided  on  March  7.  189S.  certain  stock- 
holders of  rnion  Pacific  Railway  Co.  brought  an  action  against  the  railway 
and  certain  public  officials  of  the  State  of  Nebraska  to  enjoin  the  enforcement 
as  against  the  Union  Pacific  Railway  Co.  of  an  act  of  the  Legislature  of 
Nebraska  regulating  railroads  and  fixing  maxinvum  freight  rates.  It  was  urged 
by  the  stockholders  of  the  railway  company  that  Union  Pacific  Railway  Co. 
was  a  Fpderal  corpcu-afion,  and  that  under  its  charter  the  P^deral  Government 
had  reserve<l  to  itself  the  exclusive  control  of  rates,  both  interstate  and  purely 
State.  ;Mr.  Justice  Harlan,  in  delivering  the  opinion  of  the  Supreme  Court  of 
the  United  States,  held  that  the  language  of  the  Federal  charter  could  not  rea- 
sonably be  construed  so  as  to  reserve  to  the  Federal  Govei-nment  these  exclu- 
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sive  powers.  Mr.  Justice  Harlan  refers  with  approval  to  the  language  here- 
inbefore quoted  from  Reagan  v.  Mercantile  Trust  Co.,  and  concludes,  at  page 
522  of  the  Reporter,  as  follows: 

"  Until  Congress,  in  the  exercise  either  of  the  power  specitically  reserved  by 
the  eighteenth  section  of  the  act  of  1862  or  its  power  under  the  general  reserva- 
tion made  of  authority  to  add  to,  alter,  amend,  or  repeal  that  act,  prescribes 
rates  to  be  charged  by  the  railroad  company,  it  remains  with  the  States  through 
which  the  road  passes  to  fix  rates  for  transportation  beginning  and  ending 
within  their  re.spective  limits." 

This  language  contains  a  clear  intimation  that  the  Federal  Government  has 
the  power,  in  incorporating  a  Federal  railroad  corporation,  to  re.serve  to  itself 
complete  authority  over  such  corporation,  even  as  to  purely  State  commerce. 
The  intention  to  reserve  such  power,  however,  nmst  be  clearly  expressed  in  the 
act  of  incorporation. 

In  the  Minnesota  Rate  Case  (230  U.  S.,  352),  decided  on  June  9,  1913,  Mr. 
Justice  Hughes,  on  page  425  of  the  Reporter,  refers  as  follows  to  the  conten- 
tion of  the  Texas  &  Pacific  Railway  Co.  in  the  Reagan  case : 

"  It  was  insisted  that  this  company  was  '  not  subject  to  the  conti'ol  of  the 
State,  even  as  to  rates  for  transportation  wholly  within  the  State,'  the  argu- 
ment being  that  it  was  not  within  the  State  power  to  limit  the  Federal  fran- 
chise to  collect  tolls.  But  the  court  held  that  the  act  of  Congress  did  not  go  to 
the  extent  asserted  but  left  the  company,  as  to  its  intrastate  business,  subject 
to  State  authority." 

Three  times  the  Supreme  Court  of  the  United  States,  speaking  successively 
through  Justices  Brewer,  Harlan,  and  Hughes,  has  thus  clearly  intimated  that 
if  the  Federal  Government  in  incorporating  a  Federal  railroad  clearly  expresses 
the  intention  that  such  railroad  shall  not  be  subject  to  State  control,  the 
States  will  have  no  power  over  the  railroad,  even  as  to  purely  State  commerce. 
It  may  be  urged  that  in  none  of  these  three  cases  was  the  point  necessary  to 
the  decision  and  that  it  would  be  a  more  sound  doctrine  to  limit  the  exclusive 
control  of  the  Federal  Government  under  the  military  power  and  under  the 
power  to  establish  post  roads  to  mattei's  of  a  military  and  postal  nature,  and 
to  hold  thnt  with  reference  to  other  classes  of  commerce  the  limitations  of  the 
eomnierce  clause  must  govern.  But  it  may  be  suggested  that  this  qualification 
was  not  made  in  the  decision  in  any  of  the  three  cases  hereinbefore  cited. 

In  view  of  these  three  decisions,  I  consider  it  to  be  entirely  unsafe  to  sup- 
port the  proposition  of  Federal  incorporation  of  the  railroads  on  the  assump- 
tion that  the  power  of  the  States  over  purely  State  commerce  Ciin  not  be  taken 
from  the  States,  even  under  PYderal  incorporation,  withous  an  amendment  to 
the  connnerce  clause  of  the  Federal  Constitution.  If  the  plan  of  Federal  in- 
corporiition  of  the  railroads  should  be  successful,  the  railroad  lawyers  will  un- 
doubtedly argue  before  the  Supreme  Court  of  the  United  States,  in  confident 
reliance  (m  the  three  decisions  hereinbefore  cited  and  on  language  showing  the 
intention  of  the  Federal  Government,  to  be  inserted  in  the  statute,  that  the 
railroads  have  been  entirely  removed  from  control  by  the  States,  even  as  to  all 
purely  State  matters,  with  the  sole  excejjtion  of  the  taxing  power  and  poHce 
powers  in  matters  "  not  vital,"  it  being  the  intention  at  present  to  so  word  the 
general  statute  as  to  reserve  these  two  powers  co  the  States. 

TAXING  POWER  OF  STATES. 

As  already  indicated,  the  raib'oads  are  willing,  as  a  matter  of  policy,  to 
leave  to  the  States,  "  for  the  present,"  their  power  to  tax  railroad  property. 

That  the  railroads  could  thereafter,  by  simply  amending  the  Federal  incor- 
poration statute,  take  this  power  also  from  the  States,  would  seem  to  be  clear 
from  the  decisions  of  the  Supreme  Court  of  the  United  States. 

In  Thompson  v.  Union  Pacific  Railroad  Co.  (9  Wall.,  579),  it  was  urged  that 
the  Union  Pacific  Railway  Co.'s  property  in  Kansas  was  exempt  from  the  pay- 
ment of  taxes  levied  by  the  State  of  Kansas,  not  under  any  specific  language 
in  the  act  of  Congress  incorporating  this  railroad  but  "  from  the  relations  of 
the  road  to  the  General  Government." 

The  Supreme  Court  of  the  United  States,  speaking  through  Chief  Justice 
Chase,  distinguishes  between  the  instrumentalities  employed  by  the  Govern- 
ment and  the  property  of  the  agents  employed  by  the  Government  and  holds 
that  as  long  as  Congress  has  not  interposed  td  protect  from  State  taxation 
the  physical  property  of  a  Federal  railroad  corporation  such  property  may  con- 
tinue to  be  taxed  by  the  State.  Howe\er,  at  page  589  of  the  Reporter,  the 
Chief  Justice  holds  that  Congress  may  "  exempt,  in  its  discretion,  the  agencies 
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employed  in  such  services  ( rclcrriiiii-  to  Federiil  raili'oad  c<iri)oi':itions  from 
any  State  taxation  whicli  will  really  jirevent  or  imiiede  the  ijerforniance  of 
them."  And  on  pa.ne  oDO  of  the  Itejiorter  tiie  Chief  .Instice  holds  that  "  in  tho 
absence  of  express  lesisUition  to  that  effect"  Federal  railroad  corporations 
continue,  with  reference  to  their  physical  property,  to  be  subject  to  State 
taxation. 

In  Railroad  Co.  r.  TcMuston  (IS  Wall..  5),  the  Supreme  ('ourt  of  the  United 
States  held,  by  a  divided  court,  that  the  public  authorities  of  the  State  of 
Nebraska  nught  levy  taxes  on  the  pliysical  i)roperty  of  Union  Pacific  Railroad 
Co..  a  Federal  railroad  corporation,  but  not  on  its  operations  in  the  State. 
.Tustices  Stron.a-,  Clifford,  Miller,  and  Davis  held  that  the  State  tax  under  con- 
sideration was  valid  because  it  was  merely  a  tax  on  the  tangible  property  of 
the  railroad  and  not  on  its  operations.  Mr.  Justice  Swayne  concurred  solely 
on  the  ground  that  Congress  had  not  granted  to  Union  Pacific  Railroad  Co. 
exemption  from  State  taxation,  but  added  that  this  railroad  corporation  '"  is  a 
national  instrumentality  of  such  character  that  Congress  my  interpose  and 
protect  it  from  State  taxation  whenever  that  body  shall  deem  it  proper  to 
do  so."  Justices  Bradley  and  Fie'.d,  dissenting,  held  that  under  its  Fe<leral 
charter  the  Union  Pacific  Railroad  Co.  is  exempt  from  all  State  taxation.  ]Mr. 
.lustice  Hunt  also  dissented.  It  seems  entirely  clear  that  if  the  Federal  act 
iucori)orating  the  Union  Pacific  Railroad  Co.  had  expressly  exempted  this  rail- 
road from  State  taxation,  the  State  of  Nebraska  would  have  been  deprived  of 
the  right  to  tax  even  the  tangible  property  of  Union  Pacific  Railroad  Co.  located 
within  its  borders. 

In  Central  Pacific  Railroad  Co.  r.  California  (162  U.  S.,  125)  the  Supreme 
Court  of  the  United  States  .said : 

"  It  may  be  regarded  as  firmly  settled  that  although  corporations  may  be 
agents  of  the  United  States  their  property  is  not  the  property  of  the  United 
States  but  the  property  of  the  agents,  and  that  a  State  may  tax  the  property  of 
the  agents,  subject  to  the  limitations  pointed  out  in  Railroad  Company  r.  Pen- 
iston." 

The  Supreme  Court  then  continued  as  follows : 

"  Of  course,  if  Congress  should  think  it  necessary  for  the  protection  of  the 
United  States  to  declare  such  property  exempted,  that  would  present  a  different 
question." 

From  these  authorities  the  conclusion  may  fairly  be  deduced  that  if  the 
Federal  Government,  in  providing  for  the  incorporation  of  a  Federal  railroad, 
should  clearly  express  the  intention  that  such  railroad  shall  not  be  subject 
to  State  taxation,  no  State  would  thereafter  have  the  power  to  tax  such  Fed- 
eral railroad  corporation,  not  even  its  tangible  property  located  within  the  boi-- 
ders  of  the  State. 

POWER  OF  STATES  OVER  SECURITIES. 

That  the  Federal  Government,  under  a  plan  of  Federal  incorporation  of  the 
railroads,  could  provide  by  appropriate  language  for  executive  control  over  the 
issue  by  such  railroads  of  capital-stock  bonds  and  other  evidences  of  indebted- 
ness seems  entirely  clear. 

The  Supreme  Court  of  the  United  States  has  frequently  held  that  whenever 
the  Federal  Government  enacts  legislation  providing  for  regulation  in  a  par- 
ticular field  of  interstate  commerce  the  States  may  not  thereafter  lawfully 
exert  any  authority  in  that  particular  field  of  interstate  commerce.  Northern 
Pacific  Railway  Co.  v.  State  of  Washington  (222  U.  S.,  370)  :  Southern  Railroad 
Co.  V.  Railroad  Commission  of  Indiana  (836  U.  S..  439.) 

The  matter  would  seem  to  be  too  apparent  to  necessitate  further  discussion. 

POWER    OF    STATES    OVER    SKRVUK. 

At  the  present  time  the  various  States  exercise  important  powers  with  refer- 
ence to  the  service  equipment  and  facilities  of  railroads.  These  powers  include 
matters  such  as  the  quality  and  adequacy  of  the  service ;  the  adequacy  of  equip- 
ment, both  passenger  and  freight ;  the  construction,  heating,  lighting,  and  sani- 
tation of  depot  and  station  buildings ;  the  number  and  stopping  of  trains ;  the 
construction  of  spur  tracks ;  and  the  construction  of  physical  connections  be- 
tween railroad  tracks. 

Under  the  decisions  hereinbefore  referred  to  the  Federal  Government  under 
a  plan  of  Federal  incorporation  of  railroads  could  provide  that  these  powers  even 
as  to  purely  State  commerce  could  be  completely  withdrawn  from  the  States. 
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POWER  OF  STATES  OVER  SAFETY. 

The  states  likewise  exercise  important  powers  over  safety  of  railroad  con- 
struction and  operation  from  the  point  of  view  both  of  the  railroad  employees 
and  of  the  travelinii'  public.  These  powers  include  such  matters  as  the  investi- 
.natiou  and  prevention  of  railroad  accidents;  the  establishment  of  proper  operat- 
ing rules;  the  maintenance  of  proper  clearances,  both  vertical  and  horizontal: 
the  installation  of  block  or  other  signals  and  of  interlocking  devices;  the  condi- 
tion and  manning  of  equipment:  and  the  safety  of  the  construction  and  opera- 
tion of  railroad  crossings. 

Under  the  decisions  hereinbefore  referred  to.  the  use  of  appropriate  language 
in  the  Federal  incorporation  act  would  presumably  withdraw  from  the  States 
the  exercise  of  all  these  powers  over  all  railroads  to  any  extent  engaged  in 
interstate  connnerce. 

POLICE   POWERS    OF    STATES. 

The  States  at  the  present  time  exercise  important  police  powers,  applicable  to 
railroads,  with  reference  to  health,  safety,  and  morals.  Although  some  consti- 
tutiomxl  lawyers  have  expressed  the  opinion  that  the  Federal  Government  can 
not  interfere  with  the  exercise  by  the  States  of  their  so-called  "  police  powers." 
this  view  is  in  conflict  with  the  decisions  of  the  Supreme  Court  of  the  United 
States.  The  law  of  the  land,  as  expressed  by  these  decisions,  undoubtedly  is 
that  as  to  interstate  commerce  the  Federal  Government  has  the  power  to  enact 
regulations  which  shall  supersede  the  police  powers  of  the  States.  Hipolite 
Egg  €o.  r.  United  States  (220  U.  S..  45)  ;  Hoke  r.  United  States  (227  U.  S., 
308)  ;  Sligh  r.  Kirkwood  (337  U.  S.,  552)  ;  Seven  Cases  of  Eckman's  Alerative 
r.  United  States  (239  U.  S..  510). 

A  familiar  case  of  the  exercise  of  State  police  powers  over  railroads  is  to  be 
found  in  the  laws  of  many  of  the  Southern  States  providing  for  separate  coaches 
for  whites  and  blacks.  Under  the  decisions  hereinbefore  cited,  the  Federal 
incorporation  act,  either  as  originally  adopted  or  thereafter  amended,  could 
undoubtedly  provide  that  with  reference  to  this  matter  as  well  as  all  other 
police  matters  the  State  should  thereafter  exercise  no  power  whatsoever,  in  so 
far  as  any  railroad  to  any  extent  engaged  in  Interstate  commerce  is  concerned. 

EFFECT  OF  RAILROAD  PLAN. 

AVith  reference  to  the  effect  of  the  railroad  plan  on  the  powers  now  exercised 
by  the  States,  it  may  be  said  that  if  the  doctrine  announced  in  the  Reagan 
case  and  subsequent  cases  should  be  ajjplied  by  the  Supreme  Court  of  the  United 
States,  the  Federal  Government,  by  the  use  of  appropriate  language  in  the 
Federal  incorporation  act.  could  deprive  the  States  of  all  powers  of  any  char- 
acter whatsoever  over  any  railroad  to  any  extent  engaged  in  interstate  commerce. 

Tlie  itlan  us  actually  })roi)osed  by  tlie  railroads  is  to  deprive  the  States,  "at 
present,"  of  all  such  powers,  with  the  exception  only  of  the  power  to  tax  and 
the  power  to  enact  "  nonvital  "  police  regulations. 

The  effect  of  the  railroad  plan  on  the  financial  structures  of  the  railroads 
themselves  is  a  .matter  which  requires  the  most  serious  consideration.  The 
railroad  i)lan  provides,  in  effect,  that  the  new  Federal  Railroad  Corporation 
shall  take  over  the  proi>erty  of  the  existing  State  railroad  corporations,  subject 
to  the  entire  outstanding  indebtedness,  and  that  the  new  Federal  Railroad 
( -orpoi-ation  shall  issue  its  capital  stock  to  an  amount  equal  to  the  entire  out- 
standing cai)ital  stock  of  the  State  railroad  corporation.  AVhatever  water  exists 
in  the  riiili-oad  stock  now  outstanding  is  to  be  perpetuated,  through  the  act  of 
the  Federal  Government,  in  the  new  caintal  stock  which  is  to  be  issued  by  the 
new  Fedei'al  corporations. 

As  hereinbefore  pointed  out.  the  Newlands  plan  provided  that  the  property 
of  the  existing  State  railroad  corporations  should  be  transferred  to  the  new- 
Federal  railroad  corporations  on  the  basis  of  the  issue  of  the  new  Federal 
corporations  of  securities  not  in  excess  of  the  fair  value  of  the  property 
whicli  is  to  be  transferred.  This  would  .seem  to  be  not  merely  a  fair  propo- 
sition, but  also  a  very  necessary  step  in  order  to  establish  sound  rail- 
roal  financial  structures  in  lieu  of  many  which  are  now  unsound.  However, 
when  .Mr.  .Alfred  P.  Thom.  w^ho  appears  in  behalf  of  the  railroads  before  the 
Newlands  .joint  committee,  was  asked  by  Senator  Cummins  whether  the  railroads 
would  be  willing  to  limit  the  issue  of  securities  by  the  new  Federal  corporations 
to  the  fair  value  of  the  property,  IMr.  Thom  flatly  refused  to  entertain  such  a 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  1093 

proiMisiiidii.  slaliiiL;  lli:il  llic  issue  of  sccm-itics  (Miuixnlciii  (nily  to  llio  fair  value 
ol'  the  rallmad  jiroixMlies  "  wimid  i-esuit  in  llie  fiiiaiiciul  ruin  of  IJie  world." 
(Transcri]»t.  p.  MitJ).  I 

Mr.  ThoiH  su.ii-.cested.  in  i-epl.v  to  Hie  arKunieut  liiat  it  would  ln'  niosl  inad- 
\isahle  to  luive  tlie  FiMJeral  (Jovernnieut  compel  the  issue  h.v  the  new  Fed(>ral 
corporations  (^f  iarue  amounts  of  stock  in  excess  of  the  fair  value  of  the  prop- 
erty, that  tlie  new  stock  might  he  issued  without  ]iar  value  and  that  in  this 
way  the  dithctilty  niiciit  he  overconte.  However,  as  Senator  Cunnnins  pointed 
out.  such  a  solution  of  the  jirohlem  would  "  simi)ly  delude  the  country."  <  »ne 
if  the  chief  c:,usos  of  th'.>  financial  difficulties  in  which  many  of  the  railroads 
now  find  tliemselves  is  liiat  their  otilstandin.Li-  securities  are  lar,u(>ly  in  excess 
of  the  fair  value  of  their  jn'operty.  .\dditionai  funds  foi-  capital  ex]»enditures 
(an  not  Ite  st>cured  hy  these  I'ailro.-ids  from  the  sale  of  lumds  for  the  reason 
that  the  jimoiiul  of  htvnds  already  outstandinii'  is  equivalent  to  or  greater  than 
the  fair  valtie  of  tlie  iiro]ierty,  nor  can  such  funds  he  secured  from  the  sale  of 
capital  stock  for  fiie  reason  that  there  is  little  or  no  etpiity  at  ]iresent  hehiixl 
the  existim:-  capital  stock  and  no  possibility,  under  .jtisf  and  reasonahU>  rates, 
ot  earninu'  suhstaiilial  dividends  to  he  paid  on  ncnv  ca))ital  stock  i)i  addirion  to 
capital  stock  which  was  issued  hy  the  railroads  for  little  or  no  consideration. 
The  issue  of  capital  stock  without  par  value  in  lieu  of  the  <'aiiital  stock  now 
outstandin.u;  wcmld  not  add  a  sin.iile  dollar  to  the  value  of  the  property  or 
increase  hy  a  sinjii(>  dollar  the  animint  of  uet  earnin.us  available  for  dividends 
iiu  (ajiltal  stock,  oi  in  any  way  im]irove  the  present  financial  structure  of  tho 
railroads.  Unless  the  investors  of  our  country  are  "  deluded."  as  suu'.iiested  hy 
Senator  Cummins,  they  will  be  very  slow,  as  lonii;  as  the  hnancial  structures 
of  these  railroads  remain  as  they  are.  to  purchase  additional  securities,  either 
bonds  or  cai)ital  stock.  These  c(numents,  of  course.  i\o  not  apjily  to  railroads 
whose  financial  structures  are  sound. 

I''urthei-more,  the  plan  suu-.uested  hy  the  railroads  may  involve  most  serious 
<  onsequences  with  reference  both  to  future  railroad  rates  and  t()  the  price  which 
the  Federal  (Tovernmeut  will  ultimately  pay  for  the  property  of  the  railroads. 
As  already  pointed  out,  the  new  capital  stock  is  to  he  issued,  in  effect,  under 
compulsion  of  the  Fech'ral  (Jovernment.  Will  not  the  railroads  therefore  urge, 
under  these  circumstances,  that  the  Government  is  estopped  from  claiming  that 
the  i)roperty  of  the  railroads  is  worth  less  than  the  amount  of  the  securities 
the  issue  of  which  was  thus  com])elledV  Is  this  not  one  of  the  real  reasons  for 
the  plan  of  r"'e(leral  incorporation  proposed  by  the  railroadsV  Is  it  not  their 
<lesire  to  lay  the  foundation  for  hereafter  urging  increases  in  rates  on  the 
basis  of  the  securities  to  be  issued  under  compulsion  of  the  Federal  Govern- 
luent?  And.  furthermore,  are  they  not  attempting  to  lay  the  foundation  for 
hereafter  claiming  a  high  value,  based  <^n  the  issue  of  such  securities,  when 
the  jieople  of  the  United  States  finally  i)urchase  ihis  property  V  In  either  event. 
this  aspect  of  the  railroad  plan  is  worthy  of  the  most  careful  considerntion 
from  the  American  iteople. 

In  tny  opinion,  entirely  atiart  from  other  features  of  the  plan,  the  railroad 
;troposal  should  never  be  ad(»pted  except  on  the  basis  of  the  limitation  of  the 
issue  of  the  new  securities  to  the  fair  value  of  tlie  property  and  on  the  basis 
of  a  proper  relationship  between  the  various  classes  of  securities. 

FEDICRAI.   I.NCOi;POI{ATn)X    UNNKCESSARY. 

The  representatives  of  the  railroads  before  the  Xewlands  couuuiftee  re- 
peatedly admitted  that  they  can  accomplish  by  direct  legislation,  such  as  hy 
the  amendment  of  the  interstate  connnerce  act.  everything  which  they  hope  to 
accomplish  by  the  indirc>ct  instrumentality  of  Federal  incorporation.  This 
admission  is  subject  to  the  (lualitication  that  it  may  be  possible,  iiiider  a  Fed- 
eral incorporation  act  passed  in  the  exercise  of  the  military  power  and  the 
power  to  establish  ])ost  roads,  to  take  from  the  States  i)owers  which  ccmld  not 
be  taken  from  them  under  the  commerce  clause  of  th(>  Federal  Constitution  as 
it  now  reads. 

Referring  specifically  to  the  control  of  the  issue  of  railroad  securities.  Mr. 
Thom  has  repeatedly  admitted  that  exclusive  Federal  control  of  such  issues 
can  .just  as  effectively  be  established,  as  a  matter  of  law.  by  the  psjssage  of  the 
Rayburn  bill  o;-  some  other  jimendment  to  the  interstate  commerce  act  as  by 
jiroviding  a  plan  of  Federal  incorporati<m  of  the  railroads. 

Then  why  do  the  railroads  advocate  the  enactment  of  the  indirect  means  of 
Federal  incorporation  when  they  can  .just  as  readily  accomplish  their  purpose 
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by  dealins  directly  and  openly  by  amending  the  interstate  commerce  act?  Is  it 
because  tiiey  think  tliat  they  can  more  readily  accomplish  their  purpose  by  indi- 
rect means  \vhich  are  not  clearly  seen  and  understood  than  by  direct  action  in 
the  open?  The  only  answer  given  by  the  railroads  is  that  before  bankers  would 
purchase  railroad  securities  issued  under  Federal  control  thereof  establislied  by 
amendment  to  the  interstate  connnerce  act  they  wcjuld  insist  on  having  the 
legality  of  such  amendment  established  by  a  decision  of  the  Supreme  Court  of 
the  United  States.  The  railroads  contend,  on  the  other  hand,  that  if  Federal 
incorporation  were  effected,  these  same  bankers  would  purchase  railroad  securi- 
ties thereafter  issued  without  questioning  the  legality  of  the  machinery  iiro- 
vided  by  the  Federal  Government. 

These  arguments  of  the  railroads  are,  in  my  opinion,  by  no  means  persuasive. 
It  would  be  a  comparatively  simple  matter  to  take  to  the  Supreme  Court  of 
the  United  States  a  test  case  raising  the  question  as  to  whether  the  Federal 
Congress  may,  by  direct  amendment  of  the  interstate  commerce  act.  provide 
for  exclusive  or  any  other  regulation  of  the  issue  of  railroad  securities.  Stat- 
utes involving  important  changes  in  mattei's  affecting  proiterty  interests  as 
well  as  human  rights  are  constantly  passed  by  the  Federal  Congress,  and  in 
due  course  the  Supreme  Court  of  the  United  States  passes  thereon,  ad.ludi- 
cating  all  questions  of  doubt.  The  most  signal  weakness  in  this  position  of 
the  railroads  is  their  assumption  that  no  litigation  would  follow  the  adoption 
by  the  Federal  Government  of  the  railroad  plan  of  compulsory  incorporation  of 
all  the  railroads.  If  this  plan  is  adopted.  I  predict  that  there  will  follow 
thereon  the  greatest  flood  of  railroad  litigation  which  the  United  States  has 
ever  known. 

The  only  reason  urged  by  the  railroads  in  fav(!r  of  accomplishing  their  pur- 
pose indirectly  instead  of  directly  is  the  desire  of  these  bankers  to  have  the 
indirect  method  adopted  rather  than  the  direct  meth(Kl.  This  reason,  in  my 
opinion,  is  entirely  unsatisfactory  from  the  public  point  of  view. 

GENERAL    CONCLUSIONS. 

Finally.  I  desire  to  suggest  a  few  general  conclusions  on  the  subject  of  Fedei'al 
incorporation  of  the  railroads. 

1.  It  can  not  be  said,  as  a  general  proposition,  that  Federal  incorporadon 
of  the  railroads  is  necessarily  inherently  good  oi-  bad.  For  instance,  a  plan 
of  Federal  incorporation  of  the  railroads  under  which  the  amount  of  out- 
standing securities  would  be  reduced  to  a  reas(mable  amount,  the  tinancial 
structures  of  the  railroads  improved,  and  their  ability  to  secure  the  necessary 
additional  funds  enhanced,  without  at  the  same  time  taking  away  from  the 
States  their  powers  over  essentially  l(K'al  matters,  would  be  regarded  as  a 
good  plan  by  many  public-spirited  citizens  who  regard  the  present  railroad  plan 
as  essentially  bad.  Hence  it  is  necessary  in  passing  .iudgnient  on  a  plan  of 
Federal  incorporation  of  the  railroads  to  consider  the  details  of  the  particidar 
plan  presented  and  then  to  determine  whether  that  plan,  with  its  details,  is 
or  is  not  desirable. 

2.  The  plan  or  Federal  incorporation  now  presented  by  the  railro^ads  is. 
in  my  opinion,  distinctly  against  the  public  interest.  It  is  calculated  to  break 
down  the  entire  machinery  of  public  regulation  witliout  in  any  degree  improving- 
the  unsound  financial  structures  from  which  many  of  the  railroads  are  suffei-- 
ing.  FurtheruKU-e,  it  has  inherent  in  it  grave  fftingers  to  future  rates  and  to 
the  future  price  to  be  paid  by  the  Federal  Government  for  the  i»roperties  of 
the  railroads,  as  hereinbefore  pointed  out. 

3.  The  entire  purpose  of  the  railroad  plan  would  seem  to  be  to  escape  regu- 
lation by  the  States  and  to  perpetuate  the  existing  railroad  securities.  Unless 
these  purposes  are  commendable,  the  plan  certainly  should  not  be  adoi)ted. 

4.  When  the  framework  of  a  Federal  incorporation  act  has  once  been  pro- 
vided, even  though  necessary  qualifications  and  liniitati(ms  are  at  first  contained 
therein,  it  will  be  a  simple  matter  for  a  subsequent  Congress  to  strike  out  the 
([Ualifications  and  limitations  so  that  the  railroad  pm-pose  will  be  completely 
accomplished. 

5.  No  convincing  reason  has  been  shown  why  such  legislation  as  may  now 
be  desii'ablc  should  not  be  enacted  dii-ectly  by  amendment  of  the  int(n-state 
conuiierct>  act  or  (►ther  direc't  legishition  instead  of  by  the  indirect,  devious 
metlKxl  i)roposed  by  the  railroads. 
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Boston,  February  8,  1917. 
Hon.  W.  C.  Adamson. 

Chairman,  ^\'(l.'^llin</toll,  J).  ('. 

Dear  Sik:  Tliei'c  is  au  opporliinit.v  lor  tlu'  ({overiiiiu'iit  to  iiuprove  tho  servict- 
oflfered  by  the  railroads  of  this  country  and  at  tlie  same  time  jiive  a  stability  of 
value  to  railroad  securities  that  I  am  confident  the  present  administration 
would  carry  out  if  the  importance  of  the  advantages  to  be  gained  could  be 
clearly  shown.  To  accomplish  this  I  take  the  liberty  of  addressing  you  on  this 
subject. 

Whether  or  not  the  Adamson  bill  proves  to  be  unconstitutional  it  is  bound 
to  provi'  a  burden  for  all  railroads  of  this  country.  There  is  bound  to  be  an 
increase  of  salaries  and  railroad  employees,  no  matter  which  way  the  question 
is  decided.  Certain  of  our  railroads,  such  as  the  New  York  Central  and  Penn- 
sylvania, have  been  making  large  i)rotits  handling  export  business  brought 
about  l)y  the  war.  Railroads  like  those  mentioned  can  alford  for  the  time  being 
to  meet  the  additional  demand,  but  such  is  not  the  case  with  the  average  roads. 
What  I  am  anxious  to  have  the  Government  <lo  in  connection  with  the  freight 
cars  is  that  they  should  take  the  po.sition  practically  the  same  as  the  Pullman 
Co.  now  occupies  in  the  sleeping-car  business;  that  is,  the  Government  will 
control  all  the  freight  cars  of  this  country.  The  amount  of  money  saved  to  the 
raili'oad,  if  such  an  arrangement  were  made  effective,  would  run  into  hundreds 
of  millions,  and  the  advantages  offered  to  the  public  and  shipper  would  be 
enormous. 

Roughly  speaking,  there  are  about  2,500,000  freight  cars,  worth  about  $3,000,- 
()(I0,0(>0.  These  cars,  according  to  a  statement  recently  made  by  President  L.  F. 
T.oree,  of  the  Delaware  &  Hudson,  are  employed  for  transportation  only  a  little 
over  2  hours  out  of  every  24.  If  the  management  of  these  cars  were  in  Govern- 
ment hands,  say  under  the  control  of  the  Interstate  Commerce  Commission, 
with  bureaus  located  in  our  principal  cities,  the  efficiency  of  the  cars  would  be 
doubled.  It  is  plainly  evident  that  if  the  Boston  &  Maine  at  Bangor,  Me.,  has 
a  Pennsylvania  car  on  its  track,  and  at  the  same  time  there  is  a  Boston  &  Maine 
car  on  the  Pennsylvania  system,  there  could  be  an  immediate  offset  if  the  plan 
proposed  were  in  force,  instead  of  empty  cars  being  returned,  as  is  the  present 
way  of  handling  business.  As  a  result  of  present  conditions  43  per  cent  of  the 
freight  cars  of  this  country  are  handled  as  empty  mileage.  Furthermore,  the 
Government  cr)ntrol  would  mean  the  standardization  of  freight  cars.  At  the 
present  time  there  are  18,500  different  parts  in  a  freight  car,  and  if  they  were  of 
one  standard  make  the  delay  caused  by  repairs,  now  a  very  serious  item,  would 
be  cut  in  half.  Furthermore,  the  average  freight  car  has  a  capacity  of  40  tons, 
but  the  average  loading  of  same  is  only  about  12  tons.  If  these  cars  were  held 
under  one  ownership  this  loading  could  be  largely  increased.  Cars  could  be 
readily  moved  to  a  point  where  the  density  of  profit  would  require  them  at  dif- 
ferent times  of  the  year,  just  as  the  Pullman  cars  are  shifted  south  in  the  winter 
and  back  north  for  the  summer  months. 

If  this  plan  were  put  into  effect  it  would  increase  the  earning  power  of  the 
freight  cars  33^  per  cent,  which  would  equal  the  addition  of  S(X),(M10  freight  cars 
to  the  transportation  service  in  the  United  States. 

What  I  propose  is  that  a  corporation  be  formed  and  placed  under  the  control 
of  the  Interstate  Conmierce  Commission,  this  corporation  to  control  all  the 
freight  equipment  in  the  United  States,  charge  a  revenue  for  every  car,  and  pay 
i-ental  to  the  different  roads  for  the  use  of  the  car.  This  concern,  being  under 
the  jurisdiction  of  the  United  States  Government,  could  borrow  money  for  new- 
car  equipment  at  much  lower  rates  than  it  is  possible  for  even  the  New  York 
Central  and  Pennsylvania  to  do  at  the  present  time. 

This  will  naturally  raise  the  question.  Why  is  it  that  the  railroads  do  not  do 
this  themselves  if  it  has  so  many  advantages?  The  answer  is  that  the  rivalry 
among  railroads  is  so  great  that  the  desire  on  the  part  of  the  strong  roads  to 
maintain  the  advantage  over  the  smaller  roads,  by  having  a  larger  supply  of 
cars  to  offer  the  shippers,  is  so  strong  that  they  are  not  favorable  to  any  changes, 
although  the  advantages  to  them  would  be  enormous. 
Very  truly,  yours, 

F.  H.  Prince. 
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uJ^i^  S'''Y^^'t''••  \^''}^''^  of  mine  has  compiled  the  following  state- 
ment, which  I  desire  to  insert  in  the  record: 

npI'isiS?.^!'^  "'"^  ^''''■'^  Maniuette  Railroad  dnrins  the  past  tliree  veais  has 

n    ttr  S^^    This'm^r'""]'!r"T'  '•'  '^-^^^  ^^-"^'^^  ••^'•«  'l^"j-  («^ Exhibit^?) 

m^OO^^va-^  ri^^ma^^^^^  ••liai-i.e  of  45  cents  per  car  (see  Exhibit  11)  or 

traffic  handled  in  1913  it  will  show  an  actual  loss  to  the  road  of  al.oi     $1  740  000 
An  increase  in  rates  will  not  affect  materially  the  earnings  on    his  class  of 

f re^h  •iil'/io^  ':'"'''■  'n ''""/^  ''■  '^  ""I'^^^'^e  to  carry  without  hU^  toS  of 
fi eight  in  a  40-loii  car  without  being  compensated  for  the  cost  of  the  car  as  it  is 

foVEi;:rcr;ssi  "■  -^  ™»'" '"'"  •■'^'-'  '"■■ » ■-""■-  *""'  -,„  o„,n,fe„;'„;: 

This  less-than-carload  nierdiandise  business  must  be  carried,  the  sbipners' 
flemands  make  it  impossible  to  load  more  than  5  tons  to  the  car,  and  this  service 
IS  the  expensive  traffic  of  the  road.  It  means  a  loading  cost  of  40  cents  per  ton 
for  manual  labor;  the  furnishing  of  expensive  terminals  requiring  continua 
improvements  and  expansion  :  it  means  an  unloading  cost  of  40  cents  per  ton  ■ 
a  switching  charge  of  $3  iier  day  :  and  the  continualdelav  to  freight  trains  for 
unloading  and  setting  off  car.s.  "  .- >l  n.uiis  loi 

The  slow  movement  of  freight  on  the  Pere  Marquette  is  larselv  due  to  the 
merchandise  freight  handled.  This  general  merchandise  traffic  averages  about 
<  miles  i)er  hour  on  account  of  unloading  delays. 

This  L.  ('.  L.  merchandise  of  5  tons  loaded  into  one  car  is  often  divided  \m 
among  as  many  as  250  shippers,  and  averages  between  60  and  70  to  the  car  .so 
tliat  this  additional  tariff  will  average  from  7  cents  to  10  cents  i.er  consi«-nee 
and  in  many  instances  as  low  as  2  cents  to  4  cents. 

It  is  clearly  evident  it  is  neither  right  nor  .iust  that  the  owners  of  the  propertv 
or  the  shippers  of  carload  freight  should  be  obliged  to  bear  the  burden  that  is 
forced  upon  them  through  the  carrying  of  this  class  of  traffic  at  this  enormous 
loss.  With  the  revenue  asked  for  there  would  still  be  a  loss  incurred  amountin"- 
to  over  $4  per  car  on  each  car  of  L.  C.  L.  business  handled.  A  similar  situation 
would  arise  if  the  road  gave  free  passes  to  one-third  of  its  passengers  ;ind  ex- 
pected the  property  and  the  remaining  two-thirds  of  the  passengers  to  bear  the 
total  cost  of  operation. 

EXHIHIT   1. 

Xiiinlier  of  freUiM  c(ii:<<  on  Pcrc  Marquette  line  a.s  rrjtorteiJ  to  Anieriron  RaUuuij 

Association. 


1914:  Number. 

January  7 23,  543 

January  22 24,  326 

February  7 24^826 

February  21 24,  268 

March  9 23,699 


3  91 3  :  Number. 

July  22 23, 198 

August  22 23,  889 

Septemlier  10 26,039 

September  22 25,818 

October  8 26,455 

October  22 25,481 

December  8 23,497 

December  22 22.910 

Daily  average,  24.457. 
'    I  have  called  the  average  number  of  cars  on  the  line  21,000  per  day,  allowing 
3,457  to  be  considered  bad-order  cars,  which  is  2.000  moi-e  than  should  be  on 
the  road  under  ordinary  conditions. 

No  report  has  been  made  to  the  American  Kailwav  Association  since  March 
9,  1914. 

October  22,  1914. 
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Hdsix  far  cdsl  of  ((lis  oiriKil  hi/  llic  I'crc  Mdniiiclic  Co.  on   line  jicr  ihni. 

«)ii  ii  iit'W  f'rci.iilil  cnr  cosliii.i^-  .'fl,<MK»,  tlie  expeiis(>  honic  l),v  the  cDinpjin.v  wtmld 
l)e  as  follows : 


Cost  for— 


Interest  at  5\  per  cent 

Depreciation  at  6  per  cent 

Repairs 

Insurance 

Taxes 


Per 
annum. 


$r,5.oo 

fiO.tK) 
75. 00 
2.S2 
9.00 


201.52 


.W.l.il 
.Kit 
.20H 
.007 
.  02.-) 


.  552 


ntTOHKK  28,   1914. 

EXHIBIT    .1. 

Basis  for  HilO  loss — Here  Ma nincitr. 

Loading  cost,  35  cents  per  ton,  average  of  o  tons  i»er  car .$1.  7r> 

Average  cost  to  unUtad  general  merchandise  in  passing  train  is  To  cents 

per  ton,  or  per  car 3.75 

(It  costs  about  .'f4  i)er  hour  to  (lelay  a  local  merchandise  freight  train 
because  of  the  higher  rate  of  wages  paid  to  this  crew  than  to  dther  freight 
train  crews,  as  well  as  additional  man  to  train.) 

<^ost  of  switching 3.00 

Average  per  diem  of  5  days,  at  45  cents 2.25 

Average  cost 10-  75 

Average  earnings  on  merchandise  freight,  per  car 15.00 

Balance  to  i)ay  foi'  average  haul  of  156  miles 4.25 

It  costs  over  $!()  to  haul  a  car  of  freight  150  miles 16.  0;> 

Leaving  a   loss  per  car  to  road  of 11.  7o 

Without  taking  into  consideration  interest  and  taxes  on  freight  houses  or  the 
maintenance  of  same,  and  not  considering  cost  of  claims,  which  averages  about 
64  cents  per  car. 

OCTOBEK  23,  1914. 


Pekk  Makqi'ette  Railkoad  Co.. 

Detroit,  Mirli.,  ■Januarii  15.  1917. 
Mr.  W.  J.  MULEIN. 

(Jeiteral  Trafflv  Miinnoer,  />.  d-  H.  Co..  Albany.  N.  Y. 
Dear   Sik:    Y(Uirs   of   Jantuiry   9,   your   tile   5505,   cost   of   handling   I>.   C.   L. 
traffic. 

It  seems  extremely  difficult  to  draw  comparisons  l)etween  any  two  railroads 
respecting  their  meivhandise  traffic,  because  of  the  difference  in  conditions  and 
charactei-  of  trafiic  :uid  the  difference  in  the  statistical  data  from  which  the 
deductions  are  drawn. 

On  the  Perc  Marquette  we  keep  all  less-than-carload  traffic  under  the  head  of 
merchandise.  We  also  keep  in  the  office  of  our  superintendent  of  trauspartatiou 
a  record  of  all  revenue  cars  lotided  on  the  line  and  received  from  connections, 
shov.ing  the  various  principal  commodities  and  merchandise  cars  separately. 
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Takins-  the  fiscal  year  ending  June  30.  1916.  we  show— 


/ 

Loaded 
on  line. 

Received 
from  con- 
nections. 

Total. 

Revenue  loads 

404, 471 
149, 280 

236, 152 
23.456 

Merchandise  cars 

640, 623 

— 

172, 736 

147 

2.^ 

1 

sc, 

64 

n?,. 

.^6 

$2(i. 

47 

$15. 

70- 

Tons  of  merchandise ^ao   oo^- 

Per  cent  of  total  tons I.TIZZII ^  «i 

Tons   1   mile    (merchandise) nr   -m  a^^ 

Per  cent  of  total  tons  1  mile "II-IIIi:::::::: '*^'  ^^kU 

Revenue  on   merchandise "     "  ».«  ^n    co? "Tr 

Per  cent  of  total  revenue IZ_II  i?' o^ 

Average  haul   (miles) ~~  i<.9b 

Rate  per  ton  per  mile  (cents) _• _ 

Rate  per  ton  per  mile  all  freight   (cents) 

Average  car  earnings  :  ~ 

All  revenue  loads   (640,623  cars) nprr-iv 

Carloads  (467,887  cars) IIIIIZ fin 

Merchandise   (172,736   cars) IlllllllldoIIII 

Merchandise  earned  13.7  cents  per  100  pounds 
Merchandise  averaged  to  load  5.7  tons  per  car. 

Twenty  principal  stations  loaded  in  one  year  118,7o]  cars  of  iiierch-mdisp 
with  average  loading  of  6.3  tons. 

(Chicago  loaded  7,012  cars,  with  average  load  of  7.93  tons 

Detroit  loaded  14,080  cars,  with  average  load  of  7.48  tons. 

Taking  the  118,751  loaded  at  the  principal  stations  and  the  23  4.i6  cars 
^t^-,^Z  connections,  we  have  142,207  cars  accounted  for  out  of  a  total  of 

1<2,(36.  This  leaves  only  .30,529  loads  to  have  originated  at  all  other  stations 
ihere  is  prol)ably  a  slight  duplication  of  cars  where  through  loads  from  con- 
nections pass  through  a  .1uiicti(.n  like  Detroit  and  are  partlv  unloaded,  hut  these 
are  not  numerous. 

What  seems  to  me  a  ratliei-  strange  fact  is  that  of  all  the  merchamlise  we 
handle  1  do  n(»t  recall  one  regular  car  that  passes  over  our  road  without  bein<' 
worked  somewhere.  ^ 

You  have  many  such  cars  coming  „n  at  Mechanicsville  and  off  at  Binahamton 
and  prol)ably  separate  your  carloads  of  through  merchandise  from  the  other 
n>erchandise  traffic.  We  get  a  lot  of  long-haul  merchandise  from  Niagara 
L  rontier  to  Ludington,  Grand  Rapids,  etc.,  which  is  good  paying  traffic,  and  our 
(  hicago  to  Michigan  merchandise  pays  well  (176  cars  in  first  nine  days  of  No- 
vember averaged  to  pay  us  $35.71  per  car)  but  our  trouble  lies  largely  iu  the 
tact  that  our  jobbing  towns  are  so  near  together  in  Michigan  that  the  "average 
haul  IS  low.  We  have  wholesale  distributing  houses  at  Detroit,  Toledo,  Chi- 
cago, Lansing,  (irand  Rapids,  Benton  Harbor,  Muskegon,  Port  Huron  Bad  \xe 
Saginaw,  Bay  City,  Manistee,  Traverse  City,  and  Petoskev.  I  once  checked  up 
the  L.  C.  L.business  from  these  points  for  three  given  days,  separating  the  ton- 
nage nito  25,  ;-.0,  75,  100,  125  etc.,  mile  zones,  and  in  some  cases  as  much  as  80 
per  cent  moved  less  than  100  miles. 

We  have  tried  holding  over  cars  for  straight  station  loads  and  then  have 
through  trains  set  them  out.  This  caused  no  great  inconvenience  to  patrons 
but  did  bother  about  setting  of  cars  at  crowded  freight  houses  and,  in  a  way 
worked  a  hardship  in  the  freight  house.  There  is  also  the  feature  of  moviii"^ 
empties  into  the  country  stations  for  produce  out.  For  about  eight  months  in 
normal  years  we  need  cars  at  interior  points  and,  except  on  paper,  it  does  not 
(■*»st  any  more  to  move  two  light  loads  than  one  heavv  and  an  empty  car  This 
like  the  "  tariff,"  is  a  local  issue. 

I  have  for  a  long  time  felt  that  we  could  not  get  much  united  action  on  this 
until  all  roads  kept  their  accounts  so  as  to  know  how  much  less-carload  traffic 
they  handled,     lentil  they  do  that  they  will  simply  be  groping  in  the  dark. 

Unless  these  items  are  separated  in  our  accounts,  we  will  be  in  as  bad  .shape 
as  a  country  merchant  who  does  not  know  which  connnodities  are  paying  profits 
or  which  departments  in  his  .store  are  losing  money,  and  a  studv'  of  cost  of 
handling  less-carload  trattic  will  be  a  waste  of  timi'  if  we  do  not  know  the 
specific  gross  income  derived  from  it. 

We  .show  that  it  costs  98  cents  a  ton  t(.  handle  freight  at  (mr  Detroit  .station 
It  costs  us  n  a  ton  at  one  Chicago  station,  and  about  this  at  our  main  Chicago 
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station  where  we  do  the  work  and  pay  tlie  rent,  etc.  Assuniinti  thai  the  expense 
at  interior  points  averaues  one-half  of  tins,  it  means  al)out  7^  ci'nts  a  hnndred 
out  of  our  13.7  cents  for  ternunals  alone,  and  1  venture  the  (•pinion  that  where 
some  sliipmentsare  rehandled  sevei-al  times  we  '^vt  nothing  out  of  it  after  payinj,' 
for  labor. 

I  shall  be  glad  to  hear  from  you  if  you  can  get  any  additional  nleas  or  sugges- 
tions on  this  subject. 

Yours,  truly.  George  C.  Conn. 

Thi:  Atchison.  Toimoka  \-   Santa  Fk  Railway   Systkm, 

Fkkight  Traffic  Department. 

Chicaf/o.  Ill,  Jniivarij  2,  1017. 

COST     of     HANOI. INO     I  KSS-CARLOAn     FREIGHT. 

Mr.  Geo.  C.  Conn. 

F.  T.  M.,  Pcre  Marquette  R.  R.  Co.,  Detroit,  Mich. 

Dear  Sir:  Referring  to  your  letter  of  December  IG,  tile  3340,  inclosing  copy  of 
.Mr.  Glenn  Warner's  report  relative  to  the  transportation  of  less-carload  freight, 
1  invite  your  attention  to  comments  of  Mr.  G.  W.  Oliver,  our  statistician,  in  his 
letter  of' December  2S,  copy  attached.  I  will  be  glad  if  you  will  ask  :\Ir.  Warner 
to  sejul  :\Ir.  Oliver  under  personal  cover  a  copy  of  his  study. 

We  have  not  made  an  exhaustive  investigation  of  less-c:rload  traffic  on  the 
Santa  Fe,  but  since  the  decision  of  the  Interstate  Commerce  Commission  in  the 
Missouri  'Kiver-^>bra^ska  rate  cases  we  are  giving  the  subject  of  terminal  cost 
more  thought,  particularly  in  connection  with  State  rate  cases.  I  may  say  that  it 
is  the  consensus  of  opinion  among  our  people  that  we  do  not  earn  much,  if  any- 
thing, above  cost  of  handling  short-haul  less-carload  shipments,  particularly 
where  the  rates  are  divided  with  one  or  more  connecting  carriers.  I  think  the 
.situation  is  more  pronounced  east  of  the  Mississippi  River  than  west  thereof; 
note  our  average  haul  Kansas  City,  Mo.,  to  Kansas  points  (practically  intrastate) 
is  178  miles,  average  revenue  per  ton  ^S.TS  as  compared  with  your  total  average 
haul  of  157  miles  and  revenue  of  $2.64  per  ton.  The  measure  of  rates,  carload 
as  well  as  less-carload,  west  of  the  Missouri  River  is.  of  course,  necessarily 
higher  than  east  thereof,  as  illustrated  by  these  tigures,  but  that  does  not  indicate 
that  the  rates  in  Michigan  are  compensatory.  Our  average  haul  all  L.  C.  L. 
traffic  is  331  miles,  approximately  two  and  one-quarter  times  that  of  the  Pere 
Marquette,  but  our  revenue  per  ton  is  more  than  three  and  one-half  times  as 
great  ($9.68  and  $2.64  per  ton,  respectively).  Revenue  from  less-carload  freight 
Santa  Fe  System  lines  fiscal  year  ending  June  30,  1916,  was  18.41  per  cent  of 
total  freight  revenue.  It  constitutes  a  much  larger  proportion  on  most  of  the 
eastern  roads.  Much  of  it,  in  my  opinion,  is  a  burden  on  other  traffic,  owing 
principally  to  terminal  costs  which  are  increasing  and  in  most  of  our  large  cities 
increasing  all  out  of  proportion  to  increase  in  revenue  from  less-carload  traffic. 
As  property  values  rise  in  Dallas,  Tex.,  for  example,  necessary  enlargement  of 
in  and  out  "freight  house  facilities  cost  much  more  than  heretofore.  I  am  firmly 
of  the  opinion  that  less-carload  rates  for  short  hauls  might  be  substantially  ni- 
oreased  even  to  the  extent  of  25  per  cent  without  being  detrimental  to  any  one. 
If  the  Nebraska  case  referred  to  has  not  come  to  your  attention,  believe  you 
will  find  the  expression  of  the  Interstate  Commerce  Commission  on  this  particu- 
lar point  very  interesting.  ,    ,  ^    ^       •  , 

I  thank  you  for  a  copy  of  Mr.  Warner's  study  and  will  be  glad  to  furnish  you 
with  any  data  which  we  may  hereafter  compile  in  relation  to  this  interesting 
subject^^^^^^^  truly,  F.  B.  Houghton. 

The  Atchison.  Topeka  &  Santa  Fe  Railway  System, 

Chicago,  December  28,  1916. 

Mr.  F.  B.  Houghton. 

FrciqM  Traffic  Manager.  Chicago,  111. 

Dt'Mi  Sir:  Replving  to  vour  letter  of  December  22,  file  S-644670,  and  returning 

inclosures  in  regard  to  the  analysis  nuu'.e  of  les.s-than-carload  freight  traffic  on 

the  Pere  Marquette.     The  Cdnclusions  arrived  at  by  :Mr.  Warner  in  this  report 

appear  to  be  conservative  and  I  believe  that  they  could  be  substantiated  without 
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(hffioult.v.  While  the  report  only  covers  one  train  for  one  dav,  the  revenue  per 
ton  per  nnle  secured  on  the  liusiness  handled  by  this  train  was  so  much  -reater 
than  the  average  revenue  secured  by  the  I'ere  :Marquette  that  the  test'' would 
seem  to  be  conclusive.  I  am  not  in  accord,  however,  with  all  the  methods  used 
by  IMr.  Warner  in  his  analysis  and  were  we  making  an  analysis  of  L  C.  h  costs 
tor  this  company  we  would  proceed  under  an  entirelv  different  fornuila  which 
ho\Aever,  would  proliably  not  yield  a  result  far  different  from  that  an-ived  at  bv 
Mr.  Warner. 

We  have  made  no  analyses  of  the  cost  of  handling  L.  C.  L.  freight  on  the  lines 
of  this  company,  but  from  partial  data  which  have  been  compiled  in  the  past 
we  are  satisfied  that  the  terminal  costs  for  handling  L.  C.  L.  freight  at  stations 
would  range  from  9^2  to  $3  per  ton,  without  any  allowance  for  taxes  or  return 
upon  investment.  In  order  to  allow  for  these  last  two  items,  this  cost  should 
be  increaseil  by  50  per  cent,  making  the  full  cost  $3  to  .$4.50  per  ton,  exclusive 
of  the  haulage  service,  or,  in  other  words,  the  expense  attachable  to  transport- 
ing the  freight  between  stations.  This  indicates  that  our  very  short-haul  rates 
say  under  100  miles  as  a  group,  are  unremunerative.  "  ' 

The  revenues  for  the  less-than-carload  service  on  the  Pere  Marquette  appear 
to  be  very  low,  indicating  that  not  only  are  their  local  Michigan  rates  con- 
hscatory,  but  that  they  must  receive  inadequate  divisions  on  .ioint  traffic  or  at 
any  rate  participate  in  joint  traffic  on  which  the  rates  are  inadequate  Below 
IS  shown  the  average  haul,  the  average  revenue  per  ton  per  mile,  and  the 
avenige  revenue  per  ton  for  L.  C.  L.  freight  on  the  Pere  IVIarquette  train  No 
i--,  featured  in  Mr.  Warner's  report,  and  on  L.  C.  L.  traffic  handled  on  their 
entire  line  iii  1914  compai-ed  with  L.  C.  L.  traffic  handled  on  certain  sections  of 
the  Santa  Fe. 


Pere  Marquette  L.  C.  L.  traffic: 

Train  No.  72 

All  L.  C.  L.  traffic  (1914)..  . 
Santa  Fe  L.  C.  L.  traffic  (1915): 

All  L.  C.  L.  traffic  on  system 

Missouri  Intrastate 

Kansas  intrastate 

Oklahoma  intrastate 

t'alifornia  intrastate 

Texas  intrastate 

To  Kansas  points  from  Kansas  City 


It  IS  app;ireiit  from  the  above  that  the  Pere  :\Iarquette  must  be  losing  money 
from  its  L.  C.  L.  traffic,  but  the  same  statement  does  not  necessarilv  apply  to 
tlie  total  L.  C.  I.,  business  of  this  company,  as  it  will  be  observed  that  with  a 
haul  more  than  twice  as  great  as  on  the  Pere  Marquette  (331  as  compared  with 
1.)/),  we  received  a  revenue  per  ton-mile  almost  twice  as  great  (2  92  as  com- 
pai-ed  with  ].()7).  If  a  full  analysis  was  made  of  our  L.  C.  L  traffic  and  it 
\yas  disclo.sed  that  this  business  as  a  whole  was  not  contributing  a  fair  propor- 
lion  of  the  revenue,  such  condition  would  undoubtedlv  be  due  to  the  fact  that 
the  short-haul  rates  are  inadequate,  the  results  under  some  of  which  in  certain 
States  are  given  above.  It  is  difficult  to  believe  that  L.  C.  L.  bu.siness  which 
yields  but  $3.25  per  ton  for  a  haul  of  38  miles  in  Missouri,  or  $4.25  for  74  miles 
in  Kansas,  or  .$3.20  for  89  miles  in  Oklahoma,  or  .$4.8G  for  106  miles  in  Cali- 
lornia,  or  $5.19  for  101  miles  in  Texas,  all  of  which  involved  two  terminal 
sei-vices  for  each  .shipment  and  transportation  between  stations  on  high-cost 
local  trains,  would  yield  a  fair  return  on  the  propertv  used  in  the  business 

In  this  connection  it  is  desired  to  call  attention  to  the  opinion  of  the  Interstate 
(  ommerce  Commission  in  the  Missouri  Kiver-Nebraska  cases  (40-irr-201) 
whei-e,  after  consideration  of  direct  station  terminal  costs,  the  commission  fixed 
class  rates  tor  flie  initial  distances  very  materially  higher  than  has  been  hxed 
by  the  commission  in  any  previous  ca.se.  Similar  action  was  also  taken  l)y  the 
comnnssioii  m  its  last  oi)inion  in  the  Shreveport  case  (41-ICC-,S3)  after"  con- 
sideration of  a  certain  evidence  relating  to  station  terminal  cost. 

-Mr.  Warner's  repcul  is  most  interesting,  and  I  would  be  verv  much  obliged 
11  yon  could  secure  a  copy  of  same  for  my  personal  information 
Yours,  truly. 

G.  W.  Oliver,  Statisticinii. 


INTERSTATE  AiM)  FOHEK^N  THANSPOHTATION— GOVERiNMEIST 
( ONTROL  AM)  REGULATlOiN. 


MONDAY,    MAY    7,    1917. 

United  States  Senate, 
Joint  Comaiittke  on  Interstate  Commerce, 

Washhu/fon,  D.  C. 

The  joint  coiiiniittee  met  at  10  o'clock  a.  m.,  Hon.  William  C 
Adamson  (Aice  chairman)  presiding. 

The  Vice  CHAIRMA^^  The  committee  will  come  to  order.  Mr. 
Thom,  will  you  present  the  witness? 

Mr.  TiiOM.  Mr.  Chairman,  I  have  asked  Mr.  Trumbull,  who  is 
chairman  of  our  connnittee,  to  present  the  witness. 

The  Vice  CiiAimiAN.  The  committee  was  called  in  extraordinary 
session  this  mornino-  at  the  suggestion  of  some  gentlemen  who  sug- 
gested that  there  was  an  English  witness  who  desired  to  leave  the 
country  in  a  short  while,  and  we  might  lose  the  Ijenefit  of  his  testi- 
mony unless  he  was  heaixl  at  this  time. 

Mr.  Trumbull.  I  thank  you  very  much,  Mr.  Chairman.  We  ap- 
preciate the  special  session  that  you  are  having,  and  it  is  a  great 
pleasure  to  me  to  introduce  JNIr.  W.  M.  Ac  worth,  of  London,  wdio  is  a 
distinguished  writer  on  railway  economics.  He  commenced  coming 
to  America  in  1890,  and  has  been  here  a  dozen  times,  and  I  think 
there  is  no  man  in  our  ac(|uaiutance  who  is  better  informed  about 
governmental  relations  with  railways  of  the  different  countries  of 
the  world  than  he. 

He  has  served  on  different  commissions  in  England;  he  was  on 
the  Royal  Commission  on  Railway  Accidents,  the  Royal  Commis- 
sion on  Irish  Railways;  he  served  on  the  Departmental  Committee 
on  Light  Railways,  the  Departmental  Committee  on  Railway  Ac- 
counts: he  was  a  delegate  of  the  British  Government  to  the  Inter- 
national Railway  Congress  at  Washington  in  1905,  a  delegate  of  the 
British  Government  to  the  International  Railway  Congress  at  Berne 
in  1910,  and  but  for  a  little  unpleasantness  with  Germany  might 
have  l)een  a  delegate  to  the  International  Congress  in  Prussia  in 
1915.  He  gave  evidence  here  before  the  Elkins  committee  in  1905, 
and  he  was  l^efore  the  Hadley  Commission  on  Issuance  of  Railway 
Securities  in  1909.  He  has  recently  been  in  this  country  and  in 
Canada  because  of  his  having  been  appointed  on  the  Royal  Com- 
mission of  Canada  to  make  a  report  upon  the  railway  situation  of 
that  country.  The  commission  to  report  on  the  Canadian  railways 
consists  of  three  members,  Mr.  A.  H.  Smith,  president  of  the  New 
York  Central  (chairman)  :  Mr.  Acworth,  of  L(mdon:  and  Sir  Henry 
Drayton,  chairman  of  the  Canadian  Railway  Commission, 
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I  have  here  an  extract  from  "  Certified  copv  of  a  report  of  the 
Committee  of  the  Privy  Council,  approved  bV  the  deputv  of  his 
royal  highness  the  Governor  General  on  the  ISth  of  July,  1916" 
This  was  in  Canada  [reading]  :  .  -  • 

The  Committee  of  the  Privy  Council  have  liad  before  them  a  report,  dated 
IJth  June,  1916,  from  the  right  honorable  the  prime  minister,  submitting  that 
It  became  necessary  at  the  recent  session  of  Parliament  to  malve  provision  for 
assistance  by  loan  to  the  Grand  Trunk  Pacific  Railwav  Co.  and  to  the  Cana- 
dian Northern  Railway  Co.  in  order  that  such  companies  might  be  enabled  to 
meet  current  obligations  and  to  provide  for  payment  of  interest  on  outstanding 
securities.  .  * 

Having  regard  to  the  conditions  and  necessities  of  railway  development  in 
•Canada,  the  prime  minister  is  of  opinion  that  the  situation  should  be  considered 
m  a  comprehensive  way  and  that  a  thorough  inquirv  should  be  made  bv  a 
board  of  the  highest  ability  and  experience. 

As  I  said  before,  we  are  very  much  obliged  to  vou  for  having  this 
special  session  to  hear  Mr.  Acworth.  which  is  now  or  not  at  all. 
probably,  because  he  leaves  in  a  few  davs  for  his  home  in  London' 
and  expects  to  go  after  that  to  Rhodesia,  in  South  Africa,  to  make 
a  report  on  the  railways  there. 

Mr.  Sims.  Mr.  Acworth  can  remain  with  us  for  examination  and 
cross-examination  until  this  examination  is  fully  completed,  I  sup- 
pose? ' 

Mr.  Trumbull.  Yes,  sir ;  he  will  be  at  the  disposition  of  your  com- 
mittee and  subject  to  your  pleasure.  We  understand  that  Congress 
begins  its  session  at  12  o'clock  to-day. 

The  Vice  Chairman.  The  House  meets  at  11  o'clock,  and  it  will  be 
well  to  have  Mr.  Acworth  begin  his  remarks  as  soon  as  possible. 

Mr.  Trumbull.  And  then  we  will  determine  later  what  further 
information  you  want. 

Mr.  Suvrs.  Of  course,  a  witness  of  this  importance  ought  not  to  be 
just  skimmed  over. 

The  Vice  Chairman.  Our  further  meetings  will  be  subject  to  the 
action  of  the  committee.  You  would  not  like  to  have  a  night  meet- 
ing, would  you? 

Mr.  Trumbull.  Yes,  sir;  Ave  would  like  that  very  much,  if  that 
would  not  be  oppressive  to  you. 

The  Vice  Chairman.  We  will  let  these  gentlemen  determine 
among  themselves  whether  we  will  meet  to-night  or  not. 

(The  committee,  by  subsequent  action,  determined  to  meet  after 
recess  to-day  at  8  o'clock  to-night.) 

STATEMENT  OF  W.  M.  ACWORTH,  ESQ.,  LONDON,  ENGLAND. 

Mr.  Acworth.  Mr.  Chairman,  may  I  say  in  the  first  place  how 
much  I  appreciate  the  courtesy  of  the  committee  in  this  time  of  gi-eat 
stress  m  finding  any  time  to  listen  to  my  testimony  ?  I  heard  what 
the  gentlemen  of  the  committee  said  to  Mr.  Trumbull,  and  I  will,  of 
•course,  put  myself  absolutely  at  your  disposition  in  the  matter. 

I  have  here— and  I  think  Mr.  Thorn  handed  it  around  to  the  com- 
mittee—a  paper  which,  as  the  committee  will  see,  is  sixty-odd  pages 
long,  and  I  do  not  propose  to  inflict  on  the  committee  ^the  reading 
of  It,  but  rather  to  skeltonize  it  as  I  go  along,  and  if  any  member  of 
the  committee  wishes  to  ask  me  a  question  or  have  me  go  more  fully 
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into  it.  of  course  I  will  ho  ahid  to  do  it,  quite  apart  from  any  (|uestion 
which  uuiy  he  asked  afterwards. 

The  ViCK  CiiAiRiNrAX.  Suppose  you  hand  it  to  the  reporter,  and  it 
will  he  printed  in  full  in  the  record. 

Mr.  Acwoirrii.  T  shall  ho  very  <jlad  to  do  what  the  committee 
wishes  in  that  respect. 

(The  pa])ei-  referred  to  appears  at  the  conclusion  of  Mr.  Acworth's 
statement.) 

Senator  Cimaiixs.  Ts  Mr.  Acworth  familiar  with  the  scope  of  the 
resolution  under  which  Ave  are  now  acting? 

^fr.  Ac  WORTH.  Yes,  sir. 

Senator  (\'mmins.  And  you  j)roi)ose  to  devote  yourself  to  one  or 
llie  other  phases  of  that  resolution? 

Mr.  Acworth.  I  naturally  do  not  propose  to  tell  the  citizens  of 
the  United  States  how  they  should  manage  their  oAvn  aifairs.  Tha.t 
is  clearly  not  my  hnsiness.  All  I  j^ropose  to  do  is  to  put  before  you 
a  sketch  of  the  history,  as  I  see  it.  of  State  oAvnership  going  back- 
Avard  and  forward,  the  subject  of  State  ownership  in  other  countries. 
May  I  say,  Mr.  Chairman,  that  I  have  been  studying  this  subject  for 
30  years,  and  if  my  mind  has  naturally  got  a  bias  the  committee 
must  allow  for  that.  I  have  done  my  best  to  make  this,  as  far  as  I 
knoAV,  an  impartial  statement  of  the  case.  Perhaps  I  may  say,  with- 
out giA'ing  the  gentlemen's  names,  because  I  do  not  Avish  to  put  any 
responsibility  on  anybody  but  myself,  I  did  have  the  paper  gone  oA^er 
by  two  gentlemen  of  distinguished  position  on  this  subject,  one  in 
England  and  one  in  America,  to  see  if  they  could  catch  me  in  any 
errors.  One  of  them  made  no  criticisms  and  the  other  said  that  he 
thought  I  had  understated  the  case  A\'ith  reference  to  SAvitzerland  and 
pointed  out  some  figures  Avhich  I  subsequently  embodied. 

Mr.  Sims.  Is  there  any  objection  to  the  Avitness  giving  the  names 
of  those  gentlemen? 

Air.  AcAVORTH.  I  will  gi^■e  them,  certainly,  if  you  Avish  it. 

The  Vice  Chairman.  The  witness,  as  a  Avitness,  is  supposed  to  be 
talking  for  himself. 

Mr.  AcAA'ORTH.  My  point  is  that  I  do  not  want  to  put  the  responsi- 
l)ility  onto  anybody  else  foi;  my  Avoi-k,  but  I  have  not  the  slightest 
objection  myself. 

Mr.  Sims.  You  ha\^e  no  objection  to  giving  the  names  of  those  avIiq 
concurred  with  you  in  the  matter? 

Air.  AcAA'ORTH.  I  would  not  say  concurred  Avith  me :  it  Avas  to  this 
extent,  as  far  as  they  saAv  the  evidence  was  accurate. 

Mr.  Hamilton.  As  far  as  I  am  concerned,  I  do  not  see  that  there 
is  any  special  importance  attaching  to  that.  Mr.  AcAVorth  is  stating 
what  conclusions  they  reached,  connected  Avith  his  OAvn  testimony. 

Air.  Acavorth.  I  would  not  Avant  to  say  conclusions.  They  might 
not  make  these  conclusions,  Avhile  they  may  accept  the  facts  as  accu- 
rately stated. 

The  Vice  Chairman.  It  may  become  necessary  for  the  committee 
to  know  their  names,  but  I  do  not  think  it  is  important  noAv. 

Mr.  Sims.  If  there  is  no  objection,  I  do  not  see  Avhy  he  should  not 
give  the  names. 
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Senator  Robinson.  I  desire  to  suggest  that  Mr.  Acwortli  be  per- 
mitted to  make  his  statement  and  that  we. reserve  that  question 
until  he  has  conchided  such  statement  as  he  desires  to  make. 

The  Vice  Chairman.  The  point  of  order  is  sustained.  That  is  the 
order  of  the  committee. 

JNIr.  Sims.  The  gentleman  mentioned  the  fact  that  one  of  the 
parties  was  English  and  one  American  and  that  they  have  gone  over 
this  paper,  and  I  see  no  objection  to  his  giving  their  names. 

The  Vice  Chairman.  He  only  did  that  for  the  purpose  of  inviting 
criticism.    They  did  not  contribute  to  it  at  all. 

Mr.  Sims.  I  suppose  it  is  not  confidential :  if  it  was,  he  would  not 
have  mentioned  the  fact. 

The  Vice  Chairman.  He  is  entitled  to  the  credit. 

Mr.  Acworth.  And  the  discredit,  sir. 

Mr.  Trumbull  has  mentioned  the  fact  that  only  in  the  last  two  or 
three  days  this,  which  is  our  official  report  to  the  Government  of 
Canada,  has  been  published,  and  clearly  I  was  not  in  a  position  to 
discuss  Canada  anywhere  else.  Consequently,  you  will  not  find  Canada 
mentioned  in  this  paper,  except,  I  think,  there  is  one  mention  in  a 
footnote,  but  I  have  not  gone  into  any  history  in  Canada  for  that 
reason.  My  mouth  is  now  open,  if  any  member  of  the  committee 
wishes  to  ask  me  a  question.    If  so,  I  am  perfectly  willing  to  answer. 

Now,  may  I  turn  to  the  paper  itself?  I  began  by  pointing  out  that 
railway  enterprise  began  simultaneously  in  England  and  in  America. 
The  natural  instinct  of  the  Anglo-Saxon  people  was  to  leave  things 
to  be  done  by  private  enterprise,  if  they  could  be  done  by  private 
enterprise,  and  accordingly  the  railways  began  as  a  private  enter- 
prise. 

I  think  at  the  outset  there  is  this  point :  The  railways  Avere  a  new 
kind  of  thing  because  they  combined  two  things ;  they  combined  the 
building  and  maintaining  of  a  railroad,  which  had  always,  in  every 
country,  been  regarded  as  a  State  function,  with  the  operation  of 
traffic  on  that  road.  In  no  country  that  I  know  of  had  it  ever  been 
the  custom  for  the  Government  to  carry  traffic  on  the  road.  The 
public  authority  owned  the  road,  the  private  people  carried  the 
traffic,  whether  freight  or  passengers.  In  railway  matters  you  could 
not  have  independent  carriers  running  around  on  the  railways  for 
obvious  practical  reasons. 

Therefore,  this  point  was  put  up  at  the  beginning,  "  Shall  the  idea 
of  the  State  owning  the  railroad  or  the  idea  of  the  private  person 
operating  the  railroad  prevail? ''  Well,  it  is  quite  clear  all  through 
railway  history  that  the  (juestion  of  whether  the  State  shall  operate 
the  railway's  or  not  has  never  been  decided  on  the  abstract  question. 
It  has  always  been  a  question  put  to  the  individual  government. 
Under  the  circumstances  as  they  exist  to-day,  what  are  we  to  do 
about  it?  This  report  of  ours  in  Canada  came  up  not  on  the  ques- 
tion abstractly,  should  the  State  or  private  persons  run  the  railroads, 
but  the  railroads  having  got  into  such  and  such  position,  and  it  being 
perfectly  obvious  that  things  could  not  go  on  as  they  are  now.  what 
is  the  way  out  of  it?  I  think  that  has  always  been  the  way  the 
(juestion  has  come  up  to  the  people  who  have  practically  to  settle 
the  polic3%  and  at  the  very  beginning  of  railway  history  that  question 
came  up  in  Belgium.    The  committee  will  remember  that  Belgium 
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was  separated  from  Holland  in  1830,  Avhich  was  exactly  the  date 
that  railway  enterprise  began. 

I  believe  your  first  train  on  the  Baltimore  &  Ohio  ran  in  1830. 
Certainly  our  first  well-known  railway,  the  Liverpool  &  Manchester, 
opened  in  that  same  year.  Belgium  broke  loose  from  Holland,  and 
the  route  which  crossed  Belgium  from  Cologne  to  Ostend  and  Antwerp 
was  a  A'ery  important  highwa}-  of  traffic.  It  became  obvious  that 
the}'  had  to  have  a  railroad  there.  It  was  also  obvious  that  if 
private  enterprise  Avas  to  build  the  railroad,  if  private  capital  was 
to  find  the  mone}',  there  was  not  the  available  capital  in  Belgium; 
there  was  available  capital  in  Holland,  and  the  Holland  capitalists 
would  own  the  main  thoroughfare  through  Belgium.  The  Belgian 
Government,  newly  independent,  said  that  was  impossible,  and  the 
Belgian  Parliament  agreed  at  the  outset.  In  this  earliest  instance 
of  State  ownership  it  was  decided  that  the  Belgian  Government 
itself  should  build  and  own  and  operate  this  highroad  across 
Belgium.  I  think  the  lesson  of  that  is  that  it  is  really  always  a  ques- 
tion of  practical  politics  at  the  moment,  dealing  with  circumstances 
as  they  are  at  the  moment,  and  not  a  theoretical  question. 

Then  I  go  on  to  speak  of  the  statistics — of  what  railroads  are 
owned  publicly  and  what  railroads  are  owned  privately.  It  is  a 
common  statement  that  most  countries  own  their  own  railroads,  and 
if  you  count  countries  by  the  heads,  it  is  perfectly  true.  Bulgaria 
owns  all  its  railroads,  and  so  does  the  United  States,  and  they  are 
each  one  countr}^,  and  the  railroads  of  Bulgaria  are  about  1,200 
miles  long  and  are  about  as  important  as  the  Maine  Central.  If  you 
were  to  set  up  the  Maine  Central  as  a  balance  to  the  rest  of  the  rail- 
roads of  the  United  States,  it  would  be  rather  absurd.  But  it  is 
by  that  process  that  the  people  arrive  at  that  statement  that  most 
countries  of  the  world  own  their  own  railroads.  The  fact  is  that 
almost  exactly  half  the  mileage  of  Europe  is  State  owned.  The 
figures  are  as  follows:  Two  hundred  and  sixteen  thousand  is  the 
total,  of  which  116,000  is  owned  by  the  difi'erent  governments  and 
the  rest  owned  privately.  If  you  take  the  whole  world  together  it  is 
700,000  miles  of  railroad,  and  less  than  one-third  are  in  the  hands  of 
the  States.  It  really  comes  broadly  to  this,  that  leaving  out  the 
United  States,  which  is  a  good  deal  more  than  one-third  of  the  total 
mileage  of  the  world — leaving  out  the  United  States  the  world  goes 
half-and-half. 

If  you  take  it,  not  on  mileage  but  on  capital,  on  equipment,  and 
on  work  done,  it  is  broadly  true  to  sa}'^  that  two-thirds  of  the  mileage 
of  the  world  has  been  built  by  private  enterprise;  two-thirds  of  the 
work  is  done  by  private  enterprise:  and  two-thirds  of  the  capital  has 
been  provided  by  private  enterprise.  But  as  I  say,  in  Europe  at  lea.st, 
most  countries  do  own  either  the  whole  or  some  part  of  their  rail- 
ways. 

Then  I  go  on  to  speak  of  the  changes  in  ownership.  Xearly  every 
counti-y  has  swung  backward  and  forward.  As  I  said,  Belgium 
began  with  State  ownership.  At  one  time  it  allowed  the  State  rail- 
roads to  remain  unextended  and  the  new  mileage  was  all  built  by 
private  enterprise.  Then,  after  the  war  of  1870,  when  Prussian  ideas 
began  to  spread  over  the  continent.  Belgium  came  to  the  conclusion 
that  competition  between  private  and  State  owned  railways  was  not 
desirable,  largely,  I  think,  because  the  private  railways,  being  more 
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ngile.  got  the  better  of  the  State  railways.  Belgium  went  in  for 
the  policy  of  absolute  State  ownership.  Austria,  to  take  an  instance, 
■or  Italy,  have  swung  backward  and  forward.  Sometimes  they  have 
sold  railways  to  private  companies,  or  leased  them,  and  sometimes 
they  have  taken  them  back  again,  etc. 

Prussia  of  course  is  the  most  interesting  case.  People  often  speak 
of  German  railways.  In  fact,  except  in  Alsace-Lorraine,  where  the 
lailways  do  belong  to  the  German  Empire,  there  are  no  German 
railway's,  properl}^  so-called.  There  are  Prussian  railways  and 
Bavarian  railways  and  Saxon  railways,  etc.,  but  they  belong  to  the 
individual  State  and  not  to  the  Empire.  When  Bismarck  was  in  the 
full  swing  of  his  power  after  1870,  he  was  very  anxious  to  make  all 
the  railways  German,  largely — the  Prussians  always  have  a  military 
reason — largely  for  military  reasons  and  partly  because  he  saw  in 
this  one  important  method  of  bringing  together  and  unifying  the 
Empire.  But  Germany  was  not  prepared  for  it.  and  almost  as  soon 
as  Bismarck  proposed  in  the  Parliament  of  the  Empire  to  put  to- 
gether all  the  railwa^^s  of  the  different  States,  Bavaria  and  Saxony, 
which  were  the  two  biggest  States  after  Prussia,  replied  by  purchas- 
ing themselves  all  the  private  railways  in  their  own  borders  and 
then  they  could  oppose  the  solid  block  of  Bavarian  railways  and 
Saxony  railways  and  say,  *'  We  won't  hand  our  railways  over  to  the 
Empire."  So  Bismarck  had  to  give  up  that  and  had  to  content  him- 
self with  nationalizing  all  the  railways  of  Prussia. 

Up  to  that  time  the  exposition  had  been,  broadly,  that  the  rail- 
roads in  the  wealthy  manufacturing  parts  had  belonged  to  private 
companies  which  were  ready  at  the  start  to  find  capital  where  there 
was  a  good  chance  of  return:  but  the  poorer  agricultural  districts 
had  been  left:  private  capitalists  had  not  cared  to  touch  them:  and 
their  railways  had  been  built  by  the  State.  But  Bismarck  found 
this  double  system,  and  when  he  left  he  had  bought  out  the  private 
railways;  and  there  was,  as  there  is  now,  a  complete  block  of  State 
railways  in  Prussia  with  no  private  railways  of  any  importance. 
There  are  on,e  or  two  lines  of  small  importance  still  left,  and  there 
are  a  large  number  of  what  they  call  light  railways,  merely  agri- 
cultural feeders  to  the  main  line,  that  are  built  and  operated  by  com- 
panies generolly  with  the  assistance  of  the  provincial  government, 
that  are  not  in  the  State  system :  but,  broadly  speaking,  the  Avhole 
Prussian  railways  are  absolutely  one  undivided  State  system  with 
about  26,000  miles  to-day. 

Xow.  perhaps,  I  may  deal  with  the  question  why  governments  go 
into  the  railroad  business.  I  do  not  know  whether  any  members 
of  the  committee  know  the  book  on  railroad  transportation  by 
President  Hadley  of  Yale,  which  came  out  about  30  years  ago.  That 
has  always  l>een  a  textbook  for  people  who  have  studied  this  subject 
ever  since.    President  Hadley  wrote  in  1886  as  follows: 

The  motives  which  have  led  fiovenmients  to  extend  tlie  sphere  of  their  busi- 
ness activity  have  been  three: 

1.  To  increase  their  own  political  intlueuce. 

2.  To  make  up  for  the  lack  of  private  enterprise. 

li.  I'o  avoid  the  abuses  incident  to  private  management. 

Well,  there  has  been  a  good  deal  of  railway  history  made  in  the 
last  30  years,  and  I  suggest  that  a  fair  historical  account  of  the 
reasons  may  now  be  put  something  like  this — I  still  agree  that  there 
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are  thi'ee  reasons.  Tlie  first  is  the  political  reason.  The  political 
reason  may  he  eitliei-  external  or  intei'nal.  The  external  reasons  are 
lo  ol)tain  control  of  an  instrument  of  war  to  be  nsed  either  for  ag- 
gression or  for  defense,  or  to  [)revent  the  control  of  this  instrument 
b}'  capitalists  subjects  of  another  possibly  hostile  ])Ower;  or,  again, 
to  be  able  to  use  the  railway  tariffs  as  an  auxiliary  in  support  of  the 
policy  embodied  in  the  customs  tariffs  of  the  country. 

Those  are  all  reasons  external  to  the  State.  The  main  internal 
reasons  are  either  to  unify  the  nation — as  I  have  just  explained  in 
Bismarck's  case — or  to  centralize  authority  or  to  obtain  new  sources 
of  revenue  independent  of  the  (axes  voted  by  Parliament, 

The  second  reason  why  governments  go  into  the  business  is  to 
make  up  for  the  lack  of  private  enteri)rise. 

The  third  reason  is  ^vith  the  idea  of  ])rocuring  for  their  citizens 
better  conditions  (lower  rates,  greater  facilities,  more  impartial  treat- 
ment, etc.)  than  private  enterprise  has  given  or  is  expected  to  give 
oi-  is  accustomed  to  give  in  the  future. 

Well,  of  course,  that,  sir,  is  a  long  story.  One  might  write  that  in 
several  volumes.  If  I  may.  I  shall  just  try  to  give  the  committee 
very  shortly  the  story  of  how  the  different  important  nations  a])- 
proached  the  problem,  what  Avas  their  reason,  and  "what  was  their 
solution. 

Prussia  is,  in  this  matter,  the  most  important.  It  is  the  biggest 
railway  administration  in  public  hands  in  the  world,  and  it  is  usually 
accepted  as  the  most  efficient.  Now,  I  have  given  reasons  later  on  m 
this  paper  for  saying  that  there  is  a  good  deal  of  evidence  that,  com- 
pared Avith  fairly  comparable  railroads  elsewhere,  the  Prussian  rail- 
roads are  not  very  startling  examples  of  efficiency.  I  think  there  is 
good  evidence  that  private  railroads  in  France,  which  can  be  com- 
pared, do  their  work  better  for  the  public. 

Then  I  make  another  point,  and  I  think  that  is  a  i^oint  that  the 
whole  history  of  countries  with  a  democratic  government  ])roves  to 
be  of  very  great  i^nportance.  Let  us  assume  that  the  Prussian  rail- 
ways are  entirely  efficient.  As  I  have  said,  I  think  there  is  evidence 
that  they  are  not  very  efficient,  but  assume  that  they  are  entirely 
efficient.  The  Prussian  railways  are  run  by  an  absolute  despotic 
authority.  Parliament  has  no  more  control  over  the  Prussian  rail- 
ways than  it  has  over  the  Prussian  Army.  The  railways  are  run  by 
an  officer  wlio  is  responsible  directly  to  the  King.  and.  in  fact,  to 
nobody  else. 

Now,  assuming  the  efficiency  of  the  Prussian  railways  inider  tliat 
management,  does  it  afford  any  reasonable  evidence  that  the  effi- 
ciency of  State  railways  will  be  equally  great  when  they  are  man- 
aged under  a  democratic  system  such  as  exists  in.  for  example,  the 
colonies  of  the  British  Empire — as  they  would  be  in  England  or  in 
the  United  States,  if  one  imagines  the  TTnited  States  nationalizing  its 
railways,  or,  which  is  the  most  startling  instance,  perhaps,  of  recent 
years,  in  France.  The  French  have  in  the  last  eight  years  national- 
ize one  of  their  important  railroads,  one  out  of  the  six  great  systems, 
and,  according  to  their  own  confession,  they  have  made  a  most  ap- 
palling mess  of  it,  and  admittedly  the  reason  has  been  that  it  is 
managed  under  a  democratic  organization  that  is  not  suited  for  the 
work. 
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Let  me  deal  with  the  history  of  annexation  in  Prussia.  I  must 
not  attempt  to  read  it  at  any  great  length.  It  is  clear  that  in  Prussia 
there,  was  a  very  strong  case  for  nationalization.  The  circumstances 
were  exceptional.  Germany  was  a  very  loose-ended  country.  There 
was  no  central  point  of  focus  of  the  traffic  of  the  whole  country,  like 
you  have  in  Paris  or  in  London  or  in  similar  places.  The  railways 
Mere  short  and  were  in  the  hands  of  small  independent  companies, 
<]uarreling  and  squabbling  to  a  very  considerable  extent,  and  the 
result  was — the  descrij)tion  that  they  gave — I  think  I  had  better  give 
the  words  of  the  Prussian  State  paper  dealing  with  the  question  of 
State  ownership.  They  described  the  abuses  of  private  management 
in  this  way : 

The  existence  of  numerous  concerns  of  doubtful  solvency  and  restricted 
capacity  of  service,  abuse  by  the  concessionaries  of  their  privileged  position, 
opposition  to  desirable  reforms,  complicated  and  arbitrary  variations  of  their 
methods  of  organization,  chaos  of  tariffs,  quarrels,  and  waste  resulting  from 
the  fierce  competition  of  numerous  separate  administrations. 

Xow^,  there  is  the  case  as  made  by  the  official  Prussian  representa- 
tives for  nationalization,  and  I  have  applied  to  it  experience  to  see 
how  far  those  charges  made — it  does  not  matter  now  whether  they 
were  then  tnie  or  not  for  Prussia — how  far  those  charges  are  things 
that  belong  to  private  ownership  as  such. 

Now,  the  first  charge  is  that  there  were  "  numerous  concerns  of 
doubtful  solvency  and  restricted  capacity  of  service."  There  never 
has  been  in  France  any  concern — no  railway  has  ever  been  in  doubtful 
solvency  and  restricted  capacity  of  service.  I  would  not  say  there 
had  never  been  anything  of  the  kind  in  England,  but  practically  there 
are  no  railroads  to-day  to  which  you  could  apply  this,  except  rail- 
ways of  quite  trifling  importance. 

The  second  charge  is  "  abuse  by  the  concessionaires  of  their  privi- 
leged position." 

Well,  I  suppose  that  means  that  they  tried  to  get  the  best  net 
return  out  of  their  undertaking,  and  the  curious  answer  to  that  is 
that  there  is  no  country  in  the  world  where  tariffs  have  been  main- 
tained with  the  same  rigidity  as  Prussia.  Prussia,  after  paying  the 
interest  on  its  railroad  debt,  makes  a  profit  of  an  average,  I  think, 
about  $50,000,000  or  $60,000,000  a  year,  which  it  pays  over  for  the 
general  purposes  of  the  Government  of  the  country ;  and  the  Prussian 
Government  has  held  onto  that  revenue  with  the  utmost  tenacity,  but 
they  have  obtained  the  revenue  by  maintaining  the  rates  unreduced 
over  a  long  period  of  years,  during  which  practically  every  other 
country  in  the  world  has  reduced  its  rates. 

So  that  the  charge  that  the  concessionaires  abused  their  privileged 
positions  is,  in  other  words,  exactly  the  charge  that  one  might  make 
against  the  Prussian  Government  itself. 

Mr.  Escir.  You  are  referring  now  to  freight  rates? 

Mr.  AcwoRTH.  Yes,  sir;  it  is  certainly  true  that  in  Prussia  passen- 
ger rates  have  been  reduced  somewhat,  but  not  more,  I  think,  than 
in  all  other  countries — more  than  in  France,  but  not,  I  should  say, 
than  the  United  States  or  the  United  Kingdom.  They  have  reduced 
their  passenger  rates,  but  they  have  kept  up  their  freight  rates,  which 
bring  in  that  three-fourths  of  their  total  revenue. 

The  third  charge  is  "  opposition  to  desirable  reforms."  Well,  I 
have  dealt  with  this  point  later  on  in  this  paper  more  in  detail. 
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Practically  every  important  improvement  in  railway  service  that 
anybody  can  thiiik  of  has  come  from  private  railways  and  not  from 
public  railways. 

I  asked  a  friend  to  tell  me  of  any  remarkable  nnprovement — any- 
thing- in  the  nature  of  new  methods  or  invention — the  introduction 
of  vacuum  brakes,  the  introduction  of  dining  cars  and  sleeping  cars, 
the  development  of  fast  expi'css  trains,  etc.  I  asked,  "Can  you 
suggest  anything  that  has  come  from  Germany  ?  "  After  a  good 
deal  of  time  my  friend  said  to  me :  "  They  are  really  responsible  for 
the  introduction  of  the  superheater." 

The  ^^iCE  Chairman.  I  did  not  quite  understand  your  statement 
there  as  to  where  all  these  reforms  came  from ;  I  did  not  hear  you. 

Mr.  Ac  WORTH.  I  am  sorry,  sir.  I  say  that  practically  all  improve- 
ments have  come  from  the  United  States  or  the  United  Kingdom ; 
but  without  claiming  them  for  ourselves,  my  point  was  that  they 
have   not  come   from    State   railways;    they   have   not   come    from 

The  Chairman.  I  heard  all  that  belonged  to  that,  but  I  did  not 
quite  imderstand  your  language. 

Mr.  AcwoRTH.  Then  the  fourth  point :  It  was  charged  that  private 
raihvays  naturally  had  complicated  and  arbitrary  variations  in  their 
methods  of  organization.  -,   n     ,     -.         ^    •     ^^    j. 

I  think,  as  I  have  said,  that  there  w^as  a  good  deal  of  truth  m  that 
in  Prussia.  There  is  no  necessary  connection  between  that  and  pri- 
vate ownership.  If  you  take  France,  if  you  take  England,  if  you 
take  the  United  States,  the  regulations  for  working  of  trains  are  uni- 
form. Tariffs  in  France  are  as  simple  as  in  any  other  country. 
They  are  certainly  very  much  more  simple  than  tariffs  in  Germany. 
There  is  no  more  difficulty  in  sending  a  consignment  of  freight  from 
one  end  of  France  to  the  other  than  in  sending  freight  from  one  end 
of  Germany  to  another.  You  know  the  condition  of  affairs  in  the 
United  States.  We  had  a  startling  instance  in  England  in  the  begin- 
ning of  the  war— the  day  the  war  was  declared— with  the  signing  of 
an  order  by  the  Privy  Council,  all  the  railways  were  put  together  as  a 
single  unitv,  and  there  has  not  been  a  suggestion  but  what  they  have 
worked  together  in  perfect  harmony  just  as  much  as  though  they 
had  been  one  unified  State  body. 

The  mobilization  in  France,  with  its  separate  railways,  was  car- 
ried out  with  exactlv  the  same  efficiency  as  in  Germany;  and  there 
has  never  been  any  difficulty,  that  I  know  of,  in  any  country,  where 
railroads  are  well  organized,  in  producing  all  the  uniformitv  of  or- 
ganization, etc.,  that  is  necessary  for  the  public  service.  The  same 
thing  is  true  in  what  the  Germans  call  "  chaos  of  tariffs."  There  is 
no  chaos  of  tariffs.  The  French  tariffs  are  probably  as  simple  as 
those  of  any  country  in  the  world.  There  are  tariffs  for  traffic  pass- 
ing from  one  railroad  to  the  other,  without  any  difficulty. 

Then,  the  last  question  is  quarrels  and  waste  resulting  from  the 
fierce  competition  of  numerous  separate  administrations.  That,  of 
course,  raises  the  very  large  question:  Is  competition  desirable  or 
not?  The  French  have  said,  from  the  outset,  "We  think  competi- 
tion is  undesirable,"  and  the  French  have  districted  their  railways. 
As  I  dare  say  the  committee  know,  the  French  system  is  that  every- 
thing radiates  from  Paris,  there  are,  so  to  speak,  five  spokes  of  a 
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wheel;  each  section  of  the  wheel  is  assigned  to  one  company,  and  J 
within  that  territory  there  is  no  competition,  and  never  has  been.  1 

We  have  in  England  eliminated  competition  in  the  last  few  years 
almost  entirely.  Of  course,  the  United  States  has  deliberately, 
through  Congress,  adopted  a  different  policy.  Congress  has  said 
that  the  railroads  shall  not  combine ;  that  competitive  railroads  shall 
not  be  put  together.  That  has  been  the  deliberate  judgment  of  the 
American  people  as  to  the  right  thing  to  do;  but  if  the  American 
people  think  proper  to  change  tlieir  attitude,  and  to  sa}^  that  "  com- 
petition is  wasteful ;  we  will  abolish  it,"  there  is  no  difficult}^  in  doing 
in  the  United  States  what  has  been  done  in  France,  and  dividing  the 
country  into  systems,  each  occupying  its  own  area,  excluding  com- 
petition within  that  area. 

That  was  the  case  made  in  Germany.  Now,  sirs.  I  go  on  to  give, 
very  sliortly,  the  story  in  Switzerland.  I  will  make  it  as  short  as  I 
can.  Once  more,  it  is  not  a  question  of  abstract  belief  in  which  is 
the  right  or  wrong  policy.  The  Swiss  Government  found  that,  in 
fact,  their  railroads  were  very  largely  owned  by  German  capitalists, 
and  they  disliked  the  idea  of  the  (rermans  controlling  the  arteries  of 
the  traffic  of  the  country ;  and  they,  accordingl3%  came  to  the  conclu- 
sion that  they  would  nationalize  their  railways. 

Mr.  Sims.  When  did  they  nationalize? 

Mr.  AcwoiiTH.  The  three  principal  i-oads  were  transferred  to  the 
State  in  1901,  a  fourth  in  1903,  and  the  last,  the  Gotthard  Railway, 
in  1909;  so  that  they  have  had  something  like  11  or  15  years'  experi- 
ence with  State  ownership. 

As  you  know,  sirs,  in  SAvitzerland,  there  is  a  referendum  on  every 
important  measure.  The  first  time  it  w^as  proposed,  the  proposal 
was  defeated  by  a  two  to  one  majority.  It  was  taken  up  again  after 
a  few  years,  and  the  second  time  it  Avas  passed  by  a  two  to  one 
majority. 

I  think  this  is  one  striking  thing,  and  it  is  almost  always  found 
when  the  State  takes  over  the  raihvays.  For  the  four  years  follow- 
ing 1903  the  cost  of  staff  increased  year  by  year,  as  compared  with 
the  previous  year,  by  the  following  percentages:  10.16,  7.08,  9.99, 
and  9.27.  In"  the  ll' years  from  1900  to  1911,  the  number  of  staff 
increased  46  per  cent ;  the  wages  increased  92  per  cent.  In  1912 
there  was  a  further  increase  of  less  than  1  per  cent  in  the  staff,  and 
an  increase  of  more  than  10  per  cent  in  wages;  so  that  you  have  a  25 
per  cent  increase  in  road  mileage,  an  increase  of  100  per  cent  in 
passenger  traffic,  and  an  increase  of  67  per  cent  in  freight  traffic. 
That  fairly  justified  the  increase  in  the  number  of  the  staff,  but 
the  increase  in  wages,  which  Avas  100  per  cent  in  the  11  years,  was 
very  large  and  it  upset  altogether  all  the  calculations  that  the  Gov- 
ernment had  put  forward  when  they  took  over  the  railways. 

The  operating  ratio  in  1903  was  65.53  per  cent,  and  five  years 
later  it  had  gone  up  to  71  or  just  over  71  per  cent:  and  the  result 
was  that  whereas  they  had  calculated  that  they  would  meet  all  the 
expenses  and  have  a  considerable  sum  over  for  a  sinldng  fund  they 
found  that,  so  far  from  having  got  any  contributions  toward  the 
smking  fund,  they  were  two  and  a  half  millions — not  a  large  sum, 
but  it  is  not  a  large  railway — they  were  two  and  a  half  millions  short 
of  meeting  the  actual  charges  for  operation  and  the  interest  on  the 
debt. 
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SwitzcM'land,  I  think  it  ou2:ht  to  be  said,  is  really  quite  a  successful 
instance  of  State  niiuiaavnient.  They  have  not  been  extra va<j;ant ; 
they  ha\'e,  broadly  speakinji',  niatk^  botli  ends  meet.  When  they 
found  themselves  ooino-  down  liill  in  HUO  they  took  friji'ht,  and  they 
said  tliey  tould  not  aH'ord  to  «>()  on  in  the  way  they  had  been  going. 
They  retluced  the  service:  they  to  some  extent  increased  rates  and 
fares,  and  they  ceased  to  fill  up  vacancies  of  the  staff  when  they 
retired,  and  in  that  way  gradually  reduced  somewhat  the  deficit  in 
their  accounts.  They  have  not  i)roduced  any  very  satisfactory  re- 
sult from  the  public  point  of  view.  The  passenger  fare,  in  the  course 
of  the  11  years  from  1000  to  1911.  went  down  l-l.")  per  cent,  but  the 
freiglit  rates  were  a  little  worse  than  they  were  at  the  beginning. 
They  charge  rates  of  which  nobody  here  has  any  conception.  The 
average  rate  is  about  3  cents  per  ton  per  mile,  which  is  four  times  tlie 
American  rate;  but  it  was  a  little  below  8  cents  in  1900  and  in  1911 
it  was  a  little  above  3  cents. 

The  financial  result  is  this:  The  estimate  put  forward,  and  on 
which  the  i)eople  voted,  was  that  within  60  years  the  profits  would 
be  sufficient  to  extinguish  the  debt.  The  debt,  at  the  time  of  the 
ac([uisition.  was  $'205,000,000.  After  a  quarter  of  the  period  had 
exi)ired,  so  far  from  reducing  the  debt,  it  had  risen  to  $270,000,000. 

Ml'.  Adamson.  kSince  we  met,  I  have  learned  that  the  Senate  does 
not  nuvt  until  12  o'clock.  While  I  have  to  go  to  the  House,  Senator 
Robinson  has  consented  to  occupy  the  chair,  and  we  will  go  on 
a  while  longer — possibly  an  hour. 

(Senator  Eobinson  at  this  point  took  the  chair.) 

Senator  Eobinson.  You  may  proceed,  Mr.  Acworth. 

Mr.  Acwortii.  Then,  sir,  I  dealt  with  the  case  of  Italy.  Italy  is 
so  com]:)licated  a  story  that  I  hesitate  to  take  the  time  of  the  com- 
mittee in  describing  it,  because  the  Italian  history  goes  back  to  the 
time  when  Italy  was  composed  of  six  or  eight  different  States. 
There  Avere  the  Austrians  occupying  the  Provinces  of  Lombardy 
and  Yenetia:  there  was  the  King  of  Sardinia,  who  has  now  become 
the  King  of  all  Italy  in  the  north:  there  was  the  Grand  Duchy  of 
Tuscany,  with  the  Papal  States  in  the  middle:  and  the  Kingdom  of 
Xa])les  in  the  south,  not  to  mention  several  smaller  ones:  so  that 
the  story  is  very  complicated,  if  you  go  back  to  the  earlier  liistory, 
and  I  think  I  must  not  trouble  the  committee  with  it. 

However,  in  some  places  there  was  State  ownershii).  and  in  some 
])laces  there  was  private  ownership,  and  it  changed  back  and  forth. 
I  think  I  will  take  it  up  at  this  point:  In  1881.  when  the  States  were 
all  consolidated  into  the  Kingdom  of  Italy,  they  appointed  a  com- 
mission, which  sat  for  several  years,  and  produced  evidence  in  seven 
large  quarto  volumes,  that  went  into  the  wh<de  story,  the  whole 
history  of  railroads  in  the  different  countries  of  the  world,  and 
finally  recommended  that  State  ownership  was  not  desiral)le.  and 
that  it  was  desirable  to  lease  the  railroads,  most  of  which  were  in  the 
Government's  hands  at  the  time,  to  private  companies.  And  they 
accordingly  constituted  two  companies — there  was  a  third  company 
for  Sicily,  but  I  need  not  trouble  you  about  that — they  constituted 
two  companies,  one  of  which  was  to  operate  on  the  west  coast,  and 
the  other  on  the  east  coast.  They  met  at  Milan,  in  the  center  of  the 
north,   and  they  had  arrangements  by   which   they   met  again    at 
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Florence,  and  again  at  Rome,  and  again  at  Naples;  and,  therefore, 
they  counted  on  getting  competition  at  all  of  the  important  points: 
and,  under  those  conditions,  the  railroads  were  leased  by  the  Gov- 
ernment of  these  two  companies  for  a  period  of  63  years  with  a  break 
at  the  end  of  21  years.  Unfortunately,  both  the  Government  and  the 
-companies  calculated  on  events  that  did  not  happen;  thej^  assumed 
that  there  would  be  a  steady  growth  of  traffic ;  that  there  would  be 
a  steady  increase  of  net  income,  and  that  this  would  be  available 
for  improvements  and  betterments ;  but  the  traffic  did  not  grow,  and 
there  were  not  much  net  profits,  and  the  question  was :  Who  was  to 
do  the  renewals?  I  am,  of  course,  cutting  the  story  very  short,  but 
it  was  largely  this  question  of  who  was  to  do  the  renewals  and  im- 
provements that  were  necessary  ? 

The  railroads  said,  "  We  have  got  a  21-year  lease ;  you  can  not 
expect  us  to  find  the  cash,  when  we  are  liable  to  be  expropriated  at 
the  end  of  the  term."  The  Government  said.  "  You  have  got  a 
lease ;  you  can  not  expect  us  to  find  the  money "' — especially,  as  the 
Government  had  great  difficulty  in  finding  money  for  any  purpose — 
"  You  can  not  expect  us  to  find  money  for  the  railroads  which  you 
are  running  and  from  which  you  will  get  the  profits."  And  there 
were  constant  disputes  between  the  Government  and  the  railroads 
on  this  subject  and  others.  The  railroad  employees  were  restive; 
they  said  they  were  overworked  and  badly  paid;  and,  at  compara- 
tively short  intervals,  they  either  struck  or  threatened  to  strike ;  ahd 
they  caused  all  kinds  of  difficulties.  They  were  constantly  putting- 
pressure  on  Parliament  to  interfere  in  their  behalf;  and  the  result 
was  that  at  the  termination  of  the  21-year  lease  the  Government 
liad  to  consider  what  they  would  do;  and  they  were  considering  it 
for  some  time,  and,  finally,  almost  at  a  day's  notice,  they  resolved 
to  take  over  the  railroads.  Yes,  here  is  the  date — they  resolved  on 
April  22,  1905,  to  take  over  the  railroads  as  from  the  1st  of  the 
following  July ;  so  that  they  took  them  over  with  two  months,  prac- 
tically, to  prepare  for  the  great  change.  Undoubtedly,  the  Govern- 
ment has  improved  the  railroads  verv  considerablv. 
Mr.  Sims.  That  was  1905,  or  1906? 

Mr.  AcwoKTH.  1905;  the  1st  of  July,  1905,  sir,  was  the  official 
date  at  which  they  took  them  over.  But  the  cost  to  the  country  has 
been  very  large.  The  number  of  men  employed  per  kilometer  of 
road  increased  from  9.3  to  10.9 — that  is.  an  increase  of  23  per  cent — 
but  the  wages  increased  57  per  cent.  The  total  wages  cost  increased 
57  per  cent  as  the  combined  result  of  more  men  employed  and  a 
rate  of  wages  very  largely  increased.  Thev  have  got  a  very  large 
increase  of  traffic,  but  in  spite  of  it  the  cost  of  operation  has  increased 
very  largely.  The  year  they  took  over  from  the  companies  the 
operating  ratio  was  73.4  per  cent.  For  the  last  three  years  for  which 
figures  are  available — that  is,  1911  to  1913 — it  had  risen  to  an  average 
of  84.4  per  cent;  that  is,  from  73.4  to  84.4  per  cent.  The  operating 
costs  have  steadily  gone  up,  and  the  result  to  the  Treasury  has  been 
this:  They  have  never  gotten  much  out  of  their  railways,  but  when 
the  (Tovernment  took  it  over  the  capital  was,  in  round  figures. 
$1,000,000,000,  on  which  the  Government  got  a  return  of  1  per  cent. 
The  capital  has  now  risen  to  $1,375,000,000.  The  capital,  you  will 
observe,  increased  37  per  cent.     The  interest,  at  the  early  date,  was 
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:it.  tlie  rate  of  1  per  cent;  the  interest  in  the  later  years  has  come 
down  to  two-tiftlis  of  1  per  cent,  which  is  a  very  serious  burden  on 
the  not  overrich  Italian  treasury. 

Mr.  Sims.  You  mean  tluit  tlie  interest  on  the  capital  is  only  1  per 
cent  'i 

Mr,  AcwoRTH.  The  interest  on  the  capital  was  1  per  cent. 

Mr.  Tiio:\r.  The  return,  you  mean  ? 

Mr.  AcwoRTH.  The  return  on  the  capital;  yes. 

Mr.  Sims.  You  said  "  interest."    Therefore  I  was  confused. 

Mr.  AcwoRTH.  Yes.  sir;  I  meant  ''return."  I  presume  they  pay  5 
per  cent  for  their  money,  or  thereabouts ;  but  the  return  on  the  capi- 
tal earned  by  the  railroads  when  the  Government  took  them  over 
was  1  per  cent  and  for  the  last  three  years  it  has  averaged  two- 
hfths  of  1  per  cent. 

Mr.  Sims.  The  net  income  from  operation  has  increased  from  1 
per  cent  to  2  and  a  fraction? 

Mr.  AcwoRTH.  Xo,  sir.  What  you  call  the  "  operating  income " 
was  sufficient  when  the  Government  took  it  over,  to  pay  1  per  cent 
on  the  capital.  It  is  now  only  sufficient  to  pay  two-fifths  of  1  per 
cent. 

Mr.  Sims.  I  thought  you  said  2i? 

Mr.  AcwoRTH.  Xo;  two-fifths  of  1  per  cent.  Now,  this  is  a  very 
striking  thing.  I  happened,  quite  accidentally,  to  hear  it  in  the  city 
of  London,  that  just  before  the  war  the  Italian  Government  was 
negotiating  with  private  concessionaires  not  to  construct  further 
railways  itself,  but  in  two  places  in  Italy  to  employ  a  private  con- 
tractor, to  give  him  a  very  handsome  bonus  to  construct  a  railroad, 
operate  it  himself,  or  form  a  company  to  operate  it,  and  hand  over 
to  him  some  portion  of  what  had  been  the  State  railway.  I  can  not 
say  how  far  that  went,  but  it  was  new  to  me.  As  I  understood  the 
situation  from  my  friend  who  told  me,  who  was  personally  con- 
cerned in  the  transaction,  the  moral  was  that  the  Government  had 
come  to  the  conclusion  that  they  could  not  afford  the  luxury  of 
operating  themselves,  and  thought  they  could  make  better  terms 
by  employing  a  private  company  to  do  it. 

Mr.  Sims.  For  that  particular  line? 

Mr.  AcW'ORTH.  Oh,  yes;  no  important  part  of  the  whole  State 
system ;  I  do  not  suppose  that  would  be  possible,  for  a  moment. 

Now  following  out  what  I  have  tried  to  sa}',  that  there  is  always 
some  main  reason  for  the  Government  taking  over  the  railways,  apart 
from  theoretical  considerations,  it  is  quite  clear  that  the  real  reason 
for  the  State  resuming  possession  in  Italy  was  that  things  had  got 
into  a  knot.  Efforts  to  disentangle  the  knot  failed;  the  companies 
would  not  accept  the  Government's  terms  and  the  Government  would 
not  improve  the  railways  for  the  benefit  of  the  lessee  companies,  and 
they  found  it  impossible  to  disentangle  the  knot,  and  consequently 
they  came  to  the  conclusion  that  the  best  thing  to  do  was  to  cut  the 
knot. 

Mr.  Sims.  You  mean  that  private  ownership,  under  the  conditions 
that  existed  in  Italy,  had  proved  a  failure  and  something  had  to  be 
done? 

Mr.  AcwoRTH.  I  do  not  know  that  I  should  liave  put  it  that  way, 
sir.     I  should  have  rather  put  it  this  way :  That  it  had  been  found 
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impossible  to  make  satisfactory  terms  between  the  private  owners 
and  the  Government  for  continued  operation. 

You  will  observe  that  there  was  a  GS-vear  lease,  with  power  to 
break  it  at  the  end  of  21  years.  It  was  quite  evident  that  they  had 
got  to  rearrange  tlieir  terms,  and  the  lessor  and  lessee  could  not  agree 
on  terms  for  the  next  21  years,  and  accordingly  the  lessor  said.  "All 
right ;  you  get  out  of  the  house  and  I  will  occupy  it  myself." 

Mr.  Sims.  As  I  understood  your  description  of  the  conditions  in 
Italy,  they  had  become  such  that  it  w^as  necessary  for  something  to 
1)6  done  that  had  not  been  done  theretofore  with  reference  to  the 
transportation  system  of  that  country!^ 

Mr.  AcwoRTH.  Yes.  sii'.  Unquestionably  iniprovements  were 
urgently  needed.  The  question  was  whether  terms  could  be  arranged 
Avith  the  private  owners,  under  which  the  private  owners  would  be 
willing  to  make  them. 

Mr.  Sims.  I  said,  under  the  conditions  then  prevailing  in  Italy. 

Mr.  AcwoRTH.  Yes.  I  only  wanted  to  be  sure  that  we  were  both 
looking  at  it  from  the  same  point  of  view. 

Then,  we  come  next  to  Australia.  Now,  all  the  Australian  colonies 
are  in  the  same  situation;  they  all  own  their  own  railways.  As  you 
know,  there  are  five  separate  States  in  Australia,  and  New  Zealand 
in  addition.  All  those  six  colonies  own  their  own  railways.  There 
has  been  talk,  of  late  years,  of  putting  them  all  together  under  the 
Commonwealth  Government,  but  nothing  has  been  done  along  that 
line.  They  all  own  their  own  railways,  and  they  all  began  to  own 
them  from  the  same  point  of  view — that  railways  had  to  be  made, 
and  that  private  capital  could  not  be  found  to  make  them.  .The  real 
development  of  Australia  began  with  the  discovery  of  gold,  in  the 
early  fifties,  when  railways  became  imperative;  and  it  was  hardly 
likely  that  the  small  amount  of  capital  that  was  available  in  Aus- 
tralia would  be  put  into  possibly  a  5  per  cent  investment,  in  the 
height  of  the  gold  fever ;  and  accordingly  the  money  was  borrowed  in 
England  by  the  State  governments,  and  they  built  their  own  rail- 
ways. 

I  have  attempted,  later  on,  to  make  a  somewhat  careful  comparison 
between  conditions  in  Australia  and  conditions  in  Texas,  which  seems 
to  me  to  be  the  most  fairly  comparable  part  of  the  United  States; 
but,  perhaps,  I  might  tell  you  here  a  little  piece  of  personal  ex- 
perience. 

Some  years  ago  a  friend  of  mine  went  from  America  to  the 
chief  commissioner  (that  is,  manager)  of  one  of  the  Australian 
State  systems.  He  sent  back  to  me  a  return,  showing  that  he  had 
improved  the  conditions  very  much  since  he  went  there.  There  was 
no  question  about  the  improvement;  but  the  return  was  not  in  a 
form  that  I  wanted,  and  I  wrote  to  him,  and  I  said,  "  Surely  you, 
with  your  American  experience,  must  be  accustomed  to  putting  those 
things  in  terms  of  ton-miles?  There  are  no  ton-mileage  figures  in 
this.  Do  you  not  keep  them  ?  "  And  some  time  afterwards  my  friend 
replied,  "  Yes,  I  keep  them;  I  do  not  publish  them."  I  said,  "  Why 
do  you  not  publish  them?  "  He  said,  "Well,  if  I  did,  they  would 
show  a  charge  per  mile  so  high  that  people  in  my  State  would 
naturally  compare  them  Avith  corresponding  figures  in  America  and 
other  countries,  and  there  would  be  such  a  demand  for  decreased 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  1115 

rates  that  it  would  be  (luite  impossible  to  withstand  it,  and  it  would 
drive  the  raih'oads  into  bankruptcy-"  That  was  his  own  account 
of  it. 

Mr.  Sims.  It  would  drive  them  into  bankruptcy,  provided  the  de- 
creased rates  were  adopted  which  he  thought  Avonld  be  demanded  ? 

Mr.  AcwoRTii.  Yes.  There  are  tw^o  colonies  that  do  publish  their 
rates:  those  are  Xew  South  Wales  and  South  Australia.  As  you 
no  doubt  know.  sir.  the  average  rate  in  the  United  States  is  just 
under  three-(]uarters  of  a  cent 

Mr.  Sims.  Per  ton-mile  ? 

Mr.  Acwoirnr.  Yes;  per  ton-mile.  In  Canada  it  is — or  was  the 
last  year — ^exactly  three-quarters  of  a  cent.  The  two  Australian  colo- 
nies that  give  figures  show  charges  of  2.20  and  2.12  cents  per  ton- 
miles,  roughly,  three  times. 

XoAv.  I  am  not  going  to  say  to  you  that  I  think  qpnditions  are  en- 
tirely comparable,  but  I  think  any  railway  man  would  say  that  a 
three-to-one  difference  can  not  be  accounted  for,  can  not  be  justi- 
fied. The  rates  in  Australia  were  such  that  the  public,  if  my  friend 
had  drawn  their  attention  to  it,  would  have  got  up  and  said,  "  Look 
here:  this  is  not  justifiable,  and  you  have  got  to  reduce  them."  As 
I  say,  if  I  have  time  later.  I  want  to  come  back  to  a  comparison  be- 
tween one  particular  State,  where  figures  are  more  or  less  available, 
and  Texas. 

But  1  should  like  now  to  read  this,  as  an  evidence,  not  from  any- 
body who  is  prejudiced.  The  Austrians  have  gone  backward  and 
forw^ard.  In  early  daj^s  the  State  built  the  railways;  then  it  sold 
them;  nowadays  they  have  bought  back  nearly  all  of  them :  they  are 
nearly  all  in  public  hands.  There  w^as  one  of  their  private  rail- 
Avays — one  of  the  oldest  Austrian  railways,  the  Kaiser  Ferdinand 
Xordbahn,  which  serves  very  important  coal  mines  in  Bohemia, 
which  was  always  very  rich.  For  five  years  before  1906  it  averaged 
a  12  per  cent  dividend.  In  1906  the  Government  took  it  over,  and 
in  1910  the  President  of  the  Austrian  Chamber  of  Deputies  described 
the  result  as  follows : 

We  hnvc  always  lieen  in  favor  of  the  .State  takin.ii  over  the  railways,  but  if 
we  had  lieeii  a])le  to  foresee  the  results  of  the  nianagenient  I  assure  you  we 
would  have  hesitated  a  little  longer.  We  are  still  in  favor  of  the  principle, 
hut  it  does  seem  to  us  that  our  Government  has  performed  a  remarkable  feat 
when  it  has  su('<-eeded  in  creating  a  deficit  on  the  Northern  Piailway.  The 
(iovernnient  have  enlisted  an  army  of  new  employees;  they  have  gone  too  far 
in  the  reduction  of  hours  of  Inltor;  instead  of  commercial  management  they 
have  appointed  law.vers  to  jjosts  tliat  require  business  men  or  exjierts;  they 
have  established  an  entirely  unpracticable  bureaucracy.  At  the  present  mo- 
ment we  are  face  to  face  with  a  deficit  of  .S25,(>00,000.  There  would  be  no  de- 
ficit at  all  if  the  return  from  our  railways  were  that  which  it  ought  to  be.  I 
repeat  rhat  absolute  imbecility  has  characterized  the  taking  over  of  our  rail- 
A\ays.    We  must  introduce  business  ideas  into  the  Government  service. 

I  think  that  figure  of  $25,000,000  is  obviously  not  a  deficit  of  the 
Northern  Railway  alone  but  is  a  deficit  of  the  whole  railways. 

Then,  sir,  just  one  word  about  Holland:  Twenty  years  ago  there 
were  three  systems  in  Holland — one  that  was  built  by  the  State  itself 
and  two  others  that  were  built  by  companies.  The  State,  though  it 
built,  never  operated,  and  there  were  three  companies  operating.  In 
1890  the  Dutch  Government  copied  the  Italian  system;  they  bought 
up  the  railways  and  rearranged  th-'m  on  the  Italian  system  of  making 


1116  INTEKSTATE  AND  FOEEIGN   TRANSPOKTATION. 

each  of  the  two  companies  reach  the  big  points — Amsterdam  and  Rot- 
terdam and  The  Hague  and  Utrecht,  and  so  on — so  that  they  could 
compete  at  all  the  important  points. 

And  that  has  been  the  system  in  Holland  ever  since.  In  1908  there 
was  a  commission  brought  forward  in  Parliament  in  favor  of  nation- 
alization, and  it  was  defeated.  A  parliamentary  commission  was 
subsequently  established  to  consider  the  question,  and  that  also  re- 
ported against  nationalization.  So  you  have  Holland  at  present  in 
between  Germany  on  the  one  hand  and  Belgium  on  the  other,  in  both 
of  which  the  States  entirely  own  the  railways;  and  Holland  stands 
out  not  only  for  the  principle  of  private  ownership  but  for  the  prin- 
ciple of  competition. 

Now,  sirs,  I  come  to  France :  I  said  France  had  five  systems.  To  be 
accurate,  it  has  six,  five  of  them  radiating  from  Paris  and  the  sixth 
down  in  the  southwest,  between  Bordeaux  and  the  Pyrenees,  which 
reaches  Paris  over  another  line  of  railway  from  Bordeaux.  That 
was  the  system  laid  out  by  France  as  early  as  1842,  and,  as  I  said, 
avoiding  competition.  The  Dutch  and  the  Italian  systems  deliber- 
atel}^  arranged  that  the  systems  should  meet  at  the  big  competing 
points;  the  French  Government  deliberately  arranged  that  they 
should  meet  at  the  noncompeting  points — that  the  segments  of  the 
circle  should  meet  at  points  where  there  was  very  little  traffic,  so 
as  to  prevent,  as  far  as  possible,  competition. 

The  French  Government  from  the  beginning  has  set  its  face 
against  competition.  No  rate  can  be  altered  in  France  or  put  in 
effect  w^ithout  the  consent  of  the  Government,  and  the  French  Gov- 
ernment deliberately  approves  of  arrangements  by  which  in  cases 
where  there  are  two  possible  routes  the  companies  agree  by  which 
route  the  traffic  is  to  go,  and  they  decide  that  it  shall  go  the  way 
they  want  by  putting  in  a  higher  rate  on  the  road  they  do  not 
want  it  to  go  over;  and  this  is  done  with  the  entire  approval  of  the 
Government,  in  order  to  prevent  competition.  So  you  have  six  non- 
competing  companies,  pooling  their  traffic  in  cases  where  it  is  im- 
possible to  avoid  competition,  as,  for  instance,  where  you  get  outside 
the  country,  where  passengers  are  coming  from  Switzerland  to 
Paris,  and  they  can  use  their  choice  of  either  one  of  two  routes,  pools 
are  made  with  the  full  approval  and  supervision  of  the  Govern- 
ment. And  that  system  has  gone  on  from  the  very  beginning  of 
French  history. 

In  the  early  eighties  a  number  of  small  local  lines  grew  up  about 
the  least  profitable  part,  from  a  traffic  point  of  view,  of  the  whole 
of  France,  the  district  lying  along  the  Bay  of  Biscay,  north  of 
Bordeaux.  A  number  of  little  separate  lines  were  built  there,  and 
then  they  were  consolidated  into  one  system,  managed  by  the  State. 
That  was  the  beginning  of  State  ownership  by  France.  But  it  was 
quite  unimportant;  it  did  not  compete  and  did  not  have  much  effect 
on  the  general  situation.  It  was  a  very  bad  financial  bargain  for  the 
State:  they  only  earned  about  1  per  cent,  I  think,  on  their  money. 
That  probably  was  unavoidable,  owing  to  the  fact  that  the  district 
was  very  poor.  But  later  there  came  a  question  of  the  Western  of 
France.  The  Western  of  France  serves  the  district  from  Paris  to 
Dieppe  and  along  the  coast  southward  to  the  Loire.  It  serves  prac- 
tically Normandy  and  Brittany,  a  comparatively  poor  district.    There 
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used  to  be  very  valuable  traffic  to  Havre  and  Rouen,  but  a  ^ood  deal 
of  that  was  lost,  owin<^  to  the  fact  that  the  Seine  was  canalized ;  and 
boats,  I  think,  of  a  thousand  tons  go  up  to  Paris  and  a  good  deal 
heavier  boats  as  far  up  as  Rouen. 

So  the  Western  of  France  Railway  was  in  low  water  financially. 
As  I  dare  say  the  committee  know,  the  Government  guarantees  a 
dividend  on  all  the  railroads  in  France.  It  guarantees  what  sounds 
like  enormous  dividends — 7  per  cent  is  the  lowest  and  13  per  cent  is 
the  highest.  It  is,  however,  not  as  serious  as  it  sounds,  because  only 
10  per  cent  of  the  French  railway  capital  is  in  the  form  of  shares. 
But  the  Western  was  guaranteed  7  per  cent  on  its  capital  and  did 
not  earn  it,  and  the  Government  had  to  make  up  the  difference,  and 
the  Western  of  France  became  a  sort  of  battle  ground  between  the 
people  who  believed  in  private  ownership  and  the  people  who  be- 
lieved in  State  ownership.  Naturally  the  workmen,  the  employees 
on  the  railroad,  were  desirous  that  it  be  taken  over  by  the  Govern- 
ment. I  think  they  alwa3's  are,  at  least  in  Europe.  The  Socialists 
naturally  regarded  it  as  an  article  of  their  creed  that  they  should  vote 
for  it.  and  for  many  years  there  was  a  discussion  as  to  whether  the 
AVestern  of  France  should  not  be  taken  over.  It  was  taken  over  in 
1909,  but  the  history  of  the  transfer  is  very  interesting. 

Xaturally  it  required  a  majority  in  both  houses  to  pass  the  bill. 
In  the  first  house  the  bill  was  passed  in  spite  of  the  opposition  of 
almost,  if  not  quite,  every  representative  of  the  district  that  was  par- 
ticularly affected.  The  French  Government  always  refers  questions 
of  this  kind  to  the  chambers  of  commerce,  which  are  incorporated 
bodies  in  France,  and  requires  their  opinion.  Practically  every 
chamber  of  commerce  of  any  town  of  the  smallest  importance  in 
France  was  opposed  to  the  nationalization,  but  it  got  through  the 
chamber  in  December,  1906,  and  was  hung  up  in  the  Senate.  The 
Senate,  it  was  well  known,  had  a  majority  against  it.  Finally 
M.  Clemenceau,  who  was  prime  minister  and  a  rather  powerful  per- 
son, gave  it  to  be  understood  that  unless  the  bill  passed  he  would 
resign  office,  and  in  the  circumstances  as  they  then  were  not  a  few 
of  the  Senators,  though  they  disliked  passing  this  bill,  disliked  the 
resignation  of  M.  Clemenceau  even  more,  and  the  bill  was  passed  by 
a  majorit}',  I  think,  of  4,  after  18  months'  waiting,  in  June,  1908, 
and  the  transfer  took  place  in  the  beginning  of  1909.  Now,  the 
figures  of  the  result  have  been  very  common  knowledge  among  rail- 
way people  in  Europe  in  the  years  afterwards,  and  they  have  been 
canvassed  again  and  again. 

I  have  tried  to  cut  it  down  as  short  as  I  can.  In  the  five  years 
before  the  transfer  the  gross  receipts  rose  in  round  figures  from 
$37,000,000  to  $12,000,000.  In  the  five  subsequent  years,  1909-1913. 
the  gross  receipts  rose — the  war  has  naturallv  upset  the  figures  alto- 
gether—the gross  receipts  rose  from  $43,300,000  to  $48,700,000,  a  little 
more  rapid  rate  of  increase  than  before. 

In  the  five  years  before  the  transfer  the  operating  expense  rose 
from  $20,800,000  to  $28,400,000,  and  almost  the  whole  of  that  in- 
crease— at  least  a  very  large  part  of  that  increase  in  operating  ex- 
pense— was  in  the  last  two  years. 

Once  the  chamber  had  Aoted  the  transfer  it  was  quite  obvious  that 
the  company  was  in  the  position  of  people  who  were  going  to  be 


1118  INTERSTATE   AND   FOllEIGN   TRANSPO'RTATION". 

sent  about  their  business,  and  the  discipline  on  the  line  went  to  pieces 
and  the  expenses  grew  very  i-apidly.  For  the  last  year  of  the  com- 
pany's operation  the  operating  expenses  Avere  $28,400,000.  The  first 
3^ear  after  the  transfer  the  operating  expenses  were  $30,304,000;  the 
next  year  thev  Avere  $34,900,000:  theVear  after  they  were  $34,450,000, 
and  in  1912  they  readied  $41,800,000.  In  1913 "they  fell  back  to 
$41,470,000.  To  earn  a  net  reyenue,  increased  Ijy  31  per  cent,  the 
operating  expenses  increased  by  100  per  cent.  The  net  revenue  was 
neyer  below  $13,760,000  in  the  worst  year  of  company  rule.  It  fell 
to  $5,552,000  after  the  Goyernment  had  been  in  possession  four 
•years.  The  operating  ratio  had  i-isen  under  the  company  from  56.4 
to  67.8.  For  the  next  fiye  years  it  was  as  follows :  72.7,  79.9,  87, 
89.4,  and  85.2. 

It  is  fair  to  say  there  that  the  operating  ratio  of  all  the  com- 
panies has  gone  up.  ^  Of  course,  you  know  this  has  happened  in  other 
countries  besides  France.  I  will  show  you  how  much  it  had  gone 
up  in  others.  For  the  years  1905  and  1906  the  operating  ratio  of 
the  fiye  gi-eat  companies  that  still  remain  was  50.3 ;  for  the  two  years 
1912  and  1913  it  had  risen  to  58.4.  That  is  an  increase  of  8.1  biit  the 
rise  on  the  State  railway  is  from  56.4  to  89.4.  a  rise  of  8.1  in  the  same 
case  and  33  points  in  the  other. 

Mr.  Sims.  That  means  operating  expenses? 

Mr.  AcwoRTH.  Yes;  the  ratio  of  operating  expenses  to  total  re- 
ceipts. That  is  to  say,  it  costs  the  other  fiye  companies,  when  their 
expenses  were  highest,  $58.40  to  earn  $100.  It  cost  the  State  $89.40 
to  earn  $100.  The  companies  had  41.6  per  cent  of  the  total  receipts 
left  to  pay  their  charges,  and  the  State  had  10.6  per  cent. 

The  main  argument  used,  at  least  a  main  argument  used  for  the 
transfer,  was  that  as  the  company  could  not  and  did  not  earn  its 
full  dividend  and  had  to  come  on  the  State  year  after  year  to  make 
up  the  balance;  they  earned  3  or  4  per  cent  or  something  of  that 
kind  and  the  State  guaranteed  them  7,  so  the  State  had  to  find  the 
difference,  and  the  advocates  of  State  ownership  claimed  that  it  was 
not  to  be  expected  that  the  companies  would  operate  economically 
because  they  never  could  earn  their  7  per  cent  and  therefore  it  did 
not  matter  how  much  deficit  they  left  on  the  Government.  That  is 
to  say,  if  a  company  earns  more  than  its  guaranteed  dividend,  it  gets 
some  part  of  the  surplus;  they  divide  with  the  Government  beyond 
the  guaranteed  amount.  So,  clearly,  if  the  company  can  earn  8  or 
9  per  cent,  it  is  to  its  interest  to  operate  economically  so  that  it  may 
get  something  more  than  7  per  cent,  while  if  it  can  only  earn  4  or  5 
per  cent  it  does  not  matter  which  it  is,  because  any  difference  between 
the  4  or  5  per  cent  and  the  7  per  cent  the  Government  has  to  make 
up  each  year. 

Mr.  Si:\rs.  Was  it  considered  by  the  Govei-nment  in  making  the 
guarantee  the  dividend  they  ought  to  earn? 

Mr.  AcwoRTH.  It  goes  back  so  far  in  history ;  you  see  those  guaran- 
tees back  to  the  fifties.  When  it  was  first  put  in — it  is  really  this : 
The  original  companies  started  naturally  to  pick  the  best  bits  there 
were.  The  Northern  Co.,  for  example,  made  its  start  for  Calais  and 
the  Brussels  frontier.  The  Paris  &  Lyons  Co.  built  the  great  artery 
from  Paris  to  Lyons  and  Marseilles  and  the  Mediterranean.  Each 
company  built  to  start  with  a  trunk  line  that  obviously  must  be 
very  profitable.     Then  the  Government  said  to  them,  "  Now,  we 
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uaiil  oxtensioiis  spread  oxer  the  foiiiitrv,"  and  the  coinpanies  said, 
"  Well,  that  will  water  our  dividend."  And  thereupon  the  Govern- 
ment said,  ''  That  is  fair;  you  are  earning  either  10  per  cent  a  year 
or  7,  whatever  it  is,  and  that  seems  fair.  We  will  undertake  that 
your  dividends  will  be  maintained."  In  this  way  I  take  it  the  7  per 
cent  in  the  case  of  the  Western  was  accepted. 

Mr.  Sims.  That  it  should  not  l)e  below  7  \wv  cent^ 

Mr.  xVcwoRTir.  Yes.  "  We  will  undertake  to  say  your  revenues 
shall  not  suffer  because  you  are  making  these  extensions." 

Mr.  Sims.  Undertaking  to  get  the  extensions  when  the  revenues 
would  not  warrant  the  construction? 

Mr.  Ac  WORTH.  Exactly. 

Mr.  Sims.  The  Government  to  divide  on  any  amount  which  might 
be  made  over  and  above? 

Mr.  AcwoRTH.  That  is  it,  broadly.  The  company,  if  1  remember 
right,  takes  the  first  1  or  2  per  cent  beyond  the  guaranteed  amount 
wholly,  and  then  begins  to  divide — something  like  that.  But,  roughly 
speaking,  there  has  not  been  very  much  extra  profit.  The  companies, 
as  a  rule — the  Xorthern  used  to  get  something  more :  it  used  to  get 
15  and  16  per  cent,  and  it  was  only  guaranteed  13  per  cent — most  of 
them,  roughly  speaking,  earn  about  enough  to  pay  their  guaranteed 
dividends.  But  you  will  remember,  sirs,  because  the  people  often 
misunderstand  the  position,  that  this  guaranteed  dividend  only  ap- 
plies to  10  per  cent  of  the  total  capital. 

Mr.  Sims.  In  other  words,  it  is  a  very  small  capital,  or  volume  of 
capital,  it  does  apply  to? 

Mr.  AcAVORTH.  That  is  so,  sir. 

Mr.  Sims.  The  object  of  the  Government  being  to  try  to  develop 
every  portion  of  the  countr}'  that  demanded  railway  facilities  in 
order  to  be  developed? 

Mr.  AcwoRTH.  Yes,  sir;  practically  all  the  new  lines  are  built  out 
of  the  issue  of  bonds,  and  the  bonds  are  in  effect,  though  not  in  form, 
guaranteed  by  the  Government.  The  Government  makes  an  arrange- 
ment under  which  it  is  quite  certain  that  the  company  will  be  able  to 
pay  the  interest  on  the  bonds  and  the  sinking  fund  that  is  always 
attached  to  those  securities. 

Mr.  Sims.  Then  the  Government  absolutely  regulates  the  charges 
of  the  railway  companies  as  to  rates  and  fares  ? 

Mr.  AcwoRTH.  Yes;  and  of  course  this  system  has  the  advantage, 
on  the  one  side,  of  protecting  the  public,  and,  on  the  other  side,  the 
Government  has  an  interest  in  not  reducing  the  charges  too  low,  be- 
cause it  would  have  to  find  the  balance.  It  is  a  very  complicated 
arrangement  that  has  grown  up  in  the  course  of  many  years,  and 
that  works  in  France,  but  could  not  be  established  in  any  other 
country  to-day,  it  is  quite  clear, 

Mr.  Sims.  Because  the  same  reasons  do  not  exist,  perhaps,  in  other 
countries  for  adopting  such  a  system  ? 

Mr.  AcwoRTH.  The  French  system  is  obviously  incapable  of  trans- 
portation. The  underlying  idea  is  another  question — practically  the 
partnership  between  the  State  and  the  railways — but  the  real  point, 
I  think,  is  that  the  Government  has  been  behind  the  railroads  and 
has  protected  the  railroad  capital  from  the  beginning. 

When  I  broke  off  the  story  I  was  dealing  with  the  argument  used 
by  the  advocates  of  nationalization,  that,  as  the  company  would  not 
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work  to  earn  a  dividend,  therefore  the  Government  had  better  take 
the  railway,  seeing  that  the  Government's  interest  was  to  make  the 
best  of  it.    The  fact  has  been  this: 

During  the  last  10  years  of  company  management  the  State  had 
to  pay  an  average  of  $2,894,280  a  year  to  meet  its  liability  under  the 
guaranty  to  make  up  the  deficiency  in  net  operating  income.  That 
is  the  amount  the  Government  had  to  make  up  to  complete  the  7 
per  cent  dividend.  When  the  Government  took  over  the  railway  it 
secured  the  old  shareholders;  it  did  not  pay  them  out  in  cash;  it 
secured  to  them  their  old  revenue  as  an  annuity.  During  the  first 
three  years  after  the  transfer  the  sums  it  had  to  find  under  the  same 
head  were,  in  the  first  year,  $6,7.53,320;  the  next  year,  $8,875,792; 
and  the  next  year,  $14,934,484.  For  the  year  1913  the  figure  was 
$14,715,237.  That  was  the  last  year  before  the  war,  and  that  com- 
pares with  the  average  of  $2,900,000  in  the  last  10  years  of  company 
management.  That  is  what  it  cost  the  public  in  hard  cash,  but  it 
cost  them  far  more  than  that.  The  service  was  so  demoralized  that 
the  newspapers  were  absolutely  filled  with  the  stories  of  how  the 
service  was  being  mismanaged.  They  had  accidents  all  over  the 
system  that  frightened  the  public. 

The  Western  of  France  always  ran  the  slowest  expresses  of  all 
the  companies,  and  they  increased  the  time  allowed  for  all  their 
expresses.  The  thing  got  so  bad  that  employers  in  Paris  insisted 
that  their  staff  should  live  on  the  Western  of  France  Railway  be- 
cause they  never  arrived  at  their  offices  in  time. 

Here  is  a  good  instance.  The  compensation  for  accidents  had  been, 
under  the  old  regime,  about  $400,000  or  $500,000  a  vear  in  the  last 
days  of  the  company.  In  1911  the  figure  had  risen  to  $2,045,291. 
The  minister  of  public  works  himself  publicly  criticized  the  State 
administration  as  a  "  frightful  fraud."  He  speaks  of  "  the  deplor- 
able situation  of  the  State  system,  the  insecurity  and  irregularity  of 
its  workings." 

Now,  there  is  an  account  given  in  a  conference  we  had  in  London 
on  this  subject  in  1911  by  M.  Leroy-Beaulieu,  who  himself  was  a 
deputy,  and  he  gave  a  long  account  of  the  working  of  this  system. 
He  puts  it  down  to  various  reasons.    He  said : 

In  the  first  place,  it  is  tlie  abuse  of  formalism  and  red  tape,  with  all  the 
delays  which  follow  and  which  are  directly  in  conflict  with  commercial  needs. 
In  the  second  place,  it  is  the  lack  of  stability.  The  director  and  all  the  chiefs 
of  the  service  change  at  the  will  of  the  ministers,  whilst  in  the  private  com- 
panies the  higher  personnel  is  maintained  a  long  time,  fulfilling  the  same 
functions. 

It  is  next  the  political  influence  which  enters  into  the  choice  and  advance- 
ment of  the  personnel.  It  is,  lastly,  the  lack  of  discipline,  which  also  results 
from  the  political  influence  at  work.  From  the  electoral  point  of  view  the 
lower  staff,  being  much  more  numerous,  will  always  have  much  more  power 
than  the  superior  staff.  It  is  always  on  the  side  of  the  former  that  many 
deputies  will  be  systematically  ranged.  Above  all,  it  is  impossible  to  be  at 
once  controller  and  controlled.  If  one  of  the  great  French  companies  under 
private  management  renders  poor  service,  the  public  opinion  is  not  slow  to 
move  the  public  power,  and  as  this  has  the  means  to  bring  pressure  indirectly 
but  in  many  ways  upon  the  companies,  they  are  led  to  reform.  On  the  con- 
trary, when  complaints  are  made  against  the  State  itself,  the  administration, 
irresponsible,  does  not  listen.  Rather  it  seems  indignant  that  particular  indi- 
viduals or  even  large  associations  should  dare  to  find  that  all  is  not  perfect. 
The  minister  of  public  works  in  the  chamber  said: 

"  I  have  not  seen  without  a  certain  astonishment  the  chambers  of  commerce 
criticize  the  actions  of  the  State  in  its    (their)    reports  upon  the  railways." 
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TIio  SiiHiO  niiiiisU'i'  lins  disiiiissril  ;iii  (Mii])l()ye(>  from  his  ollicf  who  was  iit  the 
head  of  ii  scvtion  of  a  passciiurr  lino  wliicli  oinitioil  in'otc-^lations  a.uaiiisf  the 
(Ichiys  on  th(>  wosicni  Slalc  s(>i'\ic(>  in  tlic  I'aris  suburbs. 

M.  Lerov-Bouulieu  finishes  his  story  this  way: 

From  all  points  of  view  the  experience  of  State  r.'iilways  in  France  is  uii- 
fav(trable,  as  was  foreseen  by  iill  those  who  had  reflected  ui)on  the  bad  results 
.uiven  by  the  other  industrial  undertakinjis  of  the  State,  such  as  telei)liones, 
matches,  and  many  others.  The  State,  above  all  an  elective  administration, 
can  not  be  a  tioort  conunercial  mnnaser.  It  works  expensively  and  is  power- 
less before  its  emi)loyees.  The  experience  wiiich  we  have  recently  gained  has 
had  at  least  one  result.  It  has  provoked  a  very  lively  movement  not  only 
ajrainst  the  n-purchase  of  the  railways  but  ajiainst  all  extension  of  State  in- 
dustry. This  result  seems  to  me  foi'tunnte.  I  hoiu'  this  opinion  will  be  main- 
tained and  that  not  only  we  but  our  neiplibors  may  profit  bv  tlie  lesson  of  these 
facts. 

I  happened  to  be  in  the  chair  at  the  conference  at  which  M.  Leroy- 
Beanlieii  read  his  paper,  and  he  told  me  personally  that  he  thought 
the  effect  had  been  so  gi'eat  in  France  that  am^  agitation  to  national- 
ize the  rest  of  the  railroads  was  killed  for  a  generation  to  come. 
Tliat  was  his  accoimt  of  it  in  1911. 

M.  Leroy-Beaidieu  gives  instances  of  how  red  tape  has  accounted 
to  some  extent  for  the  enormous  increase  in  expenses.     He  says : 

In  the  centra!  office,  when  the  railways  w^ere  handed  over,  there  was  1,526 
employees.     Within  three  years  the  number  had  increased  to  2.587. 

He  says  further : 

This  is  partly  due  to  political  pressure  and  partly  to  excessive  red  tape.  For 
example,  in  the  Caen  Division  the  preparation  of  the  pay  sheets,  which  under 
the  company  took  9  persons  3  days  (27  days),  under  the  State  administration 
rook  12  persons  6  clays  (72  days). 

He  says  further : 

According  to  ofhci.-il  documents  there  are  not  less  than  96  persons  receiving 
a  salary  of  more  than  10.000  francs  ($1,929.52)  in  the  State  system  as  against 
33  on  the  system  of  a  neighboring  company  of  nmch  the  same  mileage  but  with 
much  higher  receipts. 

Here  is  a  quotation  from  a  report  of  the  budget  committee.  They 
say : 

The  statements  addressed  to  the  budget  commission  b.v  the  administration 
were  manifestly  inaccurate.  *  '^  *  We  wrote  for  furtiier  statements,  more 
particularly  the  numbers  of  the  personnel.  *  *  *  The  minister  replied 
(three  years  after  the  railway  had  been  taken  over)  that  the  enumeration  of 
employees  had  not  yet  been  made.  *  *  *  This  example  suffices  to  show  the 
trust  that  may  be  placed  in  the  other  parts  of  the  budget  estimate. 

That  is  not  the  opinion  of  M.  Leroy-Beaulieu,  who  is  a  hostile 
critic,  but  it  is  a  report  of  a  committee  of  the  chamber  that  approved 
of  the  plan,  based  on  a  draft  that  was  drawn  up  by  a  deputy  who  was 
recognized  to  be  one  of  the  advocates  of  State  ownership. 

I  think,  for  the  sake  of  giving  the  committee  something  a  little 
lighter,  I  must  read  a  story  here.  It  is  a  story  of  how  red  tape 
strangled  the  line.  This  was  read  in  the  Chamber  of  Deputies..  It  is 
a  letter  from  a  station  master  on  the  line.     It  is  as  follows  [reading]  r 

In  the  time  of  tlie  Western  Co.  we  station  musters  had  orders  to  use  the 
i-olling  stock  as  quickly  as  possible  and  to  send  to  a  given  station  all  that  we 
did  not  ourselves  require.  Under  the  State  all  is  changed.  Every  station 
master  is  forbidden  to  load  any  wagon  without  the  orders  of  the  distribution 
bureau  of  the  district. 
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Mr.  Sims.  "  Wagon  ''  there  means  what  Ave  call  a  car,  does  it  not? 
Mr.  AcwoRTH.  Yes,  sir. 

Thi«  bureau  is,  as  is  well  laiowu,  a  new  creation  specially  designed  for  the 
purpose  of  findini;'  situations  for  so  many  more  l)ureaucrats.  Recently,  having 
received  two  wagons  loaded  with  horses,  accompanied  by  an  order  to  send  these 
wagons  to  Caen  after  they  were  unloaded,  I  thought  to  do  well  by  loading  in 
these  two  AA-agous  2(K)  sacks  of  grain,  which  had  been  waiting  in  the  sheds  for 
several  days  to  go  to  Caen.  But,  alas,  I  did  not  know  the  bureau  of  distri- 
hution.  The  next  day  I  saw  my  two  wagons  return,  and  I  received  at  the  same 
time  an  order  to  unload  them.  I  was  reproved  into  the  bargain  for  excess  of 
zeal.  I  had  to  obey  the  order.  That  evening  I  sent  the  wagons  empty  to 
Caen.     Next  day  I  received  two  others,  also  empty,  in  which  to  load  the  grain. 

Now,  sirs,  that  seems  to  me  to  be  the  most  relevant  part  of  the 
evidence  available  in  foreign  countries  on  the  matter.  That  prac- 
tically gives  the  story  of  hoAv  and  Avhy  the  principal  European  coun- 
tries and  also  Australia  adopted  State  ownership.  If  you  come  to 
apply  that  to  England  or  the  United  States,  it  is  evident  that  therts 
is  not  here  a  political  reason  corresponding  to  the  German  necessity 
for  unity.  There  is  no  reason  for  unifying  the  United  States  or  the 
United  Kingdom. 

There  is  clearly  no  militar}'^  necessity,  Avhich  was  a  point  on  which 
A'ery  great  stress  was  laid  in  Germany.  C  learly,  there  is  no  need  to 
nationalize  railways  in  the  United  Kingdom  or  in  the  United  States 
for  lack  of  private  enterprise.  England  was  the  first  country  in 
the  world  that  practically  completed  its  railway  system.  I  suppose 
20  years  ago  we  already  had  witliin  20  per  cent  or  15  per  cent  of 
all  the  raihvays  we  have  now,  and  if  you  were  to  bring  in  a  railway 
man  from  outside  and  show  him  our  railway  sj^stem  to-day  he  would 
be  iiuieh  uiore  likely  to  say  that  Ave  have  too  many  raihvays  than 
that  Ave  have  too  fcAv.  So  there  has  been  no  question  Avith  us  of  lack 
of  private  enterprise,  and  while  I  Avill  not  presume  to  say  anything 
about  the  United  States,  I  suppose  it  Avoukl  not  be  suggested  that  in 
the  United  States  private  enterprise  fell  short.  For  example,  as  I 
shoAA  later,  I  think  Texas  miglit  fairly  be  compared  with  Australian 
conditions,  and.  speaking  roughly,  Texas  has  4  miles  for  1  in  New 
South  Wales.  Private  enterprise  has  giA'en  Texas  4  miles  Avhere 
the  State  has  given  XeAv  South  Wales  1  mile  of  railway.  And  prob- 
ably, after  the  United  States,  the  country  Avhere  most  has  been  done 
to  develop  the  raihvays  in  advance  of  settlement,  has  been  Argentina. 
That  also  has  been  AvhoUy  priA^ate  enterprise. 

Mr.  Sims.  Do  you  know  Iioav  many  raih'oads  are  now  in  the  hands 
of  receivers  here  in  this  country? 

Mr.  AcAvoRTH.  Yes,  sir. 

Mr.  Si3is.  HoAv  many  miles  are  in  the  hands  of  receivers? 

Mr.  AcAVORTH.  Yes ;  I  think  about  40,000. 

Mr.  Sims.  More  than  in  the  Avhole  Empire  of  Germany — more 
mileage  ? 

Mr.  AcAVORTH.  Yes.     About  the  same  or  a  little  more. 

Mr.  Sims.  Nearl}'  tAvice  as  much. 

Mr.  AcAvoRTH.  But  even  a  raihvay  in  the  hands  of  a  receiver  serves 
the  public — not  A'ery  comfortably  for  the  capitalists,  but  for  the 
public. 

Mr.  Sims.  You  just  said  that  private  enterprise  is  sufficient  for  all 
these  things.  I  just  Avanted  you  to  knoAv  hoAv  these  things  are  going 
here. 
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Mr.  Acwoirni.  1  expect  our  railway  friends  would  tell  another 
story.  I  inia<iine  they  would  say  that  it  was  a  question  of  rates; 
that  if  they  were  allowed  to  put  up  their  rates,  they  would  ^et  out  of 
the  hands  of  the  receivers;  but  I  must  not,  of  course,  go  into  that. 

Then,  sir,  I  do  lay  stress  on  this  point,  that  whatever  may  be  said 
in  favor  of  State  oAvnership  it  is  clear  that  it  does  not  promote  de- 
velopment. The  State  hesitates  very  much  more  in  moving  in  ad- 
\ance  of  the  population  than  private  enterprise  does.  Belgium, 
for  example,  is  notoriously  much  behind — it  Avas  before  the  war — 
in  railway  facilities.  The  Government  had  promised  things  year 
after  year,  but  the  whole  railway  system  wanted  a  great  deal  of  new 
capital  pnt  into  it,  which  the  Government  would  not  furnish. 

Mr.  Thom.  Did  you  say  that  Belgium  Avas  behind  raihvay  facili- 
ties or  that  the  facilities  Avere  behind? 

Mr.  AcAvoRTii.  The  Belgian  Government  had  for  years  refused 
to  spend  the  money  that  Avas  obviously  required  to  be  spent  to  keep 
the  Belgian  system  up  to  date.  There  Avas  need  both  that  the  rail- 
road should  be  improved  and  also  that  neAv  lines  should  be  made, 
and  year  after  year  they  put  it  ofl'.  That  Avould  be  admitted,  I 
think,  by  anybody  wdio  knoAvs  the  Belgian  conditions, 

Xow,  the  Prussian  Government — and  this  is  a  very  curious  in- 
stance— the  enormous  iron  traffic  of  which  Ave  hear  so  much  in  the 
papers  of  the  district  around  Metz — that  enormous  iron  traffic  is  very 
largely  carried  first  by  rail  quite  a  short  distance  to  the  river  and 
then  put  onto  w^ater;  and  the  Prussian  Government  has  steadily 
refused  to  build  the  railways  to  keep  that  traffic  on  the  rails  from 
origin  to  destination;  and  so  it  is  taken  a  short  distance  and  then 
put  onto  water  and  carried  by  water  and  then  put  back  again  onto 
rails  to  reach  its  destination.  The  Pinissian  Government  has  steadily 
refused  to  build  the  necessary  railways.  I  believe  there  are  more 
complaints  than  usual  in  America  to-day  on  account  of  car  shortages, 
but  the  country  of  the  world,  where  we  see  in  the  railway  papers  that 
theA'  have  car  shortages  year  after  year,  is  Prussia.  It  is  a  matter 
of  regular  experience  with  them  that  Avhen  it  comes  to  the  autumn 
and  there  is  a  big  movement  of  domestic  coal  the  railways  simply 
say  that  they  can  not  furnish  cars  to  move  the  traffic ;  they  are  asked 
Avhy  they  do  not  have  more  cars,  and  they  reply  frankly  that  it  does 
not  pay  to  build  a  car  if  you  only  Avant  it  for  the  three  rush  months 
of  the  year  and  have  to  keep  it  lying  idle  on  a  siding  for  the  remain- 
ing nine  months  of  the  year;  they  say  you  must  suit  your  traffic  to 
our  cars. 

Mr.  Sims.  In  other  Avords,  they  give  a  business  reason  for  it? 

Mr.  AcAA'ORTH.  Yes. 

]Mr.  Si3is.  Which  reason  applies  here  to  our  privately  owned 
roads? 

Mr.  AcAvoRTH.  Yes ;  quite  so. 

Senator  Robinson.  May  Mr.  Acworth  not  finish  his  statement? 
We  are  all  very  much  interested  in  the  statement  he  is  making,  and 
we  adopted  a  rule  that  Ave  would  not  interrupt  him,  and  I  suggest 
that  Ave  conform  to  that  rule  and  let  him  finish  and  then  take  him 
under  examination  as  you  may  care. 

Mr.  AcAA'ORTH.  Then,  in  India,  the  English  Government  either 
owns  and  operates  directly  the  railways  or  it  is  the  owner  and  has 
leased  them  to  private  companies.     It  keeps  a  very  close  control 
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on  the  ■whole  railway  situation,  and  it  will  not  allow  private  cap- 
italists to  come  in  and  build  new  railways  except  under  very  stringent 
conditions.  Broadly  speaking,  you  may  build  a  tributary  to  an  ex- 
isting line,  but  you  may  not  build  a  line  that  might  possibly  divert 
certain  traffic  from  Government  railways.  And  the  Government  con- 
trol in  India  has  resulted  in  this :  That  though  there  is  undoubtedly 
an  immense  amount  of  traffic  wanting  development,  and  though  the 
existing  lines  and  existing  rolling  stock  are  very  much  overtaxed, 
very  little  new  money  gets  into  the  Indian  railways.  The  Govern- 
ment says — and  says  quite  truly — "  We  can  not  afford  to  spend  more 
than  a  few  million  sterling  in  the  average  year  on  railway  develop- 
ment," but  they  will  not  let  private  capital  in. 

Now,  Rhodesia  has  a  population  of  32,000  white  men,  and  there 
private  enterprise  has  already  supplied  2,000  miles  of  railway  lines 
for  those  32,000  white  men.  In  the  whole  Union  of  British  South 
Africa,  with  a  population  of  a  million  and  a  quarter  whites,  and  after 
50  years  of  development,  they  have  only  got  8,000  miles  of  railway. 
There  they  are  State  lines;  but  in  Rhodesia,  with  a  population  of 
32,000  whites,  they  have  already  obtained  from  private  companies 
2,000  miles  of  line.  And  the  colonists  complain  that  they  have  not 
got  enough. 

I  think  that  it  is  evident  that  in  the  nature  of  things  it  is  much 
more  difficult  to  get  sufficient  railway  development  from  a  govern- 
ment than  from  a  private  company.  The  government  has  a  large 
number  of  competing  demands  on  its  purse.  The  government  can 
only  afford  to  raise  a  certain  amount  of  new  capital  or  to  provide  a 
certain  amount  of  new  money  each  year,  and  there  are  innumerable 
competitors  for  that  money;  where,  in  the  case  of  a  private  com- 
pany, if  it  sees  a  profit,  it  has  nothing  else  to  do  but  to  deal  with 
railways,  and  it  will  go  out  into  the  open  market  and  endeavor  to 
get  the  money. 

Then,  it  seems  to  me  that  a  great  many  of  the  arguments  they  have 
applied  in  other  countries — the  argument  of  military  necessity,  the 
argument  for  political  unity,  the  argument  that  you  can  not  get  the 
money  elsewhere,  and  that,  therefore,  the  State  must  do  it — all  those 
arguments  have  no  application  to  countries  such  as  the  United  King- 
dom or  the  United  States.  It  is  clear  that  if  there  is  a  case  for  State 
or  National  ownership  here,  it  must  be  made  on  the  ground  that  the 
public  will  be  better  served. 

Senator  Robinsox.  Mr.  Acworth.  if  it  would  suit  your  convenience, 
I  think  the  committee  would  like  to  suspend  now,  and  resume  the 
hearing  at  8  o'clock  this  evening  at  this  chamber. 

Mr.  AcwoKTH.  If  you  please,  sir. 

Senator  Robinson.  Very  well;  the  committee  will  stand  adjourned 
now  until  8  o'clock  this  evening. 

(Whereupon,  at  11.52  a.  m.,  the  committee  adjourned  until  8  o'clock 
p.  m.,  to  meet  at  the  same  place.) 

AFTER  RECESS. 

The  committee  reassembled  at  the  conclusion  of  the  recess  at  8 
■o'clock  p.  m.,  Hon.  William  C.  Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.  Mr. 
Acworth,  are  you  ready  to  proceed  ? 

Mr.  Acworth.  Yes,  sir. 
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STATEMENT  OF  W.  M.  ACWORTH— Resumed. 

Mr.  AcwoKTii.  Mr.  Chairman  and  gentlemen,  may  I  just  say,  be- 
fore I  go  on  where  I  k^i't  off,  that  I  do  not  think  1  made  myself  as 
clear  as  1  ought  to  have  done  this  UKuning.  I  was  speaking  about  the 
different  States  in  Germany  and  pointing  out  that  there  were  no 
German  railroads,  but  there  were  Prussian  railroads  and  Saxon  rail- 
roads, etc.,  but  I  ought  to  have  carried  it  further  and  said  that, 
though,  from  the  point  of  view  of  ownership,  they  are  entirely  sepa- 
rate— the  Prussian  profits  go  to  Prussia ;  there  are  no  profits  in  the 
other  States;  they  just  about  pay  their  w'ay — though  that  is  the  case 
as  to  ownership — as  far  as  operation  and  control  are  concerned  they 
work  entirely  as  one  system.  There  is  an  imperial  railway  office, 
whose  business  it  is  to  secure  uniformity  of  tariffs  and  uniformity 
of  railway  regulations,  and  everything  of  that  kind,  and  there  is 
nothing  corresponding  to  the  diversity,  whether  it  be  the  amount  or 
rate  that  the  railways  are  allowed  to  charge  or  whether  it  be  in  the 
regulation  as  to  the  running  of  the  trains,  or  anything  of  that  kind, 
that  exists  in  this  country.  In  all  such  matters  there  is  absolute  uni- 
formity throughout  the  German  Empire. 

I  was  asked  a  question  about  the  French  railways,  and  I  said  that 
the  French  method  was  so  elaborate  that  I  do  not  think  it  could  be 
transplanted  into  this  country.  I  was  not  attempting  to  suggest  that 
the  essential  idea  of  systems  occupying  exclusively  a  certain  region 
of  country  without  competition  could  not  be  transplanted.  Of  course, 
if  it  w^ere  the  view  of  the  committee  that  that  would  be  a  desirable 
thing  in  America,  there  is  no  possible  reason  why  it  should  not  be 
recommended — why  the  French  system  should  not  be  recommended. 
What  I  did  mean  was  that  the  elaborate  system  of  guaranty  of  reve- 
nues, the  complicated  relationship  between  the  State  and  the  railways 
is  so  essentially  French,  and  so  essentially  an  historical  growth  of  TO 
years,  that  I  do  not  think  it  could  be  transplanted. 

I  think  I  have  not  made  that  as  clear  as  I  ought  to  have  done,  so 
I  hope  you  will  forgive  me  for  that  explanation. 

Now,  I  'got  this  morning  as  far  as  page  27  in  this  statement,  and 
we  had  just  got  to  where  I  was  raising  this  point  that  there  no  doubt 
is  a  temporary  position  in  the  United  States  where  private  enterprise, 
that  has  always  been,  one  may  say,  in  advance  of  development  for  the 
greater  part  of  history,  has  almost  stopped.  One  know^s  that  there 
are  hardly  an}^  new  railways  being  made. 

I  wanted  to  lay  stress  on  it  because  I  found  I  had  said  a  certain 
thing.  I  wrote  this  paper  more  than  six  months  ago  and  I  sug- 
gested that  the  difficulty  of  arrest  of  development  in  the  United 
States  had  been  simply  a  question  of  money;  that  the  money  could 
not  be  got  because  it  did  not  pay,  and  I  suggested  that  if  the  rail- 
roads had  sufficient  income  there  was  plenty  of  enterprise  and  plenty 
of  capital  available,  if  the  capitalist  thought  it  was  a  good  thing  to 
put  his  money  into,  and  I  found  I  had  written  this  sentence  : 

To  compare  it  [nationalization]  in  importance  with  tlie  alternative  of  allow- 
ing the  existing  companies  to  raise  their  rates  by  an  average  of  a  mill  per  ton, 
Avhicli  would  make  all  the  difference  between  poverty  and  affluence,  would  be 
almost  farcical. 
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And  this  afternoon  I  went  to  the  other  end  of  Pennsylvania  Ave- 
nue and  heard  a  case  before  the  Interstate  Commerce  Commission, 
and  it  just  shovrs  how  the  situation  in  railway  matters  changes.  On 
the  evidence  as  it  was  available  in  England  six  or  eight  months  ago, 
one  would  have  said  if  the  railways  got  an  extra  mill  per  ton  per  mile 
they  Avould  be  exceedingly  well  off.  The  situation  has  changed  so 
to-day  that  the  evidence  is  that  with  that  increase  they  would  just 
about  hold  their  own.  So  the  increase  that  I  then  thought  was  some- 
thing that  would  make  them  rich  is  something  that,  under  the 
extraordinary  circumstances  developing  here  to-day  would  make 
them,  perhaps,  not  much  poorer  than  they  are  at  present. 
.  Well,  I  thought  six  or  eight  months  ago  that  the  position  in  the 
United  States,  the  sudden  arrest  of  development  through  private  en- 
terprise, was  something  that  eventually  would  pass  off;  it  would  be 
settled  in  some  way  or  other;  and  therefore  I  ventured  to  say  that 
the  argument  for  State  ownership,  either  in  England  or  the  United 
States,  must  rest  on  the  question  whether  on  the  whole  private  own- 
ership or  public  ownership  would  give  the  best  service,  taking  that  in 
its  widest  sense. 

There  was  a  distinguished  English  authority.  Sir  George  Gibb, 
who  put  forth  the  idea — I  happen  to  know  that  he  has  changed  his 
views  since — that  private  ownership  was  unquestionably  the  best  in 
the  earlier  stages  of  the  development.  Private  capital,  he  said,  takes 
risks  and  has  more  initiative,  generally,  than  you  would  expect  from 
Government  organizations.  But  after  you  have  passed  that  stage  he 
thought  it  was  arguable  which  would  do  best.  He  thought  there  were 
considerable  advantages  on  the  Government's  side  in  dealing  with  an 
existing  completed  system. 

I  tried  to  consider  it  on  that  basis,  and  the  first  thing  that  occurred 
to  me  was  the  question  of  capital.  Now,  there  is  one  point  there  that 
is  very  clear,  and  that  is  if  the  State  puts  this  money  in,  builds  a 
railroad  that  is  unprofitable,  the  State's  responsibility  is  pledged ;  the 
State  for  all  time  has  to  make  up  out  of  taxation  the  difference  be- 
tween the  net  income  of  the  railway  and  the  money  requirecl  for 
interest  on  the  bonds  with  which  it  has  been  built.  The  private 
railroad,  on  the  other  hand,  takes  its  chance.  If  private  capitalists 
build  a  railroad  and  it  turns  out  a  failure,  or  does  not  pay,  or  does 
not  pay  for  a  long  time,  the  capitalist  loses;  the  public  does  not  lose. 
The  public  as  a  whole  goes  scatheless,  the  particular  capitalists  have 
made  a  bad  investment,  and  that  is  the  end  of  it;  and  that,  certainly 
in  England,  and,  I  imagine,  in  America  also,  is  quite  an  important 
consideration.  Bad  bargains  are  left  in  the  hands  of  the  people  who 
made  them  and  do  not  invoke  the  responsibility  of  the  State. 

There  is  no  question  that  in  England,  where  we  have  had  the  same 
process  that  you  have  here  of  large  companies  absorbing  small  com- 
panies— there  is  no  question,  I  think,  that  as  a  rule  the  capital  of  the 
small  company,  which  is  generally  an  unprofitable  company  because 
it  has  only  second  or  third  class  districts  to  develop — the  capital  of 
the  small  company  is  nearly  always  written  down  before  it  isassumed 
by  the  big  company,  and  that  is"  done  at  the  expense  of  private  en- 
terprise, and  not  at  the  expense  of  the  public.  I  Imow,  within  the 
last  few  years,  of  a  company  being  taken  over  in  England,  and 
some,  at  least,  of  its  bonds  were  paid  off  at  the  rate  of  1  per  cent  of 
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tlu'ii-  face  \aliu' — not  a  lar^c  amount  of"  ca})ital,  Kut  a  large  reduc- 
tion in  capital.  P^videntl.v  the  same  thing  nnist  have  happened 
here  in,  I  imagine,  a  very  considerable  percentage  of  cases.  About 
'\'^  to  40  per  cent  of  tlie  total  shai'e  cajiital  of  your  railroads  pay  no 
dixidends.  No  doubt  a  consideral)le  proportion  of  that  share  capital 
represents  what  were  formerly  bonds,  whicli  could  not  get  their 
interest  paid  as  bonds,  and  which  in  a  reorganization  Avere  written 
down  to  the  lower  standard  of  shares,  and  even  tlien  tliey  do  not 
get  their  interest. 

So,  I  think  that  is  one  point  that  shoukl  be  borne  in  mind  in  discuss- 
ing the  (juestion  of  private  versus  public  enterprise  from  the  viewpoint 
of  capital.  Now,  it  is  clear  that  public  enterprise  lias  the  advantage 
that  it  can  raise  capital  cheaper.  That  is  one  of  the  common  argu- 
ments in  favor  of  state  ownership.  I  do  not  think  you  can  really 
judge  here — you  may  be  able  to  judge  in  a  year  or  two  when  you 
have  a  great  national  debt — but  at  the  present  moment  your  na- 
tional debt  is  so  very  small  and  so  much  of  it  is  in  the  form  of 
bonds  that  have  a  special  value  for  banking  purposes  that  you  really 
can  not  compare  the  interest  on  your  public  debt  with  the  interest 
on  first-class  railway  bonds.  In  England  we  have  been  able  to  do  it 
ahvays,  and  I  think  it  is  safe  to  say  that  the  difference  between  the 
rate  of  interest  on  first-class  railway  bonds  and  the  rate  of  interest 
on  Government  securities  is  certainly  not  more  than  one-half  of  1 
per  cent.  So  that  admittedly  there  is  an  advantage  on  the  public's 
side  in  the  cost  of  raising  the  necessary  capital  for  railway  enter- 
prise, but  I  believe  one-half  of  1  per  cent  represents  the  measure  of 
that  advantage.  Against  that  you  have  to  set  the  fact  that  private 
enterprise — I  think  it  will  be  almost  admitted  here;  it  certainly 
would  be  admitted  as  a  business  proposition  in  England — that  pri- 
vate capitalists  can  make  $100  go  farther  than  the  Government  will. 

Certainly  in  the  railway  world  that  belief  is  borne  out  by  the 
evidence. 

I  put  down  one  figure:  The  capital  cost  of  the  American  rail- 
ways— of  the  average  mile  of  American  railways — is  $66,500.  Now, 
in  New  South  Wales  and  Victoria,  with  railways  built  by  public 
enterprise,  the  capital  is,  in  the  one  case,  $77,000,  and,  in  the  other, 
$65.000 — nearly  $66,000 — practically  the  same  as  the  United  States. 
No  doubt  there  are  very  few,  if  any  railroads  in  the  Australian 
colonies  that  are  as  cheaply  built  as  some  of  your  line.  They  ware 
mainly  built  by  English  engineers  or  engineers  with  English  train- 
ing, and  we  have  a  reputation  for  building  very  permanently.  I 
imagine  that  you  would  find  in  the  United  States  many  railroads 
that  were  built  pretty  cheaply,  and  I  doubt  if  you  wouki  find  many 
in  the  Australian  colonies  that  were  built  equally  lightly — I  mean 
inexpensive  in  method  of  construction.  But  it  almost  seems  to  go 
without  saying  that  the  average  railroad  in  the  United  States  is  a 
more  elaborate  article  than  the  average  railroad  in  places  where 
there  is  very  much  less  traffic.  Certainly  there  must  be  a  very  much 
larger  amount  of  equipment  in  America.  I  mean  to  say,  if  you 
take  a  line  like  the  Pennsylvania,  the  New  York  Central,  or  the 
Baltimore  &  Ohio,  and  lines  of  that  kind,  and  the  trunk  lines  all 
across  the  continent — they  are  built  up  to  standard — ^that  there  can 
be  no  comparison  with  in  Australia ;  and  yet,  the  two  principal  cole- 
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nies  in  Australia — and  tliey  are  tlie  only  ones  that  can  be  fairly  com- 
pared, because  they  are  the  only  full-gauge  railroads — the  principal 
colonies  have  a  capital  cost,  the  one  as  high  as  the  United  States 
and  the  other  about  16  per  cent  higher. 

Certainly  I  think  any  engineer  would  admit  that  the  United 
States  had  got  an  extraodinarily  large  amount  of  value  for  their 
money  in  the  railroads,  taking  into  consideration  the  fact  that  they 
are  only  capitalized  at  $66,000  a  mile.  So  that  I  suggest  that  the 
evidence  would  seem  to  be  that,  though  the  railroads  under  public 
management  can  get  their  money  cheaper,  on  the  other  hand,  they 
do  not  make  it  go  as  far,  and  you  can  set  off  one  against  the  other. 
But  the  real  question  is  not  one  of  cost,  to  begin  with:  it  is  a  ques- 
tion of  whether  the  public  gets  better  service,  on  the  whole,  under 
the  one  system  or  the  other.  Now,  I  have  pointed  out  how  impos- 
sible it  is  to  judge  merely  from  rates.  For  example,  you  pay  2  cents 
a  mile  or  2i  or  2^^  cents  in  the  United  States  to  carry  a  passenger. 
In  India  they  carry  a  man  5  miles  for  a  penny.  Now,  admittedly, 
the  Indian  traffic,  at  that  rate,  is  exceedingly  profitable.  It  pays  the 
railroads  handsomely  to  carry  passengers  5  miles  for  2  cents,  and  yet 
the  Interstate  Commerce  Commission  says  that  your  ]:>assenger  rates 
are  not  high  enough,  because  they  are  not  profitable.  Of  course  the 
Indian  conditions  are  so  absolutely  different  that  it  is  absurd  to 
attempt  to  compare  them.  For  instance,  the  Bengali  goes  to  the 
railway  station ;  he  laiows  nothing  about  a  time  table,  and  he  simply 
squats  down  until  the  next  train  comes  along,  which  is  very  likely 
to  be  six  or  eight  hours  hence,  and  he  cooks  his  food  on  the  platform 
and  patiently  waits  for  the  train  to  come  along;  and  when  he  gets 
on  to  the  train  he  is  perfectly  contented  to  be  packed  in  like  a  sardine, 
and  he  does  not  expect  auA^thing  except  that ;  and  the  average  train 
carries  something  over  500  passengers.  So  in  a  great  many  ways 
the  conditions  are  not  at  all  comparable.  But  if  you  take  the  coun- 
tries where  you  really  can  make  a  comparison  you  can  get  figures 
something  like  this :  In  the  United  States  the  freight  rate  is  a  little 
less  than  three-quarters  of  a  cent  a  ton-mile.  You  get  1.37  cents  in 
Germany,  and  you  get  1.3  cents  in  France — not  very  far  from  double 
the  American  rate.  Now,  in  western  Europe  that  is  practically  as 
low  as  anything  except  Belgium,  and  Belgium  is  1.13  cents.  So  from 
the  point  of  view  of  freight  rates  there  is  no  comparison  between  the 
price  at  which  freight  is  carried  in  the  United  States  and  the  prices 
at  which  it  is  carried  abroad. 

The  nearest  approach  to  a  fair  comparison  with  the  United  States 
is,  clearly,  in  Prussia.  Prussia  has  had  exceptional  advantages. 
The  Prussian  population  has  increased  very  greatly  since  1880, 
which  you  may  say  was  the  time  when  the  railways  were  all  prac- 
tically in  the  hands  of  the  Government.  The  population  has  in- 
creased 60  per  cent,  and  the  town  population,  which  is  really  the 
population  which  produces  most  of  the  traffic,  has  increased  more 
than  that.  The  output  of  coal — I  am  dealing  with  the  Prussian 
railways,  and  practically  all  the  coal  and  iron  is  in  Prussia — the 
output  of  coal  has  increased  from  under  60,000,000  tons  to  over 
250.000.000  tons,  and  the  output  of  steel  has  increased  from  under 
1,000.000  tons  to  over  17,000.000  tons:  so  that  they  have  had  very 
great  advantages.    Now,  there  was  a  paper  read  in  London  in  1911 
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by  Prof.  Scliiiiiiiiclu'r.  of  Bonn,  with  the  quite  deliberate  intention 
of  showing-  how  well  the  I'russian  railways  had  done,  and  he  gives 
this  as  an  instance  of  what  they  have  done: 

In  the  case  of  goods  sent  in  bulk,  tlu>  freight  ftn'  long  distiuices  is  as  low 
as  O.S  pfennigs  per  ton-kilometer. 

That  is,  rtHighly,  0.35  cent  per  ton-mile,  Avliich  is  very  far  from 
being  a  startlingly  low  rate  in  America,  seeing  that  the  average 
rate  for  coal  last  year  on  the  Chesapeake  &  Ohio  Railroad  was  only 
0.304  cent,  while  for  all  traffic — ^liigh  class  as  well  as  bulk  freight, 
short  distance  as  well  as  long  distance — it  w^as  only  0.38  cent  per  ton 
per  mile.  Then,  Prof.  Schumacher  says  another  thing :  "  The  re- 
ceipts amounted  in  1880  and  1909  to  4.14  and  3.54  pfennigs  per  ton- 
kilofeter,  respectively,"  which  means  1.G5  and  1.41  cents  per  ton-mile. 
That  is  a  reduction  in  29  years  of  15  per  cent.  I  could  not  find  the 
corresponding  American  figure  for  1880.  I  could  not  find  it  for  all 
the  United  States  until  the  year  1882,  but  that  does  very  well  for  a 
comparison  with  1880.  I  find  that  the  United  States  started  in 
1882  with  a  rate  of  1.23  cents  as  against  a  Prussian  rate  of  1.65,  and 
in  1909  the  Prussian  rate  had  gone  down  to  1.41  and  the  American 
rate  had  gone  down  to  0.763.  So  that  the  American  rate  started  at 
the  beginning  of  the  period  25  per  cent  below  the  Prussian  rate; 
and  it  fell,  in  the  course  of  29  years,  not  15  per  cent  but  nearly  40 
per  cent. 

I  remember,  sir,  the  first  time  I  ever  came  to  America,  which  is 
now  getting  on  to  30  years  ago;  and  I  remember  seeing,  what  you 
can  still  see  in  England — little  four-Avheeled  coal  cars  carrying  about 
8  tons — and  England  has  not  a  chance  to  modernize,  because  Eng- 
land can  not  in  very  many  places  introduce  the  big  American  cars 
and  the  big  American  engines.  In  order  to  do  that  they  would 
have  to  rebuild  all  our  railways;  but  Prussia  can  do  it  as  easil}'  as 
the  United  States  could  do  it.  They  run  over  flat  country  with  very 
few  bridges  and  no  tunnels  and  no  high  station  platforms;  and  the 
Prussians,  as  far  as  one  can  see,  might  well  have  copied  the  Amer- 
ican principles  and  have  gone  to  bigger  and  bigger  cars  and  bigger 
and  bigger  engines  and  bigger  and  bigger  trains.  That  is  really  the 
reason  vchj  the  American  rates  have  dropped,  as  I  have  shown,  40 
per  cent,  while  the  Prussians  have  been  obliged  to  keep  them  up, 
because  they  have  remained  under  their  old  methods  of  doing  their 
work  wdth  the  same  type  of  equipment  that  you  see  all  over  the 
Continent  of   Europe, 

Now,  there  is  another  point :  It  is  quite  true,  Prof.  Schumacher 
points  out,  that  between  1890  and  1909  the  rates  did  fall  15  per 
cent,  but  the  fact  is  that  for  the  last  years  of  that  period  they  really 
did  not  fall  at  all — they  remained  practically  stationary.  Writing, 
I  think,  in  1912,  Monsieur  Colson,  the  great  French  authorit3\  says: 
"  The  Germans  no  longer  make  any  serious  freight-rate  reductions. 
Within  the  last  10  years  the  average  rate  per  ton-kilometer  has 
oscillated  between  1.37  and  1.34."  There  is  really  no  reduction 
worth  talking  about,  and  what  reduction  there  has  been  has  been  due 
not  to  the  fact  that  the  rates  for  coal,  or  the  rates  for  cotton  cloth, 
or  the  rates  for  anj^  special  commodity  have  been  decreased,  but 
rather  to  the  fact  that  the  proportion  of  coal,  taking  the  lowest  rate, 
as  compared  with  the  proportion  of  merchandise  traffic,  taking  the 
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higher  rates,  has  increased.  There  is  no  question  of  tliis,  that  the 
Prussian  railway  rates  have  been  maintained  more  stationary  than 
on  ahnost  any  other  railway,  I  should  imagine,  in  the  world:  cer- 
tainly more  than  on  all  the  important  private  railroads. 

France,  for  instance,  in  the  same  10  years  during  which  the  Prus- 
sian rates  remained  practically  stationary,  reduced  their  freight  rates 
11  per  cent.  It  should  be  added,  in  fairness,  that  the  Prussian  pas- 
senger fares  have  on  the  average  rate  gone  down  9  per  cent  in  the  10 
years;  whereas  the  French  passenger  fares  have  onh'  gone  down  5 
per  cent.  But  on  the  freight  rates  which,  of  course,  are  immensely 
more  important  to  the  development  of  the  country  than  the  passenger 
rates,  there  has  been  a  quite  considerable  reduction  in  France,  and 
you  ma}^  say,  no  reduction  worth  talking  of  in  Germany  for  a  good 
many  years.  France  and  Prussia  are  quite  comparable  countries. 
But  France  from  a  railway  point  of  view  has  the  worst  of  it  in  almost 
every  respect.  For  example,  if  you  take  the  different  points  that 
make  a  railway  operation  cheap  or  dear,  France  is,  by  no  means,  a 
flat  country;  large  parts  of  France  are  very  hilly,  and  quite  a  con- 
siderable proportion  is  mountainous.  Whereas  Prussia  is  almost  as 
flat  as  any  country — as  flat  as  the  Mississippi  Valley.  Coal  in  France 
is  comparatively  dear,  and  in  Germany  very  much  cheaper;  and  so 
is  steel. 

There  is  a  much  greater  amount  of  traffic  on  every  mile  of  railway 
in  Germany  than  there  is  in  France.  Those  are  all  very  distinct 
advantages  in  Germany,  in  a  comparison  with  France.  But  France 
has  one  advantage  which  should  be  set  off.  In  France  the  haul  is 
somewhat  longer — and  the  longer  the  haul  the  cheaper  you  can 
afford  to  make  the  rates,  other  things  being  equal.  But  broadly 
speaking,  from  the  point  of  view  of  operating  cost,  there  can  be  no 
question  that  France  is  a  more  expensive  country  to  operate  in  than 
Germany.  Of  course  operating  ratio  proves  nothing  unless  you 
know  what  the  rates  are.  The  average  French  passenger  rates  are 
higher  than  those  in  Prussia,  that  there  is  a  difference  of  12  per 
cent.  But  the  German  rates  are  lower,  because  the  Germans  have 
what  they  call  a  "  fourth  class."  As  you  know,  in  Europe  every- 
where there  are  three  classes,  but  in  Germany  there  are  four  classes, 
and  the  fourth  class  consists  of  a  vehicle  in  which  there  are  sometimes 
a  certain  number  of  seats  and  sometimes  none.  You  are  not  guar- 
anteed a  seat  and,  if  the  carriage  is  at  all  full  you  do  not  get  it  and 
you  either  stand  or  sit  on  your  bundle  that  you  have  brought  in 
with  you.  Now,  France  gives  no  accommodation  as  bad  as  that,  and 
therefore  the  German  passenger  rate — about  30  per  cent  of  the  total 
of  German  travel  travels  in  that  fourth  class — is  naturally  lower. 
The  French  rate  is  slightly  lower,  however,  both  for  general  freight 
and  also  for  coal,  so  that  given  the  great  physical  advantages  in 
operation  which  I  have  mentioned  you  would  expect  to  find  that  the 
Germans  are  able  to  operate  at  a  lower  ratio  than  the  French.  But 
the  facts  are  the  other  way. 

I  will  read  it  in  the  terms  of  M.  Colson: 

From  the  ooinbincd  effect  of  all  these  causes  if  the  operating  ratio  in  France 
were  10  or  15  per  cent  higher  than  in  Germany  it  would  not  imply  inferior 
operating  ability.  But,  in  fact,  the  difference  is  in  the  opposite  direction.  If 
our  companies  worked  as  expensively  as  the  (rerman  State  railways  they 
would  spend  from  twenty  to  forty  million  dollars  more  than  they  do  per 
annum. 
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And  then  he  gix'es  the  operating  ratio.  In  the  year  1900  France 
<^)perated  at  ."i-t  per  cent  and  Prnssia  at  62.  In  1910  France  had  gone 
up  to  60  and  Prussia  had  gone  up  to  67.  And  then,  after  that — it  is 
rather  interesting,  this  point — in  1911  France  was  62^  and  Prussia 
was  Cm.  In  101-J  France  was  63  and  Prussia  was  66,  and  in  191.^) 
the  Hgures  were  the  same — France  63  and  Prussia  66.  You  will 
observe  tluit  the  difference  has  decreased;  it  began  8  points  differ- 
ence, but  it  dropped  to  3  points,  and  the  main  reason  wdiy  it  dropped 
to  3  points  is  that  in  the  last  three  years  they  have  included  in  the 
French  figures  the  French  State  railways;  and,  as  I  told  the  com- 
mittee this  nu)rning.  Avhen  the  French  States  took  over  the  Western 
of  France  Kailway  the  ratio  of  operation  went  up  from  67.8  per 
cent  to  8i)  per  cent,  and  that  upset  the  French  average,  so  the  reason 
why  the  French  operating  efficiency  does  not  appear  as  much  supe- 
rior to  that  of  the  Prussian  railways  in  recent  years  as  in  former 
years  is  that  the  French  State  has  come  in  and  spoiled  the  average 
of  the  private  companies. 

Of  course,  it  is  a  very  difficult  thing  to  make  a  comparison  be- 
tween one  country  and  another;  it  is.  obA  iously,  not  on  all  fours  all 
the  way  through,  because  there  are  many  differences  between  one 
L'ountry  and  another,  and  such  comparisons  ought  not  to  be  pressed 
too  far.  But  it  seems  to  me  it  is  fair  to  take  New  South  Wales, 
Avhich  is  the  largest  settled  area — although  not  really  the  largest 
area — and  the  oldest  and  most  populous  of  the  Australian  States,  and 
compare  it  with  the  State  of  Texas.  Now,  I  have  taken  those  two 
and  compared  them.  The  whole  population  of  Australia  is  only 
5,000.000  inhabitants,  and  though  it  is  as  big  as  the  United  States,  of 
course,  it  would  be  absurd  to  make  a  comparison  on  the  mere  ques- 
tion of  the  number  of  square  miles,  but  New  South  Wales  compares 
fairly  well  with  Texas.  New  South  Wales  has  310,000  square  miles, 
and  Texas  has  262,000.  I  have  taken  the  population  in  both  cases 
from  the  census  of  1910,  and  Texas  has  a  population  of  3,900,000, 
while  New  South  Wales  has  1,650,000.  New  South  Wales  is  not  in- 
creasing as  rapidly. 

In  10  years  it  only  increased  21  per  cent,  whereas,  in  the  same 
period,  the  population  of  Texas  increased  28  per  cent.  There  is  a 
very  great  (lifference  in  the  fact  that  nearly  half  the  population  of 
N'ew  South  Wales— 621,000  out  of  1,650,000— live  in  the  capital  city 
alone.  Texas  has  four  or  five  good  big  towns,  but  the  biggest  town 
in  1910  had  not  reached  100,000  people.  But  it  is  fair  to  believe  that 
one  reason  why  the  Texas  population  spreads  and  why  the  popula- 
tion of  New  South  Wales  is  concentrated  in  a  small  area  around 
the  capital  is  because  the  Texas  rates  make  it  possible  to  send  traffic 
a  much  longer  distance.  The  New  South  Wales  Government  have 
furnished  for  the  population  of  New  South  Wales  4.000  miles  of 
railway,  while  the  private  companies  have  furnished  for  Texas 
15.000  miles.  That  gives  a  ratio  of  a  mile  of  line  for  259  inhabitants 
in  Texas,  and  a  mile  of  line  for  412  inhabitants  in  New  South  Wales. 
If  you  take  a  comparison  of  the  rates,  the  average  rate  in  Texas 
per  ton-mile  was  just  under  1  cent.  In  1915  it  was  0.995.  The  aver- 
age rate  for  freight  in  New  South  Wales  was  2.2  cents — a  good  deal 
more  than  double. 

On  the  other  hand,  it  should  be  recognized  that  the  passenger 
fare  is  a  great  deal  lower  in  New  South  Wales.     It  is  1.15  cents  per 
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mile,  as  against  2.42  cents  in  Texas,  less  than  half.  That  is  caused 
by  the  fact,  as  I  said,  that  half  the  population  lives  around  SjTbiey 
and  its  suburbs,  and  everybody  goes  backward  and  forward  by  train, 
and  the  comnniters  get  low  rates;  but  of  course  the  Government 
should  get  the  credit  for  the  fact  that  they  do  charge  low  pas- 
senger rates.  If  you  put  the  two  together  and  count  a  passenger 
hauled  a  mile  or  a  ton  of  freight  hauled  a  mile,  each  as  one  traffic 
unit,  as  is  not  infrequently  done  when  one  wants  to  make  a  com- 
parison, you  find  that  in  Texas  the  railways  carried  8,367,000,000 
traffic-  units — passenger-mile  and  ton-miles  added  to  gether — whereas, 
in  Xew  South  Wales  they  carried  2,148.000,000.  Roughly  speaking, 
the  Texan  railways  did  for  the  public — which,  as  you  will  observe, 
was  rather  more  than  double  in  population — four  times  as  much 
work  as  was  done  for  the  New  South  Wales  public  by  the  Govern- 
ment railways.  If  you  put  together  a  passenger  and  a  ton,  and  con- 
sider them  as  a  traffic  unit,  the  charges  made  were,  in  Texas,  1.17 
cents,  and  in  Xew  South  Wales  l.GO  cents,  which  is  nearly  half  as 
much  again.  As  the  result  of  their  high  rates,  the  Xew  South  Wales 
railways  earned  $9,140  per  mile  of  road  per  annum.  As  the  result 
of  their  low  rates,  the  Texan  railways  earned  only  $6,592.  But, 
thanks  to  superior  efficiency  of  management,  the  Texan  railways 
spent  much  less  to  carry  each  unit  of  traffic.  Per  unit,  the  Texan 
railways  spent  0.935  cents:  the  XeAv  South  Wales  railways  spent  1.115 
cents.  In  other  words,  had  the  Texan  railways  operated  as  expen- 
sively as  the  Xew  South  Wales  railways,  they  would  have  had  prac- 
tically no  net  revenue  at  all. 

Xow,  I  think  that  is  a  fair  illustration  of  w^hat  I  was  suggesting, 
that  the  fact  of  being  able  to  get  capital  with  great  ease  for  a  public 
undertaking  does  not  carry  you  very  far,  because,  clearly,  the  Gov- 
ernment could  raise  at  any  moment  all  the  money  they  thought  it 
necessary  to  raise  and  at  low  terms  of  interest.  The  Texan  railwa5's, 
I  am  afraid,  are  not  in  a  position  where  they  could  raise  all  the 
money  they  would  desire  in  order  to  improve  their  service;  yet  they 
have  managed  to  get  along  and  to  give  the  public  a  better  service  at  a 
lower  rate  than  the  Xew  South  Wales  railways  have  been  able  to  do. 
Of  course,  I  do  not  wish  to  press  the  comparison  too  far  on  the  com- 
mittee. I  only  say  that  in  trying  to  think  what  was  a  fairly  rea- 
sonable comparison  with  the  United  States  I  thought  that  taking  a 
district  of  the  United  States  like  Texas  and  comparing  it  with  the 
best  instance  that  Australia  has  to  show  was  as  fair  a  comparison  as 
could  be  made  between  two  countries,  and  it  certainly  does  not  help 
the  claim  that  State  ownership  produces  superior  results. 

Leaving  that  point  you  come  to  the  question  which  I  suggested  to 
the  committee  this  morning,  and  which  I  will  not  enlarge  upon.  The 
Prussians  claimed  that  private  railwaj's — by  which,  I  think,  they 
meant  their  own  railways,  as  they  then  were,  and  it  may  have  been 
true — opposed  desirable  improvements.  The  undoubted  fact  is  that 
every  important  improvement  in  railways  w^orking,  so  far  as  I  know, 
from  the  days  when  locomotives  first  started  to  run  on  the  rails  in 
the  United  States  and  the  United  Kingdom  down  to  the  modern 
improvement  in  the  air  brake,  or  whatever  it  is,  has  come  from 
private  enterprise.  Wliatever  you  go  into — automatic  brakes  or 
block  signals,  or  w^hat  not,  have  practically  all  come  from  the  private 
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railways.  It  does  seem  that  that  is  rather  a  significant  fact,  because 
nobody  can  question  that  tlie  German  people  have  taught  the  world 
a  great  deal.  German  manufacturers,  German  merchants,  German 
bankers  have  really  taught  the  world  a  great  deal,  and  nobody  can 
doubt  that.  But  as  far  ns  I  know  the  German  railway  official  has 
taught  the  world  nothing.  As  I  stated  this  morning,  the  only  tiling 
that  anybody  could  suggest  to  me  that  was  really  worth  mentioning 
was  the  locomotive  superheater,  and  as  far  as  I  can  make  out  the 
inventor  of  that  was  not  a  German  but  an  Austrian,  though  he  was 
named  Schmidt. 

AVe  have  no  experience  of  State  ownership  of  railways  in  England. 
"We  have  a  good  deal  of  experience  in  State  ownership  of  telegraph 
and  telephones.  And  I  think  our  evidence  tends  in  the  same  direc- 
tion in  that  connection.  However,  1  am  not  going  to  trouble  you 
with  that  at  length,  because  it  is  rather  a  side  subject.  But  I  would 
just  like  to  give  these  instances  very  briefly. 

Fifty  years  ago  the  English  Government  acquired  the  telegraphs. 
Three  official  estimates  of  the  cost  of  acquisition  were  put  forward. 
The  first  was  for  $11,679,600,  the  second  was  for  $29,199,000,  and  the 
third  was  for  $32,848,875.  According  to  the  official  figures,  the  capi- 
tal account  was  finally  closed  Avith  a  total  expenditure  of  $52,887,289. 
On  the  basis  of  the  $29,199,000  capital  cost,  the  post  office  estimated  to 
obtain  an  annual  net  revenue  of  $987,900.  The  fact  has  been  that,  on 
the  average  of  the  last  10  years,  there  has  been  a  loss  of  more  than 
$4,866,500  per  annum. 

That  is  our  record  of  the  telegraphs.  They  give  quite  good  service, 
I  admit.  I  do  not  think  anybody  will  doubt  that  we  get  very  good 
service  in  England,  but  that  is  their  financial  record.  They  started 
with  an  estimate  of  $11,000,000;  thev  arrived  at  an  expenditure  of 
$52,000,000:  they  estimated  their  profit  as  $1,000,000  per  annum, 
and  end  with  a  loss  of  $4,500,000  per  annum. 

The  telegraphs  were  acquired  under  two  act  of  Parliament  in  the 
years  1868  and  1869,  which  gave  the  Government  a  monopoly  of  the 
telegraph  business.  I  do  not  remember  the  exact  form  in  which  it 
was  expressed.  This  was  many  years  before  the  telephone  was  in- 
vented. 

When  the  telephone  came  into  existence  it  was  introduced  by  a  pri- 
vate company  and  gradually  began  to  take  hold.  The  Government 
did  nothing  for  some  time.  They  then  came  to  the  conclusion  that  it 
was  a  dangerous  rival  to  the  post  office  monopoly.  They  took  a  case 
t)nd  fought  it  through  every  court  up  to  the  House  of  Lords,  which  is 
our  supreme  court  of  appeal,  and  in  the  House  of  Lords  it  w^as  de- 
cided that  the  words  of  the  act  passed  before  the  telephones  were  in- 
vented did  give  the  Government  a  monopoly  of  the  telephone  business 
also.  Thereupon  the  Government  put  on  a  tax;  the}'^  left  the  tele- 
phone company  in  business,  but  they  took  from  it  10  per  cent  of  its 
gross  receipts,  which  they  added  to  the  profits  of  the  post  office,  and 
in  various  other  ways  that  I  will  not  detain  the  committee  by  speci- 
fying, they  handicapped  very  much  the  development  of  the  telephone 
company.  It  developed  under  considerable  difficulties,  but  it  did 
manage  to  get  along  fairly,  and  it  did  pay  a  dividend  that  I  think 
average  about  6  per  cent  until  its  concession  expired  in  1911  and  the 
Government  took  it  over.     They  have  already  succeeded  in  reducing 
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a  company  with  a  dividend  of  6  per  cent  per  annum  to  an  annual 
deficit. 

Of  course,  1911  was  only  a  short  time  before  the  war.  It  is  diffi- 
cult now  to  secure  any  statistics.  But  it  is  admitted  that  a  system 
that  was  working  at  a  profit  is  now  showing  an  annual  loss.  Then, 
I  have  dealt  also  with  the  question  of  what  has  happened  to  elec- 
tric enterprises  in  England,  The  electrical  developments  in  Eng- 
land have  been  very  largely  in  the  hands  of  municipal  corporations, 
and  the  municipal  corporations  already  owned  their  gas  works,  and 
they  began  by  fighting  electric  development  on  the  ground  it  would 
injure  their  gas  trade.  When  it  was  impossible  to  stop  electricity, 
they  undertook  to  do  it  themselves  and  thereby  keep  out  private 
enterprises.  They  obtained  acts  of  Parliament  authorizing  them  to 
give  service  in  the  district,  and,  having  obtained  the  act  of  Parlia- 
ment— of  course  I  am  generalizing;  I  am  not  attempting  to  say  that 
every  corporation  did  this,  but  it  was  the  very  common  policy — hav- 
ing obtained  the  act  of  Parliament  authorizing  them  to  supply  their 
district,  they  did  nothing.  They  had  obtained  a  monopoly  of  the 
district  and  they  would  not  let  anybody  else  in.  And  that  has  been 
the  policy  almost  up  to  the  present  day ;  in  fact,  it  still  is  the  policy. 

Big  enterprises  supplying  electricity  on  a  large  scale  and  dis- 
tributing it  from  the  center,  where  power  could  be  generated  in 
wholesale  quantities  cheaply,  naturally  come  in  the  neighborhood 
of  the  large  towns,  and  the  large  towns,  almost  without  exception, 
have  said.  "No;  we  will  not  admit  this  company  competition  inside 
the  area  which  has  been  given  to  us  to  serve  by  Parliament,"  and 
the  result  is  the  consumer  of  electricity  in  England  at  ^he  present 
moment  is  immensely  handicapped,  because  he  can  not  get  it  in 
such  quantities  or  at  anj^thing  like  the  price  he  can  get  it,  for  in- 
stance in  Germany  or  in  the  United  States. 

The  Vice  Chairman.  Did  you  make  clear  to  the  committee,  or  did 
you  intend  to  emphasize,  the  relation  between  the  time  of  the  present 
war  and  the  time  in  which  the  Government  sustained  those  losses  on 
the  telegraph  and  telephone  companies  and  what  effect  the  war  had 
on  them? 

Mr.  AcwoRTH.  I  may  say,  sir,  that  I  have  not  got  here  what  year 
that  10  years  went  down  to,  but  I  think  I  can  safely  say  that  if  it 
includes  one  year  of  war  that  is  sure  to  be  all  of  it;  it  is  an  average 
of  10  years,  and  it  can  not  include,  I  feel  certain,  more  than  one  year 
of  war. 

It  is  impossible  that  1916  could  have  been  included,  and  I  very 
much  doubt  that  1915  could  have  been  included.  Practically  all  our 
statistics  have  disappeared.  In  fact,  there  have  been  no  clerks  to 
compile  them.  Probabl}^  the  last  year  of  the  10  years  was  1914.  I 
can  not  say  for  certain.  The  telephones  they  took  over  in  1911.  and 
certainly  before  the  war  they  had  already  succeeded  in  producing  a 
deficit. 

I  have  given  other  instances.  I  am  afraid  all  the  evidence  is  that 
in  England,  at  any  rate,  public  undertakings  do  not  show  the  same 
anxiety  to  develop  new  traffic  or  new  customers,  or  whatever  it  is, 
as  the  private  enterprises  do,  and  certainly  they  do  show  opposition 
to  modern  innovations.  The  municipality  wants  to  protect  its  gas 
undertakings  against  electricity;  the  State  wishes  to  protect  its  own 
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telegraphs  against  its  rival's  telephones.    That  is  distinctly  the  evi- 
dence of  English  experience. 

Now,  if  I  might  give  an  instance  of  that,  of  the  general  proj^osi- 
tion  that  the  Government  official,  instead  of  endeavoring  to  adapt 
himself  to  the  pnblic  requirements  tends  to  make  the  public  fit  what 
he  thinks  is  desirable. 

I  think  once  more  Prussia  really  gives  a  very  good  instance.  In 
Prussia,  of  course,  it  is  exceedingly  profitable  to  the  railroad  to  get 
all  its  traffic  in  carloads  if  it  can,  but  it  is  not  always  convenient  to 
the  public  to  send  it  in  carloads.  The  Prussian  Government  ])rac- 
tically  says  to  the  public,  "  You  shall  send  in  carload  quantities ;  we 
will  fine  you  so  heavily  if  you  do  not  that  we  will  practically  force 
you.''  The  rate  for  any  ordinary  merchandise  article  is — I  will  leave 
out  figures;  I  will  merely  put  it  this  way— articles  that  in  10-ton  lots 
pay  $4  per  ton.  if  sent  in  lots  of  one  or  two  tons  are  charged  at  the 
rate  of  $9  per  ton.  So  you  pay  tw^o  and  one-quarter  times  more  if 
you  do  not  conform  to  the  Prussian  official's  idea  of  what  suits  him 
and  send  your  things  in  carload  lots. 

Xow,  what  happens  to  the  public  is  this :  The  difference  of  rate  is 
so  enormous  tliat  there  has  sprung  up  in  Prussia  a  class  of  people 
called  Spediteurs  or  forwarders — something  like  your  express  com- 
pany, but  not  altogether — the  forwarder  receives  from  the  public  the 
stuff  in  small  quantities,  he  collects  it  together  until  he  has  a  car- 
load, and  then  he  forwards  it  at  the  carload  rate,  and  he  gives  the 
customer  some  portion  of  the  difference  between  the  sum  that  the 
customer  would  have  to  pay  if  he  sent  it  at  the  small-package  rate 
and  the  carload  rate.  But  it  works  out  in  this  curious  way:  It  is, 
of  course,  only  in  large  places  that  you  can  make  up  sufficient  parcels 
to  make  up  a  carload,  and  what  happens  is  this:  If  you  lived  at  a 
station  10  miles  on  the  New  York  side  of  Washington  and  you 
handed  your  parcel,  say,  five  hundredweight  of  stuff,  to  the  Spedi- 
teur,  he  would  send  it  in  to  Washington  as  a  parcel,  and  at  Washing- 
ton he  would  make  up  a  carload,  and  suppose  you  want  it  delivered  at 
a  station  in  New  Jersey  a  dozen  miles  this  side  of  New  York,  he 
would  send  it  to  Jersey  City;  he  would  there  unload  his  carload,  and 
he  would  send  your  parcel  back  again  the  dozen  miles  once  more  at 
the  local  rate.  It  is  not  a  system,  clearly,  that  is  very  convenient  to 
the  public,  but  it  is  very  convenient  to  the  railways. 

Here  is  another  instance.  In  England  any  ordinary  trader  has 
only  to  say  to  the  company,  "  I  wish  to  be  allowed  to  open  a  ledger 
account."  If  he  is  a  respectable  person  there  is  no  question  of 
guaranties  or  anything  of  that  kind,  merely  he  gets  permission  to 
do  so.  Thereupon  all  his  traffic  for  a  month  is  entered,  and  at  the 
end  of  the  month  an  account  is  rendered  him  and  he  is  expected  to 
pa}'  it  within  the  next  month,  so  that  he  practically  gets  a  six  weeks' 
credit.-  If  he  does  not  pay  at  the  end  of  the  month's  gTace  he  is 
written  to,  and  he  can  put  it  off  a  week  or  two  longer  without  very 
much  difficulty  beyond  that. 

Here  is  the  Prussian  regulation: 

In  Prussia  a  shipper  <-an  open  a  monthly  account,  provided  his  average  freight 
payments  amount  to  not  less  than  $7o  a  month,  and  provided  he  deposits  with 
tlie  railway  administration  cash  or  securities  equal  in  value  to  one  and  one-half 
times  his  average  monthly  account.  If  in  the  course  of  the  month  liis  ship- 
ments reach  the  value  of  the  securities  deposited,  he  nuist  either  increase  his 
deposit  or  pay  prompt  cash  for  the  rest  of  the  month. 
117900— 19— VOL  2 72 
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It  may  be  said  that  is  because  Prussia  is  Prussia  and  England  is 
England;  but  precisely  the  Prussian  regulations  are  the  regulations 
that  the  English  Government  makes  when  it  is  dealing  with  the  tele- 
phone customer.  We  pay  a  measured  rate  for  calls  and  we  have  to 
make  a  deposit  in  advance.  When  I  get  notice  that  my  deposit  is 
nearly  exhausted  I  must  pay  up  another  pound,  or  £2,  or  whatever 
it  is,  and  at  the  end  of  that  time  when  the  deposit  is  getting  ex- 
hausted I  must  pay  up  again.  I  must  always  keep  a  balance,  and  1 
have  known  cases  where  a  perfectly  respectable  householder  a  few 
shillings  in  arrears  finds  his  telephone  shut  off  because  he  has  neg- 
lected to  send  a  check.  You  get  exactly  the  same  treatment  from  the 
State  authority  in  England  on  telephones  that  the  State  authority 
gives  the  public  on  the  railways  in  Germany. 

Now,  sir,  I  suggest  that  the  evidence  is  very  definite.  I  am  sure  on 
this  point  the  evidence  runs  one  way — that  the  State  official  is  nomi- 
nally the  servant  of  the  public — and  you  might  be  entitled  to  expect 
on  that  account  that  he  will  treat  the  Government  better  than  the  pri- 
vate person  who  has  to  serve  his  shareholders.  I  am  quite  sure  the 
evidence  is  the  other  way — that  the  customer  is  better  treated  by  the 
private  railroad ;  is  given  more  liberal  terms  in  many  ways  than  the 
customer  of  the  State  railroad. 

Now,  you  come  to  the  question  of  the  management  of  the  railway 
itself.  The  railway  management  is  essentially  a  commercial  business. 
You  want  all  the  commercial  qualities  of  planning  ahead  and  being 
ready  to  take  up  any  new  technical  improvement,  and  desire  to  cut 
down  expenses  at  any  point,  and  things  of  that  kind.  And  he  has 
to  keep  his  work  going.  It  is  quite  clear  that  you  do  not  get  as 
prompt  service  from  public  officials.  I  do  not  know  what  it  is  in  this 
country,  but  it  is  a  matter  of  regular  Icnowledge  in  England  that  if 
one  writes  to  a  Government  department  it  takes  a  very  long  time  to 
get  an  answer ;  it  takes  a  week  to  get  an  acknowledgment  and  two  or 
three  weeks,  often,  to  get  any  real  answer.  If  you  write  to  a  railroad 
company  you  get  an  acknowledgment  by  return  of  post  and  an  answer 
in  two  or  three  days.  There  is  no  question  as  between  public  service, 
where  you  can  compare  them  in  England,  and  private  service.  There 
is  no  question  about  the  commercial  alacrity  of  one  as  compared  to 
the  other. 

Then,  I  think,  sirs,  we  come  back — I  can  not  help  believing  that 
the  evidence  is  strong  in  favor  of  the  better  service  of  private  enter- 
prises than  of  public  railways ;  but,  coming  back,  the  question  is,  after 
all :  Are  there  such  abuses  in  private  ownership  that  State  ownership 
may  be  the  lesser  of  the  two  evils  ?  There  are  one  or  two  points  to  be 
dealt  with  under  this  head.  The  first  is  the  great  power  of  private 
corporations. 

There  is  a  famous  saying  in  England  that  was  current  for  a  gen- 
eration; I  think  it  has  mostly  died  out  nowadays,  that  if  the  State 
down  not  own  the  railroads,  the  railroads  will  own  the  State.  I  do 
not  think  it  ever  had  much  foundation  in  fact,  but  nowadays  the 
power  of  the  railroads  to  stand  against  the  State  can  not  be  argued. 
The  railroads  have  less  power  in  Parliament  than  a  vast  number 
of  interests  that  are  certainly  very  much  less  important  to  the  public. 
I  used  to  read  in  railroad  books  in  this  country  a  great  many  years 
ago  about  the  railway  barons.    I  think  you  have  not  hereditary  rank 
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in  America,  and,  as  far  as  I  know,  the  railway  barons  have  not  left 
any  snccessors  nowada3'S. 

Then  there  is  another  thing.  Prussia  put  forward  the  point  that 
the  whole  system  was  honeycombed  with  rebates.  I  do  not  know 
whether  it  was  true  in  Prussia;  I  never  saw  the  evidence  for  it,  but 
it  is  quite  possible  it  existed.  But  it  has  no  connection  with  private 
i-ailways  as  such.  I  never  heard  of  the  suggestion  that  there  had 
been  such  a  thing  as  a  rebate  on  the  French  railways.  In  England 
railways  began  in  days  before  "  undue  ])reference "  had  been  ever 
heard  of,  and  I  imagine  in  the  very  early  days  railways  gave  con- 
cessions to  their  wholesale  customers,  as  the  carrier  by  cart  and  stage 
coach  had  been  accustomed  to  do  before,  and  nobody  thought  any- 
thing about  it.  But  it  early  was  recognized  as  an  abuse,  and  in  1854 
Ave  enacted  what  is  known  as  the  traffic  act  of  1854,  equivalent  to  your 
own  interstate  commerce  act  of  1887;  your  interstate  commerce  act 
almost  reenacted  our  words,  "  That  no  one  shall  give  undue  pref- 
erence or  advantage  to  any  person,  or  any  description  of  traffic." 
That  was  enacted  in  England  in  1854,  and  since  then  there  has  been 
really  no  suggestion  in  England  that  rebates  had  existed. 

I  would  not  say  that  cases  have  not  been  found  where  the  rates  at 
one  station  were  out  of  proportion  to  the  rates  at  another  station, 
but  anything  of  the  nature  of  private  favoritism  is  dead,  and  nobody 
doubts  that  it  is  dead.  As  long  ago  as  1882  there  was  a  very  search- 
ing in(juiry  into  railway'  conditions  in  England  by  a  House  of  Com- 
mons conunittee,  and  they  reported  that  nobody  had  given  evidence 
of  anything  of  the  kind.  Of  course  your  rebates  went  down  very 
much  later  in  history  than  ours,  but  I  do  not  suppose  anybody  be- 
lieves they  exist  "to-day  in  the  United  States.  So  I  think  that  point 
goes. 

Then,  tliere  had  been  smaller  ways  of  giving  favors.  It  used  to 
be  said  in  England  that  a  railroad  that  wanted  to  encourage  an  im- 
portant customer  was  not  too  particular  in  investigating  his  claims 
for  loss  and  damage,  but  20  years  ago  Ave  stopped  that  because  we  made 
a  joint  conunittee  of  all  the  railways  concerned  to  investigate  each 
claim,  and  that  very  small  leakage  has  gone  altogether,  so  I  think 
really  the  points  that  have  been  very  often  made  in  the  literature  of 
the  subject,  that  the  railroads  exercise  undue  political  power,  and 
that  the  railroads  give  unfair  advantages  to  certain  custx)mers,  cer- 
tainly have  no  application  to  the  United  Kingdom ;  certainly  have  no 
application  to  France.  The  committee  know  much  better  than  I 
hoAv  far  tliey  are  applicable  to  the  United  States. 

XoAv.  if  you  accept  the  position  that  the  State  is  not  likely  to  build 
cheaper — it  Avill  get  money  a  little  cheaper,  but  will  spend  more  of 
it-^if  it  does  not  operate  cheaper,  the  argument  that  it  can  afford 
to  serve  tlie  public  better  goes.  And  history  entirely  justifies  this 
theoretical  conclusion.  The  only  State  railways  in  the  Avorld  that 
are  Avorth  mentioning  as  seriously  profitable  are  the  State  raihvays 
of  Prussia.  As  I  say,  that  comes  from  the  fact  that  Prussia  bought 
at  the  best  possible  time,  in  the  A^ery  serious  depression  that  suc- 
ceeded the  boom  after  the  war  of  1870.  After  the  war  there  Avas  a 
tremendous  boom,  folloAved  by  great  reaction  that  lasted  a  number 
of  years,  and  Prussia  bought  at  exactly  that  time,  and  since  then 
has  come  the  wonderful  development  of  Prussian  industries,  and 
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SO  Prussia  has  been  in  an  exceptionally  favorable  position,  and  Prussia 
does  earn  7  per  cent  on  the  whole  capital. 

The  railways  of  South  Africa  more  than  pay  their  way.  The 
railways  of  Avestern  Australia,  I  believe,  do  a  little  move  than  pay 
their  Avay,  too.  I  do  not  think  any  other  country  can  be  pointed  to 
where  State  railways  pay  their  way.  The  smaller  States  of  Ger- 
many, the  rest  of  the  States  of  Australasia,  pay  some  years  and 
come  to  the  taxpayer  for  a  deficit  in  other  years.  Italy,  as  I  men- 
tioned this  morning,  earns  two-fifths  of  1  per  cent  on  its  railroad 
capital;  Switzerland  just  about  makes  both  ends  meet;  Belgium 
just  about  makes  both  ends  meet,  and  so  on.  It  is  quite  certain 
nobody  could  argue  for  State  railwaj^s  on  the  ground  that  wherever 
they  have  been  put  down  they  are  a  profitable  proposition.  The 
case  is  very  much  the  other  way;  that  almost  in  every  case  where 
there  are  State-owned  railways  they  are  a  burden  to  the  taxpayer. 

Of  course  it  is  fair  to  say  what  may  be  the  natural  answer  to  that, 
that  it  is  just  because  they  w^ere  not  likely  to  pay  that  the  State 
has  been  obliged  to  build  them.  That  may  be  a  perfectly  fair  argu- 
ment; in  any  particular  case  that  ma}^  be  a  perfectly  sufficient 
answer. 

The  Vice  Chairman,  We  understand  you  to  say  in  case  of  pres- 
sure tliat  the  cost  price  is  scaled,  and  they  are  acquired  at  a  lower 
price  than  the  cost,  which  is  the  reason  the}^  succeed  in  making  them 
23rofitable  ? 

Mr.  AcwoRTH.  Lower  than  the  original  cost  of  construction  ? 

The  Vice  Chairman.  Yes. 

Mr.  AcwoRTH.  I  do  not  think  I  could  answer  that.  I  never  saw 
it  work  out  as  a  complete  scheme.  Bismarck's  plan  had  relation  to  a 
certain  railway.  There  were  a  great  many  independent  private  rail- 
ways. There  was  a  certain  railway,  the  shares  stood  at  a  certain 
price  in  the  market — we  will  say  they  stood  at  80 — and  he  made  an 
offer  of  90  for  all  the  stock,  and  he  got  it.  Another  company  stood 
at  120,  and  he  made  an  offer  of  130,  and  he  got  them.  It  would  be 
almost  impossible  to  compare  the  total  cost  to  the  Government  of  the 
total  original  cost. 

The  Vice  Chairman.  I  just  wanted  to  understand — whether  the 
committee  did  or  not — whether  you  thought  that  one  elemental 
advantage  of  the  pressure  was  that  they  did  not  construct  them  but 
bought  them  cheaper  than  they  could  have  been  constructed  ? 

Mr.  AcwoRTH.  I  do  not  think  any  evidence  in  my  possession  would 
entitle  me  to  answer  that  yes.  It  may  have  been  so,  but  I  do  not 
know  it.  The  point  was,  however,  that  they  bought  at  the  bottom 
of  the  trough;  they  bought  cheaper  a  thing  that  was  going  to  de- 
velop to  an  extent,  but  noboby  then  appreciated;  I  think  that  is 
really  the  answer.    I  can  not  say  yes  or  no  to  the  other  question. 

Well,  there  is  another  claim  made — I  am  afraid  I  am  detaining 
the  committee  longer  than  I  thought  of  doing — there  is  another 
claim  that  State  management  is  more  equitable.  There  is  no 
doubt  that  State  management  has  in  some  cases  built  lines  in  poor 
districts  that  private  enterprise  Avould  not  have  ventured  in.  That 
must  be  admitted.  But  the  evidence  is  also  that  the  reason  they 
go  in  poor  districts  is  not  necessarily  a  public  reason.  For  example, 
the  present  management  of  the  Victorian   Railways  in  Australia 
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insist  upon  publisliino-  year  iifter  year  in  their  annual  accounts,  as  a 
warning  to  tlie  legislators  in  the  future,  a  list  of  seven  branches  with 
an  aggregate  length  of  4(')  miles  that  cost  about  $2,000,000,  at  various 
dates  between  181)8  and  1904.  which  were  kept  open  for  a  good  many 
years  during  which  they  failed  to  earn  the  operating  expenses,  and 
which  have  subsequently  been  abandoned  and  the  rails  pulled  up. 

So  it  is  (juite  true  on  the  one  hand  that  public  enterprise  does  go 
to  districts  that  perhaps  ought  to  have  a  railway  where  private  enter- 
])rise  would  not  ventui-e,  but  on  the  other  hand  public  enterprise  goes 
to  a  district  where  neither  public  nor  any  other  enterprise  ought  to 
go  on  their  merits. 

Xow.  may  1  venture  to  speak  of  what  is  really  the  most  impor- 
tant problem  in  a  democratic  State,  such  as  the  United  States  or  the 
United  Kingdom  ? 

I  said  at  the  outset  that  Prussia  is  accepted  as  the  best  example  of 
State  ownership.  I  take  it  that  must  be  admitted.  I  ventured  to 
say  that  I  do  not  think  the  Prussian  administration  has  anything- 
very  much  to  boast  of,  and  I  think  the  comparison  that  I  suggested — 
not  on  my  own  authority,  but  on  the  authority  of  Mr.  ,Colson,  one 
of  the  greatest  authorities  in  the  world  on  the  subject — the  com- 
l)arison  that  I  made  betAveen  France  and  Prussia,  until  it  is  an- 
swered is  pretty  good  evidence  that  Prussian  railways  are  not 
efficient  as  compared  with  the  private  railroads  in  France.  But  if 
the  Prussian  railway's  were  fully  as  efficient  as  the  most  enthusiastic 
Prussian  claims  they  are  I  submit  that  it  is  no  evidence  that  rail- 
Mays  operated  by  a  State  constituted  as  the  United  States  or  the 
United  Kingdom,  wdiere  Parliament  controls  the  management,  would 
be  successful. 

In  Prussia  the  Prussian  King  is  as  much  the  head  of  the  railways 
as  he  is  the  head  of  the  army,  and  the  Parliament  has  no  more 
power  to  interfere  in  railway  management  than  in  the  management 
of  the  army.  That  is  one  thing.  A  railway  managed  by  a  minister 
who  is  liable  to  be  cross-questioned  in  Parliament  why  he  has  not 
given  better  rates  to  such  and  such  particular  town,  why  he  has  not 
built  a  railway  to  such  and  such  particular  district,  wdiy  he  does  not 
do  this,  that,  and  the  other  for  the  benefit  of  the  particular  sec- 
tion of  the  country,  is  a  very  different  proposition.  And  this  is  what 
happens  in  every  State,  as  far  as  I  know,  with  a  democratic  con- 
stitution. 

It  is  conmionly  said  if  they  can  manage  the  post  office  why  not  the 
railways  ?  I  submit  that  the  two  are  not  at  all  analogous.  The  post 
office  is  a  very  simple  business.  You  pay  2  cents  and  you  put  your 
letter  in  the  post,  and  whether  it  is  going  to  the  next  village  or 
whether  it  is  going  to  San  Francisco  it  is  2  cents,  and  nobody  ever 
discusses  the  rate. 

I  think  if  the  post-office  rate  varied  according  to  zones,  and  if  the 
post-office  rate  were  not  2  cents,  but  $2,  or  a  sum  that  was  worth  talk- 
ing about,  you  would  hear  a  great  deal  more  about  the  inequalities  of 
the  postal  authority,  and  you  would  be  requested  to  modify  the  zones 
and  reduce  the  rates  within  the  zones,  etc. 

I  do  not  think  the  post  office  is  really  an  analogy.  It  is  very  diffi- 
cult to  give  evidence  about  how  far  the  railway  management  is  inter- 
fered with  by  political  influence  in  different  countries.     It  is  quite 
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obvious;  I  could  take  any  ({uantity  of  uewspaper  stories,  but  they  tire 
not  evidence,  and  I  would  not  like  to  give  the  committee  anything 
that  I  see  in  newspapers  as  evidence.  But  occasionally  one  comes 
iicross  evidence  that  is  something  better  than  newspaper  talk. 

Take,  for  instance,  South  Africa.  South  Africa  has  investigated 
conditions  a  great  deal,  and  these  quotations  are  not  from  newspapers 
but  from  official  reports.  In  1907  there  was  a  commission  on  the  Cape 
I'ailways,  an;  1  they  reported  unanimously  that  they  were  ''  impressed 
with  the  necessity  of  removing  as  far  as  possible  the  management  of 
the  railways  from  the  influence  of  party  politics."  Then,  that  same 
year.  Sir  Thomas  Price,  who  had  been  general  manager  of  the  Cape 
railways  and  became  general  manager  of  the  whole  of  the  railways 
of  the  South  African  Union,  was  asked  to  report,  and  here  are  quota- 
tions from  his  official  report : 

The  drawbacks  in  the  manasenient  of  the  railways  in  tlie  Cape  that  call  for 
"emoval  arise  from  tlie  extent  to  which  and  the  manner  in  which  the  authority 
•jjf  Parliament  is  exercistnl.     They  are  twofold  in  their  character,  viz : 

(1)  The  practice  of  public  authorities,  influential  persons,  and  others  bent  on 
securing-  concessions  or  otlier  advantages  which  the  general  manager  has  either 
refused  in  the  conscientious  exercise  of  his  functions,  or  is  not  likely  to  grant, 
making  representation  to  the  commissioner  (as  the  ministerial  head  of  the 
Government),  supleniented  by  such  pressure,  political  influence,  or  other  means 
as  are  considered  perfectly  legitimate  in  their  way  and  are  best  calculated  to 
iittain  the  end  applicants  have  in  view. 

Then  he  goes  on — -this  is  still  a  quotation : 

(Many  members  of  Parliament  act  similarly  in  the  interests  of  the  districts, 
constituents,  ov  railway  employees  in  whom  they  happen  to  be  intei'ested.  It  is 
"by  no  means  unknown  for  the  requests  in  both  classes  of  cases  to  coincide  some- 
what with  a  critical  division  in  Parliament — present  or  in  prospect — or  other- 
wise something  has  oceui'red  which  is  regarded  as  irritating  to  the  public  or 
embarrassing  to  the  Government,  and  the  desire  to  minimize  the  effect  by  some 
conciliatory  act  is  not  unnatiu-al.) 

I  do  not  regard  it  as  open  to  doubt  that  the  colony  as  a  whole  has  suffered 
in  consequence,  the  inland  portions  of  the  colony  particularly  so ;  and  that  the 
need  "for  a  remedy  is  pressing  if  the  railroads  are  to  be  conducted  as  a  business 
<:-oncern  for  the  benefit  of  the  colony. 

MEANS  OF  SECURING  FREEDOM  FROM   POLITICAL  INFLUENCES. 

The  necessity  for  the  railways  and  their  administration  being  removed  from 
such  an  atmosphere  and  treated  as  a  most  valuable  means  of  benefiting  the 
colony  as  a  whole,  while  not  neglecting  the  interests  of  a  district  (but  not 
subordinating  the  welfare  of  the  whole  colony  thereto)  is  pressing.  That  there 
should  be  an  authority  to  refer  to  in  case  of  real  necessity,  where  the  decision 
or  action  of  the  general  manager  is  not  regarded  as  being  in  the  public  interest, 
is  also  clear.  But  it  is  equally  manifest  that  the  commissioner  or  the  Govern- 
ment of  the  day,  with  political  or  party  consideration  always  in  view,  is  not  the 
jtroper  court  of  reference. 

And  he  ends  up — 

A  material  change  is  imperatively  necessary  in  this  respect,  if  only  to  insure 
solvency  of  the  colony. 

That  was  in  1907.    In  May,  1915,  there  was  a  further  memorandumj 
by  the  board  of  railway  commissioners  presented  in  the  South  Afri- 
can Parliament,  in  which  they  say : 

Any  minister,   however,   able  and   strong  his  character  may  be.  under  thej 
system   of   party    government,    insensil)]y   susceptible    to    party    considerations 
and  is  in   constant   difficulties  in   giving   impartial   decisions.     *     *     *     it   is 
perhaps  natural  that  men  who  have  been  accustomed  to  the  methods  in  voguel 
when  the  railwavs  were  of  limited  extent  should  desire  still  to  cling  to  the  old! 
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system  of  control,  but  the  <'oiisequoiices  of  doing  so  can  not  but  be  unsatisfac- 
tory. *  *  *  As  the  railways  and  tlioir  working-  were  re.trarded  as  part  and 
Itarcel  of  the  syst(Mii  of  party  jidvernnicnt,  with  the  ()l)vious  advaiitajic  to  the 
party  in  jmwer,  the  reluctance  of  any  government  to  make  a  change  is  what 
might  naturally  be  expected.  Apart  from  the  magnitude  of  the  railways  and 
the  number  of  the  railway  servants  employed,  forces  have  of  late  years  come 
into  prominenco  that  make  it  increasingly  urgent  that  the  railways  and  harbors 
should  be  regarded  and  administered  in  the  interests  of  the  whole  Union  and 
not  as  an  adjunct  of  the  party  that  is  in  power. 

Now,  all  of  that  is  official  testimony,  and  I  know  no  other  colony 
which  has  published  things  quite  as  frankly  as  to  the  position  of 
affairs. 

The  Vice  Chairiman.  Mr.  Acworth,  a  few^  moments  ago  you  dis- 
cussed the  lack  of  analogy  between  railroad  ownership  by  the  Gov- 
ernment and  control  and  management  of  the  Post  Office  Department. 
In  this  country,  perhaps  you  are  aware,  it  has  been  officially  pro- 
posed, as  well  as  generally  discussed,  to  assimilate  or  coordinate 
the  telepraph  and  telephone  companies  with  the  Post  Office  Depart- 
ment. Would  you  care  to  give  the  committee  the  benefit  of  your  ideas 
as  to  the  feasibility  of  that,  or  its  desirability — that  is,  the  part  of 
the  Post  Office  Department  which  conveys  news  and  communications  ? 

]Vlr.  Acworth.  Well,  I  do  not  know  whether  I  ought  to  hold  up 
England  as  a  melancholy  example,  which  thought  it  was  going  to 
pay  $11,000,000  and  had  to  pay  $50,000,000;  which  thought  they 
were  going  to  make  an  annual  profit  of  $11,000,000,  and  made  an 
annual  loss  of  $4,500,000. 

The  Vice  Chairman.  Suppose  it  was  not  intended  that  the  Post 
Office  Department  should  have  a  profit,  but  that  it  was  intended  for 
the  sepvice  of  the  people.  Then  would  you  care  to  discuss  the  assim- 
ilation of  the  post  office  and  telepraph  and  telephone  companies  with 
the  post-office  facilities  ? 

^Ir.  Acworth.  Well,  our  telepraph  lines  have  been  in  the  hands  of 
the  public  since  I  was  a  boy  and  not  old  enough  to  send  telegrams. 
As  I  say,  I  think  onr  telegraph  service  is  very  good.  It  is  a  bad 
failure  financially,  but  I  think  its  service  is  very  good.  I  can  cer- 
tainly answer  this,  that  our  telephone  service  was  never  very  good, 
but  it  is  a  great  deal  worse  since  the  Government  took  it  over.  I  think 
that  has  been,  as  far  as  I  know,  the  universal  opinion.  It  is  not  more 
cheap.  It  certainly  has  got  worse,  but  it  is  fair  to  say  it  was  only 
taken  over  in  1911,  and  the  Government  has  been  telling  us  ever  since 
that  they  have  very  nearly  gone  through  the  reconstruction  period 
and  that  we  are  going  to  live  happily  ever  afterwards. 

Then,  sir,  I  think  the  experience  of  Australia  is  very  interesting, 
I  may  cut  it  short  because  practically  every  colony  almost  has  had  the 
same"^  experience.  In  every  colony,  all  the  time,  there  have  been 
Government  railways;  in  every  colony  they  were  originally  treated 
like  any  other  branch  of  the  Government  and  were  put  in  charge  of  a 
minister,  responsible  to  Parliament.  In  every  colony,  except  West 
Australia,  Avhich  was  too  young  then  to  have  a  policy,  the  people 
found  the  result  so  unsatisfactory  that  tl^ey  put  the  thing  into  the 
hands  of  a  commission ;  they  appointed  three  commissioners  who 
were  to  manage  the  railways  apart  from  Parliament,  practically  inde- 
pendent of  the  parliamentary  control,  except  so  far  as  construction 
of  new  lines,  or  something  of  that  kind,  was  concerned,  and  who  were 
to  keep  the  railways  out  of  politics. 
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Some  commissioners  succeeded  better  than  others.  But  they  only 
held  office  for  five  years,  and  Avhen  the  five  years  were  coming  to  an 
end  things  tended  to  drift  back  into  the  old  rut.  Several  of  the 
colonies  have  gone  through  the  experience,  first  having  political 
management,  and  finding  that  that  was  too  unsatisfactory  and  too 
expensive,  then  coming  to  a  commission  then  finding  the  commis- 
sion system  not  satisfactory  for  one  reason  and  another  and  going 
back  to  a  parliamentary  minister.  Finding  that  unsatisfactory  and 
going  back  to  a  commission,  and  so  on.  Victoria,  when  I  left  Eng- 
land, was  looking  about  in  its  fifth  change  of  policy.  It  had  two 
periods  of  ministerial  administration,  two  periods  of  commission 
administration,  and  I  was  told  was  now  looking  out,  as  a  fifth  change, 
for  another  commissioner.  They  have  felt  the  great  disadvantage' 
of  the  constant  interference  that  I  think  the  evidence  shows  is  almost 
unavoidable  under  a  parliamentary  system  in  a  democratic  country — 
they  have  felt  that  disadvantage,  and  they  have  ]iot  been  able  so  far 
to  find  any  method  that  freed  them  from  it. 

N'ow,  Mr.  Chairman,  I  would  like  to  call  attention  to  another  mat- 
ter. It  is  not  only  the  difficulty  between  the  railroads  and  the  public 
makmg  demands  for  special  advantages  to  special  districts,  but  it  is 
also  a  very  great  difficulty  sometimes  between  the  railroads  in  public 
hands  and  the  employees  who  can  bring  considerable  partliamentary 
pressure. 

In  Victoria,  in  the  year  1903,  there  was  a  great  railway  strike. 
The  men  demanded  extravagent  terms.  They  set  the  whole  public 
opinion  against  themselves.  They  all  Avent  out  and  the  citizens  of 
Melbourne  rallied  to  the  Government  and  anybody  available  kept 
the  railroads  open  and  the  men  were  beaten.  Public  opinion  was  so 
very  strong  against  them  that  they  were  entirely  beaten.  Thereupon 
the  Victoria  Parliament  passed  an  act  disfranchising  every  railway 
servant  in  his  OAvn  constituency  and  constituted  a  special  railway 
constituency.  The  railway  men  Avere  permitted  to  vote  for  tAvo  meni- 
bers  of  the  loAver  house  and  one  member  of  the  assembly  as  their 
own  special  representatives,  and  they  had  no  votes  in  their  OAvn 
locality. 

That  lasted  for  three  years  and  then  Parliament  repealed  that  and 
passed  an  act,  Avhich  is  still  in  force  in  Victoria,  the  effect  of  which 
IS  this,  that  if  anybody  "  employed  in  the  public  service,  either  in 
the  railway  service,  the  police  service,  or  the  State  ri\^ers  and  water- 
supply  department,  shall,  either  directly  or  indirectly  take  any  part 
Avhatsoever  in  or  in  relation  to  election  of  members  to  the  legislative 
council  or  the  legislative  assembly,  or  directly  or  indirectly  in  any 
way  take  part  in  the  political  affairs  of  the  State  of  Victoria  other- 
wise than  by  recording  a  vote  at  a  Parliamentary  election,"  he  shall 
be  dismissed,  etc. ;  and  "  no  person  or  class  of  persons  so  emploved 
shall,  directly  or  indirectly,  use  or  attempt  to  use  any  influence  in 
respect  to  any  matter  affecting  the  remuneration  or  position  in  the 
public  service  of  either  himself  or  any  other  person,"  and  the 
penalty  for  that  is  that  ^' such  person  may  be  fined  in  a  sum  not 
exceeding  £10,  and  may  be  reduced  in  class,  subdivision,  grade 
or  status,  and  salary,  or  he  may  be  dismissed  or  his  services  may  be 
dispensed  with,  provided  that  such  person  shall  not  be  dismissed  or 
have  his  services  dispensed  with  for  any  contravention  of  this  section 
Avithout  the  consent  of  the  gOA-ernor  in  "council  "—that  is,  the  cabinet. 
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The  Vice  Ciiaihma.n.  Now  you  have  given  the  committee  the  pen- 
alties for  strikes 

Mr.  AcwoKTii.  No,  sir;  not  for  strikes. 

The  Vice  Ciiaikmak.  Some  few  minutes  ago  you  mentioned  strikes. 
I  want  to  know,  if  you  know  and  can  tell  the  "committee,  if  there  is 
any  other  tribunal  to  decide  controversies  between  the  carriers  and 
their  jnen  ^ 

Mr.  Acwoirrii.  Anything  of  the  nature  of  the  Interstate  Commerce 
Commission '( 

The  Vice  Chairman.  No,  sir;  any  tril)unal. 

Mr.  AcwoKTii.  I  beg  your  pardon — bet^\■een  the  carriers  and  their 
men  ( 

The  Vice  Chairman.  Yes;  so  as  to  avoid  the  necessity  for  strikes. 

Mr.  AcwoRTH.  I  could  not  attempt  to  give  you  evidence  that  would 
be  of  any  value.  I  know,  of  course,  that  in  all  the  Australian  colonies 
there  are  all  kinds  of  arbitration  boards  in  the  difl'erent  trades.  My 
recollection  is  that  the  connnon  railway  plan  is  that  there  is  an  in- 
ternal arbitration,  I  think,  an  officer  and  a  fellow  workman  of  the 
man  complaining,  with,  I  rather  think,  an  independent  chairman, 
Init  I  would  not  like  to  commit  myself  to  that.  I  really  do  not 
remember  very  distinctly.  I  have  a  distinct  recollection"  of  there 
being  internal  tribunals.  But  these  penalties  I  have  been  speaking 
of  are  not  for  a  strike.  In  the  first  place,  they  are  jDenalties  on  the 
railway  servant  attempting  to  take  any  part  in  politics  except  by 
recording  his  vote  in  the  ballot,  and,  secondly,  on  anybody  who 
attempts  to  use  political  influence  in  any  way  to  procure  promotion 
or  advantage  to  anyone  in  the  service. 

The  Vice  Chairman.  But  some  few  moments  ago  you  mentioned 
that  the  political  rights  were  taken  away. 

Mr.  AcwoRTH.  Yes,  sir;  at  that  time  the  railway  employees  were 
deprived  of  their  ordinary  vote,  and  instead  of  it  they  were  given  a 
special  railway  constituency  in  which  they  had  a  A'^ote.  But  that 
was  repealed  in  1906,  and  this  prohibition  against  political  interfer- 
ence was  substituted. 

Then  I  have  gone  at  some  length  into  the  story  in  Belgium.  Bel- 
gium is  rather  interesting  for  this  reason :  The  same  political  party 
has  been  in  authority  for  32  consecutive  years,  and  it  is  claimed  by 
the  other  side  that  the  reason  they  have  succeeded  in  keeping  the 
power  so  long  is  that  they  have  the  patronage  of  the  railroads.  Cer- 
tainly their  employees  have  about  6  per  cent  of  the  total  vote  of  the 
country  and  the  ministry  certainly  have  done  their  best  to  keep  the 
votes  of  the  employees  on  their  side,  and  they  certainly  have  re- 
mained in  power  32  years.    Those  facts  are  all  clear. 

I  think  I  may  just  give  you  one  story  because  it  is  an  instance  and 
it  is  not  denied.  On  the  occasion  of  the  election  in  June,  1912,  as 
the  result  of  orders  direct  from  the  cabinet  of  the  minister  himself, 
increases  of  wages  were  granted  and  paid  to  a  large  number  of  men 
on  the  very  day  before  the  vote  was  taken,  and  these  increases  were 
made  to  date  back  to  the  previous  1st  of  January.  The  minister  was 
accused  in  Parliament  of  having  ordered  these  increases  by  tele- 
graph: he  replied  that  the  accusation  was  not  true.  He  was  quite 
accurate  in  his  statement.     The  order  had  been  given  by  telephone. 
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Now  perhaps  I  may  just  give  this:  The  committee  will  remember 
that  there  was  a  good  deal  said  about  the  Chicago  &  Alton  Railway 
a  few  years  back.  They  went  back  on  the  l,ooks.  They  extracted 
from  the  books  instances  of  expenditures  made  for  capital  purpose-; 
that  had  been  charged  to  revenue.  They  set  them  up  again  in  the 
books  and  issued  capital  against  them.  In  1897,  the  Belgium  ministry 
went  back  on  the  G3  previous  budgets,  extracted  a  host  of  small  addi- 
tions to  works  and  equipment  which  had  been  charged  to  revenue 
under  the  category  of  renewals,  making  together  a  total  of  over 
$2,12!2,4T2,  and  charged  them  back  against  capital.  They  went  back 
63  years  in  order  to  produce  a  result. 

Mr.  Sims.  And  they  could  not  skin  the  Alton  affair  even  by  going 
back  that  far. 

Mr.  AcwoRTH.  I  remember  the  story  of  the  Alton  as  a  thing  that 
was  called  a  scandal  at  the  time,  and  I  was  rather  amused  when  I 
found  that  the  Beligian  Government  had  gone  back  not  6  years  but 
()3  vears. 

The  Vice  Chair^ian.  Well,  Belgium  was  a  small  country  and  very 
young  at  that  time. 

Mr.  AcwoRTH.  No,  sir;  it  went  back  63  years,  so  it  was  a  pretty 
old  country  when  it  started  to  go  back. 

The  Vice  Chairman.  But  the  items  which  were  picked  up  in  going 
back,  occurred  w^hen  the  country  was  young? 

Mr.  Acw^ORTH.  Oh,  yes;  of  course  I  do  not  think  it  is  questioned 
in  either  case  that  when  they  were  younger  they  might  fairly  have 
been  charged  as  revenue ;  but  they  had  been  charged  as  revenue,  and 
they  brought  it  back.    That  is  the  story  of  both  cases. 

There  is  just  this  about  Belgium.  It  has  not,  as  far  as  I  know, 
got  into  the  public  papers,  but  it  has  been  mentioned  in  various 
directions,  and  I  have  reason  to  Imow  that  it  is  true.  Before  the 
war  there  was  a  commission  sitting  on  the  Belgian  railways.  That 
commission  had  determined  to  recommend  that  the  construction  of 
new  lines  should,  in  future,  be  intrusted  to  a  contractor  and  not  left 
in  the  hands  of  the  railway  administration.  Further,  I  do  not 
want  to  put  it  too  high,  but  it  is  as  high  as  this :  They  were  seriously 
considering  the  grant  of  a  lease  of  the  State  railways  to  an  operating 
company,  and  certain  very  influential  persons  were  in  favor  of  the 
proposition.  Now,  Belgium  has  had  its  own  State  railways  for 
more  than  70  years;  and  after  70  years'  experience  they  were  seri- 
ously considering — and  I  have  been  told  that  they  were  likely  to 
decide,  but  I  would  not  care  to  put  it  as  high  as  that ;  but  they  were 
certainly  seriously  considering — the  proposition  of  leasing  them  to 
a  private  company. 

I  quoted  President  Hadley  at  the  beginning.  That  is  what  Prof. 
Hadley  said  35  years  ago ;  "and  I  submit  that  the  evidence  to-day, 
after  35  years'  more  experience,  confirms  that  statement  of  President 
Hadley  in  all  points — that  "  the  State  is  more  likely  to  tax  industry 
than  to  foster  it " :  that  "  State  management  is  more  costly  than  pri- 
vate management";  and  that  "the  political  danger  would  be  very 
great";  that  "politics  would  tend  to  corrupt  the  railwav  manage- 
ment, and  the  railway  management  would  tend  to  corrupt  politics." 

I  think  the  essence  of  the  story  is  this:  In  a  democratic  State,  at 
any  rate,  you  are  up  against  the  difficulty  that  it  seems  natural  that 
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the  ParliaiiuMit.  as  the  lepresentative  of  the  people,  should  manage 
the  railways  if  they  helonff  to  the  i)e<)i)le.  If  Parliament  does  manage 
(hem,  it  is  almost  impossible  to  prevent  private  interest  obtaining  an 
unfair  share  of  attention.  One  member  may  desire,  perfectly  natu- 
rally and  properly,  to  obtain  cei-tain  things  for  his  constituents.  It  is 
nobody's  interest  to  prevent  those  constituents  getting  it,  but  if  they 
get  more  than  a  fair  share  the  net  result  iy  that  the  remainder  of  the 
public  get  less  than  a  fair  share;  and  that,  it  seems  to  me,  is  really 
the  evidence  from  democratic  government  everywhere — that  it  is  im- 
possible to  procure,  under  any  system  of  State  management  in  a 
democratic  State  that  has  yet  existed,  an  authority  that  is  left  to 
consider  impartially,  undisturbed  by  political  influences,  the  inter- 
ests of  the  whole  public  as  distinguished  from  the  particular  or  local 
interest  of  certain  places  or  certain  trades.  I  think  that  is  really  the 
sum  of  the  evidence. 

If  it  were  possible  to  establish  a  system  under  which  the  railways 
were  managed  for  the  people,  but  were  not  managed  by  the  people 
in  the  direct  ordinary  parliamentary  sense,  you  might  get  the  bene- 
fits of  State  ownership  without  the  advantages.  But  it  seems  to  me 
that  all  the  evidence  is  that  in  a  democratic  State  the  interference 
with  the  impartiality  of  management  be  in  the  interest  of  the  whole 
connnunity,  the  intrusion  of  unjustifiable  demands  on  behalf  of  cer- 
tain favored  individuals  or  favored  localities  or  favored  trade  inter- 
ests has  never  been  prevented. 

I  must  apologize  to  the  committee  for  having  taken  so  long. 

Mr.  Adamson.  Gentlemen,  the  witness  has  worked  diligently  for 
four  hours  to-day.  Is  it  the  pleasure  of  the  committee  to  begin  the 
cross-examination  now  or  to  postpone  that? 

Senator  Robinson.  I  suggest  that  be  postponed  until  another  occa- 
sion, Mr.  Chairman. 

(Informal  discussion  with  respect  to  adjournment  and  the  order 
and  manner  of  examination.) 

]Mr.  Adamson.  Gentlemen,  we  will  stand  adjourned  until  8  o'clock 
to-morrow  night. 

(Whereupon,  at  9.45  o'clock  p.  m.,  the  joint  committee  adjourned 
until  to-morrow.  Tuesday,  May  8,  .1917,  at  8  o'clock  p.  m.) 
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TUESDAY,   MAY   8,    1917. 

United  States  Senate, 
Joint  Comsiittee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  committee  met  at   8   o'clock  p.   m.,  Hon.   William   C. 
Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  Gentlemen,  the  committee  will  come  to  order. 
Mr.  Hamilton,  will  you  proceed  with  the  witness  ? 

JMr.  Hamilton.  I  have  here,  Mr.  Acworth,  a  little  book  called 
"  The  case  against  railwaj^  nationalization,"  written  by  Mr.  E.  A. 
Pratt,  nn  Englishman.     I  presume  you  are  familiar  with  it? 

Mr.  AcAvoRTH.  I  know  Mr.  Pratt,  and  I  know  his  books  in  a  gen- 
eral way,  sir. 

Mr.  Hamilton.  He  says : 

In  every  instance  Avhei'e  the  State  has  built  or  assisted  to  build  the  railways, 
or  lias  acquired  the  companies  owning  railways  with  a  view  to  their  nationaliza- 
tion, such  action  has  been  taken  as  the  result  of  political,  financial,  or  economic 
conditions  which  were  more  oi-  less  peculiar  to  the  country  concerned  and 
which  had  no  parallel  in  past  or  present  conditions  in  the  United  Kingdom,  and 
offer  no  recent  example  that  we  ourselves  should  follow. 

Now,  assuming  that  that  is  true  as  to  the  United  Kingdom,  is  it 
true  as  to  the  United  States,  and  what  would  you  consider  as  the 
chief  difficulties  in  the  operation  of  Government  railroads  in  the 
United  States? 

Mr.  Acworth.  That  is  a  very  large  question. 

Mr.  Hamilton.  Perhaps  I  clid  not  realize  how  large  it  was,  Mr. 
Acworth. 

l^.Ir.  Acworth.  I  happened  to  come  to  America  the  same  time  as 
Mr.  Bryan,  I  think  in  1009,  and  almost  the  day  I  landed  he  put  out 
a  speech,  which  of  course  you  remember  very  well,  in  which  he  sug- 
gested that  the  National  Government  should  own  the  trunk  lines  and 
the  States  should  own  the  branch  lines.  He  did  not  attempt  a  defini- 
tion, which  I  think  would  have  taken  him  some  time  in  working  out, 
but  he  seemed  to  think  that  was  a  feasible  scheme. 

Now,  I  assume  that  could  not  stand  criticism;  that  it  is  quite  ob- 
vious that  a  trunk  line  with  the  branches  all  disconnected  is  an  ini- 
possible  thing.  The  tendency  of  railroads  all  over  the  world  is 
consolidation. 

The  Vice  Chairman.  Mr.  Bryan  had  been  globe-trotting  for  a 
few  years  and  had  grown  very  popular  in  his  absence,  and  he  did  that 
to  keep  from  being  elected  President  the  next  year.  He  would  have 
succeeded  if  he  had  not  acted  that  way. 

Mv.  Hamilton.  He  succeeded.     I  must  say  to  you  that  he  recanted 

that  before  this  committee. 
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Mr.  AcwoRTH.  Yes ;  I  was  only  trving  to  lead  up  to  the  point  that 
I  assumed  that  if  you  did  nationalize  railways  on  this  continent  they 
would  wholly  be  handed  over  to  the  National  Government.  Well, 
one  knows  that  of  all  the  Governments  in  the  world,  not  excluding 
England,  the  United  States  Government  has  done  least  in  taking 
charge  of  public  utilities.  Our  Government  has  done,  of  course,  very 
much  less  than  the  ordinary  continental  Government,  but  our  Gov- 
ernment has  had  a  certain  amount  of  training.  We  have,  for  in- 
stance, as  Avas  mentioned  last  night,  the  telegraph  and  the  telephone, 
and  our  municipalities  have  run  gas  enterprises  and  water  enterprises 
and  electricitj'  enterprises,  and  so  on,  on  a  considerable  scale,  and 
street  raihvays;  such  public  utilities  are  very  generally  in  public 
hands.  We  have  had  a  great  deal  of  experience ;  you  have  had  prac- 
tically none;  and  to  begin  to  learn  the  job.  Avhich  I  venture  to  sug- 
gest what  I  have  said  to  the  committee  yesterday  shows  is  the  very 
difficult  job  of  running  railroads,  to  begin  to  gain  your  experience  of 
public  authorities  managing  national  enterprises,  by  taking  over  an 
undertaking  of  250,000  miles  with  nearly  2,000,000  employees  is  a  big 
thing  with  which  to  start.  That  is  the  first  thing  that  would  strike 
me. 

Mr.  Hamilton.  Yes;  it  is  fair  to  assume,  too,  that  the  political 
phases  of  the  management  of  the  road  would  be  as  marked  here  as  in 
any  other  country,  I  take  it,  under  our  system  of  government,  would 
they  not? 

Mr.  AcwoRTH.  Well,  sir,  a  member  of  the  connnittee  last  night 
asked  me  about  telegraphs  and  telephones,  and  as  the  result  of  that 
I  got  the  last  report  of  the  Postmaster  General  of  the  United  States 
and  read  it  this  afternoon,  and  I  observed  there  that  he  is  having 
what  our  Postmaster  Generals  have  had  for  some  time,  very  consid- 
erable difficulty  with  the  political  influence  of  his  employees.  How 
you  would  get  on  with,  I  suppose,  at  least  a  million  and  a  half  voters, 
all  employed  by  the  Government,  put  on  you  at  one  fell  swoop  I  do 
not  know.  I  would  not  like  to  be  the  minister  of  railroads  w^ho  was 
responsible. 

Mr.  Hamilton.  Some  of  the  difficulties  that  have  manifested  them- 
selves prominently  in  Australia,  for  illustration,  we  might  anticipate 
here,  I  assume? 

Mr.  AcwoRTH.  You  might.  If  I  might  say.  sir,  Mr.  Trumbull 
mentioned,  in  introducing  me  to  the  committee,  that  I  had  just  come 
from  Canada.  There  we  had  the  problem.  The  Canadian  (xovern- 
ment  has,  in  the  first  place,  itself  constructed  and  is  now  operating 
about  three  thousand  and  odd  miles  of  line. 

I  do  not  want  to  say  anything  unnecessary  about  Canada,  but  I 
do  not  think  the  wildest  advocate  of  state  ownership  has  ever  pro- 
duced the  Canadian  operation  or  the  Canadian  experience  of  con- 
struction as  an  argument  for  state  OAvnership  in  any  other  country. 

But  the  position  is  this:  In  Canada  they  not  only  have  got  this 
of  their  own,  but  they  have  also  subsidized^ — supported  to  a  very 
large  extent — two  great  systems,  the  Canadian  Northern,  of  about 
10,000  miles,  and  the  Grand  Trunk  Pacific,  which  has  about  3,500 
miles.  They  have  made  themselves  responsible — partly  by  directly 
undertaking  to  bear  the  interest,  partly  by  guaranteeing  bonds — 
they  have  made  themselves  responsible  for  three-fourths  of  the  total 
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bonded  indebtedness  of  the  Canadian  Northern.  They  have  made 
themselves  responsible  for  two-thirds  of  the  total  bonds  of  the  Grand 
Trunk  Pacific.  Now,  those  two  companies  are  unable  to  meet  their 
obliijations.  They  had  gone  ahead  too  fast,  and  the  question  was, 
what  could  be  done? 

There  were  three  of  us.  One  of  my  colleagues  agreed  with  me 
and  the  other  did  not;  but  the  majority  of  us  agreed  that  it  was 
impossible,  the  Government  having  put  its  fingers  in  and  having,  as 
so  often  happens,  had  the  hand  and  then  the  whole  arm  dragged 
into  the  machinery,  so  had  gone  on  advancing  and  advancing  money, 
we  felt  there  was  no  Avay  out  of  it,  that  you  had  to  recognize  the  fact 
that  had  happened  and"  that  it  w^as  necessary  that  the  state  should 
take  control  of  these  two  big  private  companies. 

Of  course.  I  can  not  say  whether  the  Canadian  Government  will 
accept  our  recommenadtions  or  not,  but  in  our  recommendations  we 
have  done  everything  in  our  power  to  keep  political  influence  out. 

If  I  might,  perhaps,  say  what  we  have  recommended,  because  my 
American  friends  say  it  is  possible  you  can  get  that  through  in  Can- 
ada, but  certainly  you  could  not  in  the  United  States.  We  have  rec- 
ommended that  Parliament  appoint  a  board  of  five  trustees;  that 
they  manage  the  railways;  that  they  hold  office  for  life,  subject  to 
reappointment  after  periods  of  seven  years.  But  our  idea  is  that 
they  would  be  reappointed  as  a  matter  of  course,  and  the  people 
who  appoint  are  not  a  political  authority,  but  themselves ;  they  rec- 
ommend to  the  Government.  The  five  men  having  been  appointed  at 
the  outset,  if  one  of  them  goes  out  of  office  by  the  efluxion  of  time, 
the  remaining  four  recommend  to  the  Government  either  that  this 
gentleman  be  reappointed  or  that  a  new  person  be  appointed  in  his 
place,  and  if  the  Government  accepts  our  recommendation  and  puts 
this  into  the  act  of  Parliament  the  Government  can  do  nothing  but 
either  accept  the  nomination  or  refuse  it.  If  the  Government  refuses 
it,  it  goes  back  to  the  trustees,  and  the  trustees  nominate  another 
person,  and  the  Government  can  only  accept  him  or  refuse  him. 
Under  our  scheme  the  Government  would  have  as  little  control  over 
the  direct  management  of  the  railroads  as  it  is  possible  to  plan. 

We  have  deliberately  made  thase  trustees  self-perpetuating  and 
a  permanent  body  because  we  felt  that  the  political  management  had 
done  much  harm  to  Canada  in  the  past  and  was  likely  to  do  much 
harm  to  Canada  in  the  future.  I  can  not,  of  course,  say  what  will  be 
done  Avith  our  report.  It  was  only  published  two  or  three  days  ago, 
and  I  have  only  seen  one  or  two  Canadian  newspaper  criticisms.  But 
I  was  told  by  people  who  were  likely  to  be  good  representatives  of 
Canadian  opinion  that  the  people  w^ere  so  shocked  at  what  had  hap- 
pened under  political  management  in  Canada  that  they  were  likely 
to  accept  this  very  drastic  proposal  for  telling  Parliament  it  should 
not  manage  a  business  of  that  importance  to  the  country  rather  than 
risk  further  parliamentary  management  as  it  had  been  in  the  past. 

Mr.  Hamiltox.  In  that  connection  will  you  sketch  briefly  some  of 
the  difficulties  which  have  resulted  in  Canada  ? 

Mr.  AcAVORTH.  You  mean  the  kind  of  things  that  have  happened  ? 

Mr.  Hamilton.  Yes;  just  briefly.  I  do  not  want  to  take  too  much 
of  your  time. 

Mr.  AcwoRTH.  Let  me  give  you  this:  The  last  instance  of  Cana- 
dian building — the  Canadian  Government  built  the  National  Conti- 
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nental  Railway.     It  never  ought  to  have  been  built.     There  clearly 
was  no  need  for  it,  and  there  is  no  traffic  for  it. 

Mr.  Hamilton.  That,  on  a  large  scale,  is  an  illustration  of  politi- 
cal management,  is  it  not  ? 

Mr.  AcwoRTH.  They  started  to  build  it  on  an  estimate,  I  think,  of 
$35,000  a  mile— something  like  that.  The  estimate  was  made  in  a 
manner  that  I  do  not  hesitate  to  say  you  or  I  would  never  accept 
from  an  architect  if  we  were  going  to  build  a  thousand-dollar  bunga- 
low. The  man  who  made  the  estimate  went  and  looked  at  the  line 
and  said,  "  There  are  so  many  miles,  and  I  think  it  ought  to  cost  so 
much,  and  he  multiplied  the  miles  by  the  dollars,  and  they  started 
off  and  built  2,000  miles  on  that  estimate,  and  the  estimate  was  some- 
thing like  $30,000  a  mile  and  the  fact  was  $90,000  some  odd  a  mile. 
I  will  give  you  one  other  thing.  I  am  not  betraving  any  confi- 
dence, because  it  was  in  all  the  newspapers  when  I  was  in  Canada. 
There  is  an  old  line,  the  Intercolonial.  It  has  a  very  fair  traffic:  it 
earns  about  $11,000  a  mile  per  annum;  it  certainly  has  low  rates. 
But  the  low  rates  are  certainly  not  sufficient  to  account  for  the  fact 
that  over  a  series  of  30  years  it  has  cost  to  operate  more  than  its 
gross  receipts,  and  that  is  not  the  whole  story,  because  in  the  course 
of  those  30  years  the  capital  per  mile  was  put  up  from,  I  think  it  was, 
$37,000  to  $57,000  a  mile,  and  it  was  not  a  railway  with  any  o-reat 
growing  traffic  which  needed  large  new  capital  expenditure.  ^The 
increase  of  the  capital  cost  per  mile  was  mainly,  I  have  no  hesitation 
in  saying,  due  to  the  fact  that  year  after  year  they  charged  to  capi- 
tal renewals  that  ought  to  have  been  charged  into  the  current  ex- 
penses.   Now,  that  is  the  railway. 

In  the  last  few  years  there  is  a  new  minister,  who  has  insisted  that 
the  railway  should  be  managed  as  a  railroad.  The  Montreal  Gazette, 
I  remember,  said  some  years  ago  it  was  not  a  railway  but  an  opera 
bouffe,  and  he  insisted  it  should  be  managed  properlv,  and  things 
have  very  much  improved.  Last  year,  with  the  additional  traffic 
owing  to  war,  they  actually  earned  a  dividend  of  2  per  cent  after 
paying  for  their  renewals  honestly.  Such  a  thing  never  had  occurred, 
and  they  are  quite  surprised  in  that  district. 

Where  I  was  in  Canada  there  appeared  a  letter  in  the  newspapers 
from  a  gentleman  who  was  a  member  of  Parliament  from  one  of  the 
districts  served  by  the  railroad,  and  he  wrote  that  he  was  resigning 
his  seat  in  Parliament — but  he  was  rather  a  prominent  supporter 
of  the  Government— and  he  publicly  gave  as  his  reason  for  resign- 
ing that  the  minister  of  railroads  and  the  general  manager  had 
thought  fit  to  appoint  the  person  whom  they  thought  qualified  to  be 
district  superintendent  rather  than  the  person  that  he  recommended. 
He  said  that  openly.  That  was  how  he  considered  the  railroads 
ought  to  be  managed;  that  he  should  name  the  district  superin- 
tendent, because  he  was  the  member  for  that  district. 

Mr.  Hamilton.  When  I  have  consumed  30  minutes,  Mr.  Chair- 
man, I  want  to  stop,  and  wish  you  would  call  my  attention  to  it. 

The  Vice  Chairman.  We  can  not  prevent  you  stopping,  if  you 
wish,  Mr.  Hamilton,  but  the  Chair  is  not  going  to  stop  you.  I  hope 
you  will  not  embarrass  yourself  about  time.  This  is  a  very  interest- 
ing examination. 

Mr.  Hamilton.  Referring  now  to  the  Prussian  State  railway  as 
the  most  successful  example   of  Government  ownership,   will   you 
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briefly  state  tlie  causes  which  have  contributed  to  this  alleged  suc- 
cess of  tlie  Prussian  railways?  First,  the  flat  country,  I  presume, 
and  the  haul,  I  take  it,  and  the  easy  uio\einent  of  freight,  have 
contributed  to  its  success? 

Mr.  AcwoKTH.  I  think  you  may  i)ut  it  this  way.  sir:  You  start 
with  a  low  capitalization,  owing  to  the  fact  that  the  railways  were 
bought  under  very  favorable  circumstances  and  that  it  could  not 
have  been  expensive  to  build  them  in  a  dead  flat  country.  That  is 
number  one.  For  the  same  reason  you  have  cheap  operation,  you 
can  run  large  trains  with  light  [)ower,  and  so  forth. 

Mr.  Hamilton.  Therefore  your  earning  power  is  greater? 

Mr.  AcwoRTH.  Your  earning  power  is  great;  your  operating 
costs  are  low.  You  have  rates  that  were  fixed  when  the  traffic  was 
very  nuich  smaller  in  volume  that  have  been  maintained  practically 
unreduced,  and  therefore  that  leaves  a  very  large  margin  of  profit. 
You  have  a  Government  that  is  able  to  insist  on  its  own  point  of 
view.  I  instanced,  for  example,  yesterday,  that  they  make  penal 
rates.  PLvery  railway  man  knows  that  dealing  with  what  you 
call  less  than  carload  freight  is  immensely  more  expensive  than 
dealing  with  carload  freight.  The  railway  men  have  long  believed  in 
England  that  the  rates  charged  for  less  than  carload  freight  are 
too  low;  they  do  not  pay.  One  of  the  presidents  of  one  of  your  big 
railways  told  me  recently,  "  If  I  could  get  rid  of  every  scrap  of  less 
tlian  carload  freight  I  carry  and  give  it  to  my  neighbors,  I  Avoidd  be 
a  rich  man."  The  Prussian  has  jiractically  penalized  less  than  car- 
load freiglit  out  of  existence. 

I  will  give  you  another  instance.  A  carload  is  supposed  to  be  10 
tons.  If  you  have  11  tons  you  may  fill  your  carload  and  pay  the  car- 
load rate,  and  on  the  odd  1  ton  you  have  got  to  pay  the  very  much 
higher  less-than-carload  rate.  That  is  a  sample  of  how  they  protect 
themselves.  They  protect  themselves  almost  absolutely  against  loss 
and  dalnage.  If  any  consignment  that  you  send  is  packed  otherwise 
than  in  a  safe,  almost,  they  give  you  notice,  "  insufficient]}^  packed, 
and  therefore  carried  at  consignor's  risk."  If  the  traffic  is  delayed  on 
American  or  French  or  English  railroads,  you  are  required  to  pay 
damages  if  you  have  not  delivered  in  a  reasonable  time.  On  the 
Prussian  railway  they  very  carefully  protect  themselves.  As  you 
know,  in  every  continental  country  there  is  a  fixed  period,  the  legal 
time  for  delivery.  The  regular  time  for  delivery  in  France  begins 
from  the  start  the  consignor  says  "  Please  carry  my  goods."  It  be- 
gins in  Germany  from  the  time  when  the  Prussian  railwa^^s  say, 
"  We  have  got  a  car  and  we  are  now  ready  to  carry  your  goods." 
AVell,  on  that  basis  it  is  almost  difficult  to  find  an  opportunity  for  not 
getting  the  goods  on  time,  and  so  on.  In  every  way  the  Prussian 
State  railways  protect  their  revenues.  Of  course,  Prussia,  or  rather 
Germanv',  had  great  difficulty  before  the  war  in  raising  by  taxes  the 
very  large  revenue  they  required,  and  they  have  clung  with  extraor- 
dinary care  to  the  surplus  revenue  that  they  get  from  their  railways. 
The  Prussian  State,  as  distinguished  from  the  Empire,  does  not 
spend  very  much  money :  and  they  get  about  $50,000,000  to  $60,000,000 
per  annum  net  revenue  from  the  railway  after  covering  all  the 
expenses  and  interest  on  the  railway  capital.  They  get  that  toward 
the  general  purposes  of  the  Government  and  they  have  held  on  to 
that. 
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Mr  Hamiltoic.  Then  there  is  another  element  I  have  read,  and 
that  is  the  very  L^rge  international  or  transit  business,  going  across 
Prussia,  going  througli  Geruiany.  I  do  not  know  how  much  there 
is  to  that. 

Mr.  AcwoRTH.  I  do  not  think  it  would  be  a  large  element  in  the 
situation,  sir.  It  may  be  considerable,  but  these  international  hauls 
are  generally  done  at  very  low  competitive  rates,  because  the  route 
through  Germany  is  competitive  with  the  route  through  Switzerland, 
or  it  has  to  compete  with  the  water-borne  traffic.  I  have  no  doubt 
it  amounts  to  considerable  gross  money,  but  I  do  not  think  very 
much  net. 

Mr.  Hamilton.  I  have  read  that  did  enter  into  the  profitableness 
of  the  business. 

Mr.  AcAvoRTH.  I  should  not  have  thought  it  was  a  large  factor. 

Mr.  Hamilton.  Then,  too,  there  is  the  administrative  skill,  I  sup- 
pose, the  autocratic  management  of  the  system  ? 

Mr.  AcwoRTH.  At  least  it  is  safe  to  say  money  is  not  wasted  owing 
to  the  political  influence  of  the  employees.     [Laughter.] 

Mr.  Hamilton.  Exactly.  Now,  as  to  financial  results,  I  have  read 
that  there  is  quite  a  marked  difference  between  the  Prussian  rail- 
roads, and  I  think  there  is  one  large  extension,  the  Prussia-Hesse  ? 

Mr.  AcwoRTH.  Not  exactly  an  extension.  It  was  really  Prussia 
that  nationalized  its  own  railroads.  Hesse  also  had  State"^  railways, 
and  15  or  20  years  ago  the  State  of  Hesse  made  a  bargain  and  put 
its  railroads  together  with  Prussia,  and,  therefore,  strictly  speaking, 
now  what  we  commonly  call  the  Prussian  railways  are  the  Prussia- 
Hesse  railways. 

Mr.  Hamilton.  And  the  other  States  declined  to  join? 

Mr.  AcwoRTH.  Yes. 

_Mr.  Hamilton.  Fearing  they  woidd  lose  their  commercial  indi- 
viduality ? 

Mr.  AcwoRTH.  Yes;  and  also  their  seminational  individuality. 

Mr.  Hamilton.  And  they  have  not  succeeded  financially  anywhere 
nearly  as  well  as  the  Prussian  road  ? 

Mr.  Acw^oRTH.  Oh,  no.  Saxony,  I  think,  and  Baden — Saxony 
comes  out  about  even ;  that  is  to  say,  its  net  money  is  enough  to  cover 
its  debt.  Baden,  I  think,  is  a  little  worse  off. "  Bavaria,  one  year 
with  another,  I  think  is  a  little  below  paying  its  debt.  Wurtemberg, 
which  is  the  other  important  one,  loses.  "^  Wurtemberg  is  largely  not 
a  manufacturing  State,  and  it  is  not  unnatural  its  railways  are  less 
profitable.  But  you  may  certainly  take  it  that  outside  of  Prussia  the 
State  railways  are  not  a  profitable  investment. 

Mr,  Hamilton.  Here  is  a  statement  that  caught  my  attention.  It 
is  an  article  contributed  by  Hermann  Schumacher  in  the  Royal  Eco- 
nomic Society  Congress  in  London,  January,  1912. 

Mr.  AcwoRTH.  That  is  the  paper  from  which  I  quoted,  sir,  where 
he  praised  the  Prussian  system. 

M.  Hamilton.  Now,  in  that  he  says :  "  To-day  " — that,  is,  speak- 
ing of  these  States  outside  of  Prussia — "they  are  face  to  face  "  (and 
that  was  said  in  1912)  "  with  the  unpleasant  alternative  of  either 
joining  the  great  Prussian  railway  system  and  partly  abandoning 
their  independence  or  of  continuing  to  pay  for  their  independence 
by  working  at  a  loss." 
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Is  that  practically  tho  coiuliticMi.  or  was  it  that  a!  the  time  of  the 
wai'^ 

Mr.  Acwoirni.  Of  course.  Prof.  Schuuiacher  is  no  (lo!i')t  much 
more  familiar  with  the  details  than  I  am.  In  that  case  1  have  [)nt 
it  too  hioh.  The  small  States  come  out  worse  (;ii  tlieir  railways  than 
1  said. 

Mr.  IIamiltox.  I  did  not  mean  to  controvert  his  s-atement,  but  I 
h.ad  in  mind  tlie  inquiry  as  to  whether  conditions  as  he  described 
them  in  191'2  had  continued,  barrino-  tlie  abnormal  conditions  a-  hich 
have  prevailed  since  the  w^ar  began, 

Mr.  AcAVOKTii.  I  shouhl  have  said  I  do  not  know  that  I  shouhf 
have  nsed  quite  as  strong-  words  as  Prof.  Schnmacher,  but  no  dou.bt 
he  is  right  and  I  am  not  right.  He  mnst  be  more  familiar  with 
the  subject  than  I  am.  Pie  implies  that,  taking  Miem  cdtogether,, 
they  make  a  considerable  deficit,  and  his  point  is  that  it  v,()iild  pay 
them  to  come  into  the  Prussian  organization.  Well,  of  couise,  we 
haA-e  discoA'ered  since  1912  more  clearly  than  Ave  did  before  that  the 
Prussians  consider  it  a  greater  privilege  to  be  a  Prussian  than  other 
people  do,  and  Prof.  Schumacher  thinks  pecuniary  gain  is  Avorth 
purchasing  at  the  price  of  the  surrender  of  thi^ir  independence. 
They  do  not.  Of  course,  it  is  clear  that  there  Avoidd  be  more  profit 
to  be  made  if  they  did  throAv  themseh^es  in,  because  some  of  them 
crisscross — not  Bavaria,  Wurtenburg,  and  Baden,  which  are  all 
down  in  the  south  more  or  less  together,  but  soma  of  the  States — for 
instance,  Saxony  and  Mecklenburg,  and  so  on — do  crisscross  with 
the  Prussian  railways,  and  unquestionably  it  would  be  ecoioaiical 
to  take  them  in. 

Mr.  Hamilton.  Mr.  Chairman,  I  do  not  think  I  will  ask  any 
more  questions  noAv. 

The  Vice  Chairman.  If  you  think  you  have  finished  there  is 
nobody  at  the  other  end  of  the  table,  and  we  shall  pass  to  Mr.  Esch. 

Mr.  Esch.  Mr.  Acworth  has  covered  the  subject  A'ery  fully, 
indeed,  heretofore,  and  there  are  just  a  few  matters  I  Avant  to 
inquire  of  him  about.  I  do  not  feel  I  ought  to  take  the  time  of  the 
committee  by  going  beyond  what  seems  to  me  to  be  important. 

The  Vice  Chairman.  I  assume  that  this  witness  knoAvs  a  great 
deal  more  besides  GoA^ernitient  ownership.  If  any  of  you  gentlemen 
feel  inquisitive  on  any  other  subject,  the  Chair  would  suggest  that 
you  inquire  of  him.     Mr.  Esch,  you  may  proceed. 

Mr.  Esch.  I  understood  you  to  say  that  you  had  recently  been  a 
member  of  a  board  to  investigate  the  Canadian  lines'? 

Mr.  AcAvoRTH.  Yes,  sir. 

Mr.  Esch.  And  that  that  board  had  just  made  its  report? 

Mr.  AcAA'ORTH.  Yes,  sir. 

Mr.  Esch.  Does  that  report  deal  in  any  measure  Avith  reference 
to  the  ownership  of  the  Government  lines  in  Canada  f 

Mr.  AcAvoRTH.  Yes.  sir. 

Mr.  Esch.  Would  that  information  be  of  service  to  us  in  the  con- 
sideration of  this  question. 

Mr.  AcAVORTH.  Yes.  I  think  I  ought  to  haA^e  said  it  Avlien  I  was 
speaking  about  it.  We  have  recommended  that  these  three  thousand 
odd  miles  at  present  being  operated  directly  by  the  State  inider  the 
control  of  a  minister,  a  member  of  the  cabinet,  should  be  taken  away 
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from  that  management  and  handed  over  to  the  trustees,  whom  our 
report  describes  as  a  nonpolitical,  self-perpetuatinc;  body,  as  inde- 
pendent as  it  is  possible  to  make  them. 

Mr.  EscH.  Then,  in  arriving  at  that  conchision  you  probably  in 
'\'onr  report  give  the  reasons  for  coming  to  that  conchision? 

Mr.  AcwoRTH.  Yes.  sir. 

Mr.  EscH.  Therefore,  those  reasons  may  be  of  value  to  us  in  c^e- 
termining  our  position  in  reference  to  Government  ownership. 

Mr.  AcwoRTH.  We  did  give,  for  example,  what  I  n.uvitioned  just 
now.  We  did  call  attention  to  the  inexplicable  expenditure  In  (on- 
nection  with  the  operation  of  the  intercolonial  system,  which  is  the 
«ne  that  they  have  had  40  years'  experience  of. 

Mr.  EscH.  Will  this  be  an  elaborate  report? 

Mr.  AcwoRTH  [exhibiting  pamphlet]. 

Mr.  EscH.  I  wonder,  Mr.  Chairman,  if  that  might  be  included  in 
the  record. 

Mr.  AcwoRTH.  I  hope  it  will  be  sent,  as  a  matter  of  course,  to  your 
library. 

Mr.  EscH.  Might  it  not  l)e  printed  as  a  part  of  these  hearings? 

Mr.  AcwoRTii.  I  do  not  think  you  would  desVi-e  to  include  the 
complete  work;  but  this  contains  the  report  of  tlie  (wo  commis- 
sioners who  agreed,  the  report  of  Mr.  Smith,  the  ]:)resident  of  the 
New  York  Central,  who  disagreed  with  us,  and  two  lono-  r.j^pendices. 

The  Vice  Chairman.  How  many  pages  does  the  book  contain? 

Mr.  EscH.  This  connnission  will  not  be  able  to  travel  in  Europe  to 
make  personal  investigation  of  Government  ownership. 

Mr.  AcwoRTH.  I  hope  you  will  before  long. 

Mr.  EscH.  So  Ave  shall  have  to  get  the  best  information  we  can. 

Mr.  AcwoRTH.  It  is  just  about  100  pages  of  the  report  proper,  of 
which  I  regret  to  say  that  my  colleague  and  I  occupied  88  pages  and 
Mr.  Smith  only  occupied  less  than  20  pages. 

The  Vice  Chairman.  Inasmuch  as  travel  in  Europe  at  the  jjresent 
time  might  be  a  little  inconvenient,  perhaps  w^  had  better  avail  our- 
selves of  documentary  evidence. 

Mr.  AcwoRTH.  May  I  say  that  I  trust  you  will  postpone  the  de- 
cision in  favor  of  State  ownership  until  yqu  have  the  opportunity  to 
travel?     [Laughter,] 

Mr.  Adamson.  As  far  as  I  am  concerned,  I  will  have  no  difficulty 
in  granting  j^our  request. 

Mr.  EscH.  Does  this  report  cover  the  Prince  Edward  Island 
Hallway  ? 

Mr.  AcwoRTH.  It  just  mentions  it. 

Mr.  EscH.  That  is  a  Government  line. 

Mr.  AcwoRTH.  I  am  afraid  my  knowledge  of  ihe  Prince  Edward 
Island  Railway  is  only  from  statistics,  which  show  that  it  is  operated 
at  an  annual  loss  of  a  quarter  of  a  million  dollars  and  Lhat  it  is 
about  270  miles  long;  but  I  have  never  seen  it. 

Mr.  EscH.  I  think  we  ought  to  have  that  report  printed  ms  part 
of  our  hearings,  Mr.  Chairman. 

Mr.  Adamson.  If  there  is  no  objection,  the  Chair  will  so  order, 

Mr.  Hamilton.  Suppose  we  ask  Mr.  Acworth  to  leave  a  copy  of 
the  report  with  us,  and  then  we  can  consider  whether  we  cm  not 
economize  space? 
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Mr.  Escii.  That  niiiilu  enable  us  to  eliniiiuite  part  of  it. 

Mr.  IIa.milton,  Yes;  there  iiii^ht  be  part  we  will  not  need. 

Mr.  Adamson.  You  have  no  objection  to  oui-  editing-  it  and  selecting 
such  parts  as  we  may  wish  to  conscript? 

Mr.  AcwoKTii.  Certainly  not.  It  is  a  public  document.  It  is 
addressed  to  Canada,  but  it  has  great  interest  to  England  because 
the  bulk  of  the  money  is  found  in  London,  and  for  the  last  two  or 
three  years  a  good  deal  of  short-term  money  has  been  borrowed  by 
the  Canadian  I\ailwa3's  in  New  Y'ork. 

Mr.  Adamson.  Will  you  oblige  the  connnittee  with  that  book? 

Mr.  AcwoRTH.   Certainly,  sir. 

Mr.  EscH.  In  view  of  the  importance  of  your  testimony  of  last 
night  with  reference  to  the  Prussian  or  German  lines,  I  would  like  to 
make  some  further  inquiries.  As  I  understood  it,  you  said  that  the 
Prussian  sj-stem  was  managed  distinct  and  ajiart  from  the  Empire's 
systems  ? 

Mr.  Acw'ORTii.  That  is  to  say,  the  railways  that  belong  to  the 
Empire  are  the  railways  that  were  French  until  1870 — that  were  in 
the  territory  of  Alsace-Loraine,  ceded  by  France  to  the  Empire.  The 
Germans  took  them  over,  and  as,  of  course,  they  were  conquered  by 
the  German  Empire,  and  not  by  any  special  State,  they  have  re- 
mained the  property  of  the  State.  For  all  practical  purposes,  they 
are  administered  by  Prussia. 

Mr.  Hamilton.  There  are  about  1,300  miles  of  line,  are  there  not? 
Am  I  mistaken  as  to  the  length  of  it? 

Mr.  AcwoRTH.  I  am  afraid  I  have  not  the  figure  in  my  head,  sir. 
I  should  have  thought  it  was  more  than  that;  but  they  are  very 
important,  because  of  the  coal  mines  and  the  iron  mines  in  the  Saar- 
bruck  district. 

Mr.  EscH.  Then  they  also  have  control  of  the  lines  in  Hesse  ? 

Mr.  AcAvoRTH.  Hesse  had  its  owai  separate  system  and  Prussia 
had  its  oAvn  separate  system.  I  should  think  it  was  about  1900, 
speaking  from  memory,  that  the  people  of  Hesse  came  to  the  con- 
clusion that  it  was  not  good  business  to  keep  their  small  system 
separate,  and  they  amalgamated,  and  it  is  now  the  Prussian-Hesse 
system. 

Mr.  EscH.  Has  not  Prussia  some  interest  in  the  lines  in  Saxe- 
Weimer  and  Saxe-Meiningen  ? 

Mr.  AcnvoRTH.  I  think  those  little  States — they  are  too  small  to 
amount  to  anything  of  importance — are  included  in  the  Prussian 
railway  system. 

Mr.  EscH.  Does  not  the  imperial  control  extend  over  the  States, 
to  a  certain  degree? 

Mr.  Acw^ORTH.  There  was  set  up  under  the  German  constitution 
an  imperial  railway  office,  and  it  was  expected  to  be  of  very  great 
importance :  and  if  you  look  at  the  paper  constitution  of  it,  it  looks 
to  have  important  functions.  I  gather  from  discussing  it  with 
people  who  know  its  actual  working  that  as  a  matter  of  practical 
politics  it  has  not  really  very  much  power;  that  it  nominally  controls 
tariffs,  it  nominally  controls  regulations  as  to  signaling  and  as  to 
interchange  of  traffic  and  everything  of  that  kind;  but,  practically, 
I  understand  it  sits  there  and  compiles  statistics,  and  does  not  do 
very  much  more:  but  if  it  were  necessary  to  unify  the  regulations 
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and  the  tariffs  of  the  German  States,  it  would  have  power  to  do  it. 
It  would  have  a  theoretical  power,  certainly,  whether  it  would  have 
a  practical  power  or  not.  As  it  works  out  in  practice  Prussia  domi- 
nates the  situation. 

Mr.  Escii.  Is  that  done  through  the  nation  council  ?  Is  that  what 
they  call  that  bod}^  ? 

Mr.  AcwoRTH.  Oh,  no,  sir;  the  national  council  is  quite  different. 
The  imperial  railway  office  has  an  official  director,  etc.,  and  is  an 
official  bureau.  Prussia  has — and  other  smaller  States  have  in  some 
cases,  too — a  national  council,  which  consists  of  representatives  from 
the  ministiy  of  agriculture,  and  the  ministry  of  w^ar,  and  the  min- 
istry of  commerce,  and  the  ministry  of  lands  and  mines,  and  the 
ministry  of  railways,  and  chambers  of  commerce,  and  chambers  of 
mines,  and  chambers  of  agriculture,  and  probably  representatives 
of  the  municipality  of  Berlin  and  some  other  big  municipalities — 
something  like  100  members  in  all — and  it  meets  and  discusses — it 
has  no  powers  whatever — aii}^  questions  of  alterations  in  the  general 
regulations.  Take  a  question  that  is  always  up  here,  of  demurrage ; 
let  us  say  that  it  is  proposed  to  alter  the  rules  about  demurrage  or  it 
is  proposed  to  alter  the  size  of  the  minimum  carload — -questions  of 
that  kind,  which  are  proposed  either  by  the  railways  or  by  the 
traders,  and  a  question  of  that  kind  is  put  on  the  docket  of  the 
council  and  is  discussed.  The  council  has  no  authority  whatever  to 
give  any  orders.  It  is  merel}'  a  consultative  body,  but  its  opinions 
have  very  great  Aveight.  I  have  urged  for  j^ears  in  England  that  we 
should  adopt  the  same  thing.  I  read  not  very  long  ago  an  article 
by  Mr.  Meyer,  of  the  Interstate  Commerce  Commission,  urging  that 
it  be  introduced  here.  We  have  recommended  that  it  be  introduced 
in  Canada.    I  believe  it  is  an  admirable  system. 

Mr.  EscH.  It  brings  to  the  attention  of  the  administrative  body 
the  wishes  of  the  people  themselves? 

Mr.  AcwoRTH.  Yes;  and  it  does  another  thing,  which  is  almost  as 
important.  It  makes  the  railway  people  and  the  shippers  know 
each  other,  it  gives  the  customer  who  does  not  understand  railway 
operation  an  opportunity  of  learning  that  what  he  thinks  is  a  simple 
thing  to  be  done  is  not  easy  for  the  railway  companies  to  do.  I 
think  it  has  good  influence  both  ways.  It  helps  the  railway  com- 
panies; it  makes  them  do  things  they  might  otherwise  object  to 
doing,  but  it  also  makes  the  shippers  understand  why  they  can  not 
get  all  the  want.    I  believe  it  is  most  valuable. 

Mr.  EscH.  How  does  that  differ  from  the  committee  on  railway 
management?  Thej?-  have  another  organization  or  bodv — a  com- 
mittee on  railway  management.  Now,  that  may  have  onlj^  reference 
to  the  relations  of  Germany  to  outside  States. 

Mr.  AcAVORTii.  It  is  a  little  difficult,  of  course — the  technical 
terms — but  I  presume,  sir,  what  you  are  referring  to  is  the  Union 
of  German  Railway  Administration,  a  body  of  the  nature  of  your 
railway  association  here,  which  is  purely  of  raihvay  men,  technical 
men  who  discuss  technical  questions,  who  lay  down  the  dimensions 
of  a  coupler,  that  it  must  be  of  a  certain  weight  and  have  a  certain 
size  of  jaw,  and  that  it  must  pull  back  with  a  rod  of  a  certain  length, 
and  things  of  that  kind:  purely  a  technical  body. 

Mr.  Escii.  Does  not  that  body  have  a  tendency,  then,  to  bring 
about  uniformity  and  standards  throughout  the  Empire? 
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Mr.  Acwoinii.  Oli.  yes:  tlicy  have  done  most  admirably,  and  not 
oidy  ha\e  they  established  the  German  standard  in  (jcrmany  but  it 
ext(Muls  into  Austria,  into  Luxemburg,  and,  I  think,  into  Holhmd 
and  Belaium  and  into  Switzerland.  It  extends  far  beyond  the  (Jer- 
man  Empire,  and  not  oidy  has  it  been  very  useful  from  a  practical 
point  of  \iew,  but  I  ha\e  no  doubt  that  it  has  been  one  of  the  things 
that  has  helped  Germany  to  extend  her  trade  outside  of  her  frontiers. 

Mr.  EscH.  So  you  think  botli  those  organizations  tend  toward 
higher  efficiency? 

Mr.  AcwoitTH.  Yes;  T  think  they  are  both  admirable  and  very 
useful. 

Mr.  Escii.  Now,  with  reference  to  the  matter  of  Prussian  rates, 
is  it  not  a  fact  that  the  bulk  freight  in  Germany  goes  by  river  or 
canal  ? 

Mr.  At'AvoRTH.  It  is  curious,  when  you  come  to  look  at  the  figures. 
One  always  speaks  of  it  as  "'rivers  and  canals,"  but  the  fact  is — I 
think  I  should  not  be  wrong  if  I  said  that  more  than  half  of  the 
whole  is  on  the  Rhine — a  good  deal  more  than  half  of  the  whole  is 
actually  on  the  Rhine,  and  perhaps  a  quarter  of  the  rest  of  it  is  on 
the  Elbe,  and  the  canals  are  quite  a  small  proportion  of  the  wdiole; 
when  you  put  them  together  they  are  very  much  smaller  than  the 
railway  traffic,  but  they  bear  a  very  much  bigger  proportion  to  the 
railway  traffic  than  in  the  United  States  or  in  the  United  Kingdom. 

Mr.  Escii,  It  is  one-quarter,  T  iniderstand 

Mr.  AcAVORTn.  In  Germany? 

Mr.  EscH.  Yes. 

Mr.  AcwoRTH.  I  would  not  like  to  give  the  figure  offliand. 

Mr.  Escii.  That  was  the  figure  given  by  Dr.  Johnson  in  his  work 
on  "Railway  Transportation,"  just  published, 

Mr.  AcAvoRTii.  If  I  had  known  that  you  were  likely  to  ask  me  that, 
T  would  have  looked  it  up. 

Mr.  Escii.  The  point  I  am  getting  at  is  that,  assuming  that  Dr. 
Johnson  is  right  in  his  statement  that  one-quarter  of  the  freight  in 
the  German  Empire  goes  by  water,  that  would  mean  that  the  high- 
])ricod  freight — what  we  call  in  this  country  "  class  freight " — would 
go  by  rail  ? 

Mr.  AcAvoRTH.  That  is  true. 

Mr,  EscH.  And  that  would  have  a  tendency  of  raising  the  average 
per  ton-mile  cost  in  Germany  as  compared  with  the  United  States 
or  any  other  country? 

Mr.  AcwoRTH.  Yes;  somewhat,  but  not  very  much,  if  you  remem- 
ber that  it  is  all  in  carload  lots  and  that  the  consignor  has  to  load  and 
unload  it.  It  does  not  cost  much  more  to  haul  a  carload  of  cotton 
cloth  than  it  does  to  haul  a  carload  of  coal.  Of  course,  coal  gives 
better  loading,  but  the  large  part  of  the  expense  of  merchandise  traffic 
is  the  handling.  Now,  they  get  rid  of  that  because  it  is  all  carload 
-stuff,  and  the  consignor  and  consignee  deal  with  it.  But  may  I  just 
say  this  about  the  water  traffic,  because  this  is  a  condition  of  things 
that  is  peculiar  to  Germany:  Largely,  it  is  always  understood,  from 
the  personal  interference  of  the  Kaiser  himself,  the  water  traffic  is 
encouraged,  and  what  happens  is  this :  Traffic  arises,  we  will  say,  30 
miles  from  the  Rhine.  Supposing  it  is  traffic  rising  in  the  east  of 
Prussia,  somewhere  near  the  Elbe;  it  is  carried  bv  rail  to  the  Elbe — 
this  happens  on  grain  to  a  large  extent — and  it  goes  down  the  Elbe, 
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and  comes  right  around  the  North  Sea,  and  comes  up  the  Rhine,  and 
then,  if  it  is  wanted  50  miles  inland,  it  is  again  put  on  a  train  and 
taken  to  its  destination.  So  you  will  observe,  if  you  take  the  case 
of  a  ton  of  grain,  under  those  conditions  it  would  appear  in  the  sta- 
tistics as  2  tons  of  grain  carried  by  rail  and  1  ton  of  grain  carried  by 
water,  and  yet  it  is  the  same  ton.  So,  as  I  say,  the  statistics  are 
curious. 

Mr.  EscH.  But  it  is  true,  as  you  say.  that  the  German  Government 
encourages  its  water  traffic? 

Mr.  AcAvoRTH.  Yes. 

Mr.  EscH.  And  does  not  permit  the  railroads  to  fix  such  a  rat«  as 
would  destroy  the  river  traffic  ? 

Mr.  AcwoRTH.  Yes;  that  is  to  say,  it  does  not  itself  make  any 
such  a  rate. 

Mr.  EscH.  In  France  they  do  the  same  thing,  do  they  not,  to  pro- 
tect their  water  traffic? 

Mr.  AcwoRTH.  In  France  they  protect  the  water  traffic  by  not 
allowing  a  railway  rate  to  be  reduced  to  more  than  20  per  cent  above 
the  water  rate.  There  is  a  sort  of  standard  difference  between  the 
rates  of  20  per  cent  higher  for  rail. 

Mr.  EscH.  That  being  the  case,  and  the  railroads  only  carrying 
the  higher  class  freight 

Mr.  AcwoRTH.  No,  sir ;  with  respect,  that  is  not  the  case.  I  mean 
to  say  that  if  you  will  look  at  the  traffic  you  will  find,  as  in  every 
country,  that  the  very  large  proportion  of  the  total  rail  traffic  is  coal 
and  iron. 

Mr.  EscH.  And  that  goes  by  water  very  largely  ? 

Mr.  AcwoRTH.  Very  largely;  but  also  by  rail  very  largely.  I 
mean  to  say  that  if  you  take  an  analysis  of  the  total  tonnage  of  the 
Prussian  railwavs,  and  sav  it  is  500,000,000  tons  a  vear,  or  some- 
thing of  that  kind,  you  will  find  that  200,000,000  tons  to  start  with  is 
coal  and  another  100,000,000  is  iron  and  sand  and  bricks  and  things 
of  that  kind.  It  would  be  quite  wrong  to  think  that  the  Prussian 
rate,  of  which  I  gave  the  average  yesterday  at  roughly  double  the 
American  rate — I  say  it  would  be  quite  wrong  to  think  that  that  is 
mainly  on  high-class  traffic.  I  think  you  will  find  it  is  on  traffic  dis- 
tributed in  very  much  the  same  proportions  as  it  is  distributed  here. 

Mr.  EscH.  But  in  the  German  system  they  do  not  have  express 
companies  and  express  packages  hauled  by  distinct  companies,  but 
that  goes  as  freight,  does  it  not? 

Mr.  AcwoRTH.  They  have  a  system  by  which  it  is  all  done  by  the 
railway  itself.  They  have  a  system  of  what  they  call  "express 
goods,"  for  which  the  rate  is  double  the  rate  on  the  highCvSt  class 
traffic  by  ordinary  freight ;  and  they  also  have  what  they  call  "  courier 
freight,"  which  is  still  better,  and  that  is  charged  four  times  the  first- 
class  freight  rate. 

Mr.  EscH.  But  that  goes  in  to  raise  the  average? 

Mr.  AcwoRTH.  No,  sir. 

Mr.  EscH.  It  does  not? 

Mr.  AcAvoRTH.  No,  sir:  the  rates  I  haA^e  given  are  the  rates  not 
including  express  goods.    These  are  the  rates  for  ordinary  freight. 

Mr.  EscH.  Germany,  to  encourage  her  foreign  commerce,  has  what 
she  calls  "  exceptional  tariff,"  has  she  not? 

Mr.  AcAvoRTir.  Oh,  yes. 
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^Ir.  Kscii.  Will  you  exi)luin  the  operation  of  the  exceptional  tariffs 
as  administered  hv  the  (lennan  railway  system? 

Mr.  AcwoHTii.I  am  afraid,  sir,  that  that  is  beyond  me.  They 
have  a  very  complicated  taritf.  They  have,  first  of  all.  a  rate  for 
small  consigjnments— and  a  ''small  consignment"  means  anything 
under  5  tons — small  consignments  of  goods  not  specially  mentioned. 
Secondly,  thev  have  a  rate— that  is  the  rate  which  I  mentioned  yes- 
terdav.  and  called  it  9.  Secondly,  they  have  a  rate  for  goods  "not 
specially  classified."  carried  in  5-ton  lots,  and  that  rate  would  be 
about  <)'.  Thirdlv,  thev  have  a  rate  for  goods  not  specially  classi- 
fied, carried  in  10-t(m  lots,  and  that  would  be  the  rate  that  I  called  4. 
Then,  next,  thev  have  another  three  sets  of  rates  for  goods  "  speci:illy 
classified,"'  lower  than  the  first  set,  that  go  either  in  small  consign- 
ments, or  in  5-ton  lots  or  in  10-ton  lots.  Then,  beyond  that,  they 
have  three  which  thev  call  "exceptional  classes."  The  exceptional 
class  No.  1,  Ave  will  say.  Avould  be  grain;  exceptional  class  No.  2  would 
be,  say,  pig  iron ;  and  exceptional  class  No.  3  would  be  coal  and  sand 
and  numure.     So  that  they  have  a  great  many  classes. 

Mr.  EscH.  Yes;  but  those  are  hauled  at  a  very  low  rate? 

Mr.  AcAVORTH.  It  works  out  in  this  way,  as  I  quoted  from  Prof. 
Schumacher,  down  to  a  rate  about  as  low  as  0.35  of  a  cent — I  gave 
the  figure  yesterday.  That  he  gives  as  an  exceptionally  low  rate  for 
bulk  freight.  He  says,  "  In  the  case  of  goods  sent  in  bulk,  the  freight 
for  long  distances  is  as  low  as  0.35  of  a  cent  per  ton-mile." 

Mr.  EscH.  Why  are  such  exceptionally  low  rates  given  to  exports 
and  imports?  Do  you  think  it  is  due  to  the  agrarian  movement 
generally?  . 

Mr.  AcwoRTH.  They  never  give  a  low  rate  to  imports.     On  the 

contrary. 

Mr.  EscH.  Exports? 

Mr.  Acw^ORTii.  Exports ;  yes.  They  have  done  that  as  a  deliberate 
attempt  to  capture  the  foreign  markets.  They  have  kept  that  very 
quiet,  but  there  are  two  well-known  tariffs — one  the  "Levant  tariff," 
and  the  other  the  "  East  African  tariff,"  and  it  is  always  understood 
that  a  manufacturer,  in  Saxony  for  instance,  wanting  to  ship  goods, 
in  competition  with  other  countries,  to  Asia  Minor,  is  given  such  a 
rate— or  it  may  be  no  rate  at  all— from  his  factory  to  Haniburg  as 
enables  him  to'  compete  with  the  same  goods  coming  from  Liverpool 
or  from  New  York;  but  the  Prussian  Government  keeps  that  very 
quiet.  However,  it  is  quite  understood  that  it  deliberately  makes  a 
rate  that  renders  it  possible  for  the  German  trader  to  compete  w^ith- 
out  being  handicapped  by  his  geographical  situation. 

Mr.  EscH.  That  would  result  in  a  species  of  discrimination,  would 
it  not? 

:Mr.  AcwoRTH.  A  startling  discrimination,  one  would  say;  but  it 
is.  of  course,  part  of  the  whole  Prussian  system  of  protection. 

Mr.  EscH.  Yes.  You  spoke  last  night  of  the  small  capacitv  of  their 
wagon  or  freight  wagons.  Is  not  that  due,  in  part,  to  their  agree- 
ment with  adjoining  nations  that  they  shall  have  not  more  than  3,100 
pounds,  I  think,  for  axle  load?  Do  they  not  have  some  agi^eement  of 
that  kind  ? 

Mr.  Acw^ORTH.  I  should,  myself,  have  thought  it  was  due  more  to 
the  fact  that  a  State  undertaking  is  never  ready  to  spend  money  on 
improvements,  and  that  they  did  not  want  to  build  bridges  that 
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would  carry  the  heavier  loads.  Of  course  the  proportion  of  traffic 
that  goes  to  foreign  countries  is  very  small :  the  great  haul  of  traffic 
must  always  be,  for  example,  coal  from  the  mines  of  the  iron  works, 
and  things  of  that  kind,  and  I  do  not  know  of  an}'  reason  why  they 
should  not  use  50-ton,  70-ton,  or  90-ton  cars,  as  they  do  in  America, 
except  that  they  would  have  to  modernize  their  roads. 

Mr.  Escii.  You  gave  us  one  reason  why  they  did  not,  and  why  the 
freight  traffic  in  Germany  was  not  at  its  highest  point  of  efficiency — 
the  fact  that  the  Government  sought  a  revenue  out  of  its  roads. 

Mr.  AcwoRTH.  Well,  sir,  I  do  not  want  to  say  anything  unkind 
about  Governments,  but  it  does  seem  to  me  that  all  Government  en- 
terprises seek  a  revenue  not  by  launching  out  boldly  and  getting  a 
fine  return  but  by  "  cheeseparing "  and  cutting  down  the  expenses. 
They  try  to  raise  their  profit  by  cutting  down  the  expenses  and  not 
by  improving  their  gross  receipts.  It  seems  to  me  that  applies  to 
Government  enterprises  everywhere,  certainly  in  Europe. 

Mr.  EscH.  And  that  would  be  one  argument  against  Govermnent 
ownership,  in  your  opinion  ? 

Mr.  AcAVORTir.  To  me  it  is  a  very  strong  argument.  All  history 
tends  that  way. 

Mr.  EscH.  'You  say  thev  turn  into  the  treasurv  $50,000,000  to 
$60,000,000  a  year  ?  ' 

Mr.  AcwoRTH.  Yes;  and  it  has 'gone  as  high  as  a  hundred  million; 
it  varies  from  year  to  year. 

Mr.  EscH.  But  I  think  the  German  States  do  not  tax  their  rail- 
roads ? 

Mr.  AcwoRTH.  They  pay  some  taxes. 

Mr.  EscH.  It  is  comparatively  nominal? 

Mr.  AcwoRTH.  Yes. 

Mr.  EscH.  So  when  you  talk  about  putting  so  much  into  the 
treasury,  we  ought  to  remember,  at  the  same  time,  that  they  are  not 
being  taxed  by  the  Government? 

Mr.  AcwoRTH.  Yes,  sir;  that  is  perfectly  true.  I  put  it  in  there, 
but  I  forgot  to  mention  it  last  night.  Of  course  it  is  a  very  important 
point. 

Mr.  Ha:milton.  Is  it  true  that  the  Prussian  railroads  are  not 
taxed? 

Mr.  AcwORTH.  Yes ;  they  pa}-  some  nominal  charges. 

Mr.  Ha:milton.  The  Belgian  roads  are  not  taxed,  but  I  had  the 
idea  that  the  Prussian  roads  were  taxed. 

Mr.  AcwoRTH.  My  recollection  is  that  they  have  to  pay  something 
like  one-half  of  1  per  cent  of  their  gross  revenue;  something  ver}' 
small. 

Mr.  EscH.  If  the  25,000  miles  of  State  roads  had  to  pay  a  tax  like 
other  property  there  would  not  be  much  money  to  put  into  the  treas- 
ury, would  there? 

Mr.  AcAVORTH.  Well,  I  could  not  say.  One  would  have  to  know 
what  the  rate  of  the  tax  would  be  before  it  would  take  that  up. 

Mr.  Escii.  But  we  have  got  to  bear  that  in  mind  ? 

Mr.  AcwoRTH.  Oh,  yes.  Unquestionably,  if  they  had  taxation  on 
the  American  scale,  of  so  many  dollars  a  mile — say,  $250  a  mile  oi 
something  of  that  kind 

Mr.  Escir.  The  taxes  on  tlie  railroads  of  the  United  States  last 
year  were,  I  think,  about  $150,000,000,  and  it  is  a  very  considerable 
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item,  iuul  ono  against  which  tho  railroads  are  makino;  much  com- 
plaint, because  of  the  rapid  rate  of  increase  in  their  taxation  in  the 
last  10  years. 

]Mr.  HA.Mii/rox.  Just  a  question  has  occurred  to  me  in  this  con- 
nection, and,  with  Mr.  P^sch's  permission,  I  will  submit  it  to  you. 

Mr,  EscH.  Yes ;  go  ahead,  sir. 

Mr.  IlAikiiLTOx.  As  I  understand,  it  has  been  the  custom  in  Prus- 
sia— I  do  not  know  whether  it  is  still  the  custom— for  municipalities 
to  coustruct  the  railroad  stations,  and  not  require  the  railroads  to 
construct  those  stations,  so  that  a  considerable  expense  was,  for  a 
lono-  time  at  least,  saved  to  the  railroads  in  that  respect.  Is  that 
true  ? 

Mr.  AcwoKTii.  I  do  not  think  they  construct,  sir.  Of  course,  the 
State  and  the  municipalities  work  exceedingly  closely  together. 
Here  is  Avhat  has  happened  in  one  or  two  instances.  I  dare  say 
that  the  members  of  the  committee  know  the  great  station  at  Frank- 
fort. Now,  they  moved  the  Frankfort  station.  The  town,  of  course, 
had  grown  a  great  deal,  and  they  moved  the  station  from  a  very 
valuable  site  and  sold  that  site,  and  they  built  an  enormously  larger 
and  more  elaborate  station  on  a  considerably  cheaper  site;  and  I 
have  no  question  that  there  was  a  bargain  in  the  whole  undertaking 
between  the  (Tovernment  and  the  State  and  the  city ;  but  the  Gov- 
ernment certainly  built  the  station.  How  much  the  town  contributed 
and  in  what  form  I  could  not  say. 

Mr.  Hamilton.  I  understood  that  the  Government  ran  the  rail- 
way, but  that  for  a  long  time  at  least  the  municipality  constructed 
the  stations,  and  that  tliere  was  a  sort  of  rivalry  among  them,  as  to 
the  beauty  and  the  character  of  the  stations  and  things  of  that  sort. 

Mr.  AcwoRTH.  That  is  not  within  my  knowledge,  sir. 

Mr.  EscH.  My  half  hour  is  exhausted,  but  I  want  to  ask  you  one 
question.  What,  in  your  opinion,  would  be  the  virtue  of  this  plan : 
That  the  Government  would  guarantee  interest  and  dividends  on  a 
fair  valuation,  plus  a  reasonable  surplus,  dividing  with  the  Gov- 
ernment what  should  be  earned  beyond  that  amount? 

Mr.  AcAVORTH.  Are  you  putting  that  as  a  generality  ? 

Mr.  EscH.  A  hypothetical  question. 

Mr.  AcwoRTH.  As  a  general  scheme  ? 

Mr.  EscH.  Yes. 

ISIr.  AcwoRTH.  A  scheme  that  might  be  applicable  to  a  whole  coun- 
try's railways  ? 

Mr.  EscH.  Yes. 

Mr.  Acw^ORTH.  Guaranteed,  we  will  say,  5  per  cent  and  dividing 
beyond  5  per  cent  ? 

"^Ir.  EscH.  Yes. 

Mr.  AcwoRTH.  Well,  from  the  point  of  view  of  a  shareholder, 
assuming  that  he  agi'ees  with  the  valuer  as  to  what  the  fair  valua- 
tion is — which,  perhaps,  is  a  somewhat  large  assumption 

Mr.  EscH.  Of  course,  we  are  trying  to  make  a  fair  valuation  here. 

Mr.  AcAvoRTH.  Yes.  Assuming  that  the  share'holder  accepts  the 
valuation  as  fair,  that  he  is  offered  a  guaranteed  per  cent  and  a  per- 
centage of  the  division  of  the  rates,  it  seems  to  me  that  the  share- 
holder in  the  ordinary  railroad  has  reason  to  think  he  is  quite  well 
treated :  but  it  occurs  to  one  whether  a  shareholder  in  the  Lacka- 
wanna Eailroad  would  be  grateful  for  that  treatment. 
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Mr.  EscH.  He  might  think  he  could  do  better  ? 

Mr.  AcwoRTH.  Yes ;  that  he  coukl  do  better  for  himself. 

Mr.  EscH.  That  suggestion  was  not  broached  in  the  course  of  the 
hearings  thus  far,  and  I  thought  I  would  get  your  views  on  it.  My 
time  is  exhausted. 

Mr.  AcAvoRTH.  I  was  only  answering  from  a  financial  point  of  view. 

Mr.  EscH.  Well,  w^hat  would  you  say  to  it  as  a  governmental 
policy  ? 

Mr.  AcwoRTH.  It  is  quite  clear  that  the  Government  is  not  going 
to  take  all  that  responsibility  without  taking  some  control  in  return. 
You  must  assume  that, 

Mr.  EscH.  That  is  assumed. 

Mr.  AcwoRTH.  Of  course,  if  you  ask  me  my  opinion 

Mr.  EscH.  Yes. 

Mr.  AcwoRTH.  My  opinion  would  be  that  it  would  depend  on  the 
form  in  which  the  Government  took  the  control.  If  the  Government 
took  the  control  in  a  form  which  led  the  railways  to  get  into  politics, 
I  should  say  it  would  be  a  disaster  to  the  country.  If  the  Govern- 
ment took  the  control  in  the  form  of — what  shall  I  say — of  a  finan- 
cial board  of  experts  or  something  of  that  kind,  who  were  entirely 
independent  of  politics  and  who  did  not  have  to  seek  election  or  any- 
thing of  that  kind,  it  might  be  a  good  scheme. 

Mr.  EscH.  Let  us  assume  control  such  as  we  have  in  the  Interstate 
Commerce  Commission  now. 

Mr.  AcwoRTH.  Well,  I  like  our  Canadian  scheme,  where  they  re- 
elect each  other,  much  better  than  yours,  sir,  I  will  say  frankly ;  but 
we  have  not  got  ours  yet. 

Mr.  EscH.  My  time  is  exhausted,  Mr.  Chairman. 

The  Vice  Chairman.  Have  you  imposed  a  self -limitation  on  your- 
self,  Mr.  Esch  ? 

Mr.  EscH.  Yes,  sir. 

The  Vice  Chairman.  Senator  Robinson,  you  may  examine  the  wit- 
ness now.  Before  Senator  Robinson  proceeds,  however,  I  will  have  to 
go  away,  and  must  ask  to  be  excused;  and  I  want  to  ask  if,  after 
Senator  Robinson  and  Judge  Sims  have  concluded  their  examination, 
w^e  can  not  reconvene  in  the  morning  at  half  past  10,  and  permit 
those  Senators  wdio  are  not  present  to-night  to  examine  Mr.  Ac- 
worth  ? 

Mr.  AcwoRTH.  I  am  at  your  service. 

The  Vice  Chairman.  What  do  you  say,  gentlemen  ? 

Senator  Robinson.  I  am  agreeable. 

The  Vice  Chairman.  Will  you  proceed  now.  Senator  ? 

Senator  Robinson.  Yes. 

The  Vice  Chairman.  You  and  Judge  Sims  try  to  get  through  to- 
night, and  then  we  will  meet  in  the  morning  at  10.30. 

Senator  Robinson.  Then  you  had  better  make  it  10  o'clock,  if  you 
want  to  accomplish  anything  in  the  morning,  because  the  Senate 
meets  at  11. 

The  Vice  Chairman.  Then  when  you  alld  Judge  iSims  have  con- 
cluded, just  announce  that  we  will  adjourn  until  10  o'clock  to- 
morrow. 

Senator  Robinson.  I  was  not  fortunate  enough  to  hear  the  exami- 
nation by  Congressman  Hamilton,  and  I  only  heard  a  part  of  the 
examination  bj''  Congressman  Esch.    I  do  not  wash  to  duplicate  any- 
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tliin*^  that  has  been  askc'(l  you.  but  in  your  (lirect  examination  you 
stated  that,  bet'oio  publishin<>-  your  views,  as  expressed  in  the  printed 
document  to  whirli  you  have  referred  throughout  your  testimony, 
Mr.  Acworth,  you  first  submitted  your  statements  tonceniing  the 
American  railways  to  two  eminent  American  experts  on  the  subjec  t  i 

Mr.  Acwoirni.  No,  sir.  1  submitted  the  whole  thing  to  two  ex- 
perts, one  of  wliom  was  an  American  and  the  other  one  was  an  Eng- 
lishman, and  1  said.  "  Have  I  got  any  figures  wrong T'  What  I  really 
said  was  this:  "Have  I  strained  a  points  Have  I  fairly  represented 
the  figures,  or  are  there  figures  that  ought  to  have  been  put  in,  which 
would  (jualify  my  ca,se?"    That  is  the  way  I  put  it  to  them. 

Senator  Robinson.  Have  you  stated  who  they  were  ^ 

Mr.  Acworth.  I  did  not  give  their  names. 

Senator  Robinson.  I  would  be  glad  to  have  you  do  that. 

Mr.  Acworth.  I  suppose  they  can  not  have  any  objection.  One 
was  Prof.  Cunningham,  of  Harvard,  and  the  other  was  Mr.  Stephen- 
son. Avho  is  lecturer  on  i-ailway  economics  in  the  ITniversity  of 
London. 

Senator  Robinson.  You  referred  to  what  you  yourself  designated 
as  your  "bias''  on  this  subject.  Do  3'ou  oppose  government  owner- 
ship or  government  operation  of  railroads,  or  both? 

Mr.  Acworth.  Well,  they  almost  have  gone  together.  I  do  not 
see  any  objection  to  government  ownership  and  a  lease,  if  that  is  the 
best  system  ui.der  the  circumstances,  but  I  would  put  it  as  a  strong 
conviction  that  private  enterprise  is  best,  if  we  can  keep  it. 

Senator  Robinson.  When  you  say  ''private  enterprise"  do  you 
mean  that  it  is  better  for  the  railroads  to  be  owned  by  individuals 
or  corporations  and  operated  by  them,  or  better  for  them  to  be  owned 
by  the  public  and  operated  by  individuals? 

Mr.  Acworth.  No.  sir.  I  mean,  quite  clearly,  that,  in  my  belief, 
for  a  great  many  years  the  Elnglish  railways,  which  never  had  a  shil- 
ling of  government  money  and  ne^■er  had  any  government  help  in 
the  world — in  the  early  days  certainly  led  the  world,  and  when  people 
Avanted  to  know  how  to  run  a  railway  they  came  to  England  to 
learn;  and  the  railway  literature  of  40  and  50  years  ago  is  full  of 
French  and  German  and  American  books  by  people  who  came  to 
England  and  learned  from  the  private  railways  of  England  how  to 
do  things.  Nowadays,  if  people  want  to  learn  how  to  run  a  railway — 
the  French  and  the  Germans  and  the  English — they  come  to  the 
American  railroads  and  learn  from  them;  and  the  American  rail- 
roads, aside  from  fractional  assistance  for  the  Union  Pacific,  and  so 
on.  in  the  early  days,  are  entirely  the  result  of  private  enterprise; 
and  I  think  those  two  go  a  very  long  way  to  prove  the  case. 

Senator  Robinson.  Have  you  made  a  special  study  of  American 
railroads  with  a  view  to  determining  the  best  means  of  providing 
necessary  and  adequate  transportation  facilities  in  this  country  ? 

Mr.  Acworth.  I  have  a  very  definite  idea  myself,  sir.  that  you 
can  have  all  the  transportation  facilities  in  six  months,' if  you  ran 
give  them  rates  on  which  they  can  raise  the  capital. 

Senator  Robinson.  Do  you  think  the  difficulties  that  now  exist  with 
reference  to  transportation  in  the  United  States  are  due  to  inadequate 
rates  ? 

Mr.  Acworth.  It  seems  to  me  it  is  quite  clear  what  has  happened. 
You  had  a  long  series  of  falling  prices,  and  you  had  railroads  very 
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rapidly  making  great  economies  by  bigger  cars  and  bigger  engines 
and  bigger  train  loads,  and  all  the  rest  of  it,  and  you  also  had  strong 
competition,  and  the  result  of  all  those  things  was  that  the  railroads, 
by  economizing  in  their  methods,  could  alford  to  carry  very  cheaply. 
They  tried  to  carry  too  cheaply  in  order  to  cut  each  other's  throats. 
Now,  then,  just  at  the  stage  when  they  have  got  to  the  lowest  rate, 
you  introduce  regulation,  and  the  regulation  says,  "  We  will  keep  the 
rates  down  to  the  low  figure,  substantially:  we  will  keep  the  rates 
down  to  that  figure  in  the  face  of  a  market  that  has  gone  up 
100  or  120  per  cent  for  everything  they  use  and  for  the  wages  they 
have  to  pay.  Looking  at  it  as  an  outsider,  it  seems  to  me  that  the 
thing  must  break  clown ;  it  can  not  do  anything  else. 

Senator  RoBI^'soN.  I  do  not  know  whether  I  understand  you  cor- 
rectly or  not.  If  I  do  understand  3"ou  correctly,  you  are  expressing 
the  opinion  that  railroad  rates  in  the  United  States  are  at  present 
and  have  been  during  the  past  few  years  too  low  ? 

Mr.  AcwoRTH.  Very  much  too  low. 

Senator  Robinson.  Are  conditions  here  so  analogous  to  those  in 
continental  Europe  as  to  enable  you  to  form  a  conclusion  concerning 
the  partial  failure  of  State-owned  railroad  systems  in  Europe  and 
what  would  occ  ur  in  the  United  States  if  we  had  Government  owner- 
ship here? 

Mr.  AcwoRTH.  Well,  sir,  before  you  came  in  I  almost  answered 
that  question  in  this  form :  I  suggested  you  had  less  experience  of 
Government  carrying  on  of  commercial  enterprises  than  any  impor- 
tant government  in  the  world.  There  is  a  great  deal  of  evidence  that 
the  governments  do  not  succeed,  even  with  experience,  over  well,  and 
it  seems  to  me  that  for  the  United  States  to  begin  with  an  experi- 
ment the  size  of  the  railroads,  to  start  with  them  at  the  going  off, 
is  a  dangerous  thing  to  do.  I  ought  not  to  criticize  your  methods, 
but,  at  the  same  time,  the  way  it  would  strike  an  outsicler 

Senator  Robinson.  I  hope  you  will  feel  entirely  free,  Mr.  Acworth, 
to  express  any  conviction  you  have  on  the  subject.  I  have  been  very 
much  interested  and  enlightened  by  your  discussion  of  it,  and  I  do 
not  know  that  anything  that  I  can  ask  you  will  illuminate  the  sub- 
ject, except  perhaps  in  my  own  mind. 

Mr.  Acw^orth.  Well,  sir,  a  member  of  the  committee  asked  me  yes- 
terday about  the  telephones,  and  the  result  was,  as  I  have  said,  I  read 
the  report  of  the  Postmaster  General  of  the  United  States.  The 
Postmaster  General  says  that  he  is  greatly  inconvenienced  by  the 
political  pressure  of  his  subordinates.  He  also  says  that  he  wants  a 
system  altered,  under  wdiich  all  the  higher  appointments  are  filled 
from  one  political  party.  Well,  now,  your  Post  Office  gets  on  in  spite 
of  it;  but  if,  instead  of — I  do  not  know  what  you  have,  perhaps  a 
couple  of  hundred  thousand  people  in  the  employment  of  the  Post 
Office — if  you  put  2,000,000  people  in  that  position  I  do  not  know 
what  the  minister  of  railways  would  say.  I  presume  he  would  put  it 
in  nuich  more  strong  language  than  your  Postmaster  General  does. 

Senator  Robinson.  Do  you  know  about  the  approximate  number 
in  railway  service  in  England  now,  Mr.  Acworth  ? 

Mr.  Acworth.  They  cut  off  20  per  cent,  I  suppose,  in  war.  The 
number  used  to  be  called  about  .550,000  or  600.000,  but  that  included 
shopmen. 

Senator  Robinson.  They  are  all  Government  employees,  are  they? 
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Mr.  AcANOit'i'ii.  oil.  no:  you  mean  at  tlie  ])re!sont  moment?  Do  you 
mean  sinci'  the  war '. 

Senator  Koiu.nson.  1  really  did  not  lune  in  mind  the  distinction  as 
to  before  the  war  bej?an  and  since  tlie  war  bej»:an,  but  has  the  system 
been  c'han<red  since  the  war  began? 

Mr.  AcwoKTii.  The  system  has  been  changed  to  this  extent — that 
the  (Tovernment  has  made  itself  responsible  to  nuiintain  the  dividends 
of  the  shareholders.  It  no  more  interferes  with  the  actual  manage- 
ment of  the  railways — it  has  power  to  do  anything — in  fact,  it  no 
more  manages  the  railways  than  you  and  I  do. 

Senator  Kobixson.  The  Government  owns  the  railroads? 

Mr.  AcwoKTH.  No,  sir. 

Senator  Robixsox.  A^lio  owns  them? 

Mr.  AcAvoRTii.  The  ownership  is  left  exactly  as  before  and  can  be 
handed  back  by  the  Government  at  six  Aveeks'  notice. 

Senator  Robixsox.  But  who  owns  tliem — a  private  corporation? 

Mr.  AcwoRTH.  They  have  always  been  privately  owned;  there 
never  has  been  a  yard  of  public  ownership  in  England. 

Senator  Robixsox.  And  the  ownership  is  private,  and  the  manage- 
ment is  in  private  hands  ? 

Mr.  AcAvoRTH.  Yes. 

Senator  Robixson.  How  do  you  justify  the  Government  in  guar- 
anteeing income  on  the  investments?  * 

Mr.  AcwoRTH.  You  see,  it  is  this  way :  The  Government  has  taken 
control  over  the  railways;  it  can  take  the  whole  traffic  otf  of  one 
railroad  and  put  it  on  another;  it  can  order  the  railroad  to  carry 
troops  and  nothing  but  troops,  and"  does  not  pay  for  them,  and  so  on. 

Senator  Robixsox.  And  fixes  the  rates? 

Mr.  ArwoRTH.  The  rates,  speaking  of  war  conditions,  nothing  is 
paid  for  Government  traffic,  wdiether  troops  or  stores.  All  other 
rates  remain  unaltered,  but  the  Government  makes  itself  responsible 
that  the  shareholders  shall  receive  the  same  income  as  before.  It 
might  be  they  would  earn  a  great  deal  more  if  they  were  allowed  to 
earn  it,  but  they  are  not.  It  may  be  they  would  earn  a  great  deal  less, 
and  the  Government  has  simply  said  that  the  income,  as  it  was  the 
year  before  the  war,  shall  continue  during  the  war. 

Senator  Robixsox.  That  is  because  the  Government  is  receiving 
benefits  from  the  transportation  companies  in  the  carriage  of  its 
troops,  munitions,  etc.  Before  the  war  began  did  the  Government 
guarantee  income? 

Mr.  AcwoRTH.  The  English  railways  have  never  received  a  penny, 
either  in  capital  or  in  income,  from  the  Government.  They  are  even 
more  absolutely  private  enterprises  than  yours. 

Senator  Robixsox.  The  Government,  before  the  war,  then,  never 
guaranteed  an  income? 

Mr.  AcAVORTH.  Xever  interferred  in  any  way,  except  to  regulate. 

Senator  Robixsox.  You  have  referred  to  the  alleged  necessity  for 
GoA-ernment  ownership  of  raihvays,  and  among  the  number  of 
grounds  usually  alleged  is  the  construction  of  lines  to  meet  the  re- 
quirements of  communities  where  priA  ate  capital  has  not  been  found 
aA^ailable? 

Mr.  AcAvoRTH.  Yes,  sir. 

Senator  Robixsox.  And  I  believe,  if  I  understood  you  correctly, 
you  said  that  no  such  condition  exists  in  the  United  States.    Did  you 
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know  that  during  the  last  two  years  there  has  been  practicalh'  no 
raih'oad  construction  in  the  United  States? 

Mr.  AcwoRTH.  Yes,  sir;  I  knew  and  I  know  the  reason,  as  I  said. 

Senator  Robinson.  What  is  it? 

Mr.  AcwoRTH.  That  you  can  not  earn  a  profit  on  a  railroad  when 
you  make  it  under  the  rates  you  are  allowed  to  charge. 

Senator  Robinson.  But  did  you  know  during  the  last  year  the 
net  income  of  the  railroads  was  over  $600,000,000 — ^greater  than  ever 
before  in  the  history  of  the  country  ? 

Mr.  Sims.  A  billion  dollars. 

Senator  Robinson.  Six  hundred  million. 

Mr.  Sims.  A  billion  net  income  last  year. 

Senator  Robinson.  Well,  the  figures  I  have  the  last  fiscal  year  show 
over  $()0 1,000,000. 

asIv.  Acwokth.  I  know  that  one-third  of  the  share  capital  had  no 
dividend  at  all. 

Senator  Robinson.  Last  year? 

Mr.  AcAVORTH.  Last  year,  I  think  33  per  cent,  and  that  the  return 
on  those  that  did  earn  a  dividend  averaged,  I  think,  5  and  a  fraction, 
and  I  can  not  conceive  that  any  wise  man  would  put  his  money  into 
a  railroad  with  two-thirds  of  a  chance  of  earning  5^  per  cent  as  an 
average  and  one-third  of  a  chance  of  earning  nothing  at  all. 

Senator  Sobinson.  Xow,  I  think  if  you  wull  pardon  me  for  making 
a  suggestion,  I  do  not  care  to  attempt  to  argue  it  with  you,  but  I 
think  you  are  entirely  mistaken  as  to  the  income  during  the  last  fiscal 
year. 

Mr.  AcwoRTH.  Well,  no  doubt  some  of  the  gentlemen  here  could 
confirm  my  statement,  the  railroad  gentlemen  here. 

Senator  Robinson.  The  income  of  the  railways  was  greater  than 
ever  before  in  the  history  of  the  railroad  industry. 

Mr.  AcAvoRTH.  Yes;  undoubtedly. 

Senator  Robinson.  How  do  you  account,  then,  for  the  discontinu- 
ance of  railroad  building  on  the  theory  that  the  income  is  insuffi- 
cient if  during  the  period  when  railroad  construction  has  ceased 
the  income  has  been  greater  than  ever  before? 

Mr.  AcwoRTH.  The  gross  income  was  very  much  greater. 

Senator  Robinson.  I  am  speaking  noAv  of  the  net  income.  The  net 
income  for  the  last  fiscal  vear  Avas  over  $601,000,000,  and  approxi- 
mately $1,000,000,000  gross. 

Mr.  AcAVORTH.  Yes.  Well,  it  seems  to  me  so  clear  Avith  the  trend  of 
things.  Let  me  put  it  this  Avay,  sir :  If  in  a  year,  Avhich  you  describe 
as  the  year  of  the  biggest  traffic  they  ever  had,  only  two-thirds  of 
the  railroads  got  any  dividends  at  all,  and  they  only  got  an  average 
of  5  per  cent  and  some  odd,  Avhat  man  avouIcI  be  foolish  enough  to 
put  his  money  into  railroad  shares  Avhen  he  has  to  face  an  average 
year  ? 

Senator  Robinson.  I  think  your  figures  are  incorrect  as  to  the  aver- 
age dividend,  but  I  Avill  not  attempt  to  argue  that  with  you.  Your 
conviction  is  that  the  discontinuance  of  railroad  construction  in  the 
United  States  is  due  to  the  inadequacy  of  returns  on  the  investments 
in  railroad  properties? 

Mr.  AcAvoRTH.  Is  due  to  the  prospect — partly  to  the  past  and  much 
more  to  the  outlook  of  the  future. 
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Senator  Robinson.  Do  you  know  that  the  railroads  throughout  the 
United  States  have  now  more  business  than  they  can  do? 

Mr.  AcwoKTJi.  Yes,  sir. 

Senator  Robinson.  That  there  has  been  for  a  year  or  two  years  a 
cong:estion  in  traffic  on  the  raihoads  and  that  they  are  absohitely 
unable  to  take  care  of  the  traffic? 

Mr.  AcwoRTH.  Yes. 

Senator  Robinson.  Does  that  indicate  to  you  that  the  outlook  for 
the  railroads  in  the  United  States  is  bad? 

jNIr.  AcwoRTii.  Yes,  sir;  very  nnich  so. 

Senator  Robinson.  Why? 

Mr.  Acwoirrii.  Because  everybod}^  who  knows  the  railroad  business 
knoAvs  that  the  moment  that  you  get  congestion  the  loss  is  appalling. 
It  costs  you,  once  you  tangle  up  your  traffic  in  a  knot,  it  costs  j^ou  an 
appalling  amount  of  money  to  untie  the  knot  again. 

Senator  Robinson.  But  what  is  the  entanglement  due  to? 

Mr.  AcwoRTH.  It  is  due  to  the  fact  that  capitalists  have  not 
thought  the  prospect  good  enough  to  spend  the  money  necessary  to 
make  the  increase  of  facilities  that  is  required  in  your  country,  if 
your  country  is  not  to  have  a  collapse  of  its  trade.  I  have  been 
watching  it  for  years  and  that  is  my  firm  conviction. 

Senator  Robinson.  You  have  been  watching  it  in  the  United 
States?  That  is  what  I  was  interested  to  know,  whether  you  had 
been  studying  it. 

Mr.  AcwoRTH.  Yes;  I  have  been  here  half  a  dozen  times  in  the 
last  dozen  years,  anyhow. 

Senator  Robinson.  Of  course  conditions  in  continental  countries 
are  so  different  from  those  in  the  United  States  that  a  study  of  con- 
ditions there  would  not  of  necessity  lead  to  any  conclusion? 

Mr.  AcwoRTH.  No,  sir;  I  should  think  I  have  spent  nearly  two 
3'ears  on  this  side  of  the  water  in  the  course  of  my  various  visits, 
and  I  think  I  have  been  in  nearly  every  State  in  the  Union. 

Senator  Robinson.  You  do  recognize  the  fact  that  there  is  a  neces- 
sity for  revival  in  railroad  construction  in  the  United  States  in  order 
to  meet  the  requirements  of  railroad  construction  and  increase  in 
facilities  ? 

Mr.  AcwoRTH.  I  think  you  are  face  to  face  with  the  most  terrible 
crisis  in  commercial  matters. 

Senator  Robinson.  Have  you  worked  out  any  conclusion  as  to  the 
best  means  of  solving  that  question,  Mr.  Acworth  ? 

Mr.  Acworth.  Yes,  sir.  I  can  only  say,  tell  the  Interstate  Com- 
merce Commission  to  let  the  rates  go  up  20  per  cent  and  as  soon 
as  there  are  men  and  supplies  and  car  shops,  and  so  on,  available 
your  difficulties  will  vanish. 

Senator  Robinson.  Do  you  think  that  an  increase  in  rates  will 
solve  the  transportation  problem  in  the  United  States? 

Mr.  Acworth.  It  is  not  the  only  thing  of  course.  If  you  ask  me 
the  other  thing,  I  do  not  think  you  can  expect  the  railroads  to  do 
their  work  efficiently  and  economically  as  long  as  they  are  subject  to 
so  many  contrary  jurisdictions  as  at  present. 

Senator  Robinson.  I  was  coming  to  that  in  a  few  minutes. 

Mr.  Acworth.  I  felt  I  could  not  leave  it  merely  as  a  commercial 
point. 
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Senator  Robinson.  You  have  no  such  thing  as  double  regulation 
in  continental  Europe,  have  you,  or  even  in  the  United  Kingdom? 

Mr.  AcwoRTii.  Yes,  sir;  there  is  Government  regulation. 

Senator  Robinson.  I  say,  double  regulation. 

Mr.  AcwoRTH.  No,  sir;  I  beg  your  pardon. 

Senator  Robinson.  You  have  Government  regulation,  of  course, 
in  all  those  countries. 

Mr.  AcwoRTH    I  beg  your  pardon,  I  did  not  catch  it. 

Senator  Robinson.  You  understand  here  we  have  a  system  of 
State  regulation  on  intrastate  rates,  and  Federal  regulation  as  to 
rates  in  interstate  commerce? 

Mr.  AcwoRTH.  Yes;  and  not  merely  rates  but  also  methods  of 
working  and  things  of  that  kind.  No,  sir;  I  know  nothing  of  the 
kind  in  the  world.  I  can  not  think  of  any  country  where  it  could 
exist. 

Senator  Robinson.  Is  it  your  opinion  that  the  service  on  the  rail- 
roads would  be  improved  if  we  had  a  simple,  single  standard  of 
regulation,  in  so  far  as  that  can  be  consummated,  rather  than  the 
present  double  standard? 

Mr.  AcwoRTH.  It  seems  to  me  that  it  must  be  so.  I  put  it  this 
way :  Suppose  two  States,  each  are  perfectly  wise,  but  decide  differ- 
ently— you  would  be  better  to  substitute  for  them  a  central  govern- 
ment that  was  not  as  intelligent.     [Laughter.] 

Senator  Robinson.  Very  good.  Now,  you  have  said  that  in  your 
opinion  the  main  trouble,  if  I  understood  you  correctly,  W'ith  the 
difficulties  which  the  American  people  are  now  experiencing  in  ob- 
taining necessary  transportation  facilities  grows  out  of  the  fact  that 
the  rates  are  too  low  and  the  returns  on  capital  invested  are 
inadequate  ? 

Mr.  AcwoRTii.  Yes,  sir.  I  would  put  it  more  as  prospect  than  as 
fact.  I  mean  the  facts  are  bad,  but  the  prospects  are  much  worse, 
and  people  always  invest  not  on  the  past  but  on  the  future. 

Senator  Robinson.  Capitalists  regard  investments  in  railroad 
prcperties  as  of  uncertain  value,  and  therefore  are  not  in  haste  to 
make  them? 

]Mr.  AcwoRTH.  Yes,  sir.  One  does  not  need  to  talk  to  people;  one 
only  has  to  look  at  quotations  to  learn  that. 

Senator  Robinson.  But  the  railroads  have  contended  in  hearings 
before  this  committee  that  they  have  experienced  something  of  a 
bi-eakdown  in  their  financial  credit.  Are  you  prepared  to  say 
whether  that  is  a  bona  fide  contention  or  not  or  one  designed  to 
secure  an  increase  in  rates?  Have  vou  studied  that  particular  phase 
of  it? 

Mr.  Agworth.  I  have  heard  the  charge  made;  I  have  heard  the 
suggestion  made,  but  it  seems  to  me  that  if  it  were  true  it  would  be 
necessary  to  go  further  and  to  assume  that  the  whole  of  the  figures 
that  are  produced  are  manufactured.  I  read,  for  example,  within  the 
last  two  or  three  days  a  statement  by  the  president  of  the  Pennsyl- 
vania Railroad.  He  had  paid  6  per  cent  dividend  for  a  good  many 
years  past.  He  said:  "I  had  a  certain  margin  last  year.  I  can  see 
so  many  expenses,"  which  he  itemized,  extra  coal,  extra  wages,  etc., 
"  in  this  current  year  that  I  know  must  come  onto  me  that  I  do  not 
see  that  I  have  enough  margin  to  pay  my  6  per  cent  dividend."  And 
he  gives  his  figures,  and  he  shows  he  is  so  many  millions  short  of 
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payin^^  his  ('>  i)c'r  cent  dividend.  That  is  the  Pennsylvania  Railroad. 
If  tlie  Pennsylvania  Pailroad  makes  a  statement  like  that,  what  can 
yon  expect  of  the  averaf^e  railroad? 

Senator  Roiunson.  Have  you  had  any  trouble  Avitli  wliat  we  call 
car  shortage  in  England  ? 

Mr.  AcAvoinn.  ^^Q  ha\e  got  a  great  car  shortage  at  present. 
Senator  Robinson.  But  that  is  due  to  the  war? 
Mr.  AcwoRTir.  Yes.  sir.  No ;  I  do  not  think  as  a  rule  it  ever  gets 
[o  the  height  that  it  has  got  in  America,  and  that  it  constantly  gets 
in  (iermany.  I  do  not  think  so.  We  have  always  been— capital  has 
been  very  easily  raised  in  England,  and  we  have  always  been  pretty 
lavish  of  capital.  Our  facilities  are  larger  than  are  really  needed,  or 
lit  least  have  tended  to  be  so,  and  the  same  with  equipment. 

Senator  Robinson.  How  aften  has  that  trouble  manifested  itself 
in  Germany?    Does  it  occur  frequently? 

Mr.  AcwoRTH.  That  is  a  regular  part  of  the  autumn  program. 

Senator  Robinson.  What  is  it  due  to? 

Mr.  AcwoRTH.  It  is  due  to  the  fact  that  in  the  autumn  people 
begin  to  get  m  coal  to  supply  their  houses  for  the  winter,  and  the 
Prussian  Government  says— and  of  course  from  an  economical  point 
of  view  they  are  quite  right— they  say,  "  It  does  not  pay  us  to  keep 
cars  that  can  be  used  for  only  two  or  three  months  in  the  winter  and 
are  not  wanted  for  the  rest  of  the  year.  If  you  do  what  a  prudent 
housekeeper  Avould  do  and  get  in  your  coal  in  May  there  would  be 
no  difficulty." 

Senator  Robinson.  Do  you  think  car-shortage  conditions  in  the 
United  States  are  analogous  to  those  that  you  have  described  in 
Prussia  ?  Do  you  not  know  that  for  two  or  three  years  the  United 
States  has  been  almost  continuously  in  a  condition' of  car  shortage; 
that  it  has  not  been  confined  to  any  particular  season,  but  that  it  has 
extended  over  a  period  of  two  or  three  years  ? 

Mr.  AcwoRTH.  I  have  not  got  the  statistics  of  the  United  States 
with  me,  but  my  recollection  is  very  distinct  that  three  years  ago 
they  had  at  least  200,000  cars  standing  empty  month  after  month. 

Mr.  EscH.  If  you  will  pardon  me,  I  think,  Senator,  the  shortage 
began  in  March.  1916. 

Mr.  AcwoRTii.  I  mean  to  say  that  since  1907  there  has  generally 
been  a  surplus.  While  I  Avas  not  here,  I  constantly  read  United 
States  reports  and  statistics  and  newspapers  and  so'  on,  and  since 
1907  there  have  certainly  occurred  car  shortages.  I  dare  say  you 
know  the  statements  published  month  by  month,  and  one  said'  there 
was  a  shortage  and  another  said  a  surplus,  but  there  is  no  question 
that  since  the  panic  of  1907  that  it  has  nearly  always  been  a  surplus 
of  cars  and  not  always  a  shortage. 

Senator  Robinson.  In  the  United  States  ? 

Mr.  AtAvoRTii.  Oh,  certainly.  I  Avould  undertake,  sir,  to  say  if 
you  look  at  the  diagram  you  Avill  see  that. 

Mr.  EscH.  There  Avas  no  shortage  in  1908.  none  in  1909,  a  little 
for  a  brief  space  in  1910,  and  a  little  in  1912;  that  begins  the  first 
year,  March.  1916. 

Senator  Robinson.  I  know  from  personal  knowledge  that  the  car- 
shortage  condition  in  the  South— that  section  of  the  Union  I  come 
from — has  prevailed  for  two  or  three  years.    I  do  not  care  to  go  into 
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the  matter  in  great  detail  at  this  time,  but  I  know  that  complaint 
has  existed  there  for  approximately  three  years,  and  I  am  wonder- 
ing why  the  railroads  have  not  anticipated — I  am  told  that  now  it 
would  require  $2,500,000,000  surplus,  or  approximately  that,  to  pro- 
Adde  the  additional  cars  necessary  to  meet  the  requirements  of  the 
commerce  of  the  country,  and  I  am  wondering  why  the  railroad  man- 
agements of  the  United  States  have  not  anticipated  at  least  a  part 
of  this  requirement. 

Mr.  Ac  WORTH.  But  they  have  been  telling  you  so  for  a  long  while, 
sir.    They  have  said,  "  Give  us  the  money  and  we  will  buy  the  cars." 

May  I  suggest — you  have  spoken  of  the  South — may  I  point  out 
how  that  exactly  confirms  what  I  have  said?  Southern  railways 
never  paid  dividends;  if  southern  railways  paid  dividends,  they 
could  buy  cars.  The  shortage  has  not  been  severe  where  the  railroads 
have  good,  fair  dividends  and  reasonable  financial  strength  and  can 
raise  capital.  It  is  where  you  can  not  raise  the  capital  that  you  go 
short  for  equipment. 

Senator  Kobinsox.  You  do  not  mean  that  as  a  universal  state- 
ment ;  you  mean  that  as  a  general  statement,  do  you  not  ? 

Mr.  AcwoRTH.  I  mean  to  say  broadly  speaking. 

Senator  Kobinson.  So  you  think  that  the  solution  of  the  car- 
shortage  problem  is  an  increase  of  rates? 

Mr.  AcwoRTii.  Not  at  the  instant  moment.  I  mean  the  shops  are 
chockablock  and  you  can  not  get  them,  but  the  thing  will  work 
itself  out  if  the  railroads  can  afford  to  buy  them,  and  they  can  not 
afford  to  buy  them  unless  they  have  got  credit  to  raise  the  money. 
That  is  the  whole  story,  as  I  see  it. 

Senator  Eobinson.  It  has  been  suggested  that  I  ask  you  this  ques- 
tion :  Will  you  describe  in  detail  your  experience  and  study  of  Ameri- 
can railways  and  American  commercial  conditions?  More  in  detail, 
and  what  study  you  have  made  of  American  railway  conditions  and 
American  commercial  conditions? 

Mr.  AcwoRTH.  Well,  sir,  I  first  came  here  in  the  year  1890.  There 
was  a  sort  of  crisis  in  the  relations  between  the  railways  and  the 
shippers  in  England,  and  1  wanted  to  make  out  why  our  rates  were 
so  much  higher,  why  our  freighters  were  complaining  about  the 
rates,  and  I  knew  the  country  where  rates  were  the  lowest  was  the 
United  States,  and  I  came  over  here  to  study  the  question.  That 
was  in  the  year  1890.  Since  then  I  have  been  here,  I  think,  some- 
where about  a  dozen  times  on  separate  visits,  and  I  have  traveled 
all  over  the  country  and  talked  to  all  kinds  of  people,  members  of 
interstate  and  State  commissions  and  professors  of  economics,  and 
railwaj^  men  and  railway  financiers,  and  so  on,  and  I  have  read,  I 
should  be  sorry  to  say,  how  many  American  railway  books,  and  so 
•on.  I  have  endeavored  to  keep  myself  in  touch  with  the  situation. 
But  I  ought  to  say,  sir,  that  I  did  not  come  here  to  talk  about  Ameri- 
can railways  at  all.  I  mean  I  should  not  like  to  be  supposed  to  desire 
to  volunteer  any  information.  I  came  here  to  give  an  account  of 
foreign  conditions. 

Senator  Eobinson.  I  understood  that  your  principal  purpose  was 
to  discuss  conditions  in  the  railways  of  Continental  Europe  and  you 
have  done  that  to  very  great  profit  to  the  committee,  and  my  ques-  ■ 
tions  concerning'  American  railways  were  for  the  purpose  of  de-  ■ 
termining  in  my  own  mind  the  value  of  your  conclusions  as  to  the 
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remed}^  best  to  be  presc-iibecl.  I  think  every  one  realizes  that  the 
transportation  system  in  the  United  States  is  threatened  with  a 
breakdown  and  that  something  must  be  done  to  relieve  it,  and  some 
of  lis.  at  least,  are  anxious  to  find  the  best  means,  the  faii-est  means 
in  the  interest  of  the  public,  of  relieving  that  situation,  and  I  feel 
that  your  exporiouce  and  a('(iu!iintance  with  the  probleui  in  a  general 
way  would  be  of  great  profit  to  us. 

Mr.  Acwoh'Tii.  I  am  much  obliged,  sir, 

Senator   Kobixson.  I    think   1    haxe   already   consumed    perhaps, 
gentlemen  of  the  committee,  as  much  time  as  I  should  take. 
^Ir.  Si:ms.  Senator,  it  is  entirely  with  you. 

iSenator  Robinsox.  I  want  to  ask  Mr.  Acworth  one  or  two  other 
questions,  then  I  willyield  to  Mr.  Sims. 

Mr.  Sims.  Use  all  the  time  you  wish,  Senator. 

Senator  Robixsox.  Your  investigations  have  led  you  to  the  con- 
clusion^  that  a  double  standard  of  regulation  is  confusing  and  tends 
to  ineflicienc}'? 

Mr.  AcwoRTii.  Well,  sir,  may  I  put  it  this  way?  Supposing  it 
had  existed  from  historical  reasons,  can  you  imagine  that  any- 
body Avould  introduce  it  to-day  as  an  efficient  system  ? 

Before  you  came  in  something  w^as  said  about  Mr.  Bryan's  pro- 
posal to  have  State  branches  and  National  trunk  lines,  and  a  mem- 
ber of  the  committee  said  that  Mr.  Bryan  has  withdrawn  that,  so  we 
need  not  discuss  it.  Now,  in  effect  that  is  what  you  are  doing.  You 
have  got  in  the  same  train,  you  are  breaking  up  what  is  essentially 
one,  vou  have  got  two  passengers  in  the  same  train,  the  one  of  them 
who  is  moving  between  two  points  inside  the  State  and  the  State 
says  he  shall  pay  2  cents,  and  you  have  got  another  passenger  who 
is  moving  outside  the  State  and"  sitting  along-side  him  in  a  chair  and 
paying  2^-  cents,  because  the  Interstate  Commerce  Commission  takes 
charge  of  it. 

Of  course  it  is  for  you  to  consider  the  weight  to  be  attached  to  the 
situation  that  exists,  but  an  outsider  can  not  be  expected  to  think 
there  is  anything  to  be  said  for  it. 

Senator  Robixsox.  Do  you  think,  Mr.  Acworth,  that  the  enormous 
territorial  extent  of  the  United  States  makes  it  necessary  that  some 
local  authority  have  and  exercise  some  jurisdiction  in  matters  or 
regulation  ?  You  understand  what  I  mean,  the  impossibilitv  of  one 
central  tribunal  understanding  all  the  complicated  questions'^? 

Mr.  Acworth.  Oh,  yes,  sir:  it  is  quite  clear;  suppose  there  were  no 
State  jurisdictions.  It  is  quite  clear  you  would  have  to  do  one  of 
two  things,  either  your  Interstate  Commerce  Commission  would 
haye  to  circulate,  or  it  would  have  to  have  branches  or  subordinates 
or  whatever  arrangement  you  think  proper,  localized.  That,  one 
assumes,  would  be  one  form  of  organization. 

In  Great  Britain,  which  is  a  mighty  small  country  compared  to 
the  United  States,  our  railway  commission  consists  of  three  mem- 
bers— two  laymen  and  a  judge — a  judge  of  the  higher  court.  If  it 
sits  in  England  it  is  a  jiidge  of  the  English  high  court:  if  it  sits 
in  Scotland  it  is  a  judge  of  the  Scottish  high  court ;  and  if  it  sits  in 
Ireland  it  is  a  judge  of  the  Irish  high  court.  The  two  lay  members 
move  to  which  ever  capital  the  commission  sits  in.  but  the  judge  is 
a  judge  of  that  country.    That  is  how  we  deal  with  it. 

Senator  Robixsox.  Well.  sir.  I  thank  you  for  your  testimony.  I 
yield  now  to  Mr.  iSims,  who  will  conclude  the  exercises. 
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Mr.  Sims.  Mr.  AcAvorth.  ^^oiir  testimony,  taken  in  connection  with 
the  statements  of  the  railway  executiA^es,  seems  to  leave  a  very  gloomy 
outlook  for  this  country.  I  am  not  asking  for  comment  just  now.  I 
v.ant  to  premise  my  questions  with  that  statement:  You  have  read 
Mr.  Tliom's  testimony  before  the  committee,  have  you  not? 

Mr.  AcwoRTii.  Xo,  sir;  I  think  I  saw  a  short  abstract  of  it. 

Mr.  Sims.  You  ought  to  see  it  all.  It  is  worth  your  while  to 
read  it. 

Mr.  Ac  WORTH.  Judge  Lovett  sent  me  his,  and  I  have  read  that. 

Mr,  Sims.  Then  you  have  got  perhaps  not  so  thorough  a  state- 
ment as  that  of  Mr.  Thom,  but  naturally  along  the  same  lines.  They 
say,  or  at  least  Judge  Thom  does  emphatically,  who  represents  the 
entire  railway  executives  as  their  attorney,  and  of  course,  speaks 
by  aiithorit^^  of  all  of  them,  that  unless  legislation  along  the  lines 
which  they  propose  is  adopted  in  this  country,  unless  we  give  them 
the  legislation  they  ask,  or  other  legislation  that  will  have  the  same 
effect,  that  Government  ownership  is  inevitable.  They  do  not  say 
it  is  desirable.  They  are  not  working  for  it,  certainly,  but  they  say 
it  is  inevitable.  So  if  present  conditions  make  a  change  inevitable 
we  have  a  gloomy  outlook,  unless  we  know  we  can  get  relief  in  some 
way.  On  the  other  hand,  you  have  shown  that  all  Governments 
that  have  tried  public  ownership  have  made  a  failure  of  it,  and  that 
the  principle  of  public  ownership  is  a  failure  within  itself.  Now. 
we  are  confronted  with  the  difficulty,  perhaps,  of  not  being  able  to 
get  the  legislation  the  railway  executives  and  Judge  Thom  think 
we  have  to  have,  and  if  we  do  not  get  it  we  shall  have  Government 
ownership,  and  it,  to  your  judgment,  seems  to  have  been  a  failure 
whenever  tried.  So  it  looks  as  if  we  are  confronted  with  a  failure 
without  any  reference  to  what  we  may  do  or  what  we  do  not  do. 
We  start  in  with  inevitable  failure  whichever  way  we  go.  I  believe 
you  started  out  by  saying,  in  substance,  that  railroad  building  or 
building  of  roads  was  regarded  in  all  countries  as  a  Government 
function  ?  I 

Mr.  Acwoi^TH.  I  was  using  "  road  "  in  our  English  sense  where 
it  means  a  public  highway.  AVhat  I  was  thinking  was  that  when 
railways  came  into  existence  it  w^as  supposed  that  they  were  merely 
public  roads  with  a  rail  instead  of  a  flat  surface. 

Mr.  Sims.  You  mean  to  say  that  the  building  of  highways  is  a 
means  of  transportation  ? 

Mr.  AcwoRTH.  A  means  of  communication. 

Mr.  Sims.  And  is  a  Government  function?  ■ 

Mr.  AcwoRTH.  It  always  has  been  so  recognized.  ■ 

Mr.  Sims,  Then  what  has  already  been  recognized  I  suppose  should 
be  considered  as  settled  ? 

Mr.  AcAVORTH.  No,  sir;  for  this  reason,  I  think,  I  A^enture  to  put 
this  as  the  point.  Transportation  was  ncA^er  recognized  as  a  Gov- 
ernment function.  You  put  together  two  things — a  road  and  a 
carriage  on  it.  The  one  is  a  GoA'ernment  function  and  the  other 
is  not. 

Mr.  Sims.  Let  me  ask  you  this  question:  Without  the  road  you 
never  would  haA^  e  the  carriage  or  the  A^ehicle  ? 

Mr.  AcwoRTH.  No,  sir. 

Mr.  Swrs.  Then  it  of  paramount  importance  that  we  have  the 
road  OA'er  which  the  carriage  can  go? 
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Mr.  AcwoRTH.  Yes,  sir. 

Mr.  Snrs.  So,  after  all,  it  is  absolutely  a  fundamental  proposition 
that  the  })i-()vi(lino:  of  an  essential  part  of  the  means  of  transportation 
is  a  Government  function,  is  it  not  'i 

Mr.  AcwoKTii.  Xo,  sir ;  I  do  not  think  so. 

Mr.  Sims.  You  could  not  run  your  wagons  without  a  wagon  road? 

Mr.  AcwoRTii.  No:  and  your  road  would  be  no  good  unless  you  had 
a  wagon. 

Mr.  Snrs.  T^ut  the  road  is  the  primary  necessity,  is  it  not?  You 
have  got  to  have  it  first? 

Mr.  AcwoKTH.  It  depends  on  which  takes  the  longest  to  build. 

Mr.  Sims.  Oh,  I  think  you  ought  to  be  frank  about  the  matter. 
You  are  here  volunteering  your  information,  which  I  admit  is  very 
great,  but  I  think  you  should  concede  frankly  those  things  which  are 
inevitable  facts. 

Mr.  AcwoRTH.  It  is  only  an  academic  point,  in  any  event. 

Mr.  SiiNis.  It  being  a  Government  function  to  provide  the  primary 
means  of  transportation  or  communication,  then  the  Government  is 
undoubtedly  under  obligation  to  do  whatever  may  be  necessary  to 
accomplish  transportation.  I  am  starting  out  with  that  idea,  that  it  is 
primaril}'  a  Government  function.  Now,  how  many  Governments  in 
Europe  have  not  adopted  ownership? 

Mr.  AcwoRTH.  I  can  not  tell  you  the  exact  number. 

Mr.  Sims.  England  is  one  that  has  not  ? 

Mr.  AcwoRTH.  England,  Spain 

Mr.  Sims.  I  mean  large  governments. 

Mr.  AcwoRTii.  Greece.  Turkey ;  Holland  as  far  as  operation  is  con- 
cerned. 

^Ir.  Sims.  You  mean  that  none  of  those  has  any  State-owned  rail- 
ways? 

Mr.  AcwoRTH.  Yes.  State-operated  railways.  France  has  about 
one-eighth  of  its  whole  mileage. 

Mr.  Sims.  Does  not  France  contemplate  owning  them  all  ? 

Mr.  AcwoRTii.  Xo:  emphatically  not. 

Mr.  Sims.  Germany  has  it  completely  ? 

Mr.  AcwoRTH.  Yes;  practically. 

Mr.  Sims.  And  Russia  ? 

Mr.  AcwoRTH.  A  large  proportion,  but  before  the  w^ar  Russia  was 
going  in  for  the  policy  of  subsidizing  private  railways. 

Mr.  Sims.  I  do  not  mean  they  own  all  the  railways,  but  practically 
all? 

INIr.  AcwoRTH.  Yes ;  most  of  them. 

Mr.  Sims.  And  Japan  has  it  ? 

Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  A-nd  India  has  it? 

Mr.  AcwoRTH.  Yes ;  mainly  operated  b}^  private  companies. 

]Mr.  Sims.  I  mean  Government  ownership  or  Government  responsi- 
bility, and  Government  aid. 

Mr.  AcwoRTH.  Oh.  yes;  I  will  answer  straight  out  that  I  do  not 
think  that  there  is  any  country  in  the  world,  except  the  United  King- 
dom, where  the  Government  has  not  put  money  into  railway  enter- 
prises. 

Mr.  Sims.  And  it  has  done  it  in  this  country? 

Mr.  AcwoRTii.  Yes:  in  the  old  davs. 
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Mr.  Sims.  All  the  raihvaj^s  were  built — I  do  not  mean  every  mile 
of  raihyay,  but  there  was  nearly  always  a  contribution  from  the  coun- 
ties, the  cities,  and  the  States,  and  sometimes  from  the  Federal  Gov- 
ernment ? 

Mr.  AcwoRTH.  Yes ;  in  the  very  early  days. 

Mr.  Sims.  And  in  nearly  every  instance  they  have  lost  their  money, 
which  was  a  contribution  in  that  way  to  the  building  up  of  the  rail- 
roads of  the  country  ? 

Mr.  AcwoRTH,  It  may  be  so. 

Mr.  Sims.  Tennessee  to-day  owes  about  $6,000,000  as  a  result  of 
guaranteeing  railroad  bonds  before  the  Civil  War.  The  railroads 
have  not  paid  it,  and  we  have  had  to  pay  it,  or,  rather,  to  assume  it. 
Now%  we  are  in  this  situation  here,  with  48  States  with  sovereign  pow- 
ers, to  some  extent,  to  regulate  railroads  or  to  interfere  with  them 
in  such  a  way  as  to  be  a  burden  on  the  railroad  companies.  Now, 
what  might  be  entirely  practicable  and  feasible  in  England  along 
the  line  of  private  railroads  would  not  apply  in  this  country  with 
the  same  assurance  that  it  would  in  England.  We  are  confronted 
here  with  a  condition  in  which  the  railroad  companies  themselves 
say  that  they  can  not  get  sufficient  private  capital  on  account  of  all 
this  overregulation,  and  that  that  is  the  reason  they  are  not  building 
railroads,  and  we  know  that  they  need  to  duplicate  or  to  increase  the 
trackage  they  already  have  and  the  need  of  a  great  many  other  addi- 
tional facilities.  It  is  frankly  admitted,  I  believe,  among  the  best 
authorities  that  for  the  next  10  or  12  or  maybe  15  years  they  ought 
to  spend  a  billion  dollars  a  year  on  construction ;  I  do  not  mean  in 
building  new  lines,  but  also  in  additions  to  those  already  constructed. 

Mr.  AcwoRTH.  Yes ;  I  quite  understand. 

Mr.  Sims.  And  that  the  market  for  railroad  securities,  under  all 
this  regulation  and  under  State  charters,  can  not  be  secured  without 
legislation  which  would  be  contrary  to  the  very  principles  of  our 
Constitution,  and  they  frankly  state  that  Government  ownership  has 
got  to  come,  unquestionably,  because  we  can  not  cease  transportation ; 
we  must  have  communication. 

Mr.  AcAvoRTH.  Of  course,  that  is  on  the  line  of  what  happened, 
especiall}^  in  Italy.  The  Italian  Government  would  not  face  the  ques- 
tion of  what  to  do,  and  the  result  was  that  they  took  a  header  into 
interstate  ownership,  and  I  do  not  think  they  are  very  well  satisfied 
with  the  result.  Of  course,  it  may  happen  in  any  country.  If  people 
will  not  face  a  problem,  the  problem  will  come  to  them  sooner  or  later, 
and  they  will  have  to  face  it. 

Mr.  Sims.  As  a  matter  of  course — and  VNhat  I  am  saying  about 
Government  ownership  is  not  based  upon  the  idea  that  I  am  seeking 
to  bring  it  about  or  that  I  desire  it — if  we  can  have  as  good  transpor- 
tation and  as  much  of  it  and  as  cheaply,  and  as  thorough  develop- 
ment of  the  country  in  the  building  of  additional  lines  as  we  need, 
by  private  ownership,  and  serve  the  people  as  well  at  as  low  a  charge, 
I  certainly  do  not  want  to  go  into  Government  ownership  just  as  a 
mere  matter  of  experiment.  It  seems  that  in  every  case  you  have 
referred  to  they  went  into  Government  ownership  because  of  some- 
thing more  than  a  mere  theoretical  desire  to  experiment  with  it;  and 
that  is  the  same  situation  that  confronts  us  here.  If  we  go  to  Gov- 
ernment ownership  it  will  not  be  voluntary,  but  because,  under  our 
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conditions  here,  the  raih-oads  are  not  prosperous  and  can  not  expect 
to  be  in  the  future.  Now,  I  believe  you  attributed  the  coniimrative 
success  of  (Tfovernment  oAvnership  in  Oermany  to  the  fact  that  they 
have  a  flat  country  over  which  to  operate.  Was  it  not  just  as  flat 
when  tlie  roads  were  oAvned  i)rivately  as  now? 

Mr.  AcwoKTH.  Oh,  I  did  not  use  tlie  aro;unient  for  tliat  purpose 
at  all. 

Mr.  Sims.  The  question  w;is  asked  you  by  Mr.  Hamilton  about  the 
country  being  flat? 

ISIr.  AcwoiJTH.  Yes. 

Mr.  Sims.  And  it  was  suggested  that  that  was  one  reason  why  Gov- 
ernment ownership  had  succeeded  there? 

Ml'.  AcwoRTH.  That  is  why  they  show  large  profits. 

Mr.  Sims.  Why  would  not  the  same  conditions  operate  to  make 
the  privately  owned  railway  show  large  profits? 

Mr.  AcAVORTH.  If  the  conditions  had  been  the  same  Avhen  the 
private  oAvners  had  a  chance,  but  they  were  not — they  had  not  a  uni- 
fied sj^stem,  they  had  not  the  enormous  traffic.  The  conditions  Avhen 
the  private  owners  Avere  operating  them  were  so  entirely  different 
that  you  can  not  make  any  comparison  between  them. 

Mr.  Sims.  But  it  Avas  not  due  to  the  topography  of  the  country 
and  to  the  fact  that  France  Avas  hilly  and  mountainous? 

Mr.  AcAVORTH.  No.  Prussia  had  then,  as  they  have  noAv,  the  ad- 
vantage of  a  flat  country — Avhoever  oAvns  the  raihvays.  But  the 
other  conditions  40  years  ago  made  it  impossible  for  the  private 
railroads  to  produce  as  good  results  as  the  public  railroads  do  pro- 
duce to-day. 

Mr.  Sims.  Well,  as  a  means  of  avoiding  the  dangers  which  you  and 
nearly  every  other  railroad  man  whom  I  have  heard  speak  on  the 
subject  have  suggested — the  trouble  groAving  out  of  political  condi- 
tions in  this  country,  making  Government  oAvnership  impracticable, 
in  your  opinion,  and  also  making  it  impossible  to  operate  the  roads 
we  have  and  to  improve  them  and  build  others  that  Ave  need,  without 
doing  it  only  by  an  ever-increasing  freight  rate,  what  Avould  you 
think  of  the  idea  of  having  only  one  corporation  in  the  United  States, 
chartered  by  the  Government  of  the  United  States,  so  that  it  would 
be  a  Federal  corporation,  and  to  have  that  one  railroad  company  ac- 
quire every  mile  of  railroad  in  the  United  States  that  is  not  a  mere 
plant  facility — I  mean  every  road  that  does  any  real  commerce — and 
to  haA-e  the  GoA^ernment  guarantee  the  principal  and  4  per  cent  on 
the  bonds — not  exceeding  4  per  cent,  I  mean — and  authorize  the  issu- 
ance of  stock  and  let  the  private  individual  take  his  choice  between 
bonds  and  stock,  the  stock  paying  not  exceeding  6  per  cent,  and  then 
all  the  earnings  of  the  corporation  aboA^e  these  amounts  to  be  used 
for  railroad  purposes,  pure  and  simple,  the  Government  having  a 
lien  upon  every  mile  of  the  railroad  acquired  to  indemnify  itself 
against  possible  loss  by  reason  of  this  guaranty,  and  the  Govern- 
ment, through  the  Interstate  Commerce  Commission  or  other  regulat- 
ing body,  passing  on  the  question  of  freight  rates,  on  the  question  of 
the  issuance  of  bonds,  and  let  the  GoA^ernment  have  directors  in  this 
railroad  company  similar  to  the  members  of  the  Federal  EeserA'e 
Board,  their  salaries  to  be  paid  out  of  the  earnings  of  the  company, 
and  all  the  surplus  to  remain  in  the  treasury  of  the  company  for  the 
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purpose  of  taking  care  of  weak  roads  or  weak  portions  of  a  road — 
it  would  all  be  one  road  then — or  to  tide  over  lean  years.  Avhen  tlie 
rate  charged  for  passengers  and  freight  was  not  sufficient. 

That  would  get  away  from  the  political  influence  and  what  we  call 
in  this  country  ""  pork-barrel "  legislation,  because  of  a  Senator  or  a 
Member  of  the  House  wanting  to  have  a  railroad  for  his  own  district 
to  help  him  along  politicall}^  We  would  in  this  way  have  Govern- 
ment control  of  the  best  kind;  we  would  have  ail  the  incentive  of  pri- 
vate enterprise,  and  still  we  would  be  getting  away  from  the  waste- 
ful competition  and  duplication  of  services,  which  have  been  brought 
about  by  private  enterprise.  But  I  am  not  a  railroad  man — are  you 
a  j)ractical  railroad  man? 

Mr.  AcwoRTH.  No,  sir. 

Mr.  Sims.  You  have  never  been  engaged  in  the  operation  of  rail- 
roads ? 

Mr.  AcAvoRTH.  I  am  a  director  of  various  railroads.  I  am  a  law- 
yer, practically  speaking. 

Mr.  Sims.  You  have  a  personal  interest  in  railroads? 

Mr.  AcwoRTH.  I  have  a  very  intimate  personal  interest  in  all  kinds 
of  railroads.  I  have  spent  a  large  part  of  my  life  in  dealing  with 
railway  laAv,  as  a  lawyer. 

Mr.  Sims.  I  did  not  know  whether  you  had  simply  given  this 
matter  academic  thought  and  study,  or  whether  you  had  practical 
actual  operating  experience  with  railroads. 

Mr.  AcwoRTH.  No,  sir.  I  have  not  been  an  operating  railroad  man, 
but  I  have  been  as  close  to  it  as  anybody  could  be  without  actually 
being  an  active  operatins;  man. 

Mr.  Sims.  What  I  have  in  mind  is  that  you,  not  having  been  identi- 
fied with  the  administration  of  any  particular  railroad  company, 
can  look  at  it  in  a  broad,  unbiased  way. 

Mr.  AcwoRTH.  I  do  not  think  my  directorships  are  likely  to  bias 
my  judgment. 

Mr,  Sims.  No.  You  know,  when  we  go  to  examine  a  railroad  man 
and  have  him  tell  us  about  his  own  company  and  his  own  system,  we 
can  only  get  it  from  his  biased  point  of  view,  but  in  your  case,  I 
thought  it  would  be  an  entirely  unbiased  opinion. 

Mr.  AcwoRTH.  I  hope  so. 

Mr.  Sims.  Now,  then,  my  suggestion  would  get  away  from  the 
fears  of  political  interference  and  of  building  railroads  where  they 
were  not  needed  and  still  would  give  absolute  Government  super- 
vision ;  the  States  would  have  no  power  to  interfere  in  an  important 
way,  but  the  property  would  still  be  taxable  by  the  different  States. 
Now,  in  order  to  keep  away  from  Government  ownership,  which  you 
think  is  very  undesirable  in  any  country — I  suppose  these  countries 
you  have  been  talking  about  will  all  go  back  to  private  ownership ; 
they  will  find  that  it  is  a  failure  and  go  back  to  private  owner- 
ship  

Mr.  Agworth.  Belgium  is  showing  signs,  after  70  years. 

Mr.  Sims.  Well,  Belgium  is  not  much  larger  than  Rhode  Island; 
and  I  suppose  Germany  will  go  back  to  private  ownership? 

Mr.  AcwoRTH.  I  can  not  say,  I  am  sure. 

Mr.  Sims.  I  can  not  work  it  out.  because  I  am  not  a  railroad  man ; 
but  I  thought  perhaps  you  were,  but  it  turns  out  that  you  are  not. 
But,  along  that  line,  we  have  the  Government  guaranty,  which  gives 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  1177 

a  market,  and  that  settles  the  (juestioii  of  credit,  and  then  we  liave  not 
this  ])()litical  trouble  that  you  spoke  of,  and  we  will  have  the  very 
highest  order  of  talent,  both  in  the  owners  and  the  operators.  Now, 
wh}^  can  we  not  work  out  this  problem  alontr  that  line  and  forever 
reduce  rates  instead  of  forever  increasinjj^  them'^  I  said  not  over  6 
per  cent  for  dividends;  but  I  would  modify  that  by  saying  that  we 
jnight  give  the  stockholders  an  increase  of  dividends  upon  a  reduc- 
tion of  rates  by  adopting  a  sliding  scale  or  something  of  that  sort; 
then  we  will  have  the  speculative  interest  of  the  individual  as  well 
as  other  advantages  growing  out  of  it.  Why  can  not  something  of 
that  sort  be  worked  out  and  thus  avoid  the  inevitable  ruin  that  has 
been  pictured  by  you  and  by  the  railroad  executives,  because  I  hon- 
estly do  not  think  that  we  can  pass  the  bills  they  are  asking  for,  and 
I  do  not  think  that  this  country  is  now  ready  to  go  to  Government 
ownership  ? 

Mr.  Acwoirrii.  I  think,  sir.  that  the  fundamental  point  is  this:  I  do 
not  care  what  3'our  machinery  is;  in  the  long  run  you  wdll  never  buy 
more  than  three-quarters  of  a  cent's  worth  of  work  for  three-quarters 
of  a  cent.  That  is  the  real  essence  of  the  American  situation.  What 
you  are  asking  the  railroads  to  do  is  to  work  at  a  price  that  they  can 
not  work  at ;  and  whoever  manages  the  railroads — assuming  that  this 
management  would  be  5  per  cent  more  economical,  if  you  like — 
the  rate,  then,  might  be  5  per  cent  lower  than  it  is  under  the  existing 
conditions:  but  if  you  had  archangels  to  manage  the  American  rail- 
ways, and  only  allowed  them  an  average  income  of  7.38,  they  could 
not  do  the  work  and  raise  the  capital  necessary  to  increase  the  plant. 

That  is  my  first  answer;  and  the  other  point 

Mr.  Sims.  If  the  Government  was  guaranteeing  the  bonds  and  the 
interest? 

Mr.  AcwoRTH.  It  does  not  matter  who  guarantees  it.  Of  course, 
if  you  say  that  the  Government  is  prepared  to  allow  the  ordinary 
shipper  to  pay  less  than  the  service  is  worth  and  to  make  up  the  dif- 
ference out  of  taxation,  you  can  cut  your  rates  to  anything  you  like ; 
but  if  you  keep  your  rates  down  to  7.38,  what  is  going  to  happen  is 
that  the  Government  is  going  to  have  to  make  up  the  difference  out 
of  taxation  if  the  Government  undertakes  the  job.  I  see  no  way  out 
of  that. 

Mr.  Sims.  I  am  speaking  of  a  private  corporation. 
Mr.  AcwoRTH.  It  does  not  matter.  If  the  Government  guarantees, 
there  is  a  gap  between  the  guaranteed  interest  and  the  net  income, 
and  that  gap  has  got  to  be  filled  by  the  Government,  and  it  has  got 
to  impose  taxation  to  meet  that  guaranty.  You  can  not  get  away 
from  that.  My  fundamental  proposition  is  that  you  are  asking  for 
more  than  three-quarters  of  a  cent's  worth  of  work  to  be  done  for 
three-quarters  of  a  cent. 

Mr.  Sims.  Of  course,  you  can  make  a  statement  and  assume  that 
that  is  the  fact. 

Mr.  AcwoRTH.  Of  course,  I  am  not  suggesting  that  my  opinion  is 
worth  anything. 

Mr.  Sims.  I  "do  not  mean  that  your  opinion  is  not  worth  anything 
but  you  said  "  if  you  do  so-and-so." 

Mr.  AcwoRTH.  I  am  asked  to  express  my  opinion,  and  I  say,  what- 
ever vour  machinerv  is  in  America,  the  fundamental  difficulty  is  that 
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the  sjhipper  is  not  paying  enough  for  the  work  that  is  being  done  for 
him.    It  can  not  be  done  at  the  price. 

Mr.  Sims.  Would  not  the  consolidation  into  one  road,  thus  doing 
aAvay  with  a  vast  amount  of  unnecessary  expenses  and  doing  away 
with  this  conflicting  regiilation  by  the  different  States,  and  all  that 
sort  of  thing,  would  not  that  of  itself  work  for  large  economies  ? 

Mr.  AcAVORTH.  It  will  work  an  economy  that  is  yery  large — in  mil- 
lions of  dollars — -but  that  is  very  small,  compared  to  the  enormous 
billions  of  dollars  in  the  annual  budget  of  the  railways  of  the  United 
States. 

Mr.  Sims.  Last  year,  Mr.  Acworth,  if  I  recollect  correctly,  the 
gross  receipts  of  the  railroads  of  the  United  States  were  over 
$4,000,000,000. 

Mr.  Acworth.  Yes. 

Mr.  Sims.  Now,  then,  Mr.  Lovett,  I  think,  gave  us  the  total  value 
of  the  railroads  of  this  countiy  as  about  $17,000,000,000.  Speaking  in 
round  numbers,  that  is  about  as  I  recall  it.  Now,  the  people  pay 
the  gross  earnings.  The  people  of  this  countiy,  or  the  patrons  of 
the  American  railroads,  in  1916  paid  one-quarter  of  the  entire  repro- 
duction value,  or  the  actual  value  of  the  railroads;  one-quarter  for 
one  year's  service.  Therefore,  in  four  years  the  gross  receipts  would 
pay  for  the  railroads  absolutely. 

Mr.  Acworth.  Yes :  if  you  can  get  rid  of  your  expenses. 

Mr.   Sims.  Furthermore,  Mr.  Lovett  showed — and  it  is  certainly 
true — that  the  expenses  of  the  American  railroads  are  increasing  all 
the  time,  by  reason  of  the  increased  cost  of  terminals  and  the  in-- 
creased  demands  for  additional  terminals,  and  for  all  other  kinds  of 
facilities  and  for  labor. 

Mr.  Acw^ORTH.  Yes,  sir. 

Mr.  Sims.  Now,  all  the  unnecessary  duplications  of  service  are 
very  unnecessary  and  wasteful,  which  would  all  be  eliminated.  Evi- 
dently it  is  a  great  deal  of  expense  to  the  railroads  to  carry  on  this 
present  campaign,  which  seems  to  be  necessary  in  order  to  save  their 
rights  as  they  see  it.  There  is  a  vast  expense  attached  to  State  rail- 
road commissions,  and  all  that  sort  of  thing;  and  then  we  talk  about 
the  railroads  not  being  in  politics !  I  would  like  to  know  how  any 
railroad  or  any  interest  in  this  country  can  keep  out  of  politics, 
the  rights  of  which  are  determined  by  legislation.  How  can  they 
keep  out  of  politics  ?  They  are  governed  by  law — by  city  ordinances, 
count}^  laws.  State  laws,  and  National  laws;  and  so  why  are  they  not 
at  perfect  liberty  to  be  in  politics,  in  the  sense  of  showing  their  needs 
to  the  legislative  bodies  ?  Now,  all  such  expense  might  be  saved  if 
all  roads  were  owned  by  one  single  corporation.  \Ve  know  that  the 
great  systems,  like  the  Pennsylvania,  the  New  York  Central,  and 
the  Union  Pacific,  by  consolidating  many  small  lines  into  one  great 
system,  have  been  a  great  benefit  to  the  section  they  served,  as  well 
as  to  their  stockholders  and  bondholders  and  the  country  at  large. 

Mr.  Acworth.  Yes;  but  if  you  will  send  to  the  Interstate  Com- 
merce statisticians  and  tell  them  to  make  you  a  figure  of  all  the 
expenses  of  the  kind  that  you  are  suggesting — the  cost  of  appear- 
ing before  legislative  committees,  the  cost  of  running  commissions, 
things  of  that  kind — and  put  them  together,  they  are  a  big  figure 
froni  the  point  of  view  of  your  expenditures  and  mine:  when  we 
think  in  hundreds  of  dollars,"  they  are,  indeed,  a  very  big  figure;  but, 
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put  along-side  the  billions  of  dollars  that  the  railroads  are  spending 
every  year,  they  are  a  flea  bite. 

Mr.  Sims.  Well,  the  railroads,  like  the  Government,  have  not  a 
dollar  of  their  own;  they  only  pay  out  what  they  receive. 

Mr.  AcwoRTii.  Yes:  but  an  engine  does  not  burn  any  less  coal 
when  it  is  on  a  consolidated  railroad  than  when  it  is  on  an  inde- 
pendent line,  and  a  man  does  not  do  any  more  work,  and  those  are 
the  things  that  really  cost  money. 

Mr.  Sims.  Do  you  believe,  then,  in  competition  between  railways? 

Mr.  AcAVORTH.  I  am  a  back  number  in  that  respect;  yefi,  sir. 

Mr.  Sims.  England  has  not  gotten  away  from  that? 

Mr.  xVcwoRTii.  Yes;  England  has,  to  a  considerable  extent;  but  I 
am  getting  old,  and  I  am  out  of  date,  and  I  still  do  believe  in  com- 
petition to  some  extent. 

]Mr.  Sims.  I  mean  competition  in  railway  service. 

Mr.  AcwoRTii.  Yes. 

Mr.  Sims.  If  you  have  absolute,  reasonable,  and  just  regulation, 
what  good  does  competition  do,  except  at  a  competing  point,  where 
the  railroads  render  a  service  below  what  they  ought  to  charge  for  it? 

Ml'.  AcwoRTH,  If  you  can  get  another  world,  where  there  is  no 
competition,  and  train  your  men  in  that  world,  and  then  bring  them 
into  this  world,  you  will  get  an  ideal  system;  but  if  you  have  rail- 
road service  with  no  competition,  the  men  who  have  been  trained 
under  a  noncompetitive  system  will  get  slack  without  it.  I  believe 
that  will  be  your  trouble. 

Mr.  Sims.  There  will  still  be  competition  with  other  means  of 
transportation — with  the  ocean,  the  lakes,  the  rivers,  and  the  trol- 
leys. 

Mr.  AcwoRTH.  Oh,  no  doubt;  but  at  present  the  president  of  a 
railroad  goes  to  his  superintendent  and  he  says,  "  Why  do  you  not 
do  as  well  on  this  division  as  the  other  fellow  in  that  division?  " 
And  tlien  the  directors  say  to  the  president  practically  the  same 
thing,  "  Why  do  you  not  accomplish  on  our  line  what  the  other 
fellow  is  accomplishing  on  his  line  ?  "  And  they  are  always  making 
comparisons.    I  do  not  think  you  can  do  without  it. 

Mr.  Sims.  You  are  still  standing  by  j^our  old  theory  of  competi- 
tion, which  you  have  stood  by  for  so  long,  like  some  of  our  Demo- 
crats, called  "  mossbacks." 

Mr.  AcAvoRTH.  I  am  getting  old,  as  I  say. 

Mr.  Sims.  Now,  here  is  an  instance:  Three  hundred  million  dol- 
lars, or  something  like  that,  has  been  spent  for  two  splendid  pas- 
senger railway  terminals  in  New  York  City,  and  yet  the  entire  reve- 
nues of  the  two  S3'stems  are  charged  with  the  expense  of  those  ter- 
minals; and  still  they  do  not  charge  the  passenger  1  cent  more  for 
these  terminals — it  is  an  absolutely  free  servnce,  as  far  as  the  pas- 
senger is  concerned — and  I  will  go  on  the  railroad  that  has  that 
kind  of  a  terminal  ever}'  time,  and  so  we  all  will,  as  a  matter  of 
conA'enience — and  a  very  great  convenience,  too.  But  the  existence 
of  these  terminals  is  due  to  competition,  so  Mr.  Lovett  says,  and 
he  is  a  director  of  the  Ncav  York  Central.  So  competition  there 
brought  about  a  capital  increase  of  $300,000,000,  which  is  a  iMirden 
upon  all  the  commerce  of  those  roads  for  all  time  to  come. 

Mr.  AcvvoRTH.  T  do  not  agree  with  Judge  Lovett,  sir,  frankly. 

Mr.  Sims.  Yon  liaA'e  read  his  testimonv? 
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Mr.  AcwoRTH.  Yes, 

Mr.  Sims.  I  am  takino-  his  statement  as  to  the  facts. 

Mr.  AcAVORTii.  I  am  speaking  of  Avhat  you  have  quoted.  The 
(irand  CVntral  Terminal  does  not  bring  in  a'pennv  of  revenue  to  the 
railroad,  but  it  is  highly  desirable,  and  it  is  a  great  convenience. 

Mr.  Sims.  And  it  is  paid  for  by  the  public. 

Mr.  AcAVORTH.  Yes;  and  the  shareholders.  Those  terminals  are 
paid  for  by  the  shareholders  being  content  to  take  a  little  less  divi- 
dend, and  I  do  not  see  why  the  public  should  grumble  at  all. 

Mr.  Sims.  They  do  not  get  any  less. 

Mr.  AcwoRTH.  AYell,  they  do' not  get  any  more.  I  have  been  ca 
shareholder  in  the  Pennsylvania  for  years,  and  I  know. 

Mr.  Sims.  But  the  shareholders  own  the  railroad. 

Mr.  AcAvoRTH.  But  they  do  not  get  any  more  dividends. 

Mr.  Sims.  That  makes  no  difference. 

Mr.  AcAVORTH.  Oh,  yes;  it  does  to  the  shareholder. 

Mr.  Sims.  No;  it  does  not  make  a  particle  of  difference.  I  may 
own  a  farm  and  live  on  it,  and  may  never  get  a  dollar  out  of  it;  but 
if  I  am  putting  my  earnings  back  into  it,  I  am  simplv  depositing  my 
earnings  in  the  farm. 

Mr.  AcwoRTH.  I  would  agree  Avith  you  if  I  had  any  chance  of  sell- 
ing my  shares  in  the  Pennsylvania  as  a  going  concern  instead  of  hav- 
ing to  sell  to  a  neAv  shareholder. 

Mr.  Sims.  Do  you  not  think  you  could  sell  your  stock  in  the 
Pennsyh^ania  Railroad  now  at  a  good  price? 

Mr.  AcAvoRTH.  Yes ;  but  for  a  great  deal  less  than  I  paid  for  it. 

Mr.  Sims.  The  public  is  not  to  blame  for  a  man  making  a  bad 
investment. 

Mr.  AcAVORTH.  I  bought  into  the  best  railroad  you  have  in  America. 

Mr.  Sims.  And  that  shoAvs  that  one  of  the  greatest  experts  on  rail- 
roads in  the  world  did  not  knoAv  hoAv  to  judge  of  the  value  of  rail- 
road shares. 

Mr.  AcAVORTH.  I  did  not  knoAv  how  long  it  would  take  the  Ameri- 
can railroads  to  convince  the  American  public  of  the  fact  that  you 
can  not,  in  the  long  run,  buy  a  thing  for  less  than  it  costs.  If  we  had 
Imown  that  the  American  people  Avould  not  understand  that  rates 
must  go  up  as  costs  go  up,  Ave  Europeans  Avould  not  have  put  our 
money  in  it.    That  is  clear. 

Mr.  Sims.  Suppose  you  put  the  rates  up  noAv,  and  then,  after  a 
while,  everything  costs  more,  are  you  going  to  put  them  up  again? 

Mr.  AcAvoRTH.  If  the  cost  goes  up.  yes;  just  like  the  bootmaker, 
and  everybody  else. 

Mr.  Sims.  Every  dollar  you  take  in  in  rates,  you  take  it  from  some 
other  nian  Avho  OAvned  it  before,  and  so  the  thing  is  just  balanced; 
the  railroads  have  more,  and  the  public  has  less,  but  the  country  has 
just  Avhat  it  had  before. 

Mr.  AcAVORTH.  The  country,  as  a  Avhole,  Init  the  shareholder  has 
not. 

Mr.  Si.Ais.  But  the  shareholders  have  not  yet  reached  the  point 
where  they  are  very  much  afraid  of  their  shares.  If  you  had  much 
stock  in  the  Pennsylvania  and  the  future  was  as  gloomy  as  you  seem 
to  think  it  is,  you  Avould  be  thinking  about  selling  it?    '^ 

Mr.  AcAvoRTH.  You  knoAv  that  our  Government  has  taken  posses- 
sion of  all  our  American  stocks  to  finance  the  war. 
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Mr.  Sims.  Thev  have  worked  selective  conscription  on  your  prop- 
erty ? 

Mr.  AcwoKTii.  Yes. 

Mr.  Sims.  Which,  of  course,  is  just  temporary. 

Mr.  AcAvoRTir.  "•  Selection  "  I  think  it  is  called. 

Mr.  Sims.  "Selective"  is  the  terni  they  use  here.  But  what  we 
have  here  is  a  practical  situation.  If  you  have  read  Mr.  Thorn's  tes- 
timony, and  also  Mr.  Lovett's,  you  have  got  an  idea  of  what  it  is. 

Mr.  AcwoKTM,  Oh,  I  know  the  situation  quite  well. 

Mr.  Sims.  I  do  not  believe  it  is  possible  to  get  the  legislation  that 
is  asked  for. 

Mr.  AcwoRTH.  Then  I  am  sorry  for  the  American  public.  The 
American  public  will  suffer. 

Mr.  Sims.  Yes;  and  the  American  railroads  will  suffer,  too. 

Mr.  AcwoRTH.  The  people  of  the  United  States  are  going  to  have 
their  traffic  facilities  absolutely  blocked,  because  you  may  introduce 
bills,  but  you  are  not  going  to  get  the  Government  into  the  possession 
of  the  railroads  and  get  the  new  machinery  started  next  week  or  the 
week  after  that.  There  will  be  a  gap  of  some  years,  and  before  that 
time  has  lapsed  you  will  have  that  machinery  broken  down. 

Mr.  Sims.  As  Senator  Robinson  has  said,  here  are  two  years  in 
which  railroad  construction  has  been  almost  nil — only  about  1,000 
miles  each  year — and  this  country  will  not  stand  for  that. 

Mr.  AcwoRTH.  It  is  not  a  question  of  adding  1,000  miles  in  some 
backward  State? 

Mr.  Sims.  No;  it  is  not  a  question  of  a  backward  State.  The 
tracks  themselves  need  doubling. 

Mr.  AcwoRTH.  You  want  immensely  more  equipment  in  larger 
terminals,  and  all  that  kind  of  thing. 

Mr.  Sims.  Well,  is  not  a  double  track  construction?  That  is  new 
construction,  is  it  not? 

Mr.  AcwoRTH.  Yes;  but  that  would  not  come  into  the  1,000  miles 
of  new  railroad. 

Mr.  Sims.  This  country  is  too  new  for  us  to  assume  that  railroad 
construction  is  complete. 

Mr.  AcwoRTH.  Oh,  yes. 

Mr.  Sims.  But  suppose  we  are  going  to  build  another  line,  and  we 
want  to  build  the  road  so  as  to  do  the  business  of  the  country,  but  not 
upon  a  confiscation  freight  rate.  Now,  something  must  be  done.  We 
have  come  to  a  stream  and  there  are  two  bridges,  and  you  say  that  if 
you  can  not  cross  on  one  you  will  not  cross  at  all.  Now,  looking  to 
the  public  interest,  I  want  to  do  whatever  will  serve  the  public  best. 

Mr.  AcwoRTH.  The  point  I  want  understood,  sir,  is  that  I  do  not 
care  what  machinery  you  use  in  operating  the  railroads ;  that,  com- 
paratively, is  a  secondary  issue;  but  whatever  machinery  you  use,  it 
is  inevitable  that  the  charge  you  make  for  doing  the  work  of  the 
railroads  has  got  to  go  up,  for  the  same  reason  that  the  charge  for  a 
loaf  of  bread  or  a  pair  of  shoes  or  anything  else  has  gone  up. 

Mr.  Sims.  You  were  speaking  of  this  ton-mile  rate.  You  do  not 
insist,  of  course,  that  there  is  any  comparison  between  the  Belgian 
ton-mile  rate  and  that  of  the  United  States. 

Mr.  AcwoRTH.  What  I  would  say  is  this :  The  conditions  in  Bel- 
gium or  in  Germany  or  in  France  are  such  that  you  ought  not  to 
expect  to  get  as  low  a  ton-mile  rate  there  as  here. 
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Mr.  Sims.  And  so  the  comparison  with  these  little  countries — they 
do  not  have  the  conditions  that  we  have  here,  with  multiple  regula- 
tions and  multiple  sovereignty.  The  railroads  are  now  asking  for  a 
15  per  cent  increase,  and  if  you  noticed  Judge  Lovett's  testimony,  he 
told  us  what  they  did  in  Pennsylvania  in  the  case  of  a  former  in- 
crease.   They  turned  around  and  nullified  it  in  part. 

Mr.  AcwoRTH,  Yes. 

Mr.  Sims.  How  many  States  will  nullify  this  increase  if  it  is 
allowed? 

Mr.  AcwoRTH.  That  depends  on  whether  you  will  let  them. 

Mr.  Sims.  How  can  we  help  it? 

Mr.  AcwoRTH.  I  have  studied  the  decisions  of  your  Supreme  Court 
enough  to  know  that  they  have  said  that  you  have  great  powers  under 
your, Constitution  over  the  States  in  the  matter  of  commerce. 

Mr.  Sims.  True;  but  I  take  it  that  the  Pennsylvania  Railroad 
would  not  have  yielded  to  that  in  Pennsylvania  if  they  had  thought 
they  could  prevent  it.  But  the  question  is,  How  can  you  or  anybody 
else  show  us  how  to  solve  the  existing  difficulties  with  which  we  are 
confronted  ? 

Mr.  AcwoRTH.  Well,  sir,  when  you  put  to  me  one  country  with 
260,000  miles  of  railroad  I  can  only  say  that  we  hesitated  long  in  put- 
ting 20,000  miles  under  one  administration  in  Canada,  which  is  the 
biggest  thing  ever  put  together  in  the  world,  except  in  Prussia,  which 
has  26,000  miles,  and  yours  would  be  ten  times  as  big. 

Mr.  Sims.  Before  the  Supreme  Court  held  that  the  purchase  of  the 
Southern  Pacific  by  the  Union  Pacific  was  a  violation  of  the  Sherman 
law,  Mr.  Harriman  had  under  his  control  28,000  miles  of  railway. 

Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  And  it  was  generally  believed  that  the  service  on  all 
those  roads  was  better. 

Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  And  that  was  more  than  the  whole  Empire  of  Germany 
has  under  its  control. 

Mr.  AcwoRTH.  Yes. 

Mr.  Sims.  It  seems  to  me  that  in  this  country  that  consolidation 
would  result  in  great  economies  and  the  doing  away  with  wasteful 
methods  and  duplication  of  construction  and  service. 
■    Mr.  AcwoRTH.  You  can  put  them  together,  but  you  must  break 
them  up  again, 

Mr.  Sims.  I  do  not  mean  under  one  manager,  but  in  one  corpora- 
tion. 

Mr.  AcwoRTH.  But  the  corporation  must  have  one  head. 

Mr.  Sims.  Well,  the  Government  of  the  United  States  has  one  head, 
but  it  has  a  great  many  other  things  that  resemble  heads  that  are 
subordinate. 

Mr.  AcwoRTH.  Yes';  it  has  48  State  governments. 

Mr.  Sims.  And  a  single  corporation  can  have  just  as  many  sepa- 
rate subheads  as  may  be  necessary,  because  railroad  men  would  op- 
erate it  who  are  now  operating  the  railroads,  and  they  would  have 
all  the  skill  that  would  be  necessary,  and  would  not  be  fighting  with 
each  other.  Here  we  have  two  railroads  running  along  within  sight 
of  each  other  from  here  to  Baltimore  and  from  Baltimore  to  Phila- 
delphia, with  double  bridges,  double  tracks,  and  double  tunnels,  and 
double  expense  all  the  way  through.     Of  course,  we  can  not  do  away 
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with  those,  but  we  can  prevent  that  kind  of  thing  in  the  future,  but 
not  if  we  are  to  continue  cutthroat  competition  betAveen  systems, 

Mr.  AcwoKTii,  Competition  is  a  big  question,  sir.  Cutthroat  com- 
petition, of  course,  we  all  disapprove  of. 

Mr.  Sims.  Yes;  provided  we  are  to  pass  on  the  "  cutthroat "  feature 
of  it. 

Mr.  AcwoRTH.  Reasonable  competition  in  facilities,  I  believe,  tends 
to  be  in  the  public  interest,  but  I  admit  that  I  am  in  an  increasing 
minority. 

Mr.  Sims.  To-day  the  Government  of  the  United  States  is  taking 
the  taxes  of  the  people  and  improving  rivers  and  harbors  and,  it  is 
often  alleged,  for  the  purpose  of  affecting  freight  rates  on  existing 
railroads — to  make  those  railroads  less  able  to  serve  the  public — and 
sometimes  it  operates  to  make  a  man  who  secures  it  very  popular 
when  he  has  a  little  river  in  his  district  that  has  no  merit  to  urge; 
but  he  comes  here  and  says :  "  I  want  to  regulate  the  railroads  through 
this  river,"  and  it  is  done  through  taxation. 

Mr.  AcwoRTH.  Do  you  ever  get  a  report  afterwards  as  to  the  effect 
of  this  "  regulation  "  ? 

Mr.  Sims.  Now,  I  admit  that  we  are  in  a  situation  where  some- 
thing has  got  to  be  done.  The  railway  executives  say  that  if  some- 
thing is  not  done  to  give  them  relief,  Government  ownership  is 
inevitable.  Now,  if  I  have  got  to  cross  the  river,  I  want  to  know 
what  kind  of  a  boat  I  am  going  across  in.  We  need  the  facts  as  to 
those  countries  which  have  had  government  ownership,  but  here  we 
are  in  a  situation  where  it  is  a  matter  of  choice,  and  not  a  matter  of 
theory,  but  rather  a  matter  of  necessity. 

Mr.  AcwoRTH.  May  I  suggest  that  there  is  really.  If  I  may  say 
so,  there  is  not  any  need  for  a  heroic  remedy  at  all. 

Mr.  Sims.  Is  not  the  proposition  of  a  20  per  cent  increase  in  freight 
rates  a  heroic  remedy  as  to  the  industries  of  the  country  which  will 
have  it  to  pay? 

Mr.  AcwoRTH.  Not  when  the  20  per  cent  increase  on  the  product 
IS  only  enough.  Do  not  people  take  into  consideration  that  if  cost 
of  production  goes  up  the  charges  will  be  made?  Wliat  is  there  in 
a  freight  rate  that  is  different  from  anything  else  ? 

Mr.  Sims.  Upon  the  absolute  theory  of  private  ownership  with 
competition  to  regulate  private  ownership,  then  you  are  right  about  it. 

Mr.  AcwoRTH.  Never  mind  who  owns  the  thing.  Supposing  the 
State  owns  the  railroad,  is  that  any  possible  reason  why  the  State 
should  carry  your  business,  your  bread,  or  your  beef,  or  any  of  your 
commodities,  whatever  they  are.  for  less  than  it  costs?  The  State 
ought  to  charge  a  fair  rate. 

Mr.  Sims.  There  are  State  reasons  which  never  appeal  to  the 
private  owner.  We  have  put  in  $400,000,000  building  the  Panama 
Canal,  in  connection  with  which  the  transportation  facilities  may 
be  at  least  in  part  considered,  as  it  was  also  a  national  defense 
measure;  but  it  never  was  considered  that  we  would  pay  back  the 
money  out  of  the  operating  charges,  and  no  private  company  ever 
would  build  it  as  an  investment:  and  no  doubt  in  my  mind  there 
are  railway  improvements  needed  that  no  private  companies  will 
ever  build,  because  they  will  not  pay  as  a  private  investment. 

Mr.  AcwoPTH.  But  it  will  pay,  if  you  will  allow  the  railroad, 
whoever  owns  it,  to  say  to  the  man  who  wants  his  stuff  carried, 
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*■  I  will  awry  your  stiitl'  for  you  on  condition  you  will  pay  me  what 
the  service  is  worth."  and  that  ought  to  be  said  to  the  freighter, 
whether  the  carrier  is  a  public  corporation,  whether  it  is  the  Nation 
or  a  priA^ate  individual ;  there  is  no  difference  in  the  principle.  There 
is  no  justification  for  asking  the  State  to  carry  the  traffic  of  tlie 
ordinary  shipper  for  less  than  a  reasonable  price  for  carrying  it, 
and  the  reasonable  price  means  the  cost  of  doing  the  work  and  the 
fair  interest,  the  fair  earnings  on  the  capital  that  is  applied  to 
enable  you  to  do  the  work. 

Mr.  Sims.  Profit  on  the  investment? 

Mr.  AcwoRTH.  Yes;  return  on  the  investment. 

Mr.  Sims.  Does  it  not  stand  to  reason  that  you  can  do  a  lietter 
public  service  without  burdening  the  public  with  a  profit  than  you 
can  to  burden  them  with  a  profit,  as  far  as  the  financial  end  of  it 
is  concerned? 

Mr.  Ac  WORTH.  Yes,  sir;  1  think  that  comes  back  under  this  point, 
How  much  cheaper  will  the  private  corporation  do  the  service?  If 
the  private  corporation  saves  2  per  cent  of  the  cost  by  greater  effi- 
ciency and  takes  1  per  cent  for  dividends  and  the  other  1  per  cent 
goes  to  the  public  in  rate  reduction,  the  public  are  better  off  than 
if  the  less  efficient  State  corporation  does  it  at  the  '2  per  cent  higher 
price  and  there  is  not  any  money  to  divide. 

Mr.  Sims.  If  rates  would  never  increase,  and  yet  the  railroads 
would  have  all  the  money  they  need,  I  do  not  suppose  there  would 
be  any  clamor  at  all  about  this  thing.  But  you  come  here  with  the 
prime  demand  for  an  increase  in  freight  rates  of  20  per  cent  as  the 
solution  of  present  railroad  problems. 

Mr.  A(  WORTH.  I  do  not  demand  it.  I  say  the  facts  demand  it. 
The  butcher  does  not  demand  the  increase  in  the  price  of  meat. 

Mr.  Sims.  You  mean  the  situation  demands  it? 

Mr.  AcwoRTH.  The  butcher  adjusts  his  prices  to  the  cost  of  pro- 
duction.    Why  should  not  the  railroad?     There  is  no  difference. 

Mr.  Sims.  But  there  is  less  cost  without  profit  than  with  profit  in 
doing  the  same  service. 

Mr.  AcwoRTH.  But  the  profit  that  is  turned  over  is  mighty  small. 

Mr.  Sims.  That  is  all  true,  but  the  net  profit  of  railroads  in  the 
United  States,  as  shown  by  the  report  of  the  Interstate  Commerce 
Commission  in  1916,  was  over  $1,000,000,000. 

Mr.  AcwoRTH.  That  was  not  a  profit. 

Mr.  Sims.  It  is  net  income. 

Mr.  AcwoRTH.  That  was  not  a  profit. 

Mr.  Sims.  They  reported  it  as  net  income. 

Mr.  AcwoRTH."  $900,000,000  and  some  odd  out  of  that  for  doing 
the  work. 

Mr.  Sims.  Is  that  after  paying  interest? 

Mr.  AcwoRTH.  Well,  it  is  the  net  profit  of  the  railroad  company. 

Senator  Eobinson.  It  was  $001,000,000  and  some  odd. 

Mr.  Sims.  The  Interstate  Commerce  Commission  gives  it  as 
$1,000,000,000  and  some  odd  according  to  the  report  as  they  kept 
the  accounts. 

Mr.  Tiio:m.  Judge  Sims,  the  way  the  Interstate  Commerce  Com- 
mission states  it  as  being  $1,000,000,000  and  two  hundred  odd  million 
was  before  interest  was  paid,  and  aftei-  interest  is  paid  Senator 
Eobinson  is  right— the  figure  was  about  $601,000,000. 
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Mr.  Sims.  There  is  that  iiiuch  jn-ofit  to  the  raihoads  after  all  op- 
eratino;  costs,  maintenance,  ami  expenses  were  paid.  If  the  (tov- 
ei'nment  owned  the  railroads  they  wonld  not  pay  any  profit. 

Mr.  AcwoHTii.  T  beo-  jjardon.  AVitli  greatest  respect,  you  are  not 
correct.  If  the  (lovernment  owned  it  they  woukl  have  to  provide 
the  capital  that  the  shareholders  are  now  i)i-ovidin<y.  and  on  that 
ca])ital  the  (iovermnent  would  have  to  pay  interest  at  4  per  cent,  say. 
Ml-.  Si.Ars.  The  (lOvernment  would  have  to  pay  it  proxiding  the 
business  did  not  pay  it.  When  I  spe^ik  about  profit  I  have  reference 
to  dividends;  I  do  not  have  reference  to  interest  on  bonds. 

Mr.  Acwoirni.  But  i)lease  remember  this.  The  dividends  represent 
the  money  put  into  the  property.  True,  if  you  made  it  a  bond  you 
would  have  oot  the  money  a  little  chea])er;  you  would  not  have  to  pay 
T)  per  cent  on  it;  you  only  would  have  to  pay  4  i)ei'  cent,  but  the 
dividends  rejiresent  money  put  into  the  ])r(>perty  and  the  (tov- 
ernment  Avoidd  ha\e  to  put  in  the  money  which  the  stockholders  noAv 
put  in.     They  could  have  got  it  cheaper,  but  only  a  little  cheaper. 

Mr.  Si^is.  I  am  not  talking  about  the  matter  as  it  originally  ex- 
i>te(l.    I  am  talking  about  the  situation  Avhich  now  confronts  us. 

Mr.  AcwoRTii.  Suppose  you  buy  the  i:)roperty,  the  (rovernment 
has  got  to  issue  bonds  and  pay  interest  on  bonds. 

Mr.  Si^rs.  But  the  Government  will  issue  bonds  against  the  pro] 
ei'ty  and  the  property  earns  intei'est,  therefore  it  does  not  become 
a  tax  upon  other  taxable  property  at  all. 

Mr.  AcAvoRTii.  But  it  has  got  to  earn  the  interest. 

Mr.  Sims.  It  earns  it  now  ? 

Mr.  Ac  WORTH.  Yes,  sir. 

Mr.  Si:ms.  Under  all  the  adverse  circumstances  it  has  to  confront, 
and  some  of  the  properties  pay  a  good  dividend? 

Mr.  AcwoRTH.  Yes:  and  some  pay  none. 

Mr.  Sims.  If  the  strong  roads  would  take  care  of  the  weak  ones, 
it  woidd  equalize  matters,  and  we  might  get  along  very  w^ell,  but 
how  would  you  do  it  luider  private  oAvnership  ? 

Mr.  AcwoRTH.  There  is  not  enough  to  go  around,  sir.  That  is  tho 
difficulty. 

Mr.  Sims.  I  do  not  know  whether  there  is  or  not. 

Senator  Eobixson.  Mr.  Sims,  have  you  about  concluded? 

Mr.  Sims.  I  may  not  be  able  to  conclude  in  two  days,  but  I  am 
I'eady  to  quit  at  any  time  the  committee  desires. 

I  have  some  notes  here,  but  I  have  not  tried  to  follow  them.  I 
just  wanted  to  get  Mr.  Acworth's  vieAvs  on  the  situation,  a  situation 
Avhich  has  got  to  be  met  somehoAV  or  other. 

Mr.  Thom.  I  should  like  to  say,  if  you  Avill  permit  me,  in  reference 
to  what  transpired  here  the  last  year,  that  if  you  associated  the  year 
1916  Avith  the  preceding  years,  the  three  or  four  or  five  years  before, 
you  Avill  find  that  the  returns  on  the  book  values  are  very  much  less 
than  .")  per  cent,  and  for  that  series  of  years  are  less  than  the  previous 
series  of  the  same  numlier,  even  Avith  the  greater  earnings  of  last 
year. 

Senator  Robixsox.  If  there  is  no  objection,  Ave  Avill  uoav  take  a 
recess.    AVe  may  be  able  to  conclude  in  the  morning. 

(Thereupon,  at  10.30  o'clock  p.  m.,  the  committee  adjourned  until 
10  o'clock  a.  m.,  Wednesday,  May  9,  1917.) 
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United  States  Senate, 
Joint  Commiti'ee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  committee  met  at  10  o'clock  a.  m.,  Hon.  William  C. 
Adamson  (vice  chairman)  presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.  The 
Chair  understands  that  Senator  Ciunmins  desires  to  ask  Mr.  Acworth 
some  questions.     Senator,  you  may  proceed. 

STATEMENT  OF  W.  M.  ACWORTH— Resumed. 

Senator  Cummins.  Mr.  Chairman,  I  was  not  able  to  be  in  at- 
tendance upon  the  session  last  night  and  I  do  not  know  exactly  what 
the  line  of  cross-examination  Avas.  There  are  only  two  or  three 
questions  that  I  would  like  to  ask.  It  is  a  little  difficult  for  me  to 
propound  questions  upon  this  subject,  because  I  am  somewhat  in 
sympathy  with  the  views  of  the  witness,  and  I  do  not  want  what  1 
ask  to  be  considered  as  an  attempt  to  overturn  what  he  has  said. 

I  observe.  Mr.  Acworth,  in  comparing  the  rates  that  are  charged 
for  service  in  Prussia  and  Germany  and  the  rates  charged  in  the 
United  States,  that  you  found  the  German  rates  were  nearly  twice 
as  great  as  the  American  rates  ? 

Mr.  Acavorth.  Yes.  sir. 

Senator  Cummins.  Did  you  in  that  comparison  take  into  account 
the  average  length  of  haul  in  the  United  States  as  compared  with 
the  length  of  haul  in  Prussia  or  Germany? 

Mr.  Acworth.  I  do  not  think  I  put  it  in  so  many  words.  I  did 
say  last  night — and  I  think  it  is  obvious  that  it  is  so — perfectly  im- 
partial railway  experts,  looking  at  the  figures,  would  say  you  nat- 
urally would  expect  higher  rates  in  Germany  than  in  the  United 
States.  For  one  reason,  Germany  out  of  those  rates  succeeds  in  mak- 
ing a  very  handsome  profit.  Out  of  the  American  rates  there  is  not 
enough  money  to  spare.  That  is  to  sa,Y.  the  American  rates  should 
be  higher  under  American  conditions  and  the  Prussian  rates  could 
be  lowered  under  Prussian  conditions,  and  imagining  the  Ameri- 
can rates  put  up  somewhat  and  imagining  the  Prussian  rates  brought 
down  somewhat,  there  is  still  a  gap.  You  have  mentioned  the  haul. 
That  undoubtedly  accounts  for  a  good  deal 

Senator  Cummins.  I  am  not  thinking  of  the  financial  phase  of  it, 
or  the  financial  outcome.  I  am  only  thinking  of  a  proper  compari- 
son.    Our  average  rate  is  substantially  three-fourths  of  a  cent  per 
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toil  per  mile.     The  average  Prussian  rate  is  about  1  cent  and  three- 
tenths  per  mile — I  am  not  giving  the  exact  figures. 

Mr.  AcAvoRTH.  Yes,  sir;  you  are  almost  accurate. 

Senator  Cummins.  I  have  stated  about  the  fact? 

Mr.  AcAVORTH.  Yes,  sir. 

Senator  Cuimmixs.  Now  here  the  railway  rate,  looked  at  logically, 
is  made  up  of  a  charge  for  terminal  service  and  a  charge  for  trans- 
portation or  haul. 

Mr.  AcwoRTH.  Yes,  sir. 

Senator  CrMivriNS.  And  the  rate  per  ton  per  mile  will  decrease 
tlierefore  as  the  length  of  the  haul  increases. 

Mr.  Ac  WORTH.  Yes,  sir. 

Senator  Ci'm:mins.  Now,  do  you  remember  what  the  average  haul 
in  Germany  or  in  Prussia  is? 

Mr.  Escii.  It  is  62  miles. 

Mr.  Ac  WORTH.  I  was  going  to  say  70. 

Mr.  Escii.  Sixty-two  miles,  and  in  the  United  States  25-1:. 

Mr.  AcwoRTH.  That  is  assuming  the  United  States  to  be  treated 
as  a  single  system.  The  average  haul,  treating  the  systems  sepa- 
rately, if  I  remember  right,  is  150. 

Senator  Ci  mmins.  I  think  that  is  an  error.  I  think  the  haul  in 
the  United  States — the  haul  of  254  miles,  probably — is  on  the  single 
road. 

Mr.  Escii.  These  are  statistics  given  by  Dr.  Johnson. 

Senator  Cummins.  I  do  not  recall  precisely,  but  I  think  the  haul 
in  the  Ignited  States  is  five  or  six  times  as  long  as  the  haul  in  Prussia. 

Mr.  AcwoRTH.  I  Avould  not  contradict  you.  but  unquestionably  it 
is  very  much  longer. 

Senator  Ci'mmins.  I  am  taking  the  haul  as  it  actually  occurs,  and 
not  confined  to  an  initial  road  or  any  particular  road,  and  a  just  com- 
]:)arison  necessarily  must  take  into  account  the  difference  between  the 
haul  in  this  country  and  the  haul  abroad? 

Mr.  AcwoRTH.  I^inquestionably. 

Senator  Cummins.  My  only  ]:)oint  Avas  that  in  the  comparison  of 
three-fourths  of  a  cent  in  our  country  and  a  cent  and  three-tenths  in 
Prussia ;  that  factor  was  not  taken  into  account. 

Mr.  ArwoRTH.  Of  course,  all  international  comparisons  have  to 
take  account  of  a  vast  number  of  things.  The  way  I  would  like  to 
])ut  it  is  this:  That  factor  of  leng-th  of  haul  unquestionably  is  ver\ 
favorable  to  the  United  States;  on  the  other  hand,  another  factor 
is  that  the  average  Avages  jiaid  for  during  the  Avork  are  double  in  the 
United  States.  That  tells,  of  course,  the  other  Avay.  T  do  not  think 
it  could  be  translated  into  statistical  figures,  but  the  point  I  would 
make  is  this:  If  you  bring  an  im]3artial  raihvay  man  from  the  planet 
of  Mars,  Avho  has  no  views  on  State  oAvnership  ]Dro  or  con.  and  you 
shoAv  him  the  Prussian  result  of  1.30.  shoAv  him  the  American  result 
of  tliree-fourths  of  a  cent,  he  would  say,  making  all  alloAvances  on 
one  side  or  another,  there  is  a  big  balance  to  he  explained  by  efficiency. 
That  is  hoAv  I  Avould  put  it.  Hoav  big  the  balance  is  is  a  matter  of 
dis]Mite,  but  I  feel  certain  any  impartial  person  Avould  say  there  is  a 
big  balance,  and  the  only  explanation  is  efficiency. 

Senator  Cummins.  It  is  easy  for  us  to  believe  that  American  rail- 
roads arc  more  efficient  than  Prussia. 

Mr.  AcAVORTH.  I  must  say  I  do  not  think  it  is  difficult. 
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Senator  Cummins.  It  is  ciuite  gratifying  to  our  pride,  I  am  sure, 
l^iit  I  do  not  desii'e  to  tliscuss  that  point.  I  simplj'  wanted  to  em- 
phasize tlie  one  thing. 

^fr.  Tno:\i.  Senator,  may  I  give  you  the  exact  figures  of  tlie  aver- 
age haul  on  indivichuvl  raih-oads  in  the  United  States  in  the  Inter- 
state C'onmierte  Commission's  report?  I  luive  it  before  me.  It  is 
162.37  on  individual  roads. 

Senator  Cummins,  I  am  familiar  with  that  report,  but  that  is  not 
a  fair  statement  of  it,  and  I  do  not  think  the  Interstate  Commerce 
Commission  meant  to  deceive  the  public  at  all ;  I  am  sure  they  did 
not.    That  means  simply  the  haul  upon  a  single  raih'oad. 

Mr.  AcwoKTH.  Yes,  sir;  that  is  right. 

Senator  Cummins.  And  not  the  haul  actually  occurring  in  trans- 
portation. 

Mr.  AcAVORTH.  I  think  it  was  gotten  wrong  on  the  stenographer's 
notes.     One  figure — 260 — was  mentioned. 

Senator  Cummins.  I  thought  it  was  a  little  more  than  that.  But 
this  same  report  states  the  average  haul. 

Mr.  AcwoRTH.  Treating  it  as  a  system. 

Senator  Cummins.  Looked  at  from  a  broader  standpoint,  namely, 
considering  all  railroads  as  a  single  road. 

Mr.  AcAVORTH.  Of  course,  Prussia  has  the  advantage  of  having 
been  able  to  concentrate  on  a  single  system,  and  of  course  the  delib- 
erate policy  of  the  Government  here  has  been  to  prevent  concentra- 
tion. That  makes  a  verv  considerable  difference  in  the  length  of 
haul. 

Senator  Cummins.  The  matter  about  which  I  really  aaisIi  to  ask 
you,  however,  is  more  fundamental.  It  may  be  it  is  not  entirely 
pertinent  as  cross-examination,  but.  nevertheless,  I  want  your  view 
upon  it.  You  said,  in  reviewing  State  ownership  historically — and 
I  think  you  said  very  truly — that  the  assumption  of  transportation 
by  the  State  has  nearly  always  been  brought  about  by  some  condition 
that  does  not  relate  to  either  efficiency  in  management  or  the  hope  of 
reducing  the  rate.  Some  other  considerations  are  those  which  seem 
to  make  it  necessary  for  the  State  to  assume  that  function.  I  under- 
stood you  correctly,  did  I  not  ? 

Mr.  AcwoRTH.  I  woidd  rather  put  it  in  this  way — that  abstract 
questions  of  whether  on  the  whole,  regarded  as  a  historical  proposi- 
tion, the  State  would  be  more  efficient,  or  would  have  a  better  service, 
had  not  been  the  governing  consideration,  but  rather  the  special  cir- 
cumstances that  existed  at  the  time.  The  point  was  raised  here,  for 
instance,  Mr.  Sims  raised  it 

Senator  Cummins.  Let  me  give  the  special  circumstances  which 
seem  to  me  to  confront  the  people  of  this  country.  Our  railroads  are 
competitive,  and  it  is  impossible  to  destroy  competition  without  re- 
adjusting the  ownership  of  the  railroad,  as  I  look  at  it.  All  the 
railroads  of  this  country  must  carry  freight  at  substantially  the 
same  rate.  Let  us  assume  that  there  were  a  large  proportion  of 
those  roads  which  can  carry  freight  or  do  carry  on  their  business  at 
certain  rates  with  abundant  profit.  A  smaller  proportion  of  the 
railroads,  being  compelled  to  do  that  business  at  the  same  rates,  find 
themselves  in  hopeless  insolvency — I  am  assuming  that  the  same 
efficiency  as  found  in  the  manaoement  of  all  the  roads — How  are  we 
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to  meet  that  problem  ?  How  are  we  to  give  to  the  smaller  railroads 
or  the  weaker  railroads  rates  that  will  be  compensatory  and  adequate 
for  a  reward  upon  the  capital  invested  or  the  value  of  the  property 
without  giving  to  the  stronger  railroads  rates  that  will  enable  them 
to  earn  more  than  they  ought  to  earn? 

Mr.  AcwoRTii.  Well,  sir,  the  question  is  very  difficult  to  answer, 
because  I  expect  my  idea  of  what  "  more  than  they  ought  to  earn  " 
may  not  be  the  same  as  yours. 

The  Vice  Chairman.  Well,  admitting  the  Senator's  premises. 

Mr.  AcwoRTH.  I  will  admit  the  fact,  if  you  will  put  it  at  20  per 
cent  as  the  point  beyond  which  they  ought  not  reasonably  to  be 
allowed  to  go. 

The  Vice  Chairman.  Let  it  be  20  per  cent. 

Mr.  AcwoRTH.  If  you  will  accept  20  per  cent  dividends  as  a  figure 
beyond  which  they  ought  not  to  be  allowed  to  go 

The  Vice  Chairman.  The  Senator  did  not  ask  you  whether  the 
profits  were  sufficient.  His  point  was  how  can  you  increase  one 
without  increasing  the  other  when  a  mere  division  of  freight  rates 
would  drive  the  business  from  one  to  the  other  and  rob  them  entirely 
of  the  business. 

Mr.  AcwoRTH.  There  could  be  no  question  of  this,  it  is  not  pos- 
sible to  have  two  different  scales  of  rates  for  competing  companies 
alongside.  We  must  start  witli  that.  Therefore,  if  you  are  to  deal 
with  that  proposition  that  the  two  railroads  must  be  kept  alongside, 
the  one  earning  less  than  a  reasonable  amount,  and  the  other  pos- 
sibly arriving  at  a  stage  when  it  would  earn  more  than  a  reasonable 
amount,  clearly  you  have  got  either  to  reduce  the  higher  or  put  up 
the  lower,  or  in  some  shape  balance  it  between  the  two. 

The  Vice  Chairman.  Now,  tell  the  Senator  how. 

Senator  Cummins.  I  think  possibly  we  do  not  look  at  it  from  pos- 
sibly the  same  standpoint.  Let  us  assume  that  the  railroads  which 
carry  in  the  United  States  80  per  cent  of  the  business  are  able  upon 
certain  rates — I  will  not  say  the  existing  rates,  but  certain  rates — to 
maintain  their  properties,  accumulate  funds  for  replacement  and 
betterment,  provide  for  all  the  exigencies  of  the  lean  years,  and  still 
pay  7,  8,  and  9  per  cent  upon  the  value  of  the  propert3^  The  rail- 
roads which  carry  20  per  cent  of  the  business,  being  compelled  to- 
do  their  work  at  the  same  rate,  find  that  they  accumulate  nothing  for 
the  compensation  of  capital.  Now,  let  us  just  assume  further  still 
that  it  is  the  purpose  of  the  American  people  not  to  permit  the 
capital  invested  in  these  public  properties  to  earn  more  than  7.  8.  or 
9  per  cent,  with  allowance  for  the  contingencies  that  I  have  men- 
tioned, how  are  we  to  meet  that  problem? 

Mr.  AcAvoRTii.  Well,  if  you  ask  me — if  it  is  not  criticism  of  the/ 
policy  which  the  United  States  has — and  I  feel  that  that  is  something 
that  a  stranger  ought  not  to  make — if  you  will  forgive  me  for  mak- 
ing it,  in  answer  to  the  question  I  should  say  this,  that  there  are  two 
possible  policies.  There  is  a  policy  of  trusting  to  iirivate  enterprise. 
That  means  a  man  takes  his  risk,  and  he  also  takes  his  chances  of 
great  profits.  If  you  are  going  to  leave  the  20  per  cent,  or  whatever 
the  figures  are  at  the  bottom — 30  to  40  really,  that  are  not  earning^i 
dividends — if  you  are  going  to  leave  them  at  the  bottom,  without  earn- 
ing dividends,  the  only  way  to  get  the  capitalists  to  go  into  the 
business  is  to  leave  the  people  at  the  top  to  earn  something  a  great 
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deal  more  than  8  or  9  because  otherwise  the  average  is  not  good 
enough  to  tempt  capitalists. 

That  is  not  the  policy  3'ou  have  adopted.  There  is  another  policy ; 
of  course  it  is  ditHcult  to  introduce  it  afterwards  but  it  might  have 
been  a  perfectly  reasonable  policy  at  the  beginning.  On  the  one 
hand  you  say,  "  We  shall  not  allow  you  to  go  past  6  or  7  per  cent " 
but  give  support  to  the  people  at  the  bottom;  say  to  them  at  any 
rate  their  dividend  shall  not  be  worse  than  3,  provided  they  put  up  a 
railroad  that  the  public  have  agreed  they  want. 

I  can  understand  either  of  those  policies  but  I  can  not  conceive  as  a 
possible  policy  in  the  long  run  that  you  limit  at  the  top  and  give  no 
guarant}^  at  the  bottom.  Of  course  Congress  can  do  what  it  likes  to 
the  railroads  that  are  already  there ;  they  can  not  get  out.  They  have 
put  their  money  in  that  as  a  permanent  property.  But  if  you  want — 
as  you  do  want — to  have  building  go  on  every  year  and  have  new 
money  put  in  you  can  not  get  it  on  the  basis  of  saying  nobody  shall 
get  anything  to  speak  of  on  the  average,  and  a  large  number  shall  get 
something  below  the  average.    It  can  not  be  worked ;  it  is  not  business. 

Senator  Cummiks.  I  do  not  think  that  is  the  only  alternative, 
though.  The  Government  could  make  up  out  of  its  Treasury  the 
deficit  or  loss  to  the  weaker  railroads. 

Mr.  AcwoRTH.  Yes,  sir;  that  was  my  idea;  that  is  what  I  meant. 
Let  me  put  it  again.  I  mean  that  the  necessary  complement  of  a 
policy  which  saj^s  you  shall  not  go  past  7  or  8  or  9  is  a  policy  which 
says  you  shall  not  fall  under  2  or  3  or  4.  Where  the  money  is  com- 
ing from,  whether  from  raised  rates  or  direct  contribution  from  tax- 
payers is  a  separate  question. 

Senator  Cummins.  Of  course,  Government  ownership  is  another 
way. 

Mr.  AcwoRTH.  Yes,  sir.  Then  again  you  would  have  the  case 
where  you  had  taken  over  the  railways  not  because  you  thought  the 
Government  would  manage  them  better,  but  because  there  had  come 
a  financial  knot  that  it  seemed  very  difficult  to  untie. 

Senator  Cummins.  We  assume  for  any  given  time  the  revenue  for 
a  large  proportion  of  the  railroads  is  sufficient  and  the  revenue  of  a 
smaller  proportion  is  insufficient.  Then  we  must  either  make  up 
the  sum  necessary  for  the  smaller  railroads  or  we  must  take  them 
all  over. 

Mr.  Acw^ORTH.  Yes;  but  it  is  a  dangerous  thing  to  answer  as 
broad  a  question  as  that  without  a  little  more  reflection.  However, 
it  looks  so. 

Senator  Cummins.  It  occurs  to  me  that  that  is  the  real  problem 
in  our  regulations.  There  is  another  alternative,  is  there  not?  We 
could  readjust  the  ownership  of  the  railways,  so  that  in  any  given 
system  the  surplus  revenue  of  the  strong  railroads  would  be  sufficient 
to  make  up  the  deficit  of  the  weaker  railroads. 

Mr.  AcwoRTH.  I  believe  that  is  a  very  practical  policy,  but,  of 
course,  it  is  a  policy  that  could  only  be  worked  out  in  20  years.  It 
could  not  be  done  by  hard  and  fast  orders  to  do  it  instantly.  You 
could  not  say  to  the  Pennsylvania  Eailroad  to-morrow :  "  You  have 
got  to  take  over  the  Erie  and  spread  the  dividends  oA^er  the  two 
capitalizations."  You  can  not  do  that:  but  if  you  encourage  gov- 
ernmental supervision  in  a  single  head  and  a  policy  of  consolidation. 


1192  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

I  have  no  doubt  that  yoiikl  work  itself  out  in  the  course  of  time. 
That  is  what  is  happening  in  England,  and  has  been  for  a  good 
many  years. 

Senator  Cummins.  The  length  of  time  would  depend  on  a  good 
many  circumstances.  We  have  power,  I  assume,  to  do  it,  probably, 
under  our  form  of  government. 

Mr.  AcwoRTH.  To  order  one  company'  to  take  over  another? 

Senator  Cummins.  I  assume  we  have  under  the  power  of  eminent 
domain  the  authority  to  dispose  of  ownership  as  Ave  might  see  fit. 

Mr.  AcwoRTH.  Clearly  you  could  take  possession  of,  we  will  say. 
the  Erie  Eailroad,  but  the  further  stage  of  getting  the  Pennsylvania 
Railroad  to  take  it  would  depend  on  whether  the  Pennsylvania  Rail- 
road Co.  thought  the  terms  were  good  enough. 

Senator  Cummins.  Xo;  I  do  not  mean  to  have  it  inferred  that  we 
would  compel  the  Pennsylvania  to  buy  that  property:  but  if  a  com- 
pany were  organized  under  a  Federal  incorporation  hnv,  we  could 
give  it  the  authority  to  condemn  and  take  over  any  group  of  rail- 
Avays  that  we  might  think  the  public  interests  re<iuired  should  be  con- 
solidated into  one  ownership. 

Mr.  AcwoRTii.  That  is  to  say  you  would  take  one  strong  and  im- 
portant company  and  build  up  on  it  in  its  district? 

Senator  Cummins.  Yes. 

Mr.  AcAvoRTH.  Of  course,  that,  I  think,  is  merely  in  the  line  of 
historical  development.  As  you  know  probably,  our  Government  has 
for  the  period  of  the  Avar  time  control  of  our  railAvays.  I  think  it  is 
quite  clear  that  they  Avill  never  go  back  to  private  oAvnership  exactly 
in  the  shape  they  left  them  in.  There  is  no  question,  I  think,  that 
with  us  there  Avill  be  very  much  of  what  you  have  suggested,  the 
building  up  on  the  basis  of  a  certain  number  of  strong  companies  in 
diiferent  districts,  practically  absorbing  all  these  lines  Avithin  that 
district. 

The  Vice  Chairman.  That  is  the  best  argument  I  have  ever  heard 
for  Federal  embargo.  I  have  always  believed  the  laAv  ought  to  com- 
pel one  rich  person  and  one  poor  person  to  marry  so  as  to  maintain 
an  equal  distribution  of  the  Avealth  of  the  country. 

Senator  Cummins.  I  am  not  giving  my  adhesion  to  this  plan  irre- 
vocably. I  simply  intended  to  indicate  that  I  see  an  insoluble  prob- 
lem in  the  regulation  of  railways,  as  A\'e  are  attempting  to  regulate 
them. 

That  is  all  I  care  to  ask.  and  I  am  atit  much  obliged  to  you.  Mr. 
Acworth. 

The  Vice  Chairman.  Senator  ToAvnsend.  Avill  you  proceed? 

Senator  Toavnsend,  As  I  said  to  begin  Avith,  I  feel  rather  guilty 
about  asking  questions  Avithout  haAing  heard  the  Avitness,  because  I 
Avould  like  to  have  heard  him.  Senator  Cummins  has  coA'ered  a 
point  that  I  had  thought  of  asking  you  if  he  had  not  already  cov- 
ered it.  I  suppose  that  you  agree  that  centralized  management  of 
many  concerns  is  likely  to  be  more  efficient  than  to  have  those  con- 
cerns managed  separately? 

Mr.  AcAvoRTH.  Yes.  sir;  up  to  a  point.  I  take  it  there  is  really  a 
point  where  the  ad\'antages  of  centralization  are  overbalanced  by  the 
disadvantages  of  getting  too  big  for  proper  supervision.  It  is  a 
point  to  be  ascertained  by  trial  and  error  in  the  individual  case,  but 
I  am  sure  that  it  exists  as  a  principle. 
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Senator  'rowNsHNi).  I  think  it  docs.  I  listcMied  the  other  evening 
wlien  von  were  nientionin<i'  some  of  the  disadvantages  of  (government 
ownersliip.  Of  eonrse.  on(>  of  the  arguments  that  is  made,  as  you 
un(h)nbtedly  know,  for  (iovernment  ownership  is  that  it  centralizes 
control.  You  have  shown  how,  under  the  Government,  that  is  not 
necessarily  efficient,  or  rather,  experience  showing  it  to  be  the  re- 
verse. The  ])oint  that  Senator  Cummins  has  brought  out  has  been 
the  one  that  has  disturbed  me  not  a  little,  and  I  have  felt  that  its 
solution  was  hindered  by  the  very  laws  which  we  have  already  estab- 
lished in  this  country  which  prevent  combinations.  Under  the  hiAv 
systems  have  l)een  (lisorganized,  disintegrated,  because  it  was  felt 
that  they  were  inimical  to  the  public  welfare,  in  the  form  of  mo- 
nopolies: but  have  you,  at  any  time  in  your  testimony  suggested  any 
remedy  for  this  condition  of  which  the  railroads  complain,  namely, 
that  they  are  not  able  to  get  money  enough  to  operate  their  roads 
successfully? 

]Mr.  Ac'woRTH.  As  I  see  it.  sir,  assuming  present  conditions  broadly 
to  continue,  there  are  two  things  necessary.  The  one  is  to  enable  them 
to  make  their  money  go  as  far  as  possible  by  avoiding  waste  effort; 
for  example,  the  point  that  was  raised  yesterday  of  State  regulation ; 
clearly,  regulation  by  48  States,  as  well  as  by  the  Federal  (rovern- 
ment,  results  in  a  great  deal  of  waste  motion  and  consequent  expense. 
Looking  at  it  purely,  I  mean,  from  the  cost  point  of  view,  the  Gov- 
ei-nment  can  establish  a  uniform  control  and  thereby  decrease  ex- 
penses: but,  when  all  is  said  and  done,  to  decrease  expenses,  as  I  see 
it,  is  not  sufficient.  You  have  also  got  to  increase  rates,  and  the  only 
way  to  do  that  is  to  accept  the  fact  that  world  prices  have  gone  up 
for  everything,  from  railway  service  to  boots  and  shoes,  and  that  the 
railways  must  be  allowed  to  put  up  their  prices.  It  seems  to  me, 
regarding  the  proposition  of  railways  as  existing,  in  whosoever's 
hands  they  are,  you  want  to  reduce  expenses  by  avoiding  waste  mo- 
tion, but  you  want  to  increase  rates,  because,  broadly  speaking,  the}^ 
are  selling  raili'oad  transportation  at  an  uncommercial  price. 

Senator  Townsend.  Would  you  still  hold  that  opinion  or  would 
you  apply  that  opinion  to  all  railroads  regardless  of  the  efficiency 
of  their  management? 

Mr.  AcwoRTii.  Yes,  sir:  I  certainly  would.  I  would  say  this: 
That  the  Pennsylvania  is  as  good  a  proof  of  the  necessity  of  higher 
rates  as  the  most  bankrupt  railroad  in  the  States.  I  should  say  that 
if  conditions  continue  what  they  are.  Take  the  Pennsylvania,  Avhich, 
by  the  good  fortune  of  its  original  shareholders,  got  the  first  call  on 
the  finest  traffic  region  in  the  world,  which  for  70  years — I  have 
never  seen  any  evidence  to  the  contrary — has  always  been  well  man- 
aged, has  always  been  efficiently  and  honestly  managed.  And  they 
are  to-day  able  to  earn  something  under  6  per  cent  on  their  prop- 
erty investment.  Xow,  if  Avith  all  the  cards  in  your  favor  you  can 
only  get  6  per  cent,  why  should  anybody  put  his  money  into  a  less 
likely  looking  venture?  If  the  Pennsylvania  can  only  get  6  per 
cent,  or  less  than  6  per  cent,  anybody  who  puts  his  money  into  an  in- 
ferior railroad  must  know  that  he  will  get  less  than  6  per  cent,  and 
he  will  not  do  it.  Therefore  it  is  to  the  public  interest  that  the 
Pennsjdvania  should  be  earning  10  or  12  per  cent  to  encourage  money 
to  come  in. 
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Senator  Townsend,  I  do  not  care  to  go  into  an  argument  of  that 
question.  I  am  willing  to  concede  that  the  Pennsylvania  Railroad 
is  well  managed,  but  the  question  as  to  whether  it  is  getting  insuffi- 
cient revenue  to  maintain  that  management  is  a  mooted  question 
now;  that  is  a  question  that  is  in  dispute,  and  I  do  not  care  to  go 
into  that,  but  I  will  take  the  case  of  a  road  where  it  is  equally  ad- 
mitted to  be  inefficiently  and  improperly  managed.  Under  those 
circumstances  you  think  that  they  should  have  more  money  to  meet 
the  extravagance  of  that  kind  of  management? 

Mr.  AcwoRTH.  Well,  I  think,  sir,  the  broad  answer  is  what  I  al- 
ready gave,  that  if  you  are  going  to  limit  at  one  end  the  maximum, 
you  must  put  in  at  the  other  end  a  minimum;  but,  clearly,  efficient 
regidation  by  a  central  body  can,  in  a  pretty  short  time,  put  an  end — 
it  can  not  make  everybod}^  equally  intelligent  or  equally  virtuous — ■ 
but  it  can  put  an  end  to  evident  and  flagrant  mismanagement.  The 
public  authorities,  in  the  first  place,  could  interfere,  and  if  the  thing 
comes  out  so  that  nobody  can  deny  it,  you  can  pretty  well  rely  on  the 
shareholders  to  interfere.     It  is  a  slow  process,  but  it  works. 

Senator  Townsend.  Yes;  exceedingly  slow. 

Mr.  Ac  WORTH.  Yes ;  it  is  slow. 

Senator  Toavnsend.  And  it  has  been  somewhat  discouraging,  al- 
though I  recognize  that  the  railroads  have  been  handicapped,  to  a 
certain  degree,  l^y  legislation.  Now,  I  was  interested  in  your  state- 
ment a  moment  ago,  that  at  the  close  of  the  war  in  your  countr3%  in 
Great  Britain,  a  readjustment  of  ownership  would  occur,  if  the 
properties  go  back  to  private  ownership. 

Mr.  Ac  WORTH.  It  looks  very  much  like  it. 

Senator  Townsend.  How  are  they  gbing  to  do  that  ? 

Mr.  Acw^ORTH.  Of  course,  this  is  all  hypothetical  ? 

Senator  Townsend.  Yes;  I  realize  that. 

Mr.  AcwoRTH.  And  I  have  been  out  of  England  for  six  months, 
and  things  have  developed  since  I  have  been  there;  but  it  seems  to  me 
that  it  is  evident  that  what  will  happen  is  this:  The  Government, 
nominally,  can  hand  back  the  railways  on  six  weeks'  notice.  As  a 
matter  of  practice,  it  is  clear  that  they  can  not  do  it;  it  is  clear  that 
there  are  too  many  new  problems  that  have  arisen  that  would  have  to 
be  solved,  and  the  Government  can  only  hand  back  slowly,  and,  as 
I  see  it,  they  would  probably  hand  back  under  certain  terms — they 
will  arrange  that  they  hand  back  to  one  of  the  great  systems  the 
great  bulk  of  its  lines,  and  suggest  that  it  cut  off  its  own  excrescences 
into  other  people's  territory,  and  hand  them  over  to  somebody  else, 
and,  on  the  other  hand,  that  certain  small  companies  in  its  district 
be  not  handed  back  to  their  former  shareholders,  but  that  they  make 
a  bargain  with  the  big  company,  and  be  handed  over  to  it.  The 
Government  would,  as  it  were,  take  the  position  of  a  new  manager 
who  came  into  a  great  concern,  with  many  branches,  and  who  came 
to  the  conclusion  that  it  was  desirable  to  shut  down  such  and  such 
a  plant,  and  transfer  the  operations  to  another  works  that  could  do 
it  more  economically,  and  one  thing  and  another  of  that  kind. 

Senator  Townsend.  How  could  the  Government  enforce  that  kind 
of  an  arrangement? 

Mr.  AcwoRTH.  Well,  governments  have  great  persuasive  power, 
and  with  us,  of  course,  the  Government  can  clo  anything.  There  is 
nothing  in  the  nature  of  constitutional  limitations  with  us ;  the  Gov- 
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eniment  can  enact  to-morrow  that  yoiii'  coat  be  tiiinsferred  to  your 
nei^lihor.  and  (here  i^  no  appeal,  so  there  is  no  jegal  difficulty,  but 
it  would.  I  have  no  doubt,  be  adjusted  by  give  and  take. 

Senator  Townsknu.  IIoav  could  you  compel  my  neighbor  to  take 
the  coat.  In  other  words,  how  could  you  compel  a  railroad  to  take 
another  railroad,  the  operation  of  which  was  not  profitable? 

Mr.  ArwoKTii.  Of  course  I  am  talking  law  and  not  practical 
politics. 

Senator  Town  send.  Yes. 

Mr.  AcwoKTH.  As  a  matter  of  law.  supposing  the  Government 
says  to  the  Xorthwestern  Railway.  "■  You  should  take  in  the  North 
Statfordshire,"  which  is  a  small  line  lying  inside  of  it,  and  they 
say,  "  We  will  not."  The  Government  could  in  that  case  enact  that 
from  a  certain  date  the  Northwestern  itself  should  be  taken  over; 
there  would  be  no  difficulty  about  that.  If  they  like,  they  can  take 
the  projierty  of  the  Northwestern  Railway  and  hand  it  over  to  the 
North  Staffordshire  or  hand  both  over  to  a  newly  incorporated  com- 
pany. There  is  no  limit  to  that,  but  our  Government  has  worked 
in  entire  harmony  with  the  companies. 

The  Vice  Chairman.  A  condition  of  that  sort  is  calculated  to 
produce  harmony? 

Mr.  AcwoRTH.  I  beg  your  pardon. 

The  Vice  Ciiair:max.  The  power  of  the  Government  to  do  that  is 
calculated  to  produce  harmony,  I  should  think. 

Mr.  AcwoRTH.  That  is  no  doubt  so. 

Senator  Townsend.  Well,  by  analogy,  would  that  be,  in  your 
judgment,  the  proper  way  for  the  United  vStates  to  proceed — to  take 
charge  of  the  railroads  and  then  apportion  them  out  into  systems? 

Mr.  Acw  ORTii.  Well,  sir,  if  you  ask  me  personally,  I  should  not  like 
your  Government  to  take  the  railways,  for  fear  they  should  stick  to 
its  fingers,  and  I  should  suggest  that  you  must  come  to  rearranging. 
There  are  two  theories:  The  one  is  to  adopt  the  French  system  and 
put  all  the  railroads  in  a  given  district  into  one.  Some  friends  of 
mine  who  have  thought  a  great  deal  about  the  matter  believe  that 
that  is  what  you  are  coming  to.  It  seems  to  me  that  the  objection  to 
that  is — all  the  railroads  between  New  York  and  Chicago,  for  in- 
stance, are  an  obvious  district.  Now,  I  can  not  imagine  myself  that 
you  would  put  together  two  railroads  like  the  Pennsylvania  and  the 
"New  York  Central :  it  seems  to  me  that  they  should  remain  separate ; 
but  the  alternative  s'^heme  is — and  I  sav  I  think  it  is  what  we  are 
coming  to  in  England — that  you  would  build  upon  the  New  York 
Central,  on  the  one  hand,  as  one  of  the  great  old  lines,  by  bringing  in 
■  a  good  many  lines  that  are  now  independent.  Similarly  you  w^ould 
build  up  on  the  Pennsylvania,  let  us  say,  the  Norfolk  &  Western 
and  the  Chesapeake  &  Ohio  and  the  Western  Maryland  and  railroads 
of  that  kind  that  naturally  would  seem  to  belong  to  that  traffic 
basin,  so  to  speak.  But  that,  one  way  or  another,  consolidation  is 
coming,  I  have  no  doubt. 

Senator  Towxsexd.  I  think  I  have  no  further  questions  to  ask. 

The  Vice  Chairman.  I  supjjose  the  New  York  Central  might 
colonize  New  England,  and  take  it  under  its  wing,  and  redeem  the 
New  Haven  &  Hartford? 

Mr.  AcvvoRTH.  Of  course,  sir,  you  raise  a  very  good  instance  of 
the  local  feeling.    You  all  know  New  England  much  better  than  I 
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do,  but  I  should  luive  tlioiiglit  that  New  Enghmd  and  a  sort  of  feel- 
ing- of  heino  a  distinct  entity,  and  that  New  Elngland  would  exceed- 
ingly resent  being  handed  over  to  a  non-New  England  company. 

The  Vice  Chairmax.  My  enforced  absence  last  night  denied  me 
the  ]3leasure  of  hearing  a  part  of  the  cross-examination:  and  I  hope 
I  will  not  trench  on  anything  that  has  already  been  gone  over.  You 
will  pardon  me  if  I  do;  I  shall  not  be  prolix  at  all.  Of  course,  your 
reputation  is  that  you  are  a  great  lawyer  in  England,  but  what  has 
been  the  nature  of  your  practiced' 

Mr.  AcwoRTH.  I  should  be  sorry  to  say  that  I  was  a  great  lawyer. 
sir.  but  my  pi'actice  has  been  wholly  in  matters  that  concern  railways 
and  other  public  utilities. 

The  Vice  Chairman.  Have  you  represented  the  railroad  corpora- 
tions ? 

Mr.  Acwoiri'H.  Yes;  and  very  often  their  opponents. 

The  Vice  Chairman.  Did  you  ever  sue  any  railroads  ? 

Mr.  Ac  WORTH.  I  beg  pardon? 

The  Vice  Chairman.  You  never  sued  any  railroads  ? 

Mr.  AcwoRTii.  No;  I  have  never  had  anything  to  do  with  damage 
([uestions,  or  anything  of  tluit  kind.  I  have  frequently  opposed  the 
]-ailroads,  and  liave  also  appeared  for  them  in  the  Railway  Commis- 
sion, on  ({iiestions  of  rates  and  things  of  that  kind ;  liut  my  main 
practice  has  been  before  parliamentary  committees.  I  do  not  know 
Avhethei'  you  know,  sir,  but  our  custom  is  that  if  a  railroad  wants  to 
issue  new  capital,  or  to  make  a  new  branch,  or  anything  of  that 
kind 

The  Vice  Chairman.  My  only  idea  was  to  develop  whether  you 
had  appeared  chiefly  as  representing  tte  railroads,  or  against  them. 

Mr.  AcwoRTH.  On  whichever  side  saw  fit  to  hire  me. 

The  Vice  Ciiair:max.  You  are  a  director  in  a  good  many  railroads, 
are  you  not? 

Mr.  AcwoRTH.  No.  I  am  a  director  of  the  London  Underground 
Company,  Avhich  owns  or  controls  most  of  the  transport  facilities  in 
London — street  railways  and  electric  railways  and  omnibuses — -ii 
gieat  many  tilings. 

The  Vice  Chairman.  Are  you  financially  or  professionally  inter- 
ested in  any  American  railroads? 

Mr.  Acworth.  I  think  I  have  got  a  few  thousand  dollars  left,  sir, 
but  they  are  mostly  sold,  as  all  our  American  securities  are  since  the 
beginning  of  the  war.  I  had,  a  dozen  years  ago.  most  of  my  money 
in  American  railways,  but  it  is  mostly  out  now. 

The  Vice  Chairman.  From  your  interesting  statement,  if  I  under- 
stand you  correctly,  I  would  gather  two  or  three  lessons.  One  is  that 
whatever  degree  of  superior  efficiency  may  exist  in  the  Prussian  sys- 
tem is  due  to  two  facts;  that  is,  uniform  or  central  control  and  high 
rates.    Is  that  a  ])roper  inference  from  the  results  in  that  country? 

Mr.  AcwoRTH.  Which  country  are  you  now  speaking  of? 

The  Vice  Chairman.  Prussia — (iermany. 

Mr.  Acworth.  Prussia? 

The  Vice  Chairman.  Yes;  and  the  further  lesson  that  I  gather  is 
that  those  same  things  could  be  obtained  without  Government  con- 
trol— both  uniform  c(mtrol  and  higher  rates  could  be  attained  with- 
out Government  control  ? 
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^fr.  AcwoHTii.  Oh.  yos,  sir:  cleurv.  There  is  no  iiec-cssary  conne;-- 
I  ion  witli  Government  control  in  eitlier  of  those  things. 

The  Vice  Ciiaikmax.  It  is  only  a  (piestion  of  havin^-  humi  with 
.>ense  enong'h  to  nianajre  them  and  authority  to  <h)  it '. 

Mr.  A(  woirrii.   "i  es. 

Tlie  \'i(K  Chairman.  I  (h)  not  care  to  go  ovei-  all  ycnir  testimony 
about  (Tovernment  ownership,  but  1  do  want  to  ask  you  two  or  three 
further  (luestions.  and  that  is  the  reason  I  asked  you  in  regard  to  your 
experience  and  obsei'vation  of  these  oi)erations. 

5lr.  AcwoKTii.  Yes. 

The  Vice  CHAimiAX.  In  youi-  testimony  you  have  talked  hugely 
about  small  countries,  comparatively.  Of  course,  Australia  and  South 
Africa  and  Canada  are  larger. 

Mr.  AcwoKTH.   Yes. 

The  Vice  Citaikmax.  Bui  the  proportion  of  business  is  not  so 
dense  t 

Mr.  AcwoHTii.  Yes;  of  course,  every  country  is  very  small  com- 
])ared  to  the  United  kStates. 

The  V^icE  Chairman.  In  this  country  we  not  only  have  the  vast 
extent,  but  we  have  a  large  and  dense  business. 

Mr.  AcwoRTH.  Y'es. 

The  Vice  Chair:man.  AVith  oceans  on  two  sides  and  bays  and  inlets 
and  rivers  on  every  hand. 

Mr.  AcAvoRTH.  Yes. 

The  \"iCE  Chair:ma>;.  So  that  we  can  hardly  hope  to  get  more  than 
a  few  liundred  miles  away  from  what  is  called  water  competition. 
XoAv,  I  want  to  call  your  attention  to  what  I  conceive  to  be  the  two 
great  difficulties  in  regulating  these  railroads.  This  country  is  com- 
mitted to  reguhition,  and  the  carriers  now  say  they  are  submitting  to 
regulation,  and  they  are  exercising  the  rights  of  American  citizens  to 
participate  in  making  the  regulations.  The  difficulty  is  to  stop  the 
people  from  complaining  about  their  rates  not  being  the  same — that 
is  one  great  difficulty — and  the  other  is  to  know  how  to  settle  disputes 
between  the  carriers  and  their  employees.  Xow,  to  go  8.000  miles, 
with  people  at  each  end  of  the  route  demanding  to  buy  at  the  same 
price  that  exists  at  the  other  end  of  the  line,  that  seems  to  be  an 
impossible  and  preposterous  proposition;  and  yet  that  is  just  about 
the  actual  condition  in  tliis  country? 

Mr.  Acworth.  Yes. 

The  Vice  Chairman.  And  if  they  can  go  from  Boston  to  Cali- 
fornia, and  then  from  California  back  to  Boston,  at  a  low  rate,  every 
intermediate  point  complains  that  it  is  discriminated  against.  Now, 
1  want  to  know  if  you  in  your  experience  have  fallen  upon  any  sys- 
tem or  any  suggestion  of  a  system  whereby  rates  could  be  made  or 
charges  could  be  made  so  as  to  silence  those  complaints  'i 

Mr.  Acworth.  No,  sir.  I  do  not  believe  that  you  can  make  such 
I'ates — you  can  not  do  it — as  will  look  reasonable  to  the  man  in  the 
street,  wlio  has  never  had  it  explained  to  him.  I  think  what  you 
jiave  got  to  do  is  to  approach  it  from  the  other  end,  and  to  do  what 
a  well-known  public  man  said  in  England — you  have  got  to  educate 
your  masters. 

The  Vice  Chairman.  I  want  you  to  get  the  reasoning  into  this 
1  ccord,  so  that  the  folks  who  do  not  understand  it  mav  read  it. 
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Mr.  AcwoRTH.  Let  us  take  the  conspicuous  instance  that,  after  20 
years  of  discussion  and  litigation,  has  practically  been  decided  by  the 
Inteistate  Commerce  Commission  that  it  is  reasonable  to  charge 
more  for  a  carload  of  freight  when  shipped  from  Chicago  to  Denver 
than  from  New  York  to  San  Francisco.  Now,  I  think  if  you  will 
give  me  an  average  intelligent  man.  and  let  me  sit  down  with  him 
fo]'  an  hour,  I  shall  be  able  to  make  him  understand  that. 

The  Vice  Chairman.  You  mean  that  you  can  make  him  under- 
stand what  we  are  holding  now  ? 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  But  I  want  to  know  if  there  is  any  practice 
in  any  country  or  any  practice  that  can  be  fallen  upon  of  adjusting 
those  rates  in  such  a  manner  as  will  eliminate  the  necessity  for  . 
.apologizing  for  or  explaining  the  present  system? 

Mr.  AcwoRTH.  Frankly,  no ;  because  that  means  that  you  will  have 
to  go  to  equal  mileage  rates,  or  something  of  that  kind,  and  equal 
mileage  rates,  to  anybody  who  understands  the  system,  are  a  flagrant 
injustice. 

The  Vice  Chairman.  What  do  you  say  about  having  a  service 
charge  for  all  stations  alike,  and  then  charging  a  mileage  rate  on  top 
of  that? 

Mr.  AcwoRTH.  It  will  not  work.  Eailroads  are  a  commercial  busi- 
ness and  you  can  not  get  away  from  commercial  considerations,  which 
•come  in  in  all  kinds  of  ways. 

The  Vice  Chairman.  If  you  charge  the  same  terminal  fees  for 
handling  for  a  station  6  miles  away  as  you  would  for  one  a  thousand 
miles  away,  the  people  at  the  station  6  miles  away  would  complain 
that  the  combined  charges  would  be  too  high,  would  they  not? 

Mr.  AcivoRTH.  Yes.  The  Prussians  frankly  grade  their  terminals. 
They  always  make  a  terminal  charge  in  addition  to  the  mileage  rate, 
and  they  make  a  less  terminal  charge  if  the  traffic  is  going  20  miles 
than  if  it  is  going  200  miles. 

The  Vice  Chairman.  Although  the  terminal  service  is  precisely 
the  same? 

Mr.  Acw^oRTH.  Yes;  precisely  the  same;  but  it  is  done  because 
otherwise  the  rate  would  be  too  high  for  the  traffic. 

The  Vice  Chairman.  Is  there  any  country  where  there  is  a  prac- 
tice of  charging  a  terminal  fee  or  a  terminal  rate  so  as  to  add  then 
for  each  succesive  station  only  a  small  increment  of  the  rate?  Is 
there  any  existing  system  anywhere  now  where  that  is  practiced  ? 

Mr.  AcwoRTH.  Well,  the  Prussian  system  is  this :  There  is  a  charge 
put  down,  a  fee  for  receiving  the  freight. 

The  Vice  Chairman.  Is  not  that  uniform? 

Mr.  Acw^oRTH.  A  trifling  fee ;  it  is  a  cent  or  two. 

The  Vice  Chairman.  I  say,  is  not  that  uniform? 

Mr.  AcwoRTH.  Yes.  Then  there  is  another  charge  for  weighing 
it,  and  there  is  another  charge  for  issuing  a  receipt  for  it — a  penny 
or  two — and  this  is  all  put  into  the  bill.  Then  there  is  a  charge  for 
terminals,  and  tlien  there  is,  in  the  case  of  most  classes  of  traffic,  a 
charge  of  so  much  per  mile ;  and  if  it  goes  1  mile  it  is  a  five-hundredth 
part  of  what  it  is  if  it  goes  500  miles. 

The  Vice  Chairman.  They  charge  for  each  mile  in  proportion  to 
the  distance? 
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Mr.  AcwoRTH.  Yes.  Let  me  elaborate  that,  because  it  might  be 
very  misleadino;.  That  is  so  on  most  classes  of  traffic,  but  it  is  not 
so  on  tlie  chisses  of  traffic  under  which  most  of  the  actual  tonnage  is 
hauknl.  Supi)osing  you  are  sending  coal.  If  there  is  not  an  excep- 
tional rate — as  tliere  very  often  is — if  there  is  not  what  you  call  a 
connnodity  rate — supposing  coal  is  going  on  the  ordinary  coal  tariff, 
it  goes  on  what  we  call  in  England  a  sliding  scale.  The  first  10  miles 
are  so  much  per  mile,  and  the  next  20  miles  are  so  nnicli  per  mile, 
and  the  next  30  miles  are  so  much  per  mile,  and  so  on. 

The  Vice  Chairman.  That  is  a  descending  scale? 

Mr.  AcwoKTH.  Yes;  a  sliding  scale,  decreasing  per  mile  as  the 
mileage  increases,  and  the  Prussians  use  both  systems — flat  mileage 
I'ates  and  increasing  mileage  rates — alongside. 

The  Vice  Chaikmax.  You  do  not  think  it  would  be  practical  in  a 
country  like  the  XTnited  States — I  will  say  "  in  the  Ignited  States,"' 
because  I  suppose  there  is  no  other  like  it — to  say  at  the  receiving- 
terminus  that  the  charge  shall  be  uniform  and  at  the  delivering  ter- 
minus it  shall  be  uniform,  but  that  there  shall  be  a  descending  scale 
of  rate  per  mile,  so  that  in  the  case  of  100  stations  the  increase  at 
each  station  might  be  infinitesimal? 

Mr.  Acw^ORTH.  I  frankly  say  that  it  would  be  a  revolution,  by  the 
side  of  which  abolishing  Congress  and  the  President  would  be  a 
trifle.  It  would  upset  the  whole  daily  life  of  the  country.  It  has  all 
groAvn  up  on  a  system  that  has  worked  itself  out  in  TO  years,  and  I 
have  seen  in  my  experience 

The  Vice  Chairman.  You  have  known  revolutions,  even  political, 
to  be  beneficial  to  mankind? 

Mr.  Acworth.  But  that  would  be  shutting  up  one  big  manufac- 
turing town  and  opening  it  elsewhere.  Nobody,  until  they  go  into 
it,  can  appreciate  what  that  would  mean. 

The  Vice  Chairman.  For  the  United  States  to  take  over  260,000 
miles  of  railroad  would  be  revolutionary,  would  it  not? 

Mr.  Acworth.  Yes. 

The  Vice  Chairman.  And  for  them  to  compel  a  rich  railroad  to 
acquire  a  poor  one  w'ould  be  revolutionary,  too,  would  it  not? 

Mr.  Acworth.  I  think  you  can  encourage  without  compelling. 

The  Vice  Chairman.  The  question  with  me  is  not  whether  it 
would  be  revolutionary,  but  I  am  trying  to  find  out  if  vou,  as  a 
world-wide  expert,  can  give  us  any  real  valuable  opinion  as  to 
whether  such  a  thing  as  that  could  be  possible  and  worked  out 
efficiently  ? 

Mr.  Acw^ORTH.  Frankly,  1  do  not  believe  you  can.  You  can  put 
it  on  paper — I  could  ])ut  the  scheme  on  paper — but  when  you  came 
up  to  the  fact  and  took  it  to  Pittsburgh  and  took  it  to  Youngstown 
and  to  Chicago,  you  would  probably  find  yourselves  torn  in  pieces. 

The  Vice  Chairman.  Is'  it  your  deliberate  opinion  that  the  system 
which  we  have,  as  it  is  being  worked  out,  is  the  best  possible  if  we 
will  go  on  and  improve  it? 

Mr.  Acworth.  Yes,  sir:  absolutely.  If  you  ask  a  French  expert 
or  a  German  expert  or  an  English  exjoert  what  are  the  best  railways 
in  the  w^orld,  I  suppose  they  will  each  say  their  own  country  first, 
but  they  will  always  say  the  United  States  second. 

The  Vice  Chairman.  I  am  not  asking  you  which  is  the  best. 
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Mr.  AcwoRTH.  Nobody  has  any  doubt  that  they  are  the  best  rail- 
roads in  the  world,  on  the  whole. 

The  Vice  Chairman.  As  a  witness  who  has  been  all  over  the 
world  and  studied  railroads  all  over  the  world,  I  am  asking  you  as 
a  practical  proposition. 

Mr.  AcwoRTH.  Yes. 

The  Vice  Chairman.  I  am  not  asking  you  what  is  the  best  rail- 
road or  which  country  has  the  best  railroads,  but  the  best  system  of 
regulating  the  railroads. 

Mr.  Acw^oRTH.  The  proof  of  the  pudding  is  in  the  eating.  The 
result  is  that  you  have  got  the  best  railroads  in  the  world.  But  I 
can  see  no  need  for  revolution ;  I  do  not  see  any  necessity,  either,  for 
purchase  or  for  entire  reconstruction  of  the  railroads  or  anything 
else.  I  think  the  thing  can  work  itself  out  quite  satisfactorily  under 
consistent  regulation,  accepting  at  the  outset  that  whoever  runs  the 
railroads — the  Government  or  anybody  else — they  must  either  charge 
higher  rates  or  get  the  money  from  the  taxpayers. 

The  Vice  Chairman.  I  will  not  stop  to  quarrel  with  you  about 
the  question  of  rates  or  what  the  facts  are  at  present  with  regard 
to  them,  but  suppose  now  that  we  come  to  the  hypothetical  situation 
'Suggested  by  Col.  Cummins.  If  you  authorize — do  not  compel,  but 
authorize — a  company  to  take  over  another  company,  or  authorize  a 
new  corporation  to  take  over  both,  or  any  number  of  them,  from 
your  experience,  and  as  a  judge  of  human  nature  and  corporate 
practice,  would  they  be  likely  to  assimilate  the  poor  ones  with  the 
rich  ones?  Would  they  not  go  on  in  the  same  old  practice,  both  as 
corporations  and  as  men,  to  acquire  the  strong  ones  which  are  at- 
tractive to  one  another  '  o  combine  ? 

Mr.  AcwoRTF.  No.  Certainly  within  my  lifetime  the  process  has 
been  going  on  in  England  of  the  big  railroads  absorbing  the  small 
railroads,  which  are  nearly  always  poor.  That  has  been  going  on 
as  long  as  I  can  remember. 

The  Vice  Chairman.  But  they  hold  out  prospects,  though? 

Mr.  AcwoRTH.  Sir? 

The  Vice  Chairman.  A  road  may  be  rich  in  prospects,  if  not  in 
immediate  carriage? 

Mr.  Acworth.  A  big  railroad  can  afford  to  pay  a  better  price  for 
a  poor  property  than  it  is  worth  to  the  owners  of  it.  They  can  fit 
it  in,  and  they  can  save  a  certain  amount  of  money  by  better  organi- 
zation ;  they  can  raise  new  money  that  is  required  to  put  the  property 
into  good  condition  on  very  much  cheaper  terms  than  the  poor  corpo- 
ration can  do,  and,  for  various  reasons,  they  can  afford  to  offer  terms 
that  are  attractive  to  the  owners. 

The  Vice  Chairman.  Railroad  men  are  very  often  mistaken,  you 
know,  about  whether  a  railroad  is  necessary  or  appropriate  in  a  par- 
ticular place. 

Mr.  AcAvoRTH.  Yes. 

The  Vice  Chairman.  Sometimes  they  take  the  notion  tliat  the 
country  is  sufficiently  occupied  with  railroads,  and  that  the  propa- 
gation ought  to  stop,  and  that  there  should  not  be  any  more  rail- 
roads, and  that  tliey  should  be  allowed  to  make  all  the  money.  For 
instance,  about  the  time  I  was  born  railroad  investors  said  it  would 
not  do  to  build  a  railroad  where  Atlanta,  Ga.,  now  is;  that  there 
was  no  come  out  in  that  country  at  all,  and  the  proposition  was.  if  it 
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was  to  be  built  at  all.  to  niii  it  down  to  Decatur  or  Stone  Mountain, 
or  somewhere  else,  and  yet  they  have  built  up  the  strongest  point  in 
the  South.  And  I  remember  a  man  who  was  the  president  of  the  Cen- 
tral of  Georgia  Railway,  who  was  the  smartest  man  wdio  has  ever 
been  president  of  the  railroad — the  others  all  being  dead  or  removed — 
and  he  said  it  would  not  do  to  build  a  railroad  to  Carrollton,  and  that 
they  had  built  a  bridge  across  the  Chattahoochee  River  50  years  too 
soon,  but  I  told  him  that  they  did  not  build  it  50  years  too  soon,  but 
rather  100  years  too  late,  and  if  it  had  been  built  sooner  it  would  now 
be  blossoming  like  New  York. 

Mr.  AcAvoRTii.  Well,  sir,  I  found  an  English  newspaper  article  of 
the  year  1842,  wherein  it  was  pointed  out  that  England  was  very 
much  oversupplied  with  railroads.  I  think  they  then  had  about  500 
miles. 

Mr.  Sims.  He  Avas  an  expert,  likely  ? 

Mr.  AcwoRTH.  I  do  not  know,  sir;  he  did  not  put  his  name  to  it. 

The  Vice  Chairman.  I  should  like  to  ask  you  on  another  branch 
of  the  case.  In  any  of  the  countries  you  have  mentioned,  and  in  all 
of  your  experience,  has  there  been  any  legal  tribunal  especially  exist- 
ing to  adjust  disputes  between  carriers  and  their  employees? 

Mr.  AcwoRTii.  A  member  of  the  committee  asked  me  about  Aus- 
tralia, and  I  am  sorry  to  say  I  do  not  know  as  well  as  I  ought.  My 
recollection  is  that  in  Australia  the  State  railroads  are  required  to 
have  an  arbitration  inside  the  company ;  that  the  men  appoint  !i  rep- 
resentative, and  the  employer  appoints  a  representative,  and  they  put 
in  an  arbitrator.  I  think  it  is  something  of  that  kind.  In  Canada, 
as  I  dare  say  you  know,  there  is  an  arrangement  under  which  before  a 
strike  may  legally  take  place  a  board  of  inquirers  come  into  a  dispute. 
I  expect  you  know^  the  Le  Mieux  act. 

The  Vice  Chairman.  I  know  a  great  many  resort  to  advisory 
boards  and  boards  for  investigation  and  report,  but  it  occurs  to  me 
that  before  you  can  honestly  say  there  shall  not  be  a  strike  that  there 
ought  to  be  some  legal,  final,  and  decisive  method  of  settling  these 
disputes  between  the  people,  so  a  strike  w'ould  not  be  desirable  or  nec- 
essary. 

Mr.  Ac  WORTH.  We  have  an  arrangement  in  England  which  I  think 
you  have  not  had.  We  have  had  various  strikes  and  threats  of  strikes. 
We  now  have  what  since  1911  we  call  conciliation  boards.  Each  rail- 
road has  a  certain  number  of  conciliation  boards ;  one  deals  with  the 
enginemen  and  firemen,  and  another  perhaps  deals  with  the  track 
hands,  and  another  deals  with  station  workers,  and  so  on,  different 
classes.  And  there  is  a  board,  we  will  say,  of  six  or  eight  members, 
four  of  them  representing  the  men,  four  of  them  representing  the 
company,  and  they  meet  together,  and  any  question  in  reference  to 
employment  can  be  raised  before  them.  They  have  not  any  powers  to 
order  anything. 

The  Vice  Chairman.  In  our  system  of  regulation,  where  a  com- 
mission has  the  last  word,  barring  an  appeal  to  the  courts  as  to  rates 
and  practices,  where  it  is  now  acknowledged  or  at  least  held  by  the 
Sirpreme  Court,  I  suppose  it  will  be  acknowledged  by  at  least  one  side, 
if  not  by  both,  that  Congress,  in  its  regulatory  powders,  may  do  all 
things,  directly  or  indirectly  connected  with  the  operation  of  these 
railroads,  in  interstate  commerce,  I  mean ;  of  course,  it  is  in  interstate 
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commerce.  N^ow.  what  do  you  think,  under  that,  of  the  practicability 
and  advisability  of  establishing  by  laAv  a  tribunal.  Avhether  inde- 
pendent, coordinate,  or  the  same  tribunal,  that  shall  finally  pass  upon 
all  questions  of  the  salaries,  practices  of  the  employees  of  that  carrier, 
and  matters  in  dispute  with  the  carrier? 

Mr.  AcwoRTH.  It  seems  to  me  that  an  expert  body  constantly  keep- 
ing in  touch  with  the  situation  and  knowing  the  drift  of  sentiment 
and  knowing  the  wages  in  comparison  with  other  trades,  and  every- 
thing of  that  kind,  is  most  valuable.  The  point  where  you  always 
come  up  against  a  difficidty  is  if  you  give  that  body  compulsory  powers 
it  is  quite  easy  to  compel  the  company,  l>ut.  so  far  as  our  experience 
goes,  it  is  not  possible  to  compel  the  men. 

The  Vice  Chairman.  You  can  decide  that  question.  If  they  do  not 
like  it,  they  can  retire. 

Mr.  AcwoRTH.  Yes;  but  I  mean  to  say  you  give  an  award  against 
the  men,  and  the  men  thereupon  go  out  as  a  body  and  the  railroads 
are  tied  up.    You  can  not  tolerate  that. 

The  Vice  Chairman.  I  am  not  talking  about  ct)ntinuing  the  present 
intolerable  conditions  of  a  strike  that  will  paralyze  public  business. 
I  premised  my  question  to  yon  by  stating  the  case.  It  is  a  quasi  public 
business:  the  Supreme  Court  has  enunciated  that  it  is  a  quasi  public 
business.  We  will  regulate  rates  and  practices  of  the  railroads  be- 
tween them  and  their  customers.  The  Supreme  Court  has  clearly 
established  now  that  you  can  regulate  the  practices  between  them  and 
their  men.  Why  is  it  not  possible  to  stoj)  all  of  this  foolishness  by 
saying  this  is  a  quasi  public  business,  society  can  not  be  interfered 
with,  public  business  can  not  be  obstructed,  we  will  fix  a  determining- 
official  board  here  to  say  whether  an  engineer  or  a  fireman  or  a  presi- 
dent or  a  general  manager  or  a  superintendent  is  getting  more  money 
than  he  is  worth  out  of  this  road.  What  is  the  reason  that  would  not 
be  consistent  with  our  system  ? 

Mr.  AcwoRTH.  I  think  the  real  answer  is  this:  Supposing  the  Su- 
l>reme  Court  says  there  are  100.000  enginemen — or  whatever  the  num- 
ber— or  .")0,000.  and  they  are  not  to  get  any  more  money,  and  they 
have  claimed  more  money,  and  they  thereupon  all  go  out — the  Su- 
preme Court.  I  have  no  doubt,  can  legally,  if  I  may  express  an  opin- 
ion on  American  law — I  presume  it  is  clear  that  the  Supreme  Court 
can  put  them  in  jail  for  disobedience  to  an  order  of  the  court;  but, 
as  a  matter  of  practical  politics.  I  do  not  think  you  can  put  50,000  men 
in  jail. 

The  A'iCE  Chairman.  It  is  not  necessary  to  say  that  they  will  go 
to  that  extremity.  They  are  merely  to  finally  determine  the  case 
between  this  railroad  company  and  its  employees.  It  settles  that 
status,  and  if  they  do  not  like  it  they  can  resign. 

Mr.  Acavorth.  They  will  all  resign  in  a  body;  that  is  your  diffi- 
culty. 

The  A'iCE  Chairman.  That  is  a  business  the  officials  of  the  railroad- 
have  helped  to  build  up,  and  while  they  have  preached  combinations. 
as  you  have  alluded  to  yourself,  they  have  taught  the  men  to  combine. 
But  getting  to  the  court,  it  deals  with  individuals  and  not  bodies  of 
men. 

Mr.  AcwoRTH.  May  I  give  you  an  instance  which  happened  in  Eng- 
land? If,  under  war  conditions,  where  it  is  much  easier  for  the  State 
to  play  the  despot 
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The  YiiK  CiiAimiAN.  We  do  not  liave  finy  despots  in  this  country: 
Ave  are  all  ecjual  and  all  vote  for  whom  we  like. 

Mr.  AcwoKTii.  Let  nie  say  then,  t'oi'  the  State  to  give  preeniptory 
orders.  We  had  the  workmen  in  the  coal  mines  in  South  AVales.  on 
whom  the  English  fleet  absolutely  depended  for  its  coal.  They  went 
out:  they  struck.  They  were  in  a  very  bad  tem])er.  There  was  great 
friction  between  the  masters  and  the  men  in  that  district.  They  went 
out.  The  (lovernment  announced  that  they  were  doing,  as  they  cer- 
tainly were,  an  illegal  thing,  in  lea\  ing  their  business,  and  the  (jov- 
ernment  threatened  that,  if  they  did  not  go  back  by  a  cei'tain  day, 
legal  proceedings  Avould  be  taken  and  they  Avould  be  liable  to  fine  and 
imprLsonment.  The  Government  had  to  withdraw  that  notice  before 
there  was  a  ghost  of  a  chance  of  getting  the  men  back.  The  (govern- 
ment knew  it  could  not  put  a  coui)le  of  hundred  thousand  men  in 
jail.  The  men  simply  said,  "  If  yon  threaten  ns  with  jail  we  will  not 
do  any  Avork.  Xow  take  back  your  threat  and  we  Avill  talk  about  it." 
I  do  not  see  any  Avay  you  can  get  rid  of  that  difficulty. 

The  Xici:  Chairman.  You  do  not  think  it  is  practical  to  establish  a 
tribunal  that  could  settle  those  disputes? 

Mr.  AcwoKTii.  It  is  quite  practical)le  to  establish  a  tribunal 

The  Vice  Chairman.  Then  Avhat  good  would  it  do? 

Mr.  AcwoRTH.  I  think  it  Avould  be  of  a  very  great  good,  provided, 
sa3\  you  do  not  try  to  go  too  far  and  too  fast.  I  am  sure  you  can 
not  give  a  trilnmal  power  to  compel  a  Avhole  class,  in  practice:  you 
cau  put  it  into  your  laAv,  l)ut  it  will  not  work. 

The  Vice  Chairman.  I  do  not  think  the  law  Avould  undertake  to 
deal  with  the  whole  crowd  in  practice;  I  think  it  Avould  undertake 
to  deal  with  the  individuals. 

Mr.  Acavorth.  But  if  all  the  indiA^iduals  held  together  and  all 
Avent  out  together.  May  I  say  just  one  thing,  AA'hich  is  rather  ger- 
mane to  this  subject? 

The  Vice  Chairman.  There  is  not  any  doubt  that  the  Supreme 
Court  holds  that  Ave  can  preAent  strikes  altogether,  but  Ave  (to  not 
want  to  do  that  until  Ave  provide  some  Avay  to  make  them  unneces- 
sary and  undesirable. 

Mr.  AcAvoRTH.  It  Ls  easy  to  provide  the  tribunal.  It  is  easy  to  give 
it  the  poAvers,  and  difficult  to  execute  the  poAvers. 

May  I  tell  you  this,  because  it  is  quite  new,  as  far  as  I  know? 
As  i  mentioned  yesterday  in  our  report  on  Canada,  Avhich  has  just 
come  out,  Ave  are  recommending  a  system  of  20,000  miles  be  put  to- 
gether under  the  charge  of  trustees,  Avho  are  really  public  authori- 
ties, and  Ave  have  recommended  that  one  of  the  five  trustees  shall  be 
appointed  on  the  special  ground  that  he  is  in  touch  Avith  the  raihvay 
employees  and  is  a  person  specially  possessing  the  confidence  of  rail- 
way employees.  Now,  as  far  as  I  knoAV,  that  is  a  new  recommenda- 
tion. Whether  the  Go\'ernment  will  accept  it,  I  do  not  knoAV,  but 
it  bears  on  the  point  of  how  to  deal  wdth  the  question. 

The  Vice  Chairman.  I  want  to  recur  to  the  point  Senator  Cum- 
miiLs  talked  to  you  about.  There  is  a  line  from  New  York  to  New 
Orleans,  let  us  suppose.  It  may  be  continuous  or  it  may  be  combined, 
made  up  by  different  roads  adding  their  lengths  to  one  another.  But 
you  can  deal  with  each  road  Avhich  may  l)e  a  part  of  any  line,  or  you 
may  say  each  one  from  NeAv  York  to  Ncav  Orleans  is  a  continuous 
road.    One  of  those  roads  has  either  natural  or  temporary  advantages 
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over  the  other,  and  it  is  prosperous.  I  am  assuming  a  case;  I  have 
not  au}^  in  mind  that  tit  this  assumption.  Its  competitor  is  not  pros- 
perous. Its  management  may  be  just  as  honest,  but,  no  matter  what 
its  misfortunes  ma^^  result  from,  it  is  not  doing  well.  If  we  increase 
the  rates  for  both,  the  business  imniediately  leaves — well,  if  you 
increase  both  the  one  which  does  not  need  the  revenue  gets  unneces- 
sary profit,  while  the  other  may  get  what  it  needs,  but  if  you  increase 
it  alone,  without  increasing  its  competitor,  then  the  business  leaves 
it  and  goes  to  its  competitor,  and  it  is  in  worse  condition  than  it  was 
before. 

Now,  if  the  figures  which  Senator  Cummins  stated  were  true,  and 
I  am  not  stopping  now^  to  discuss  whether  they  are  or  not.  there 
are  two  views  about  it  that  To  or  80  per  cent  of  the  business  is  done  by 
roads  which  are  prosperous  and  do  not  need  any  help  and  onh"  20  or 
25  per  cent  is  done  by  roads  which  are  weak  and  do  need  help,*  al- 
though they  may  be  more  numerous  than  the  other  bunch  of  roads, 
is  it  right  to  permit  the  roads  doing  75  per  cent  of  the  business  to 
exact  from  the  public  hundreds  of  millions  of  dollars  that  the  roads 
do  not  need  in  order  to  enable  the  roads  that  are  not  doing  well  to 
pick  up  some  revenue  or  ought  we  not  to  find  some  other  means 
temporarily  to  tide  them  over? 

Mr.  AcwoRTH.  Yes,  sir.  .1  would  be  very  much  inclined  to  agree 
if  it  were  a  case  of  80  per  cent. 

The  Vice  Chairman.  That  is  the  assumed  case,  and  plenty  of 
men  say  that  is  true. 

Mr.  AcwoRTH.  Well,  if  it  were  true,  it  might  be  cheaper  and  not 
unreasonable  to  help  the  20  per  cent. 

The  Vice  Chairman.  Probably  if  you  had  associated  with  myself 
and  Senator  Cummins  as  much  as  you  have  with  your  railroad  con- 
ferees, you  might  be  more  doubtful  yourself  about  the  position,  but 
there  are  plenty  of  men  who  think  those  figures  are  approximately 
correct ;  that  there  are  at  least  two-thirds  of  the  roads  that  are  pros- 
perous. Now,  you  have  heard  of  business  men  who  really  were  in 
financially  bad  condition — if  they  had  let  it  be  known  what  their 
condition  was  they  would  be  bankrupt — but  they  kept  a  stiff  upper 
lip  and  tided  over  the  troubles  and  got  rich,  or  simply  realized  on 
their  assets  and  remained  rich.  I  will  suggest  to  you  that  these  rail- 
roads, by  long  campaign,  by  a  year  or  two  of  calamity  talk  about 
the  wretchedness  of  their  condition,  have  scared  capital  and  have  put 
themselves  in  worse  condition  than  they  ever  would  be,  but,  be  that  as 
it  may,  we  are  simply  assuming  the  figures.  Now,  it  is  a  practical 
question  if  some  of  the  roads,  leaving  out  all  proportionate  figures, 
if  some  of  the  roads  are  doing  well  and  others  are  not,  is  it  neces- 
sary to  permit  some  of  them  to  tax  the  people  unnecessarily  in  order 
to  help  the  others  or  should  we  not  find  some  other  way  to  do  it? 

Mr.  Ac  WORTH.  It  seems  to  me  it  all  depends  on  the  balance. 

The  Vice  Chairman.  Then  go  on  the  assumption  that  I  make.[ 
Come  back  to  the  assumption  that  Senator   Cummins   and  I   ad- 
vanced.    Say  three-fourths  of  the  business  of  the  country  is  done 
by  roads  that  are  prosperous. 

Mr.  AcwoRTH.  Prosperity  meaning  so  good  a  dividend  that  thej 
are  able  to  attract  as  much  new  capital  as  they  require? 

The  Vice  Chairman.  I  am  not  talking  about  how  big  the  dividends 
may  be. 
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Mr.  AcwoRTH.  I  want  to  inulcrstand  what  we  mean  by  prosperous. 

The  Vice  Chaikman.  That  is  not  necessary.  You  and  I  mi^jht  dif- 
fer about'^what  that  is.  But  if  we  conchide  that  two-thirds  of  them 
do  not  need  the  help  right  now  and  that  the  other  one-third  does, 
assume  for  the  minute  tluit  you  are  wrong  and  I  am  right,  assume 
a  case  without  reference  to  the  opinion  of  either  of  us,  because  there 
are  more  folks  who  believe  in  my  assumption  than  do  in  your  idea, 
now  assuming  that,  is  it  right  to  tax  the  public,  to  permit  these  roads 
to  tax  the  public,  to  increase  their  wealth  that  they  do  not  need  when 
Ave  might  find  some  other  way  to  tide  over  those  who  are  about  to 
break  ? 

Mr.  AcwORTH.  Well,  sir,  it  is  really  very  difficult  for  an  English- 
man to  answer,  because  to  talk  of  taxing  the  public  for  a  railway 
rate 

The  Vice  Chairman.  That  is  what  the  railroads  are  permitted 
to  do. 

Mr.  AcwoRTH.  I  mean  it  does  not  seem  to  me  that  it  is  anything 
like  taxation.  The  railroads  have  got  a  commodity  to  sell,  and  they 
ought  to  be  allowed  to  sell  it  at  a  price  that  leaves  them  a  fair  profit. 

The  Vice  Chairinian.  Strike  out  the  word  '"  tax "  and  say  "  ex- 
act " — the  power  to  exact. 

Mr.  AcwoRTH.  The  power  to  charge? 

The  Vice  Chairman.  The  power  to  take  money,  let  us  say,  which 
they  do  not  need. 

Mr.  Acworth.  Let  us  say  "  charge." 

The  Vice  Chairman.  I  do  not  care  what  your  word  is.  Are  you 
going  to  authorize  them  to  take  hundreds  of  millions  of  dollars  they 
do  not  need  in  order  to  help  a  few  that  do  need  some  assistance  ? 

Mr.  Acworth.  It  seems  to  me,  if  I  may  put  it  in  the  old  economic 
form,  that  you  ought  to  allow  everybody  to  charge  such  a  rate  as  is 
high  enough  to  keep  in  business  the  last  man  that  the  public  requires. 
If  you  remember  when  we  used  to  read  in  the  old  political  economy 
textbooks  about  rent,  they  said  rent  was  the  difference  between  the 
amount  that  it  was  necessary  to  give  to  the  man  who  cultivated  the 
worst  field  of  wheat  that  was  required  to  supply  the  public  with 
wheat  and  the  value  of  product  of  the  best  field. 

The  Vice  Chairman.  Your  idea  is  that  it  is  proper  and  necessary 
to  preserve  the  relations  of  all ;  that  if  one  is  rich  or  the  other  is  poor, 
whatever  is  done  in  the  way  of  legislation  you  would  keep  things 
that  way? 

Mr.  Acworth.  I  would  put  it  this  way  :  That  it  can  not  be  right  to 
prevent  the  poorest  railroad  that  the  public  require — if  a  man  builds 
a  railroad  that  the  public  does  not  want  he  must  take  the  risk — but  if 
the  public  wants  the  railroad  it  can  not  be  right  to  refuse  the  man 
who  supplied  it  a  decent  commercial  return  on  the  article  he  is  sell- 
ing to  the  public.  Now,  if  somebody  else  can  sell  more  articles,  or 
can  produce  them  more  cheaply,  and  so  can  make  a  larger  profit; 
that  is  his  luck,  and  he  gets  the  balance. 

The  Vice  Chairman.  That  would  be  true  of  two  merchants  if  the 
Government  did  not  undertake  to  regulate,  but  there  is  more  in  this 
than  you  seem  to  talk  about.  The  idea  in  this  thing  is  that  the 
people  need  these  railroads,  especially  during  this  time  of  war  they 
have  got  to  use  them.  Now,  we  also  believe  that  the  poorest  people 
in  this  country  have  a  right  to  some  transportation  as  well  as  the 
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richest,  and  that  a  new  country  that  has  been  developed  and  built 
up  has  the  riglit  to  some  facilities  to  build  it  up  just  as  these  others 
were  done  in  the  daj^s  of  their  infancy.  Now,  Ave  have  got  to  have 
the  use  of  these  railroads  in  this  war.  There  is  not  anv  doubt  about 
that. 

Mr.  AcwoRTH.  Yes,  sir. 

The  Vice  Chairman.  The  Cxovernment  may  be  obliged  to  call  on 
the  weakest  one,  yet  having  undertaken  to  regidate  these  railroads 
the  Government  will  hardly  be  willing  to  permit  the  bulk  of  them 
that  are  prosperous  in  this  time  of  public  stress  to  increase  their 
charges,  because  some  of  the  little,  weaker  ones  that  we  need  to  use 
are  in  need  of  money.  Now,  in  order  to  preserve  their  efficiency  and 
continue  their  use  and  operation,  at  least  during  the  time  of  public- 
necessity,  had  we  not  just  as  well  lend  those  little  roads  some  money 
to  help  them  to  carry  on  the  war  as  to  lend  it  to  our  allies  to  fight 
Germany,  and  let  them  pay  it  back  in  transportation? 

Mr.  AcwoRTH.  You  are  asking  me — I  am  not  supposing  that  I  shall 
influence  the  policy  of  the  United  States. 

The  Vice  Chairman.  Yes;  but  you  are  a  witness,  and  a  witness 
may  come  from  St.  Augustine  or  Patagonia,  or  anywhere  else:  it 
makes  no  difference  if  what  he  says  is  valuable. 

Mr.  Acworth.  I  will  answer  you  frankly.  I  have  been  watching 
the  ITnited  States  railways  for  over  a  quarter  of  a  century.  I  have 
read  the  newspapers;  I  have  read  a  great  many  articles  and  books 
of  professors  of  political  economy  and  judgments  of  the  courts,  and 
I  am  absolutely  out  of  sympathy  with  them.  I  do  not  understand 
this  theory  of  having  a  right  to  i-egulate,  meaning  a  right  to  pre- 
vent a  man  who  has  put  his  money  into  a  commercial  enterprise  from 
earning  a  commercial  return.  I  aui  frankly  out  of  sympathy  with 
the  whole  idea. 

The  Vice  Chairman.  We  have  heard  that  speech  now  for  20  years, 
ever  since  I  have  sat  on  the  committee,  that  they  can  come  in  and 
defy  the  right  of  the  Government  to  reach  them  because  it  is  their 
private  monopoly,  utterly  regardless  of  the  fact  that  they  are  public 
servants,  doing  an  interstate  commerce  that  the  Constitution  says 
Congress  shall  regulate,  and  every  solitary  effort  to  regulate  them 
has  been  fought  with  bulldog  tenacity  to  the  last  extremity  of  the 
law.  I  have  no  doubt  if  all  that  money  had  been  ])roperly  spent 
instead  of  fighting  in  the  courts  and  before  conmiittees  of  Congress 
the  railroads  would  have  been  i)rosperous  to-day. 

Mr.  AcwoKfTH.  Well,  sir,  all  the  money  spent  on  fighting  the  Gov- 
ernment would  not  go  far  in  building  a  railroad. 

The  Vice  Chairman.  I  do  not  think  they  bought  any  Congress- 
men, but  they  spent  lots  of  money  fixing  up  their  cases,  and  they 
fought  mighty,  mighty  hard,  and  they  have  made  your  speech  time 
and  time  again.  Now,  if  they  would  come  in  as  good  citizens  and 
say,  "We  are  Americans  and  subject  to  law,  just  as  you  are;  we 
Avant  to  hel])  regidate  and  haA^'e  a  right  to  have  a  A^oice  in  it,"  that 
Avould  ])e  another  matter,  but  to  come  up  boldly  and  say,  "  You  have 
no  right  to  regulate  us  because  this  is  priA^ate  property,"  this  is  a 
public  business,  and  the  Constitution  says  we  shall  regulate  it. 

Ml'.  AcAvoRTii.  Do  not  mistake  me.  I  was  not  going  to  argue 
against  regulation.  I  belicA^e  that  Government  regulation  is  abso- 
luteh^  essential. 
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The  V'iCK  CiiAiuisiAX.  Yet  you  said  this  was  private  property  and 
you  could  not  understand  the  authority  of  the  (xovernnient  to  regu- 
Late  that  private  business. 

Mr.  AcwoHTH.  No,  sir;  forgive  me.  1  did  not  make  myself  clear. 
I  can  not  understantl  that  regulaticm  is  the  same  thing  as  limiting  or 
cutting  down  profits.    They  seem  to  me  to  be  two  separate  things. 

The  Vice  Ciiaii!:man.  The  hiw  tells  every  man  what  he  shall  and 
what  he  shall  not  do.     Some  are  in  the  right  and  some  in  the  wrong. 

Ml-.  AcwoHTH.  The  law  says,  for  example,  a  sak)onkeeper  shall 
oidy  oi)en  at  certain  hours,  etc.  It  does  not  attempt  to  regulate 
whether  he  shall  nuike  20  or  40  per  cent  dividends  out  of  his  business. 

The  Vice  Chairman.  The  proper  authority  could  do  it. 

Mr.  AcwoRTH.  It  has  not  done  it. 

The  XiCK  Chaiioian.  Congress  would  not  do  it  except  in  the  parts 
of  the  country  subject  to  its  regnlatious. 

Mr.  AcwoRTH.  There  are  a  great  many  businesses.  You  tell  a  fac- 
tory it  shall  only  run  during  certain  hours. 

The  Vice  Chairman.  They  regulate  banking;  they  regulate 
usury;  yet  the  railroads  are  the  only  people  Avho  come  in  and  say. 
"  Y^ou  limit  what  we  shall  charge,  yet  put  a  minimum  on  what  we 
shall  do." 

Mr.  AcAvoRTH.  Is  not  banking  a  fair  instance  if  Y^ou  regulate  bank- 
ing with  great  care,  with  much  more  detail  than  we  do.  Have  you 
ever  attempted  to  impose  a  limit  on  bank  dividends? 

The  ^YcE  Chairman.  We  govern  the  interests.  No  matter  about 
the  details.  The  point  you  made  was  that  it  was  private  capital  and 
j)ri\ate  business  the  Government  is  regulating. 

Mr.  AcwORTH.  No,  sir;  forgive  uie.  I  really  did  not  say  so.  What 
I  said  was 

The  Vice  Chairman.  If  the  Government  takes  all  regulation  off  of 
Judge  Sims,  here,  and  leaves  him  to  follow  his  natural  inclination, 
he  could  go  out  and  get  rich  in  15  minutes. 

Mr.  Sims.  I  wish  I  were  unregulated,  then. 

Mr.  Acworth.  I  said  it  should  not  be  regarded  as  a  necessary  part 
of  regulation  to  interfere  with  the  connnercial  result  of  the  opera- 
tions. It  seems  to  me  banking  is  a  perfectly  fair  parallel.  Y^ou  regu- 
late banking;  you  insist  on  certain  reserves  being  kept;  you  insist  on 
the  books  being  opened  to  the  public  examiner,  etc.;  but  whether 
the  bank  shall  have  10  or  50  per  cent  and  how  much  of  its  profits  it 
pays  out  in  dividends  and  hoAv  much  it  puts  to  reserve,  the  bank 
settles  for  itself. 

The  Vice  Chairman.  I  do  not  thiidv  there  is  any  law  about  the 
railroads  as  to  what  dividend  they  shall  declare. 

Ylr.  Acworth.  No,  sir:  but  have  you  ever  suggested  that  because 
such  and  such  a  bank  is  paying  '20  pev  cent,  therefore  the  Government 
ought  to  require  it  to  lend  money  cheaper  to  its  customers? 

The  Vice  Chairman.  And  we  never  have  about  the  railroads. 

Mr.  Acworth.  Y"es.  sir.  AVhat  you  have  done  to  the  railroads  is 
practically  this:  It  is  as  if  you  had  said  to  a  bank,  "  Y^ou  are  paying 
20  per  cent;  the  market  rate  for  a  borrower  is  5  per  cent;  you  are 
]"ich  and  you  can  afford  it.  and  you  shall  lend  to  your  customer's  at 
-14  per  cent." 

The  Vice  Chairman.  We  have  said  to  the  railroads  only 

Mr.  Acworth.  You  have  reduced  the  rates. 
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The  Vice  Chairman.  That  is  an  argument  the  raih'oads  make  and 
none  of  us  believe. 

Mr.  AcwoRTH.  Yon  asked  me.    1  believe  it. 

The  Vice  Chairman.  You  have  a  good  many  times  taken  refuge 
under  the  fact  that  you  did  not  live  here  and  did  not  know  all  these 
things. 

Mr.  AcwoRTH.  Lookers-on  see  most  of  the  game,  sir.        , 

The  Vice  Chairma>^.  You  do  not  think  it  would  be  practicable  for 
the  Government  during  the  war,  when  it  is  making  loans,  to  lend  to  a 
railroad  that  needs  money  in  order  that  the  Government  may  use  it 
during  the  war,  and  let  the  railroad  pay  it  back  in  service,  or  any 
other  way  it  can? 

Mr.  AcwoRTH.  I  do  not  think  it  will  have  any  money  to  pay  back 
with. 

The  Vice  Chairman.  If  the  Government  wanted  to  haul  cannons 
and  troops  to  send  over  to  France  to  help  whip  Germany,  it  could  do 
that  much,  could  it  not?  I  have  in  mind  some  of  these  weak  rail- 
roads which  run  through  a  far  better  country  than  some  of  the  strong 
ones;  if  they  had  just  a  little  chance  and  would  quit  their  crying 
calamity  they  would  get  to  being  profitable. 

Mr.  AcwoRTH.  Well,  the  investing  public  does  not  agree  with  you. 

The  Vice  Chairman.  No,  sir;  some  of  these  investors  have  got  the 
idea  in  their  heads  that  we  have  got  railroads  enough;  that  we  do 
not  want  to  build  any  more;  and  they  have  stated  before  this  com- 
mittee that  none  would  be  built  in  the  future  except  what  the  existing 
railroads  would  build. 

Mr.  AcwoRTH.  I  think  that  is  true. 

The  Vice  Chairman.  I  do  not.    I  think  legislation  is  going  to  try 

to  turn  the  other  way  so  that  some  more  will  be  built  by  somebody. 

I  know  of  a  thousand  or  two  thousand  miles  which  ought  to  be  built, 

yet  these  existing  railroads  surround  that  country  and  say,  "  No,  you 

.  do  not  need  any  railroads  there." 

Mr.  AcwoRTH.  You  know^  what  we  have  done  in  England  about  the 
war  question.  Our  Government,  from  the  day  the  war  broke  out, 
assumed  the  whole  responsibility  for  the  railroads,  and  did  it  this 
way :  They  said,  "  We  will  guarantee  to  each  company  the  same  net 
income  that  it  was  earning  in  the  last  complete  year  before  the  war," 
and  therefore  whether  the  railroad  makes  a  profit  or  makes  a  loss, 
as  compared  with  1913,  makes  no  difference  to  the  company,  the 
Government  takes  the  profit,  if  there  is  any,  or  pays  the  difference,  if 
there  is  any. 

The  Vice  Chairman.  We  have  got  a  statute  in  the  books,  one  as 
old  as  that,  which  authorizes  the  President  in  time  of  war  to  seize 
all  the  railroads  and  operate  them  during  the  war ;  but  we  have  met 
with  two  contentions  in  trying  to  make  that  practical.  The  carriers 
themselves  want  to  make  various  provisions  about  how  they  shall 
be  paid  and  when  they  shall  be  paid,  and  all  that,  while  the  men 
running  the  roads  want  certain  provisions  to  look  after  their  in- 
terests, and  all  that,  you  know,  and  in  the  midst  of  the  confusion  T 
thought  of  this  proposition  that  I  want  to  ask  you  about:  Instead 
of  seizing  the  roads  under  our  constitutional  power,  why  is  it  not 
more  practical  and  more  satisfactory  to  everybody  to  authorize  the 
President  just  to  order  the  officials  of  a  railroad,  without  seizing 
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the  road  by  the  Government,  to  render  what  practical  service  he 
want^,  in  preference  to  other  service,  and  pay  for  it. 

Mr.  AcwoRTH.  Of  course,  I  could  not  attempt  to  judge.  I  take 
it  the  war  service  in  the  United  States  either  will  be  a  very  small 
percentage  compared  to  what  it  is  in  a  country  like  Enghind,  where 
we  have  got  practically  everybody 

The  Vice  Chaiioian.'^  That  would  not  justify  taking  over  the  roads, 
won  hi  it '^ 

Mr.  AcwoKTH.  You  mean  here? 

The  Vice  Chaikman.  Yes. 

Mr.  AcwoRTH.  I  mean  to  say  it  is  not  obviously  so  urgent  to  deal 
with  it.  You  can  deal  with  it  on  a  basis  of  paying.  I  do  not  think 
that  is  going  to  be  your  difficulty.  Your  difficulty,  it  seems  to  me, 
is  going  to  be  this :  You  are  going  to  divert  traffic  from  one  road  to 
another  in  order  to  get  it  through  as  quickly  as  possible.  You  may 
deprive  one  railroad  of  the  traffic  that  they  normally  would  have 
iiad,  and  3'ou  may  put  it  on  another  railroad.  You  may  take  it  out 
of  Peter's  pocket  and  put  in  into  Paul's,  and  Peter  will  grumble, 
and  justly.  That,  I  think,  is  going  to  be  your  difficulty — adjusting 
the  fair  payment  between  one  railroad  company  and  another — if  you, 
from  the  outside,  deliberately  upset  the  previous  course  of  traffic. 

The  Vice  Chair3ian.  We  already  have  a  provision  in  our  act  to 
i-egulate  commerce  to  authorize  the  President  in  time  of  war  to 
order  the  railroads  to  do  military  service  in  preference  to  the  service 
of  other  people.  That  is  a  bare  statement  of  it  without  going  into  all 
the  details  or  making  provision  for  adjusting  the  thing,  and  it  did 
occur  to  me  that  it  was  far  preferable  to  merely  authorize  the  Presi- 
dent to  connnand  a  particular  service  and  pay  for  it  than  to  com- 
mandeer the  entire  system  of  railroads,  especially  in  view  of  your 
opinion  that  the  service  required  will  not  be  so  great  in  this  country 
as  it  will  be  in  England  and  France. 

Mr.  AcwoRTH.  But  the  difficulty  is  not  to  pay  for  the  service  but 
to  compensate  the  man  for  the  service  you  have  not  given  him  a 
chance  for  rendering  and  earning  the  money  for. 

The  Vice  Chairman.  They  have  not  complained  about  that. 

Mr.  AcAVORTH.  It  is  going  to  be  the  man  who  has  lost  on  the 
traffic,  and  therefore  his  revenue,  who  has  the  best  ground  to  com- 
plain, as  I  see  it. 

Tlie  Vice  Chairman.  Yet  if  we  were  to  take  over  the  railroads 
without  specifically  providing  for  all  of  those  details,  the  next  gen- 
eration would  never  be  done  paying  for  depriving  them  of  all  this 
service. 

Mr.  AcwoRTH.  Our  system  works  as  simply  and  easily  as  pos- 
sible. There  was  never  an  argument  between  the  Government  and 
the  railroads.  Wherever  the  balance  is  one  way  or  the  other,  the 
Government  just  pays  it  over.  There  is  an  audit  going  on  all  the 
time. 

The  Vice  Chairman.  You  have  got  all  the  details  fixed? 

Mr.  AcwoRTH.  They  do  not  fix  them  at  all. 

The  Vice  Chairman.  They  do  not  have  to? 

Mr.  AcwoRTH.  You  fix  nothing.  You  merely  say  that  a  given 
company  had  in  1913  a  revenue  of  a  million  dollars.  Now,  in  1915 
it  has  got  to  have  a  net  revenue  of  a  million  dollars.    Supposing  it 
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receives  over  the  counter  for  doing  service  $8,000,000  ;uul  it  spends 
$7,000,000  in  doing  the  service,  it  has  got  its  million. 

The  Vice  Chaiumax.  Then  you  do  not  allow  for  any  speculative 
profits  that  the  railroad  might  claim  it  could  have  made  under  other 
conditions  ? 

Mr.  AcwoKTH.  Certainly  not.  You  draw  a  line;  you  say  there  is 
your  figures,  now  there  is  what  you  are  going  to  receive.  If  the  bal- 
ance, after  paying  working  expenses,  gives  you  just  that,  nobody 
pays  anything. 

The  Vice  Chairman.  Sir,  on  behalf  of  the  connnittee  I  want  to 
assure  you  that  we  have  enjoyed  sincere  pleasure  in  your  visit  and  in 
hearing  your  luminous  statement  on  the  subject. 

Mr.  Ac  WORTH.  May  I  end,  as  I  began,  by  saying  that  I  am  very 
grateful  to  the  connnittee  for  theii-  great  courtesy  in  holding  a  special 
session  in  ordei-  to  accommodate  me  ? 

Mr.  Sims.  Ijet  me  ask  you  a  question.  Do  the  German  railways 
make  a  charge  for  carrying  the  mails  and  keep  a  separate  item,  or 
are  the  mails  carried  just  like  your  Iilnglish  troops  are  now  carried, 
without  charge? 

Mr.  AcAVORTH.  The  mails  in  Germany  are  carried  under  the  same 
arrangement  that  existed  with  private  companies  before  the  State 
took  them  over,  which  is,  broadly,  that  the  post  office  is  entitled  to 
a  certain  amount  of  accommodation  on  every  train  free. 

Mr.  Sims.  What  I  want  to  know  is  this :  Does  the  Government, 
as  a  government,  put  part  of  the  general  revenues  into  the  railway 
funds  for  carrying  the  mails? 

Mr.  AcW'ORTH.  Broadlv,  not.    I  do  not  think  it  does  pav  anything. 

Mr.  Sims.  You  spoke  about  earning  $50,000,000  or  $6d,000"000  on 
the  average.  That  means  also  in  addition  to  the  $50,000,000  or 
$()0,000,(K)0  free  service  for  cariying  the  mails? 

Mr.  AcwoRTH.  In  addition  to  that  the  railways  render  a  large 
amount  of  free  service  to  the  post  office. 

Mr.  Sims.  In  this  country  it  would  probably  increase  the  receipts 
to  the  Government  out  of  railway  operation.  Do  you  know  what 
that  amount  is? 

Mr.  AcwoRTH.  I  do  not  think  any  figures  have  ever  been  taken 
out.  The  same  thing  happens  in  France.  The  French  railways  carry 
the  mails  free. 

Mr.  Thom.  Mr.  Chairman,  may  I  make  a  suggestion.  Mr.  Ac- 
Avorth  has  testified  from  a  paper  Avhich  I  hold  in  my  hand,  entitled 
"  Historical  Sketch  of  Government  Ownership  of  Railroads  in  For- 
eign Countries,"  by  W.  M.  Acworth.  I  would  like  with  the  per- 
mission of  the  committee,  to  insert  it  in  the  record. 

The  Chairman.  How  numy  pages  are  there  in  that? 

Mr.  EscH.  There  are  60,  I  should  sa}-. 

The  Vice  Chairman.  Does  that  contain  the  same  matter  that  you 
have  gone  over  in  your  statement? 

Mr.  AcAVORTH.  My  statement  in  chief  Avas  picking  out  the  salient 
])oints  of  this  paper. 

The  Vice  Chairman.  Is  that  the  same  matter  that  Mr.  Thom  holds 
in  his  hand? 

Mr.  Acworth.  Yes,  sir. 

The  Vice  Chairman.  The  reporter  will  insert  the  pamphlet  in  the 
record. 
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(The  piunplilet  rotViTcd  to  liy  I  lie  \icc  cliainuiiii  will  be  fountl 
I)riiite(l  ill  full  on  p.  1*215.) 

Mr.  AcwoiJTH.  Mr.  Chairiiii'.n.  a  (luestion  was  asked  me  yesterday 
about  our  Canadian  report — 1  have  forootten  just  which  member  of 
the  coinmittee  asked  it. 

The  XiCK  CiiAii{.-\iAX.  Do  yon  think  we  had  better  print  all  of  that 
or  just  certain  divisions  of  it? 

Ml-.  Acwoinii.  That  is  I'litirely  with  (he  coiuniittee.  Ml'.  Chairman. 

The  Vice  Ciiaiuman,  We  do  not  know  nnicli  about  it. 

Mr.  AcwoRTii'.  I  do  not  want  to  make  any  suggestions.  It  is  a 
Aolume  of  200  pages,  of  which  about  100  is  appendix. 

The  Vice  (  HAiiaiAx.  Is  it  capable  of  such  subdivision  as  that 
we  can  })rint  the  more  valuable  part  and  exclude  the  other? 

Mr.  AcwoKTH.  I  think  if  you  were  to  print  any  part  of  it^if  it 
interests  the  committee  to  have  an3^thing  i)rinted — yon  should  print 
the  part  that  deals  with  the  principles,  and  not  necessarily  print  the 
statistics  as  to  the  length  of  the  Canadian  railroads,  etc. 

The  Vice  Chairman.  Will  you  hand  that  part  of  it  to  the  reporter? 

(The  pamphlet  referred  to  by  the  vice  chairman  will  be  found 
printed  in  full  on  p.  1263.) 

The  Vice  Chairman.  The  committee  will  now  adjourn  subject  to 
(he  call  of  the  chainnan. 

(Accordingly,  at  11.4.'>  p.  m..  the  joint  committee  adjourned  sub- 
ject to  call  of  the  chairman.) 
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HISTORICAL  SKETCH  OF  GOVERNMENT  OWNERSHIP  OF 
RAILROADS  IN  FOREIGN  COUNTRIES. 


INTRODUCTORY. 

On  the  24th  of  May,  1830,  the  first  few  miles  of  the  Baltimore  & 
Ohio  Railroad  were  opened  for  traffic.  Four  months  later — on 
September  15 — came  the  opening  of  the  whole  30  miles  of  the  Liver- 
pool &  Manchester — a  yet  more  conspicuously  dramatic  event,  for 
not  only  did  this  line  connect  two  of  the  greatest  cities  in  the  world, 
but  a  cabinet  minister  was  killed  by  one  of  the  first  trains  run.  And 
so  at  the  outset  the  I"'^nited  States  and  England,  the  two  countries 
where  ca]Dital  was  most  abundant  and  most  venturesome,  accepted, 
half  unconsciously,  no  doubt,  the  principle  to  which  they  have  since 
adhered,  and,  relying  on  that  spirit  of  individual  enterprise  which 
centuries  of  history  had  called  forth  and  fostered,  intrusted  the  de- 
velopment of  their  railways  to  the  unaided  energy  of  private  citizens 
organized  into  voluntary  corporations. 

"  The  English  and  American  maxim  is,"  says  Mr.  A.  T.  Hadley, 
president  of  Yale,  in  his  well-known  book,  Railrond  Transportation, 
its  History  and  its  Laws,  "  that  whatever  can  be  done  without  Gov- 
ernment should  be  thus  done.  The  continental  principle  is  that 
whatever  can  be  done  by  Government  should  be."  How  far  operating 
a  railroad  was  a  thing  that  could  be  done  by  Government  must  have 
been  a  difficult  question  to  solve  in  the  early  days.  For,  though  con- 
struction and  maintenance  of  roads  and  canals  had  long  been  recog- 
nized as  a  Government  function,  no  Government  had  ever  monopo- 
lized the  carriage  of  traffic  on  these  highways;  and  at  a  very  early 
stage  in  railway  history  it  became  clear  that  the  owner  of  the  road 
must  in  this  case  have  also  the  exclusive  right  of  carriage  along  it. 

But  abstract  considerations  are  apt  to  go  to  the  wall  when  prac- 
tical questions  press  for  instant  solution.  On  October  4,  1830,  Bel- 
gium, which  had  in  1815  been  made  by  the  Treaty  of  Vienna  part 
of  the  Kingdom  of  Holland,  declared  its  independence.  And  if  inde- 
pendence, economic  as  well  as  political,  was  to  be  secured,  if  Bel- 
gium was  to  hold  its  own  against  Holland,  if  Antwerp  was  to  be 
able  to  compete  with  Rotterdam,  it  was  urgent  that  the  great  traffic 
route  from  the  Rhine  and  the  German  frontier  through  Liege  and 
Brussels  to  the  Scheldt  and  the  North  Sea  should  be  under  Belgian 
control.  A  railway  must  be  built.  If  built  by  private  capital,  the 
capital  would  almost  certainly  be  Dutch.  Accordingly,  as  early  as 
1834.  the  Belgian  Parliament  resolved  that  the  railway  should  be 
built  and  worked  by  the  Government.  And  by  1840  upward  of  "200 
miles,  the  main  trunk  lines  of  the  Belgian  State  system  as  it  exists 
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to-da}^,  were  alreadj^  in  operation.  And  so  to-day  we  have  behind 
us  three-quarters  of  a  century  of  histor}-  during  which  the  character- 
istics, good  and  bad,  of  State  and  private  railways  can  be  compared 
and  contrasted. 

COMPARATIVE    STATISTICS. 

"  Most  countries  own  their  own  railways."  This  statement,  true 
but  misleading,  is  often  made.  Bulgaria  owns  its  railways.  1,204 
miles  in  all.  The  United  States  has  more  than  200  times  the  Bul- 
garian mileage,  all  owned  by  private  corporations.  Bulgaria  counts 
as  a  country;  the  United  States  counts  as  one  also.  According  to 
the  latest  figures  in  the  Archiv  f iir  Eisenbahnwesen,  the  official  organ 
of  the  Prussian  State  raihvav  administration,  there  were  in  Europe 
at  the  end  of  1913,  216,396  miles,  of  which  116,111  (rather  more  than 
half)  were  State  railways.  There  were  in  the  whole  world  nearly 
700.000  miles  of  railway,  of  which  less  than  one-third  were  State 
railways.^ 

The  capital  invested  in  railways,  according  to  the  same  authority, 
amounted  to  208.000,000,000  marks,  or  $49,547,680,000.  It  is  not 
possible  to  work  out  the  respective  proportions  of  State  and  private 
capital.  Suffice  it  to  say  that  whereas  33  of  the  nations  enumerated 
own  their  railways  in  whole  or  in  part,  the  United  States  and  Great 
Britain,  where  the  railways  are  all  in  private  hands,  account  between 
them  for  more  than  half  of  the  world's  total  railway  capital.  The 
Archiv  gives  no  figures  of  traffic — of  work,  that  is — done  for  the 
public.  But  Mr.  Slason  Thompson,  in  his  Railway  Statistics  for 
United  States  of  America  for  the  year  1915  (p.  41),  states  that  the 
25  principal  countries  of  the  world  have  187,530  locomotives,  of  which 
89,668  (almost  half)  are  in  the  United  States  and  the  United  King- 
dom, while  out  of  5,816,441  freight  cars  these  two  countries  have 
3,123.660-  (a  good  deal  more  than  half).  On  the  whole,  having 
regard  to  the  enormously  greater  capacity  of  an  engine  or  a  freight 
car  in  the  United  States  than  elsewhere,  it  is  probably  safe  to  make 
the  broad  statement  that  two-thirds  of  the  railway  mileage  of  the 
world  has  been  built,  two-thirds  of  the  railway  capital  of  the  world 
has  been  provided,  and  two-thirds  of  the  current  railway  work  of  the 
world  is  done  by  private  enterprise,  and  only  the  remaining  third  by 
national  undertakings. 

It  has,  however,  already  been  pointed  out  that  if  the  nations  of  the 
Avorld  were  polled,  great  and  small,  and  assigning  to  each  nation  one 
vote,  as  at  The  Hague  convention,  a  considerable  majority  would  be 
found  to  have  decided  in  favor  of  entire  or  partial  State  ownership. 
The  United  States  and  the  United  Kingdom  are  the  only  nations  of 
the  first  rank  who  own  no  railways.  Spain,  Turkey,  and  Greece, 
among  the  less  important  European  countries,  are  in  the  same  posi- 
tion. Every  other  European  nation  and  most  of  the  extra  European 
countries  own  some,  at  least,  of  their  railways,  though  several  of  them, 
and  those  not  the  least  important — British  India,  for  instance,  and 
Holland — have  handed  over  the  working  of  the  national  railways, 
partly  in  the  case  of  India,  wholly  in  the  case  of  Holland,  to  private 

1  The  exact  figures  are  690,138  and  225.014  miles,  respectively. 

2  These  figures  take  no  accouRt  of  the  freight  cars  in  the  United  Kingdom,  estimated  at 
500,000  as  a  minimum,  which  are  in  the  service  of  the  railways  but  the  property  not  of 
the  railway  companies  but  of  private  individuals. 
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companies.  Mexico  is  set  doAvii  in  the  Archiv  as  owning  its  railways; 
but,  in  fact,  the  Mexican  Government  is  not  the  owner  but  only  the 
majority  shareholder,  a  shareholder  who,  as  long  as  Mexico  was  an 
organized  community,  was  content  to  vote  the  elect/on  of  a  board  of 
directors  put  forward  by  the  private  minority  holders  of  the  railway 
stock. 

CHANGES  OF  OAVNERSHIP  AND  THE  CAUSES. 

Another  point  sliould  be  noted.  There  is  no  country  which  has 
throughout  its  history  kept  its  whole  railway  system  in  its  own 
hands.  In  Belgium  in  1860  the  State  lines  were  less  than  half  of  the 
whole  mileage.  In  1870  the  State  proportion  had  fallen  to  little 
more  than  one-quarter.  Prussia  at  the  same  date  was  still  a  country 
of  mixed  ownership,  as  the  Scandinavian  countries  are  still.  But 
after  the  war  with  France  in  1870  Belgium  began  to  buy  up  the 
private  companies,  and  Bismarck  inaugurated  a  new  policy  in  Ger- 
many. He  attempted  to  acquire  the  private  lines  for  the  new  Ger- 
man Empire.  Foiled  in  this  attempt  by  the  local  particularism  of 
the  separate  States,  he  carried  through  in  Prussia  a  thoroughgoing 
policy  of  nationalization;  and  his  policy  was  followed  by  the  other 
German  States  within  their  own  jurisdiction.  To-day  private  owner- 
ship in  Germany  is  almost  extinct,  and  the  railways  in  each  separate 
State  of  the  Empire  are  the  property  of  that  State.  Germany's 
example  was  contagious.  In  recent  years  the  Russian  Government 
has  bought  out  a  good  many  companies.  Austria  has  carried  the 
same  process  even  further.  Belgium  has  acquired  all  the  private 
lines  of  serious  importance.  In  1898  Switzerland  nationalized  its 
raihvays.  Italy  did  the  same  in  1906 ;  Japan  in  1907.  Last,  but  not 
least,  in  1908  the  French  Government  took  over  the  Western  Rail- 
way, one  of  the  six  great  systems  among  which  France  had  been  dis- 
tricted since  the  beginning  of  its  railway  history.  Even  though,  on 
the  other  hand,  within  the  same  period  Brazil  and  several  of  the 
Central  American  States  sold  to  private  companies — mainly  as  an 
available  asset  to  satisfy  clamorous  creditors — railways  which  they 
had  owned,  it  is  evident  that  the  idea  of  nationalization  has  been  in 
the  ascendant  in  recent  years.  How  far  does  history  help  us  to  ex- 
plain the  fact? 

President  Haclley  wrote  in  1886 : 

The  motives  which  have  led  governments  to  extend  the  sphere  of  their  husi- 
noss  activity  have  been  tliree : 

1.  To  increase  their  own  political  influence. 

2.  To  niake  up  for  the  lack  of  private  enterprise. 

3.  To  avoid  the  abuses  incident  to  private  management. 

Thirty  years  have  elapsed  since  that  was  written,  and  in  the  light 
of  subsequent  experience  perhaps  the  case  may  now  be  stated  as 
follows : 

Governments  go  into  the  railway  business  for  three  reasons : 
1.  For  political  reasons.  These  reasons  may  be  either  external  or 
internal.  External  reasons  are  to  obtain  control  of  an  instrument  of 
war  that  can  be  used  either  for  aggression  or  for  defense,  or  to  pre- 
vent the  control  of  this  instrument  by  capitalistic  subjects  of  another 
possibly  hostile  power;  or,  again,  to  be  able  to  use  the  railway  tariffs 
as  an  auxiliary  in  support  of  the  policy  embodied  in  the  customs  tar- 
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iffs  of  the  country.  The  main  internal  reasons  are  either  to  unify  the 
nation  or  to  centralize  authority  or  to  obtain  new  sources  of  revenue 
independent  of  the  taxes  voted  by  Parliament. 

•2.  To  make  up,for  the  lack  of  private  enterprise. 

3.  With  the  idea  of  procuring  for  their  citizens  better  conditions — 
lower  rates,  greater  facilities,  more  impartial  treatment,  etc. — than 
private  enterprise  has  given  or  is  expected  to  give. 

It  would  require  a  volume  to  tell  in  full  the  events  which  led  up  to 
nationalization  even  in  any  one  country,  to  enumerate  the  various 
reasons,  and  to  estimate  the  comparative  value  to  be  assigned  to  each. 
But  the  outline  of  the  story  can  be  briefly  told. 

NATIONALIZATION  IN  PRUSSIA. 

Prussia,  the  leading  instance  of  State  ownership,  as  being  at  once 
the  largest  and  usually  regarded  as  the  best  example  of  an  efficient 
national  railway  system,  must  be  dealt  with  first.  At  a  later  stage  in 
this  paper  we  shall  have  to  consider  two  questions  of  first-rate  im- 
portance : 

1.  Are  the  Prussian  railways  really  efficient  when  judged  by  the 
standard  of  comparable  private  undertakings;  and 

2.  Assuming  for  the  sake  of  argument  that  the  Prussian  railways 
are  efficient,  is  their  efficiency  under  an  autocratic  government  any 
ground  for  expecting  that  national  railways  would  be  equally  efficient 
under  the  democratic  form  of  government  that  exists  in  the  United 
States  and  the  United  Kingdom? 

For  the  moment  we  are  only  concerned  with  the  history  of  the 
nationalization  policy  inaugurated  by  Bismarck. 

When  railways  first  came  into  existence  Germany  was  only  a 
"  geographical  expression."  Each  State — there  were  some  two  score 
of  them — was  practically  an  independent  sovereignty.  At  the  out- 
set several  of  the  most  important  States  of  the  second  rank — Bavaria, 
W^irtemberg,  Baden,  and  Saxony — followed  the  example  of  Belgium. 

The  Grand  Duchy  of  Mecklenburg  offers  a  curious  example  of 
vacillation.  At  first  its  railways  were  in  private  hands;  then  they 
became  the  personal  property  of  the  grand  duke;  then,  in  1878,  just 
at  the  time  when  Prussia  was  nationalizing  its  railways,  they  passed 
back  into  private  hands;  and  finally,  in  1S90,  they  were  acquired  by 
the  State.  Speaking  broadly,  one  may  say  that  in  the  richer  and 
more  commercially  developed  parts  of  Germany  the  railways  were 
in  private  ownership;  in  the  more  backward  agricultural  districts 
they  were  in  the  hands  of  the  various  State  governments.  This  is 
well  exemplified  by  the  history  of  the  Kingdom  of  Prussia.^  At  an 
'early  date  private  railways  were  constructed  in  Westphalia,  along 
the  Rhine,  and  connecting  the  Rhine  and  Hamburg  with  Berlin, 
But  private  enteri)rise  hesitated  to  build  railways  over  the  poor 
country  from  Berlin  eastward,  and  the  State  had  to  undertake  the 
task.  So  that  almost  from  the  beginning  Prussia  had  experience 
of  State  railways.  Then,  after  the  war  with  Austria,  in  1866,  Prussia 
annexed  Hanover,  Hesse-Cassel,  and  other  smaller  States,  and  so 

1  Tho  KiiiR  of  Prussia  is,  under  the  constitution  of  1870.  also  German  Emporer.  But 
Prussia  still  remains  a  separate  State.  It  is  much  as  though  the  governor  of  the  State 
of  New  York  was  always  also  President  of  the  Ignited  States.  But  New  York  is,  in 
population    less  than  one-tenth  of  the  United  States.     Prussia  is  three-fifths  of  Germany. 
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entered  into  possession  of  a  considerable  additional  mileage  of  State 
railways. 

Then  came  the  war  willi  Franee  in  18T0,  resulting  in  the  unifica- 
tion of  Germany  under  the  leadership  of  Prussia.  And  Bismarck, 
in  order  to  cement  together  the  newly  formed  Empire,  attempted 
to  ac(iuire  all  the  railways  of  Germany  for  the  Empire  as  one  single 
unit.  But  the  feeling  for  State  rights,  especially  in  the  south,  was 
too  strong  e\en  for  Bismarck.  The  Kingdoms  of  Ba\ariu  and  Sax- 
ony replied  to  the  Prussian  i)roposal  l\y  promptly  taking  into  their 
own  hands  such  private  lines  as  existed  in  their  territories.  Foiled 
in  this  attemi^t,  Bismarck  determined  at  least  to  nationalize  all  the 
Prussian  railways.  Probably  he  had  a  stronger  case  for  his  action 
than  has  ever  existed  at  any  time  in  any  other  country.  The  private 
systems  were  comparatively  small  and  of  very  ditf'erent  financial 
strength.  The  shape  of  Germany,  the  fact  that  traffic  passed  in  all 
directions  over  its  frontiers,  the  fact  that  it  possessed  no  dominating 
central  city  such  as  Paris  or  Vienna  or  London — all  these  causes 
had  resulted  in  a  condition  of  what  might  be  called  railway  anarchy. 
There  was  no  uniformity  of  tariffs,  scarceh^  even  of  operating  regu- 
lations and  conditions.  While  traffic  from  abroad  was  attracted  to 
roundabout  routes  by  reduced  rates  often  accompanied,  it  was  alleged, 
by  secret  rebates,  the  local  rates  were  high,  and  the  exchange  of 
traffic  between  two  neighboring  systems  was  actually  discouraged. 

In  the  session  of  1S70  the  ministry  submitted  to  the  Prussian 
Parliament  an  elaborate  memorandum  in  support  of  the  policy  of 
nationalizing  the  railways  remaining  in  private  hands.^  It  mar- 
shaled with  great  skill,  and  applied  to  the  special  case  of  Prussia, 
all  the  familiar  arguments  in  favor  of  railways  nationalization.  It 
began  b}'  emphasizing  the  importance  of  railways  for  military  pur- 
poses— it  is  interesting  to  observe  that  the  ""  military  "  note  is  struck 
hard  at  the  outset — and  for  the  development  of  trade.  It  went  on 
to  declare  that  various  abuses  were  inseparable  from  private  man- 
agement. These  abuses  it  described  as  (1)  the  existence  of  numer- 
ous concerns  of  doubtful  solvency  and  restricted  capacity  of  service, 
(2)  abuse  by  the  concessionaires  of  their  privileged  position,  (3) 
opposition  to  desirable  reforms.  (4)  complicated  and  arbitrary  varia- 
tions in  their  methods  of  organization,  (5)  chaos  of  tariffs,  (6) 
quarrels  and  waste  resulting  from  the  fierce  competition  of  numerous 
se])arate  administrations. 

Perhaps  it  is  desirable  at  this  stage  to  bring  the  allegation  that 
all  these  abuses  are  inseparable  from  private  management  to  the 
test  of  nearly  40  years  of  subsequent  history  and  to  deal  with  them 
seriatim  as  follows:  (1)  There  are  no  concerns  of  doubtful  solvency 
and  restricted  capacity  among  the  private  railway  companies  of 
France,  and  none  of  more  than  trifling  importance  in  England.  (2) 
Appears  to  mean  that  a  company  strives  to  gain  an  adequate  net 
revenue  before  it  will  reduce  its  rates,  which  is  true.  But  as  the 
Prussian  memorandum  lays  down  in  the  strongest  terms  the  obliga- 
tion of  a  State  system  to  do  the  same  thing,  and  as  the  Prussian  Gov- 
ernment has  for  many  years  offered  an  unyielding  opposition  to  any 
reduction  of  rates,  while  it  has  extracted  from  passengers  and  ship- 

1  Bcgriinding-  des  Gesetzcntwurfes  betreflfend  den  Erwerb  mehrerer  Privateisenbalinen 
fiir  den  Staat.  Abgeoidneten  Hauses  Verbandluugen  Session  1878-1880,  Acktenstiick, 
No.   -). 
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pers  a  net  revenue,  which,  after  paying  interest  in  full  of  the  rail- 
ways' debt,  yields  in  normal  times  a  sum  of  some  $50,000,000  toAvard 
the  general  expenses  of  Government,  the  abuse,  if  it  be  an  abuse, 
doesnot  seem  to  be  confined  to  private  railways.  (3)  In  answer  to 
this  charge  it  is  sufficient  to  say  that  it  is  the  private  railways  of 
England,  France,  and  the  United  States  which  have  led  the  world 
in  improvements,  while  it  would  be  difficult  to  mention  a  single  re- 
form for  which  the  world  is  indebted  to  the  State  railways  of  Prus- 
sia, (-l)  As  has  been  said,  had  this  charge  been  confined  to  the 
private  railways  of  Prussia,  there  was  a  considerable  foundation 
for  it.  But  it  applies  neither  to  France,  England,  nor  the  United 
States.  In  all  these  countries  the  private  companies  have  worked 
■out  among  tliemselves  uniform  codes  of  rules  in  reference  to  opera- 
tion, construction  of  equipment,  interchange  of  traffic,  and  every- 
thing else  required  to  avoid  interruption  of  through  service.  (5) 
As  for  chaos  of  tariifs,  the  French  tariff's  are  simpler  and  more 
logical  than  those  of  Prussia,  and  for  all  ordinary  traffic  they  are 
uniform  throughout  the  whole  of  France.  Perhaps  the  most  scien- 
tific tariff'  in  the  world  is  that  which  for  very  many  years  has  ruled 
in  the  trunk-line  territory  of  the  United  States  with  its  simple  and 
easily  intelligible  Xew  York-Chicago  basis.  (6)  As  for  "quarrels 
and  waste,"  quarreling  is  only  a  bad  name  for  competition.  Com- 
petition may  or  ma}^  not  be  a  good  thing.  But  it  is  not  inseparable 
from  private  ownership.  The  French  companies  have,  with  negli- 
gible exceptions,  never  competed  with  one  another,  while  the  English 
have  in  large  measure  ceased  to  do  so.  Competition  would  probably 
have  much  more  largely  diminished  in  the  United  States  also  had 
not  the  deliberate  policy  of  Congress  been  to  keep  it  alive.  So  far  as 
competition  implies  waste — that  is,  the  expenditure  of  money  that 
in  the  absence  of  competition  would  not  have  been  spent — one  can 
not  have  omelettes  without  breaking  eggs.  Prussia  has  abolished 
competition.  Her  railway  accounts  give  us  no  reason  to  think  she 
has  thereby  abolished  waste.  But  with  this  point  it  will  be  neces- 
sary to  deal  hereafter. 

To  return  to  the  memorandum.  The  Prussian  ministry  go  on  to 
say  that  as  early  as  1873  a  special  commission  had  reported  that  a 
universal  State  system  should  be  regarded  as  the  ultimate  aim  to 
be  sought.  They  then  go  on  to  set  down  the  advantages  of  a  single 
unified  management.    These  they  summarize  as  follows : 

Avoidance  of  the  construction  of  competing  lines. 

A  reduction  of  the  numbers  of  oflficers  and  staff  and  of  the  amount 
of  correspondence. 

Unification  of  tariffs  and  train  schedules. 

Simplification  of  dealing  with  damage  claims. 

Provision  of  interchange  stations. 

Better  use  of  equipment. 

Avoidance  of  duplications  of  service  and  of  roundabout  routing 
of  traffic  resulting  in  higher  operating  costs  and  consequently  higher 
rates. 

It  is  the  duty  of  the  State,  says  the  memorandum,  to  secure  to  the 
public  rates  Avhich  shall  be  low,  steady,  and  uniform.  It  is  also  im- 
portant to  the  State  that  the  railway  tariffs  should  correspond  with 
the  fiscal  policy  of  the  country  and  not  be  allowed  to  neutralize  the 
customs  tariff.     Assuming,  then,  the  memorandum  goes  on  to  say. 
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that  tlie  railways  of  the  countrv  must  be  in  a  single  hand,  this  ob- 
ject may  bo  attained  in  four  ditt'erent  waj^s:  (1)  A  single  private 
company  may  both  own  and  operate,  (2)  a  ])rivate  company  may 
operate  the  lines  which  the  State  owns,  (3)  the  State  may  operate 
all  the  private-owned  companies,  (4)  or,  lastl3%  the  State  may  both 
own  and  operate  the  whole  s^ystem.  And  it  is  for  this  last  solution 
that  the  memorandum  declares.  Confidence  is  expressed  that  the 
zeal  of  the  statT  Avill  suffice  to  render  unnecessary  the  stimulus  of 
comi^etition.  The  State,  it  is  said,  lining  no  shareholders  greedy  for 
their  annual  dividend,  can  afford  to  take  longer  views  than  a  com- 
pany. But  it  must  continue  to  charge  rates  sufficient  to  cover  ex- 
penses, interest,  and  sinking  fund  and  the  "  current  expenses  of  the 
State."'  Whether  this  meant  what  it  said,  or  whether  it  only  meant 
the  liabilities  of  the  State  in  its  capacity  as  railway  owner,  it  is 
impossible  to  decide. 

This  much,  however,  is  certain.  The  act  as  it  passed  the  Prussian 
Pai'liament,  contrary  to  what  had  generally  been  understood  during 
its  progress,  contained  no  express  provision  that  railway  revenues 
shoidd  be  used  only  for  railway  purposes.  And  ever  since  the  rail- 
ways have  been,  to  use  the  favorite  johrase  of  domestic  critics,  '*  the 
milch  cow  of  the  treasury." 

On  the  whole,  it  is  absolutely  clear  that,  though  there  were  con- 
siderable abuses  of  private  ownership  in  Prussia,  and  though  the 
desire  for  unification  of  management  both  from  the  commercial  and 
the  operating  point  of  view  was  not  without  weight,  the  main  reason 
for  Bismarck's  action  was  of  a  political  nature.  It  is  in  harmony 
with  all  Prussian  history  that  the  importance  of  military  considera- 
tions and  the  necessity  of  making  public  control  paramount  in  the 
life  of  the  country  should  weigh  above  all  other  considerations  W'ith  a 
Prussian  statesman ;  and  after  the  war  with  France  and  the  creation 
of  the  German  Empire  these  considerations  might  be  expected  to 
have  even  greater  weight  than  at  any  other  time. 

SWITZERLAND. 

Were  it  not  that  the  scale  is  so  disproportionate  as  to  make  a  com- 
parison almost  laughable,  for  the  railroads  of  the  United  States  earn 
as  much  money  in  two  days  as  the  Swiss  railway  system  in  a  twelve- 
month, Swiss  history  would  be  a  stronger  argument  than  most  that 
are  put  forward  for  the  nationalization  of  American  railroads. 
Switzerland  has  owned  and  operated  its  railways  for  more  than  15 
years.  Switzerland  is  a  democracy.  And  Switzerland,  though  the 
results  fell  very  far  short  of  the  expectations  entertained  at  the  time 
of  purchase,  managed  its  railways,  on  the  whole,  with  fair,  if  by  no 
means  with  brilliant  success,  until  the  breaking  out  of  the  European 
war  upset  the  entire  life  of  the  country. 

Switzerland  is  a  union  of  three  nationalities — German,  French, 
and  Italian.  But  the  German  population  is  a  good  deal  more  than 
two-thirds  of  the  whole :  and  naturally,  therefore,  German  political 
and  social  theories  have  great  influence.  As  early  as  1891  the  Swiss 
Legislature  passed  a  law  authorizing  the  purchase  of  one  of  the 
principal  railways,  the  Swiss  Central.  But  this  law  was  defeated 
on  a  referendum  by  a  majority  of  more  than  two  to  one.  The  move- 
ment, however,  in  favor  of  nationalization  continued.     In  1897  an 
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act  for  the  piircliase  of  all  railways  except  lines  of  purely  local  inter- 
est passed  the  two  chambers,  with  majorities  of  98  to  29  and  25  to  17, 
respectively;  and  this  time  on  a  referendum  there  Avas  a  two-to- 
one  majority  in  favor.  The  memorandum  prefixed  to  the  bill  repeat- 
ed the  arginnents  in  favor  of  State  ownership  in  words  that  might 
almost  have  been  copied  from  the  Prussian  memorandum  which  has 
already  been  dealt  with.  There  was,  however,  one  additional  argu- 
ment which  apparently  had  as  much  weight  as  all  the  others  put. 
together.  Swiss  railway  shares,  it  was  stated,  had  of  late  years 
ceased  to  be  held  as  permanent  investments,  and  had  passed  in  large 
measure  into  the  hands  of  speculators  who  were  not  Swiss  citizens, 
but  foreigTiers.  And  this  dangerous  state  of  affairs  could  not  be 
allowed  to  continue.  It  had,  in  fact,  been  found  that  in  three  out  of 
five  companies  the  majority  of  the  registered  shareholders — and  un- 
der a  law  of  1895  "  registered  "  shareholders  alone  were  entitled  to 
vote — were  foreigners. 

It  is  not  necessai-y  to  go  into  the  history  of  the  purchase.  Three 
of  the  principal  roads  were  transferred  to  the  State  in  1901,  a  fourth 
in  1903,  and  the  last,  the  Gotthard,  in  1909.  The  purchase  price 
Avhich  was  fixed  in  every  case  by  agreement,  exceeded  by  about  11 
per  cent  the  estimate  of  the  cost  originally  put  forward  by  the  Gov- 
ernment. Warned  by  Prussian  history,  the  act  laid  down  categori- 
cally that  the  railway  budget  was  to  be  absolutely  and  completely 
independent  of  the  ordinary  budget  of  the  State.  Any  surpluses 
obtained  were  to  be  devoted  solely  to  railway  purposes,  either  to  be 
used  as  capital  or  to  be  devoted  to  reduction  of  rates  and  improve- 
ment of  service. 

In  the  early  days  of  nationalization  there  was  a  very  serious  in- 
crease in  expenses,  clue  partly  to  a  more  generous  service,  but 
mainly  to  increased  wages  and  reduced  hours  for  the  staff.  For  the 
four  years  following  on  1903  the  cost  of  staff  increased  year  by  year 
as  compared  with  the  previous  year  by  the  following  percentages : 
10.16,  7.08,  9.99,  9.27.  Between  1900  and  1911  the  number  of  the 
staff  increased  46  per  cent,  while  wages  increased  92  per  cent.  In 
1912  a  further  increase  of  less  than  1  per  cent  in  number  of  staff 
corresponded  with  an  increase  of  no  less  than  10.2  per  cent  in  wages. 
The  increase  in  the  number  of  the  staff  was,  no  doubt,  justified  by 
a  25  per  cent  increase  in  road  mileage,  and  an  increase  of  100  per 
cent  in  passenger  traffic  and  of  67  per  cent  in  freight  traffic.  But 
the  rise  of  over  100  per  cent  in  the  wages  bill  upset  the  equilibrium 
entirely.  The  operating  ratio  went  up  from  65.53  per  cent  in  1903 
to  71.03  in  1908.  In  three  years,  after  meeting  operating  expenses 
and  the  charges  of  the  debt,  there  was  an  accumulated  deficit  of  over 
$2,500,000. 

The  management  took  fright.  They  cut  downi  renewals,  reduced 
services,  increased  rates'  and  fares,  stopped  automatic  increases  in 
staff  wages,  and  by  refraining  from  filling  up  vacancies  gradually 
reduced  the  number  employed.  The  public  and  the  employees  sub- 
mitted, not  without  natural  reluctance,  and  the  financial  equilibrium 
was  restored.  After  placing  to  sinking  fund  an  average  of  about 
a  million  dollars  per  annum  the  railways  just  cover  interest  on  their 
debt  at  the  rate  of  3|  per  cent.  But  the  rosy  views  of  the  authors 
of  State  purchase  have  been  far  from  materializing.  They  promised 
reductions  of  rates  and  fares,  and  with  the  great  increase  in  traffic 
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density  ouglit,  one  can  not  but  think,  to  have  been  able  to  obtain  them. 
Tlie  avera<>'e  fare  was  indeed  reduced  by  18^  per  cent  between  liKJO 
and  1911.  But  frei<2;ht  rates  were  rather  worse  than  stationary.  The 
ton-mile  rate  was  slightly  under  3  cents  a  mile  in  1900;  in  1911,  it 
was  slightly  over.  The  authors  of  the  i:)urchase  further  estimated 
that  the  i)rofits  to  be  realized  would  suffice  to  extinguish  the  railway 
debt  within  GO  years.  In  fact,  the  sum  paid  for  the  accjuisition  of  tiie 
railways  was  $205,493,880.  And  the  debt  at  the  date  of  the  last 
account,  with  one-cjuarter  of  the  period  expired,  so  far  from  being 
reduc(>d  had  risen  to  $270,132.80. 

ITALY. 

The  history  of  Italian  railways  is  much  too  complicated  to  be  even 
sketched  in  outline  here.  An  admirable  sunnnary  coming  down  to 
1884  will  be  found  in  Hadley's  "  Eailroad  Transportation."  Italy  has 
experimented  with  every  conceivable  form  of  railway  policy.  It  has 
tried  State  ownership  and  ojieration,  private  ownership  and  opera- 
tion. State  ownership  with  private  operation,  and  now  for  the  last  10 
years  it  has  reverted  to  both  ownership  and  operation  by  the  State. 
The  country  has  been  hampered  in  its  railway  development  by  various 
causes — geographically  by  its  shape  and  by  the  mountainous  divisions 
between  east  and  west ;  politicallj^  by  the  fact  that  not  until  1870  did 
the  whole  of  Italy  l^ecome  a  united  kingdom ;  and  financially  by  the 
fact  that  the  economic  development  is  backward,  the  people  very 
poor,  and  at  least  till  quite  lately  subject  to  a  crushing  burden  of 
taxation. 

As  the  Kingdom  of  Italy  gradually  grew  together  out  of  its  com- 
ponent States  it  was  necessary  to  make  railways  to  cement  its  unity. 
Further,  the  State  was  compelled  to  take  over  the  liability  for  rail- 
ways which  other  people  had  constructed.  The  Austrians,  for  exam- 
ple, had  built  railways  in  Lombardy  and  Venetia,  but  when  they  were 
expelled  from  those  Provinces  in  1859  and  1866,  respectively,  the 
State  had  to  buy  out  the  Austrian  company  or  else  leave  two  of  the 
richest  Provinces  still  subject  to  the  domination  of  the  hated  for- 
eigner. 

iietween  1866  and  1885  the  bulk  of  the  railways  of  the  country  were 
in  the  hands  of  the  State.  In  the  latter  year,  as  the  result  of  an  in- 
quiry by  a  commission  wdiich  sat  from  1878  to  1881,  studied  the  his- 
tory of  the  railway  Avorld  in  exhaustive  detail  and  embodied  its  report 
in  seven  quarto  volumes,  the  Italian  railw  ay  system  w^as  handed  over 
to  two  great  operating  companies  on  a  60  years'  lease,  terminable  at 
the  end  of  20  or  40  years — the  Mediterraneo  and  Adriatico,  respec- 
tively. The  essential  idea  was,  as  indeed  the  names  of  the  companies 
imply,  that  one  system  should  operate  along  the  western  coast  and  the 
other  along  the  eastern.  Each  company  was,  either  by  its  own  lines 
or  by  means  of  trackage  rights,  to  have  access  to  the  great  centers — 
Milan,  Florence,  Rome,  Naples — and  in  this  way  it  was  hoped  that 
competition  would  secure  adequate  services  and  reasonable  rates. 

The  leasing  s3^stem  was  not  a  success,  mainly  because  both  the 
lessors  and  lessees  took  too  sanguine  a  view  of  the  prospects  of  the 
future.  xVlmost  at  the  outset  it  became  evident  that  additions  and 
improvements,   especially    additional    rolling   stock,    were   urgently 
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needed ;  and  there  were  no  additional  net  receipts  to  pay  the  interest 
on  the  capital  required.  Why  should  the  Government  find  this  money 
for  railways  not  in  their  hands;  and,  on  the  other  hand,  why  should 
the  companies  take  the  risk  on  so  short  a  tenure?  There  was 
another  very  serious  factor.  The  railway  staff,  who  had  great  politi- 
cal influence,  and  who  assert,  probably  not  without  reason,  that  they 
were  overworked  and  underpaid,  were  clamoring,  and  in  some  cases 
even  striking,  for  better  conditions  of  service.  And  last,  but  not 
least,  the  rolling  stock  was  grossly  inadequate,  and  what  there  was 
was  almost  falling  to  pieces.  In  the  result  Parliament,  with  a  sudden 
resolve  to  cut  a  knot  which  it  could  not  untie,  on  April  22,  1905, 
determined  to  take  over  the  railways  as  from  the  following  1st  of 
July. 

Undoubtedly,  as  agencies  of  public  service,  the  Italian  railways 
have  been  considerably  improved  in  the  last  10  years.  The  number 
of  locomotives  increased  in  eight  years  from  3,580  to  5,322,  and  the 
number  of  freight  cars  from  69,000  to  105.000.  And  the  improve- 
ment is  even  greater  than  these  figures  would  indicate,  for  old  stock 
has  been  scrapped  and  replaced  by  new  and  efficient  equipment,  lines 
have  been  improved  and  doubled  on  a  considerable  scale,  and  the 
services  undoubtedly  much  improved.  But  the  financial  results  are 
very  serious,  especially  for  a  country  so  poor  as  Italy.  The  demands 
of  the  staff,  which  the  railway  administration  has  found  itself  power- 
less to  resist,  have,  in  eight  years,  1906  to  1913,  implied  an  additional 
expenditure  of  $18,330,440.  In  the  same  period  the  number  of  staff 
increased  from  121,000  to  149,000,  equal  to  23  per  cent.  Per  kilo- 
meter of  road  Avorked  there  were  9.3  men  at  the  earlier  dates  and 
10.9  at  the  later.  But  while  numbers  increased  23  per  cent,  cost  in- 
creased 57  per  cent;  in  other  words,  the  average  wage  per  employee 
increased  27  per  cent. 

The  gross  receipts  rose  in  the  eight  years  from  $78,724,416  to 
$120,595,000,  or  well  over  50  per  cent,  while  the  length  of  line 
operated  remained  practically  unchanged.  Per  train-mile  the  in- 
crease was  from  $1.41  to  $1.(33  or  about  16  per  cent.  With  much 
greater  density  of  traffic  and  a  considerable  increase  in  earnings  per 
train-mile,  one  would  naturally  have  expected  a  substantial  improve- 
ment in  the  operating  ratio,  once  road  and  rolling  stock  had  been 
brought  into  good  order.  But  the  opposite  has  been  the  case.  In  the 
first  year  of  nationalization  the  operating  ratio  was  73.4;  in  no  sub- 
sequent year  has  it  fallen  below  79.5  per  cent;  and  for  the  three  years 
1911-19i3  it  averaged  84.4  per  cent.  Each  year  shows  a  substantial 
advance  in  operating  costs  over  the  year  preceding  it.  The  figure  in 
the  first  year  of  the  period  was  $57,885,600;  in  the  last  it  is  $102,- 
264,560,  an  increase  of  over  78  per  cent. 

The  final  result  is  that,  whereas  in  the  financial  year  1906-7  the 
railways  paid  over  to  the  treasury  $9,796,366  as  a  return  on  a  capital 
of  $1,091,404,045,  which  is  roughly  1  per  cent,  in  the  last  year  they 
only  returned  $5,402,656  on  a  capital  that  meanwhile  had  risen  to 
$1,374,975,952,  Avhich  is  roughly  two-fifths  of  1  per  cent.  An  attempt 
was  made  in  1909  to  raise  the  rates,  but  the  ministry  failed  to  carry 
their  proposals  and  went  out  of  office. 

How  far  the  Italian  Government  is  satisfied  with  the  existing 
situation  may  be  judged  from  a  significant  fact  which  has  noti 
hitherto  received  the  publicity  which  it  merits.    In  at  least  two  cases] 
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just  before  the  war  concessions  had  l)een  granted  to  a  private  enter- 
prise which  was  to  take  over  a  jiortion  of  the  existing  State  railway, 
to  build  an  extension  with  the  help  of  substantial  State  subsidies, 
and  then  work  on  its  own  account  both  sections  as  one  undertaking. 

AUSTRALIA. 

The  most  conspicuous  instance  of  railways  being  constructed  by 
the  State  because  private  enterprise  refused  to  undertake  the  task 
is  to  be  found  in  the  Australasian  colonies  of  Great  Britain.  The 
xVustralasian  i)opulation  is  of  pure  British  stock,  and  when  the 
necessity  of  railway  building  became  manifest,  as  true  Britishers 
they  naturally  expected  private  enterjirise  to  undertake  the  task. 
But  local  capital  was  scant  and  England  was  far  away.  Moreover, 
Australasia  was  in  the  throes  of  the  gold  fever  resulting  from  the 
discovery  of  the  rich  fields  of  Ballarat  and  Bendigo.  And  such 
local  capital  as  was  available  was  not  likely  to  be  put  into  railway 
enterprise  to  earn  a  possible  5  per  cent  when  the  gold  fields  offered 
prospects  of  a  fortune  in  a  few  months.  And  accordingly  as  the 
need  of  railroads  was  imperative,  the  governments  of  the  separate 
colonies  borrowed  money  on  their  own  credit  and  set  to  work  to  con- 
struct their  own  State  railway  systems.  Once  embarked  on  such 
ownership  they  have  never  gone  back  from  it.  Certain  local  lines 
have  from  time  to  time  been  built  by  private  capital,  but  they  have 
never  been  important.  On  the  one  hand  neither  local  nor  English 
capital  has  been  overanxious  to  go  into  the  business,  and  on  the 
other  the  State  railways  have  been  jealous  of  interference  by  private 
companies.  Speaking  broadly,  the  seven  separate  States  which 
make  up  Australasia  have  among  them  over  20,000  miles  of  railway 
owned  and  worked  by  the  respective  governments.  And  it  must 
be  frankly  said  that  public  opinion  is  entirely  in  favor  of  this  sys- 
tem. Xo  proposal  to  divest  the  States  of  their  ownership  would  be 
listened  to  for  a  moment.  And,  having  regard  to  the  well-known 
fact  that  State  socialism  has  been  carried  further  in  Australia  than 
in  any  other  part  of  the  world,  this  is  not  surprising. 

Whether  the  Australian  public  are  really  competent  to  judge  how 
far  they  have  got  a  good  bargain  may  be  illustrated  by  the  follow^ing 
anecdote :  Some  years  ago  a  distinguished  railway  man  went  from 
America  to  assume  the  post  of  chief  commissioner — in  other  words, 
president — of  one  of  the  most  important  Australian  State  sj^stems. 
After  he  had  been  in  charge  for  a  year  or  two  he  sent  to  a  railway 
friend  at  home  statistics  showing  the  improvements  and  economies 
effected  under  his  management.  The  friend,  in  acknowledging  the 
receipt,  pointed  out  that  the  figures  furnished  did  not  include  the 
ton-miles  of  traffic,  and  therefore  neither  receipts  nor  cost  could  be 
worked  out  on  a  ton-mileage  basis,  and  asked  whether  it  was  possible 
that  a  railway  man  accustomed  to  American  methods  failed  to  keep 
statistical  records  in  this  form.  The  answer  was,  in  effect,  as  follows: 
"  I  have  the  ton-mileage  figures.  I  dare  not  publish  them.  If  I  did 
pul)lish  them  they  would  show  a  ton-mile  rate  so  excessive,  as  com- 
pared Avith  other  countries  similarly  situated,  where  the  traffic  is 
mainly  in  agricultural  products  carried  long  distances,  that  public 
opinion  would  enforce  a  sweeping  reduction  in  rates  and  bankrupt 
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the  undertaking."  It  may  be  added,  as  proving  that  the  chief  com- 
missioner in  question  had  good  reason  for  desiring  to  avoid  a  com- 
parison, that  two — Xew  South  Wales  and  South  Australia — out  oi 
the  seven  Australasian  State  railway  systems  do  publish  ton-mileage 
statistics.  They  show  ton-mile  earnings  of  '2.'20  cents  and  2.12  cents, 
respectively.  The  corresponding  figure  for  the  private  railways  of 
Canada  is  0.75  cent,  and  for  the  private  railways  of  the  United  States 
0.738  cent. 

RUSSIA,  AUSTRIA,  AND  INDIA. 

Russia.  Austria,  and  India  may  be  grouped  together  as  three 
countries  where  a  mixed  system  of  State  and  private  ownership 
prevails.  They  are  all  alike  in  the  fact  that  political,  and  especially 
military,  reasons  compelled  the  State  to  make  railways  which  pri- 
vate enterprise  was  not  prepared  to  undertake.  They  are  alike,  too, 
in  the  fact  that  the  tedency  has  swayed  back  and  forth  as  between 
State  and  private  ownership.  Austria  at  one  time  sold  to  private 
companies  a  number  of  railways  that  had  been  built  by  the  State. 
Nowadays,  having  bought  most  of  them  back  again,  it  owns  80  per 
cent  of  the  total.  One  incident  of  the  transfer  deserves  to  be  related. 
The  Kaiser  Ferdinand  Kordbahn  was  an  old  and  very  rich  company. 
Its  dividend  for  the  previous  five  years  had  averaged  over  12  per 
cent.  It  was  taken  over  in  1906.  In  1910  the  president  of  the  Aus- 
trian Chamber  of  Deputies  described  the  result  as  follows : 

"  We  have  always  been  in  favor  of  the  State  taking  over  the  rail- 
ways, but  if  we  had  been  able  to  foresee  the  results  of  the  manage- 
ment I  assure  you  we  would  have  hesitated  a  little  longer.  We  are 
still  in  favor  of  the  principle,  but  it  does  seem  to  us  that  our  Govern- 
ment has  performed  a  remarkable  feat  when  it  has  succeeded  in  cre- 
ating a  deficit  on  the  Northern  Railway.  The  Government  have 
enlisted  an  army  of  new  employees:  they  have  gone  much  too  far 
in  the  reduction  of  hours  of  labor;  instead  of  commercial  manage- 
ment they  have  appointed  lawyers  to  posts  that  require  business  men 
or  experts;  they  have  established  an  entirely  unpracticable  bureau- 
cracy. At  the  present  moment  we  are  face  to  face  with  a  deficit  of 
$2.5.000.000.  There  would  be  no  deficit  at  all  if  the  return  from  our 
railways  were  that  which  it  ought  to  be.  I  repeat  that  absolute 
imbecility  has  characterized  the  taking  over  of  our  railways.  We 
must  introduce  business  ideas  into  the  Government  service." 

Russia,  too,  has  not  only  built  State  railway's  but  taken  over  pri- 
''•ate  railways.  Of  late  years,  however,  the  tendency  seems  to  be  in 
the  direction  of  private  enterprise,  subsidized  and  closely  controlled 
by  the  Government,  which  at  the  present  time  owns  and  works  two- 
thirds  of  the  whole  mileage.  In  India  several  of  the  most  important 
lines  were  built  by  private  enterprise,  with  State  ffuaranties  of  divi- 
dend for  a  short  term.  At  the  end  of  the  term,  wh^n  these  railways 
passed  into  the  hands  of  the  State,  they  were  leased  back  to  the  old 
companies  as  operating  contractors.  At  the  moment  of  writing  an 
exhaustive  investieration  is  proceeding,  which  seems  likely  to  residt 
in  the  adoption  of  a  definite  policy  for  the  whole  country.  British 
merchants  in  India  are  apparently  strongly  in  favor  of  retaining  the 
private  companies.     Indian  native  opinion  appears,  so  far  as  it  is 
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vocal,  to  1)0  in  favor  of  State  ownership,  the  reason  bein<)j  that  it  is 
thoiioht  that  Indian  ideas  would  have  more  influence  on  the  policy 
of  a  Government  department  on  the  spot  than  on  that  of  a  board 
of  directors  sitting  in  London.  This  last  argument  raises  a  point,  the 
ini})ortance  of  which  we  have  already  seen  in  the  cases  of  Belgium 
and  Switzerland.  Evidently  the  argument  against  private  ownership 
is  stronger  where  the  capital  is  foreign  than  where  it  is  found  within 
the  country  itself. 

A  point  of  importance  should  here  be  noted.  It  is  true  that  the 
Austrian  (Government,  40  years  ago  divested  itself  of  its  railway 
property.  The  Italian  Government  divested  itself  of  the  operation 
though  not  of  the  ownershiiJ  as  lately  as  1885.  More  recently,  Bra- 
zil— as  also  other  less  ir.iportant  States  in  South  America,  Guatemala 
and  Nicaragua — have  handed  over  some  or  all  of  their  railways  to 
private  companies.  But,  s})eaking  broadly,  it  is  safe  to  say — sub- 
ject, however,  to  the  possibility  of  an  exception  in  the  case  of  Bel- 
gium to  be  referred  to  later — that  nowadays,  a  decision  of  a  nation  to 
acquire  its  railways  is  irrevocable.  This  may  be  taken  as  proving — it 
has  often  asserted  that  it  does  prove — that  no  nation  having  experi- 
enced the  benefit  of  State  ownership  ever  desires  to  go  back  on  its 
decision.  But  the  argument  cuts  also  the  other  way.  If  the  decision 
be  irrevocable,  and  modern  railway  history  seems  to  indicate  that  it 
is,  it  is  also  well  to  be  quite  satisfied  that  it  is  the  right  decision  be- 
fore making  it. 

HOLLAND. 

One  country,  small  but  not  unimportant,  has  not  hitherto  been 
mentioned.  In  Holland,  though  some  of  the  most  important  lines 
were  built  by  the  State,  the  operation  has  always  been  wholly  in 
private  hands.  For  many  years  there  were  in  Holland  three  prin- 
cipal companies,  the  State  Railway  Co.,  the  Holland  Co.,  and  the 
Dutch  Rhenish  Co.  In  1890  the  Dutch  Government  made  a  new 
departure.  It  bought  up  all  the  lines  which  it  did  not  own  and  it 
then  apportioned  the  whole  system  anew  between  Iavo  companies 
representing,  respectively,  the  "old  State  Railway  and  the  Holland 
companies,  in  such  a  manner  that  each  company  had  access  to  every 
important  town  in  competition  with  the  other.  This  system,  wdiich 
presumably  was  patterned  on  the  Italian  system  of  1885,  has  been  in 
existence  ever  since.  In  1908  a  motion  in  Parliament  in  favor  of 
nationalization  was  brought  forward  and  defeated.  A  parliamentary 
commission  to  investigate  the  question  was  subsequently  appointed 
and  reported  unfavorably.  The  public  seem  to  be  satisfied  with 
things  as  they  are,  the  passenger  service  appears  to  travelers  ex- 
ceedingly good,  but  the  financial  result  to  the  State  is  not  over  satis- 
factory. ^  That,  however,  is  perhaps  unavoidable.  Holland  is  inter- 
sected everywhere  by  rivers  and  canals,  which  have  to  be  kept  open 
for  drainage  purposes,  and  they  carry  the  bulk  of  the  heavy  traffic  of 
the  country  and  of  the  German  through  traffic.  The  railways  there- 
fore have  to  depend  for  a  livelihood  in  the  main  on  passenger  and 
high-class  freight.  What  bulk  freight  they  get,  they  can  only  get  at 
exceedingly  low  rates. 

One  further  point  may  be  here  noted.  A  suggestion  has  from  time 
to  time  been  put  forward  in  various  countries  where  the  system  of 
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private  ownership  prevails  that  the  Government  should  purchase  one 
or  more  of  the  private  undertakings  and  should  run  it,  partly  as  a 
pattern  to  be  followed  and  partly  as  a  regulating  force  to  control 
the  rates  charged  on  the  private  railways  alongside.  Some  such  idea 
seems  to  be  implied  in  the  recent  papers  published  in  the  United 
States  by  Mr.  W.  W.  Cook.  The  idea  has  never  been  carried  into 
practical  effect.  It  is  hardl}^  likely  to  be  seriously  taken  up  now- 
adays in  any  country,  and  under  the  circumstances  criticism  is 
evidently  superfluous. 

FRANCE. 

The  railway  history  of  France  stands  by  itself.  Nowhere  is  the 
passion  for  logic  and  the  love  of  symmetry  which  distinguish  the 
French  genius  better  exemplified  than  in  the  history  of  the  French 
railway  system.  The  ground  plan  of  the  policy  which,  broadly 
speaking,  France  has  followed  ever  since,  w'as  laid  down  in  a  law 
passed  as  long  ago  as  1842.  There  were  important  developments 
after  the  w^orld  crisis  in  1857,  and  again  in  1878.  And  on  January  1, 
1909,  the  Government  by  taking  over  one  of  the  six  great  systems, 
the  Western,  upset  the  symmetr}^  of  the  original  plan.  But  with  this 
exception  through  the  whole  history  the  original  plan  has  stood 
firm.  The  whole  country  was  divided  up  among  six  great  companies, 
five  of  which  radiate  from  Paris,  and  the  sixth,  the  Midi,  serves  the 
extreme  south  and  southwest.  The  development  of  the  raihvay  net- 
w^ork  has  been  systematic  from  the  outset ;  trunk  lines  first,  then 
important  branches,  then  the  less  important  ones,  and  finally  in 
recent  years  a  considerable  development  of  light  secondary  lines. 
Throughout,  the  State  has  guided,  subsidized,  and  controlled.  Each 
company  has  a  monopoly  of  its  own  district.  So  far  as  possible  the 
points  where  the  great  sj^stems  meet  are  arranged  not  as  in  Holland, 
or  formerly  in  Italy,  at  the  great  towns,  but  precisely  at  the  points 
of  least  importance  from  a  traffic  standpoint.  Where  traffic  is  un- 
avoidably competitive,  as,  for  instance,  from  Paris  to  central  Switzer- 
land, which  can  be  reached  either  by  the  Eastern  or  by  the  Paris  & 
Lyons  Railway,  arrangements  are  deliberately  made  to  prevent  com- 
petition. The  Government  controls  all  rates  and  fares  charged  and 
all  services  given,  and  the  Government  approves  not  merely  of  pools 
but  of  agreements  by  which  shippers  attempting  to  consign  traffic 
by  the  route  by  which  railway  companies  have  agreed  the  traffic 
shall  not  flow  are  deliberately  penalized  by  higher  rates.  At  a  later 
stage  of  this  paper  more  must  be  said  of  the  work  which  the  French 
railways  have  done,  and  reasons  will  be  given  to  show  that  the  French 
private  companies  have  served  their  public  at  least  as  well  as  the 
Prussian  State  raihvays  have  served  theirs.  But  it  belongs  here  to 
deal  with  the  histor}'^  and  the  results  of  the  nationalization  of  the 
Western  Railway  eight  years  ago. 

For  more  than  30  years  the  French  Government  have  owned  and 
worked  a  system  of  lines  in  the  central  west  of  France.  This  system 
was  not  inconsiderable  in  mileage  (1,844  miles),  but  its  district  was 
purely  agricultural  and  its  traffic  scant.  It  only  reached  Paris  over 
the  lines  of  the  private  companies,  and  even  when  it  served  important 
towns  such  as  Xantes  and  Bordeaux,  it  only  served  them  b}^  inferior 
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routes.  The  financial  results  were  verj^  unsatisfactory — the  operating 
ratio  o\er  a  series  of  years  ranged  between  72  and  83  per  cent — but 
in  some  respects,  as,  for  instance,  admitting  third-class  passengers  on 
all  express  trains,  it  gave  to  the  public  advantages  which  the  private 
companies  did  not  give. 

Among  the  great  companies  much  the  weakest  financially  was  the 
western.  A  large  portion  of  its  mileage  was  in  Brittany,  one  of  the 
poorest  districts  of  tlie  country.  It  did  serve  the  town  of  Eouen  and 
the  very  important  port  of  Havre,  but  the  canalization  of  the  Seine 
diverted  from  the  railway  a  large  proportion  of  the  valuable  mer- 
chandise traffic  between  Havre  and  Paris.  The  French  Government 
guarantees  the  dividend  on  the  shares  of  all  the  Frencli  railway  com- 
panies, and  year  after  year  the  French  Government  had  to 'find  a 
considerable  portion  of  the  dividend  to  the  western  shareholders.^ 

Further,  large  new  capital  expenditure  Avas  needed,  especially  to 
cope  with  the  enormous  passenger  traffic  of  the  company  in  the  sub- 
urbs of  Paris.  How  heavy  that  traffic  is  anybody  who  remembers 
the  St.  Lazare  station  in  Paris  will  know.  The  "necessary  capital 
could  not  be  raised  without  Government  approval ;  and  Government 
approval,  owing  to  strong  parliamentary  opposition,  could  not  be 
obtained.  Meanwhile  the  service  was  going  from  bad  to  Avorse,  and 
the  equipment  was  on  its  last  legs.  Something  had  to  be  done.  Once 
more  the  knot  that  could  not  be  untied  was  cut.  And  as  from  Jan- 
uary 1,  1909,  the  Government  exercised  its  rights  under  the  conces- 
sion, and  took  over  the  railway,  continuing  to  pay  the  guaranteed 
dividend  to  tlie  shareholders  in  the  form  of  an  annuity  running  till 
the  termination  of  the  concession. 

The  political  history  of  the  transfer  is  distinctly  interesting. 
The  employees  on  the  railway  itself  were  unanimously  in  its  favor. 
And,  as  subsequent  experience  proves,  with  good  reason.  And  the 
whole  strength  of  the  Socialist  Party  and  of  socialist  sentiment  was 
thrown  on  the  same  side.  A  majority  was  secured  for  the  bill  in 
both  houses,  though  a  large  majority"^of  the  representatives  of  the 
districts  served  by  the  railway  voted  against  it.  The  bill  passed 
the  Chamber  in  December,  1906.  But  it  was  hung  up  in  the  Senate 
for  18  months  till  June,  1908,  and  finally  only  passed  by  a  ma- 
jority of  3  votes,  after  M.  Clemenceau,  who  was  prime  minister  at 
the  time,  had  given  it  to  be  understood  that  unless  the  bill  was 
passed  he  would  resign.  And  much  as  the  majority  of  the  Senate 
disliked  nationalization,  at  the  moment  they  disliked  the  resignation 
of  M.  Clemenceau  even  more.  It  may  further  be  added  that  accord- 
ing to  the  French  custom  the  opinion  of  all  the  chambers  of  com- 
merce in  the  country,  which  are  statutory  bodies,  was  invited  on  the 
measure,  and  that  not  one  single  town  of  more  than  third-rate 
importance  reported  in  its  favor. 

1  It  should  be  noted  that  only  10  per  cent  of  the  total  French  railway  capital  is  in  the 
form  of  shares ;  00  per  cent  is  in  the  form  of  bonds  which  practically,  though  not  formally, 
are  guaranteed  by  the  French  Government.  The  dividend  on  the  shares,  therefore,  though 
large  in  percentage — it  ranges  from  7  per  cent  on  the  Western  and  the  Eastern,  and  10 
or  11  per  cent  on  three  of  the  other  companies,  to  13  per  cent  on  the  Northern — is  not 
very  large  in  total  amount.  Broadly  speaking,  the  companies  other  than  the  Western 
more  or  less  earn  their  dividends  in  normal  times  without  State  help. 
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EXPERIENCE  OF  STATE   OPERATION   IN   FRANCE. 

Here  in  broad  outline  is  the  stor\'  of  the  result  of  the  transfer.^ 
In  the  five  years,  190-1—1908,  before  the  transfer  the  gross  receipts 
rose  steadily  from  $37,084,000  to  $12,145,000.  In  the  five  subse- 
quent years,  1909-1913  (the  war  upset  entirely  the  figures  for  1914), 
the  gross  receipts  rose  from  $42,333,000  to  "$48,701,000,  a  slightly 
greater  rate  of  increase.  In  the  five  years  before  the  transfer  the  op- 
erating expenses  rose  from  $20,796,000  to  $28,388,000,  this  last  figure 
being  unduly  inflated  by  the  fact  that  from  the  date  the  chamber 
voted  the  acquisition  of  the  railway  the  staff  became  entirely  de- 
moralized. The  first  year  after  the  acquisition  the  operating  ex- 
penses were  $30,304,000.  The  next  year  they  were  $34,921,000,  and 
the  year  after  $39,454,000.  In  1912  they  had  reached  $41,800,000, 
and  for  1913  they  fell  back  to  $41,478,000.  In  other  words,  to  earn 
a  net  revenue  increased  by  31  per  cent  the  operating  expenses  in- 
creased by  100  per  cent.  The  net  revenue  was  never  below  $12,- 
757,000  in  the  worst  year  of  company  rule.  It  fell  to  $5,352,000 
after  the  Government  had  been  in  possession  four  years.  The  oper- 
ating ratio,  which  had  risen  from  56.4  to  67.8  under  the  company, 
was  for  the  next  five  years  as  follows :  72.7,  79.9,  87,  89.4,  and  85.2, 
It  is  fair  here  to  make  a  qualification.  The  operating  ratio  had  gone! 
up  on  all  the  French  railways  between  the  two  periods.    It  averaged^ 

50.3  for  the  other  five  great  companies  for  the  years  1905  and  1906, 
and  58.4  for  the  two  years  1912  and  1913.     But  a  rise  from  50.3  to 

58.4  is  one  thing:  a  rise  from  56.4  to  89.4  is  quite  another. 
A  main  argument  used  in  Parliament  in  favor  of  transfer  from 

the  company  to  the  State  was  that  the  company  never  did,  and  never 
could,  earn  its  guaranteed  dividend  in  full,  still  less  the  extra  divi- 
dend which  it  would  be  entitled  to  if  earned ;  that  the  company  was 
accordingly  a  mere  caretaker  and  not  interested  in  financial  results, 
and  did  not  operate,  and  could  not  be  expected  to  operate  with 
economy.    The  State,  on  the  other  hand,  would  have  a  direct  interest 
in  operating  economically.     That  was  the  argument.     Here  are  the 
facts:  During  the  last  10  years  of  company  management  the  State 
had  to  pay  an  average  of  $2,894,280  a  year  to  meet  its  liability  under 
the  guaranty  to  make  up  the  deficiency  in  net  operating  incomeJ 
During  the  first  3  years  after  the  transfer  the  sums  it  had  to  fine 
under  the  same  head  were  $6,753,320,  $8,875,792,  and  $14,934,484,1 
respectively.    For  the  year  1913  the  figure  was  $14,752,237. 

Nor  do  these  deplorable  financial  results  tell  the  whole  story.  The 
service  to  the  public  was  absolutely  demoralized.  There  were  several 
very  serious  and  numerous  smaller  accidents,  and  the  staff  and  the 
public  got  so  frightened  that  the  express  trains  on  the  main  lineJ 
already  the  slowest  in  France,  were  decelerated  down  to  a  timing 

1  The  figures  given  above  are  from  oflScial  sources.  The  stoi-y  is  mainly  taken  from  an 
article  l>y  Pierre-Leroy-Beaulieu,  himself  a  Deputy,  in  "  The  State  in  relation  to  rail- 
ways." (P.  S.  King  &  Co.,  London,  1912.)  See  also  Colson  in  "  Revue  Politique  et  Parle- 
mehtaire"  for  November,  1910;  December,  1911;  May,  1913;  and  May,  1914.  The  rail- 
way newspapers  all  over  the  world  were  full  of  the  story  in  1909  and  subsequent  years. 

M.  Colson,  an  engineer  by  training,  was  formerly  head  of  the  railway  department  of 
the  ministry  of  public  works,  and  is  now  president  of  the  section  of  the  council  of  State 
(a  body  partly  executive  and  partly  judicial),  which  deals  with  all  questions  concerning 
transport  by  "rail  or  road  or  water.  His  l>ook,  Transports  et  Tarifs,  is  a  recognized 
classic  on  its  subject. 
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that  had  been  abandoned  as  inadequate  in  1896.  In  addition,  a  num- 
ber of  trains  were  suppressed  altogether.  Punctuality  went  to  the 
winds.  Commuters  on  the  system  in  the  suburbs  of  Paris  were  com- 
pelled by  their  employers  to  live  elsewhere  because  of  the  unpunctu- 
ality  of  their  arrival  at  their  work.  As  for  the  service  in  general, 
one  figure  will  suffice.  Compensation  for  accidents,  loss,  and  dam- 
age averaged  some  $400,000  or  $500,000  a  year  in  the  last  days  of  the 
company.  In  1911  the  figure  was  $2,045,291.  The  minister  of  pub- 
lic works  himself  publicly  criticized  the  State  administration  as  "  a 
frightful  fraud."  And  the  Senate  passed  unanimously  a  resolution 
beginning :  "  The  deplorable  situation  of  the  State  system,  the  inse- 
curity and  irregularity  of  its  workings  " — 

M.  Leroy-Beaulieu  gives  the  reasons  for  the  "  deplorable  situation  " 
as  follows : 

In  the  first  p'.ace,  it  is  tlie  ;il)iise  of  formalism  and  red  tape,  witli  all  the 
delays  which  follow  and  which  are  directly  in  conflict  with  commercial  needs. 
In  the  second  place,  it  is  the  lack  of  stability.  The  director  and  all  the  chiefs 
of  the  service  change  at  the  will  of  the  ministers,  whilst  in  the  private  companies 
the  higher  personnel  is  maintained  a  long  time,  fulfilling  the  same  functions. 
It  is  next  the  political  influence  which  enters  into  the  choice  and  advancement 
of  the  personnel.  It  is,  lastly,  the  lack  of  discipline  which  also  results  from 
the  political  influence  at  work.  From  the  electoral  point  of  view,  the  lower 
staff,  being  nmch  more  numerous,  will  always  have  much  more  power  than  the 
superior  staff.  It  is  always  on  the  side  of  the  former  that  many  deputies  will 
be  systematically  ranged.  Above  all,  it  is  impossible  to  be  at  once  controller  and 
controlled.  If  one  of  the  great  French  companies  under  private  management 
renders  poor  service,  the  public  opinion  is  not  slow  to  move  the  public  power, 
and  as  this  has  the  means  to  bring  pressure  iiKlirectly  but  in  many  ways  upon 
the  companies,  they  are  led  to  reform.  On  the  contrary,  Avhen  complaints  are 
made  against  the  State  itself,  the  administration,  irresponsible,  does  not  listen. 
Rather,  it  seems  indignant  that  particular  individuals  or  even  large  associ- 
ations should  dare  to  find  that  all  is  not  perfect.  "  I  have  not  seen  without  a 
certain  astonishment."  said  the  minister  of  public  works  in  the  chamber,  "  the 
chambers  of  commerce  criticize  the  actions  of  the  State  in  its  (their)  reports 
upon  the  railways."  The  same  minister  has  dismissed  an  employee  from  his 
office  who  was  at  the  head  of  a  section  of  a  passenger  line  which  emitted  pro- 
testation against  the  delays  on  the  western  State  service  in  the  Paris  suburbs. 
When  the  minister  was  reproached  in  the  Senate,  he  declared  himself  ready  to 
do  the  same  again.  One  may  see  how  dangerous  to  the  liberty  of  citizens  the 
extension  of  the  industrial  regime  of  the  State  would  be,  where  the  number  of 
functionaries  would  be  indefinitely  multiplied  and  where  they  M'ould  no  longer 
have  the  right  to  complain. 

From  all  points  of  view  the  experience  of  State  railways  in  France  Is  un- 
favorable, as  was  foreseen  by  all  those  who  had  reflected  upon  the  bad  results 
given  by  the  other  industrial  imdertakings  of  the  State,  such  as  the  telephones, 
matches,  and  many  others.  The  State,  above  all  an  elective  administration,  can 
not  be  a  good  commercial  manager.  It  works  expensively,  and  is  powerless  be- 
fore its  employees.  The  experience  wliich  we  have  recently  gained  has  had  at 
least  one  result.  It  has  provoked  a  very  lively  movement,  not  only  against  the 
repurchase  of  the  railways,  but  against  all  extension  of  State  industry.  This 
result  seems  to  me  foi-funate.  I  hope  this  opinion  will  be  maintained,  and  that 
not  only  we,  but  our  neighbors,  may  profit  by  the  lesson  of  these  facts. 

Mr.  Leroy-Beaulieu  gives  examples  of  what  has  happened  under 
the  various  heads.  "  As  for  formalism  and  red  tape,"  on  the  eve  of 
the  handing  over  of  the  railway  to  the  State  there  were  1,526  em- 
ployees in  the  central  office.  Within  three  years  the  number  had  in- 
creased to  2,587.  "  The  single  service  of  the  accountant  general 
was  increased  by  70  persons  directly  after  the  repurchase."  And 
this  was  due  partly  to  political  pressure  and  partly  to  excessive  red 
tape.  For  example,  in  the  Caen  division  the  preparation  of  the  pay 
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cheets,  vrhich  under  the  company  took  9  persons  3  days=27  da>s 
under  the  State  administration  took  12  persons  6  days=72  days. 
"According  to  official  documents,  there  are  not  less  than  96  persons 
receiving  a  salary  of  more  than  $1,929.52  in  the  State  system"  as 
against  33  on  the  system  of  a  neighboring  company  of  much  the 
same  mileage,  but  with  much  higher  receipts.  In  the  five_  years 
from  1908  to  1912^  the  total  expenditure  increased  $10,573,770,  of 
which  $8,412,707  were  for  salaries  and  wages.  In  1908,  out  of  every 
$19.30  of  receipts,  the  company  paid  $7.21  in  salaries  and  wages. 
In  1912  this  figure  was  $9.70.  The  comparative  figure  for  the  five 
great  companies  is  only  $5.70.  In  1910,  per  $192,952  of  receipts,  the 
State  railways  employed  235  persons,  the  private  companies  171. 

Again,  as  the  result  of  the  great  strike  of  October.  1910,  the  Cham- 
ber of  Deputies  voted  a  large  all-round  increase  in  the  wages  of  the 
staff.  Naturally,  the  staff  thought  there  were  shorter  cuts  to  in- 
creases of  wages  than  hard  work.  As  a  sample  of  want  of  ordinary 
business  management  on  the  financial  side,  the  budget  commission 
of  the  chamber  reported  that  it  could  not  draw  up  a  proper  estimate 
for  1912  from  lack  of  the  necessary  accounts.  "The  statements  ad- 
dressed to  the  budget  commission  by  the  administration  were  mani- 
festly inaccurate.  *  *  *  The  great  part  of  the  statements  of 
receipts  and  expenditure  were  found  to  lack  any  sufficient  justifica- 
tion. Thus,  as  regards  the  expenditure  upon  personnel,  the  tables 
accompanying  the  statement  only  stated  the  numbers  of  workmen 
and  staff  and  the  amount  of  their  salaries  in  round  figures.  *  *  * 
We  wrote  for  further  statements,  more  particularly  the  numbers  of 
the  personnel.  *  *  *  The  minister  replied  (three  years  after  the 
railway  had  been  taken  over)  that  the  enumeration  of  employees 
had  not  yet  been  made.  *  *  *  This  example  suffices  to  show  the 
trust  that  may  be  placed  in  the  other  parts  of  the  budget  estimate." 
This  is  not  the  opinion  of  an  outside  and  unfavorable  critic.  It  is 
the  report  of  a  committee  of  the  chamber  of  the  same  political  com- 
plexion as  its  predecessor,  which  voted  for  the  purchase,  based  upon 
a  draft  drawn  up  by  a  deputy  well  known  as  an  advocate  of  State 
ownership. 

One  story  given  by  M.  Leroy-Beaulieu  is  so  striking  as  a  sample 
of  the  highest  quality  of  red  tape  that  it  deserves  to  be  given  at 
length.  It  is  from  a  letter  of  a  station  master  read  in  the  Chamber 
of  Deputies : 

In  the  time  of  the  Western  Co.  we  station  masters  liad  orders  to  use  the 
rolling  stock  as  quickly  as  possible  and  to  send  to  a  given  station  all  that  we 
did  not  ourselves  require.  Under  the  State  all  is  changed.  Every  station 
master  is  forbidden  to  load  any  wagon  without  the  orders  of  the  distribution 
bureau  of  the  district.  This  bureau  is,  as  is  well  known,  a  new  creation, 
specially  designed  for  the  purpose  of  finding  situations  for  so  many  more 
bureaucrats.  Recently,  having  received  two  wagons  loaded  with  horses,  accom- 
panied by  an  order  to  send  tiiese  wagons  to  Caen  after  they  were  unloaded,  I 
though  to  do  well  liy  loading  in  these  two  wagons  200  sacks  of  grain,  which  had 
been  waiting  in  the  sheds  for  several  days  to  go  to  Caen.  But,  alas,  I  did 
not  know  tiie  bureau  of  distribution.  The  next  day  I  saw  my  two  wagons 
return,  and  I  received  at  the  same  time  an  order  to  unload  them.  I  was 
reproved  into  the  bargain  for  excess  of  zeal.  I  had  to  obey  the  order.  That 
evening  I  sent  the  wagons  empty  to  Caen.  Next  day  I  received  two  others,  also 
empty,  in  which  to  load  the  grain. 

1  1012  tiguie.s  !iie  liiulj;et  <  stimates  only. 
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THE  LESSONS  OF  FOREIGN  EXPERIENCE. 

Such  is  an  outline  history  of  the  introduction  of  State  ownership 
in  the  less  important  half  of  the  railway  world.  What  lessons  has 
it  to  teach  for  the  more  important  half — the  United  States  and  the 
United  Kingdom  ?  Evidently  in  these  two  countries  it  will  not  be 
suggested  that  State  ownership  is  necessary  for  political  and  mili- 
tary reasons.  The  consciousness  of  political  unity  needs  here  no 
artificial  stimulus.  The  experience  of  England  since  the  present 
war  began  has  sufficiently  demonstrated  that  a  number  of  inde- 
pendent and  often  competing  private  companies  can  be  welded  to- 
gether at  a  moment's  notice  into  a  homogeneous  system  and  oper- 
ated from  the  moment  when  war  is  declared,  with  absolute  success  as 
an  organic  whole,  under  public  control,  on  ])ublic  account,  for  the 
public  service. 

Xor  will  it  be  suggested  that  in  these  two  countries  private  enter- 
prise has  fallen  short  of  meeting  the  public  requirements.  On  the 
contrary,  that  England  is  adequately  provided  is  admitted  on  all 
hands.  And  if,  as  is  doubtless  the  case,  the  United  States  still  need^ 
and  will  continue  to  need,  fresh  railways  built,  past  experience,  which 
shows  that  in  no  other  countries  have  railways  been  pushed  so  boldly 
in  advance  of  population  as  in  the  States,  gives  every  reason  to 
suppose  that  private  enterprise  will  be  able  and  willing  to  pro- 
vide them.  And  it  may  be  added  that  the  country  which  comes 
next  in  this  respect  to  the  United  States— far  in  advance  of  the 
English  colonies  of  Australasia,  with  their  exclusively  State  systems, 
and  of  Russia  or  India,  with  their  immixture  of  State  ownership — is 
Argentina,  also  a  country  wholly  developed,  till  quite  recently,  by 
private  companies. 

Railway  history  conclusively  refutes  the  idea  that  State  owner- 
ship promotes  railway  development.  If  we  consider  countries  where 
the  railways  are  already  making  a  reasonable  return  on  the  capital, 
what  do  we  find?  Belgium  has  notoriously  failed  to  keep  its  rail- 
ways abreast  of  its  rapidly  growing  trade.  The  Prussian  Govern- 
ment has  consistently  for  a  generation  past  forced  the  enormous  coal 
and  iron  traffic  of  Lorraine,  Luxemburg,  and  Westphalia  on  to  the 
waterways  by  refusing  to  build  the  new  lines  necessary  to  cope 
with  the  traffic  by  land.  American  shi]^]Ders  sometimes  complain 
of  shortage  of  equipment.  But  these  complaints  in  times  of  worst 
congestion,  are  not  more  bitter  than  those  which  go  up  regularly 
every  autumn  from  the  coal  operators  of  the  Ruhr  Revier,  the 
most  important  coal  field  in  Prussia.  In  Australia  the  managements 
of  the  Government  railways  have  boldly  defended  themselves  in 
times  of  bad  congestion  by  claiming  that  the  railways  can  not  afford 
to  keep  sufficient  equipment  to  cope  with  maximum  demand.  In 
the  great  Empire  of  India,  with  a  teeming  population  of  315,000,000 
spread  oyer  an  area  nearly  two-thirds  that  of  the  United  States, 
a  population  which  though  very  poor  is  also  very  industrious,  there 
are  only  some  .30.000  miles  of  railway.  That  more  railways  and  im- 
provements of  existing  railways  are  urgently  needed  is  admitted  on 
all  hands.  Nor  is  it  denied  that  they  would  pay  their  way.  But 
the  Government  refuses  to  allow  private  capital  a  free  hand.  A 
private  company  may  build  branches  as  feeders  of  the  existing  trunk 
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lines  on  strictly  regulated  terms.  But  that  is  all.  And  yet  the 
Government  itself  can  only  find  a  few  million  pounds  per  annum  for 
a  work  in  which  scores  of  millions  could  be  profitably  employed. 
The  Dominion  of  South  Africa,  with  a  white  population  of  a  million 
and  a  quarter,  has  a  State  railway  system  of  some  8,000  miles.  In 
the  much  newer  territory  of  Rhodesia,  alongside,  company  enterprise 
has  already  provided  2,000  miles  of  railway  for  the  service  of  a  white 
population  of  32,000. 

The  reason  is  obvious.  A  railway  company  exists  for  a  single  end. 
If  an  extension  offers  reasonable  prospect  of  financial  success,  and 
if  capital  can  be  raised  on  reasonable  terms,  a  company  will  always 
build  it.  Even  if  success  is  problematical,  ambition  and  the  desire 
to. forestall  a  possible  intruder  will  usually  turn  the  scale  in  favor  of 
a  forward  policy.  But  a  finance  minister  is  in  quite  a  different  posi- 
tion. Calls  upon  him  for  money  come  in  from  a  dozen  different  direc- 
tions. The  army,  the  navy,  education,  irrigation  schemes,  social  bet- 
terment, and  50  things  more,  all  press  their  rival  claims.  The  money 
is  limited.  New^  taxes  do  not  conduce  to  popularity.  The  budget 
has  to  be  made  to  balance,  and  the  railways  go  short  like  all  the  othei 
claimants. 

The  experience  of  the  last  few  years  in  the  United  States  has,  it 
must  be  admitted,  shown  that,  under  present  conditions,  private 
capital  is  not  being  found  in  sufficient  quantity  for  extensions  and 
improvements  which  are  urgently  necessary.  And  it  has  been  argued 
therefore  that  the  State  will  be  compelled  to  come  to  the  rescue  by 
taking  over  the  private  undertakings  bodily.  But  this  is  scarcely 
practical  politics.  To  suppose  that  serious  statesmen  would,  for  this 
reason  only,  decide  on  a  step  so  serious  as  railway  nationalization,  is 
to  suppose  the  impossible.  Taking  over  a  quarter  of  a  million  miles 
of  railway,  with  $16,000,000,000  net  capital  and  over  1,800,000  em- 
ployees, may  be  a  good  thing  or  a  bad  thing ;  but  it  is  undoubtedly  a 
step  the  seriousness  of  which  can  hardly  be  exaggerted.  To  com- 
pare it  in  importance  with  the  alternative  of  allowing  the  existing 
companies  to  raise  their  rates  by  an  average  of  a  mill  per  ton-mile, 
wdiich  would  make  all  the  difference  between  poverty  and  affluence, 
would  be  almost  farcical. 

The  argument  for  State  ownership  in  the  United  States  or  the 
United  Kingdom  can  therefore  be  based  only  on  the  claim  that  the 
substitution  of  Government  for  private  ownership  of  the  existing 
lines  would,  on  the  whole,  secure  better  public  service.  A  dis- 
tinguished English  authority.  Sir  George  Gibb,  has,  in  fact,  put 
the  question  precisely  on  these  lines.  He  has  contended  that,  in 
Anglo-Saxon  countries  at  least,  it  was  entirely  right  that  the  con- 
struction and  development  of  the  railway  systern  should  be  left  to 
private  enterprise.  Private  enterprise  is,  he  thinks,  bolder;  com- 
panies are  more  flexible,  more  ready  to  take  risks,  and  to  try  experi- 
ments in  new  methods  than  any  State  organization  could  be.  More- 
over— and  the  importance  of  the  point  will  not  be  lost  on  anyone 
who  remembers  that  the  bulk  of  the  American  railways  have  at  one 
time  or  other  passed  through  a  receiver's  hands,  and  that  some  40 
per  cent  of  their  share  capital  receives  no  dividend — if  a  company 
improvidently  or  unwisely  invests  its  capital  in  a  nonpaying  propo- 
sition, while  private  individuals  lose  their  money,  the  public  is  unin- 
jui-ed.    Capital  borrowed  on  credit  of  the  State  is  a  permanent  bur- 
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den  on  the  country  as  a  whole,  whether  or  no  it  earns  any  net  revenue 
to  pay  the  interest.  On  the  other  hand,  once  the  system  is  created 
and  substantial!}'  finished,  Sir  George  Gibb,  in  the  paper  referred  to, 
considered  it  an  open  question  whether  state  or  private  ownership  and 
management  should  be  preferred. 

COST  OF  KAISING  CAPITAL. 

It  is  this  question,  therefore,  that  we  have  now  to  consider.  It  is 
commonly  claimed,  as  one  of  the  advantages  on  the  side  of  the  State, 
that  it  can  raise  capital  more  cheaply  than  any  private  company. 
And  the  claim  is  not  without  ^substance.  But  the  advantage  is  not 
great.  The  market  value  of  United  States  bonds  can  not  be  con- 
pared  with  that  of  first-class  railway  mortgage  bonds,  because  of  the 
fictitious  vakie  attached  to  the  former  for  bankers'  purposes.  But  in 
England  over  a  series  of  years — though  here,  too,  consols  have  to 
some  extent  had  an  artificial  value — the  interest  on  first-class  railway 
debentures  has  averaged,  perhaps,  half  of  1  per  cent  above  the  in- 
terest obtainable  on  Government  obligations.  At  the  moment  of 
writing,  while  the  English  Government  is  borrowing  on  short-term 
bonds  at  the  rate  of  6  per  cent,  first-class  railway  debentures  are  still 
selling  on  the  basis  of  less  than  5  per  cent  yield.  And  it  is  onl}^  the 
first-charge  securities  of  railway  companies  which  can  fairly  be  com- 
pared with  the  Government  stocks,  for  the  income  return  on  junior 
securities,  more  especially  common  stock,  includes  a  more  or  less  con- 
siderable allowance  for  insurance  against  risk.  Averaging  the  return 
on  all  capital  invested  in  a  successful  private  company,  it  would  un- 
doubtedly be  considerably  higher  than  the  return  paid  to  the  pur- 
chasers of  an  equal  amount  of  Government  railway  stock.  But  the 
Government  stock  would  unquestionably  include  a  considerable 
amount  of  capital  spent  on  railways  not  producing  any,  or  onl}^  an 
inadequate,  income,  which  capital,  as  has  already  been  said,  would 
have  been  in  the  case  of  a  private  company  either  written  down  in 
market  valuation  or,  it  may  be,  written  off  entirely. 

ECONOMY  IN  USE  OF  CAPITAL. 

Further,  tliougli  a  saving  of  perhaps  half  of  1  per  cent  in  interest 
is  not  unimportant  when  the  capital  is  reckoned  in  billions  of  dol- 
lars, it  may  be  more  than  compensated  for  by  a  greater  propor- 
tional increase  in  the  capital  itself.  Is  this  likely  to  be  the  case? 
It  is  certainly  the  common  belief  of  ninety-nine  business  men  out 
of  a  hundred,  both  in  America  and  in  England,  that  the  Govern- 
ment gets  less  value  for  its  money  than  a  private  trader.  So  far 
as  it  is  possible  to  compare  one  country  as  a  whole  with  another, 
it  certainly  looks  as  if  this  belief  were  justified  in  railway  experi- 
ence. The  railroads  of  the  United  States  were  capitalized  in  1915 
(deducting  intercorporate  ownership)  at  $66,447  per  mile.  The 
State  railroads  of  New  South  Wales  and  Victoria  were  capitalized 
at  $77,253  and  $65,774  per  mile,  respectively.^     It  must  be  admitted 

1  The  cost  per  mile  of  the  railways  in  the  other  Australasian  colonies,  and  also  in  the 
Cape  of  Good  Hope,  is  much  lower  than  in  New  South  Wales  and  Victoria.  But  they  are 
ttll,  with  one  partial  exception,  narrow-gauge  lines,  and  can  not  be  compared  with  the 
American  railroads.  The  cost  of  the  Canadian  private  roads  is  very  much  the  same  as 
the  American  average.  The  cost  of  the  National  TranscontinentaF  railway  recentlv  con- 
structed by  the  Canadian  Government  was  estimated  to  be  $39,083.  It  has  actuallv  cost 
$09,000.  J       a«. 
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that  the  Australian  roads,  whose  construction  engineers  had  been 
brought  up  to  regard  England  standards  as  universally  applicable, 
are  more  substantially  and  expensively  built  than  many  of  the  west- 
ern roads  of  the  United  States.  On  the  other  hand,  the  American 
figure  includes  the  trunk-line  railroads  of  the  East,  with  a  standard 
of  construction  and  a  mass  of  equipment  to  which  the  Australian 
roads  can  offer  no  analogy.  On  the  whole,  it  is  safe  to  say  two 
things.  If  an  experienced  railway  man  came  to  America  for  the 
first  time  and  made  an  exhaustive  examination  of  the  United  States 
railroads,  he  Avould  marvel  when  told  that  so  magnificent  a  machine 
had  been  built  up  at  a  capital  cost  of.  only  $66,447  per  mile.  If  an 
English  or  an  American  business  man,  fortified  by  the  expert's 
opinion,  were  asked  whether  he  thought  his  own  Government  could 
have  carried  out  the  work  as  cheaply,  it  is  equally  certain  what  his 
answer  would  be. 

Summing  up,  then,  the  subject  of  capital  cost,  it  would  appear 
that  whereas  on  the  one  hand  the  State  can  obtain  its  capital  some- 
what cheaper,  on  the  other  hand  private  enterprise  makes  each  dollar 
of  capital  go  further.  And  the  advantage  and  the  disadvantage 
may  fairly  be  set  off,  the  one  against  the  other. 

QUALITY  AND  COST  OF  SERVICE. 

The  vital  question,  however,  is  not  concerned  with  construction  and 
capital  cost,  but  with  the  day-to-day  working  of  the  actual  existing 
system.  Will  the  public  on  the  whole  get  better  services  or  lower 
rates,  or  possibly  both  these  advantages?  On  this  question  there  is  a 
mass  of  accumulated  information  that  may  help  to  an  answer.  But 
the  difficulty  of  making  a  fair  comparison  between  one  country  and 
another  is  exceedingly  great.  National  customs  differ  widely.  To 
give  one  striking  instance:  The  average  American  railway  charges 
its  passengers  2  cents  a  mile,  and  admittedly  makes  no  profit.  The 
East  Indian  Railway  charges  4  mills  and  makes  a  handsome  profit, 
because  the  Bengali  ryot  is  content  to  travel  under  conditions  of  speed 
and  accommodation  and  convenient  frequency  of  service  which  imply 
reductions  in  operating  costs  more  than  counterbalancing  the  fivefold 
reduction  of  charge.  And  even  the  4  mills  rate  is  a  much  larger  tax 
on  the  income  of  the  ryot  than  the  2-cent  rate  is  upon  that  of  the 
American  laborer,  etc.  What  shall  be  said  ?  Would  it  be  reasonable 
to  say  that,  all  things  considered,  the  passenger  fares  in  America  are 
really  lower  than  those  in  Bengal,  in  spite  of  the  fact  that  in  Bengal 
a  man  can  travel  5  miles  at  the  price  of  1  mile  in  the  States?  Must 
it  not  be  acknowledged  that,  where  conditions  are  so  absolutely  differ- 
ent, one  can  not  really  compare  but  can  only  contrast? 

If  comparisons  are  to  be  of  value  they  must  be  made  where  con- 
ditions are,  if  not  similar — that  we  shall  never  find — at  least  as  simi- 
lar as  may  be.     This  much  seems  clear.    Given  two  countries  in  which 
the  standard  of  living  and  the  purchasing  power  of  money  are  sub- 
stantially the  same,  and  where  the  quality  of  railway  service  is  sub-, 
stantially  the  same  also,  the  country  in  which  the  rates  charged  are] 
llic  lower  is  the  country  best  served  by  its  railways.     If  a  country,] 
Avhere  the  purchasing  power  of  money  is  low,  obtains  the  same  quality! 
of  service  at  a  substantially  lower  rate  than  is  charged  in  countries 
where  the  i^urchasing  power  of  money  is  high,  where,  in  other  wordsj 
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ordinary  commodities  are  clieup,  then  surely  that  country  has  an  ex- 
ceptionally efficient  railway  service.  Tried  by  this  test,  how  does  the 
United  States  stand? 

It  is  a  matter  of  common  knowledge  that  the  freight  rates  of  the 
United  States  are  out  and  away  lower  than  those  of  any  country 
with  which  comparison  can  reasonably  be  made.  The  figures  of  the 
average  receipts  per  ton-mile  for  Germany  and  France  are  nearly 
double  those  for  America,  1.37  and  1.30  per  ton-mile,  respectively, 
as  against  0.738  cent.^  And  all  the  other  countries  of  western 
Europe,  except  Belgium,  are  higher  than  France.  The  Belgian  rate 
is  1.13  cents.  As  we  get  toward  the  east,  rates  fall.  In  Russia  the 
average  is  0.94,  in  Japan  0.87,  and  finally  in  India  it  gets  down  to 
0.74  cent,  which  is  practically  the  same  as  the  American  figure. 

The  reason  why  oriental  rates  are  low  is  obvious.  Roughly,  half 
the  cost  of  railway  operation  is  direct  labor  cost.  And  in  Japan  a 
railway  employee  earns  a  dime,  and  in  India  a  nickel,  where  in 
America  he  earns  a  dollar.  Why,  then,  are  not  the  rates  still  lower  ? 
Because  it  needs  many  orientals  to  do  the  work  of  one  American, 
with  his  efficient  methods  and  his  labor-saving  appliances.  To  give 
one  instance,  railway  embankments  in  India  were  till  quite  recently, 
and  probably  are  still,  constructed  by  gangs  of  coolies  running  to 
and  fro  with  small  baskets  of  earth  upon  their  heads. 

But  let  us  leave  India  aside.  Once  more  it  is  a  contrast  and  not 
a  comparison.  Confining  ourselves  to  Europe,  we  may  say  broadly 
that  it  costs  as  much  to  move  a  ton  1  mile  in  Europe  as  to  move  it 
2  miles  in  America.  And  when  all  allowances  have  been  made  for 
circumstances  tending  to  make  European  business  more  expensive  to 
handle — short  hauls,  more  diversified  loads,  higher  cost  of  coal,  etc. — 
the  100  per  cent  difference  in  rate  is  so  great  that  it  seems  impossible 
to  doubt  that  a  large  part  of  it  must  be  due  to  the  greater  efficiency 
of  the  American  railway. 

PRUSSIA  COMPARED  WITH  UNITED  STATES. 

The  European  country  where  the  traffic  conditions  most  nearly 
approach  those  of  America  is  undoubtedly  Prussia.  In  the  years 
since  1880,  by  which  time  the  railways  had  mostly  been  taken  over 
by  the  State,  the  Prussian  population  has  increased  some  60  per  cent 
and  the  urban  population  in  a  still  higher  ratio.  The  output  of 
German,  mainly  Prussian,  coal  has  grown  from  under  60,000,000  to 
over  250,000,000  tons,  and  of  steel  from  under  1,000,000  to  over 
17,000,000  tons.  And  Prussia  is,  by  universal  consent,  the  country 
where  State  management  is  at  its  best. 

Let  us  take  the  claim  of  a  panegyrist  of  the  Prussian  system  and 
see  how  it  compares  Avith  American  achievement.  In  a  paper  read 
at  the  Royal  Economic  Society  Congress  in  London,  in  1911.-  Prof. 
Schumacher,  of  Bonn,  gave  two  instances  of  the  accomplishments 

1  English  figures  are  often  given  in  international  comparisons,  but  ttiey  are  pure  guesses. 
And  how  far  the  guesses  are  wide  of  the  actual  fticts  no  man  can  say,  for  English  rail- 
ways, with  one  exception,  do  not  pul>lish,  or  even  compile,  ton-mile  and  passenger-mile 
statistics.  One  company,  the  North  Eastern,  does  compile  these  figures,  and  used  to  pub- 
lish them,  but  has  ceased  to  do  so  in  recent  years.  Even  if  the  recent  North  Eastern 
figures  were  available,  it  would  be  quite  impossible  to  say  how  far  they  are  typical  of  the 
Englisli  railways  as  a  whole.  The  pi'esent  writer's  guess  is  that  they  are  not  typical, 
because,  for  one  reason,  the  preponderating  traflic,  which  is  in  coal,  is  carried  for  un- 
usually short  distances  and  therefore  at  unusually  high  rates. 

'  The  State  in  Relation  to  Railways,  London,  P.  S.  King,  1912. 
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of  the  Prussian  railways :  "  In  the  case  of  goods  sent  in  bulk,  the 
freight  for  long  distances  is  as  low  as  0,8  pfennig  per  ton-kilometer." 
This  is,  roughly,  0.35  cent  per  ton-mile,  which  is  very  far  from  being 
a  startlingl}'  low  rate  in  America,  seeing  that  the  average  rate  for 
coal  last  year  on  the  Chesapeake  &  Ohio  Eailroad  was  only  0.304 
cent,  while  for  all  traffic — high  class  as  well  as  bulk  freight,  short 
distance  as  well  as  long  distance — it  was  only  0.38  cent  per  ton  per 
mile. 

Prof.  Schumacher  says,  further,  that  "  the  receipts  amounted  in 
1880  and  1909  to  4.14  and  3.54  pfennigs  per  ton-kilometer,  respec- 
tively (1.65  and  1.41  cents  per  ton-mile).  They  have  therefore 
been  reduced  by  about  15  per  cent."  The  corresponding  receipts 
per  ton-mile  for  the  American  railways  were,  in  1882 — the  first 
year  for  which  adequate  figures  are  available — 1.236  cents;  in  1909, 
0.763  cent.  In  other  words,  the  American  ton-mile  rate  started  at 
the  beginning  of  the  period  25  per  cent  below  the  Prussian  rate, 
and  it  fell  in  the  course  of  the  29  years  not  15  per  cent,  but  nearly 
40  per  cent.  At  the  end  of  the  period  the  American  rate  was  not 
much  more  than  half  the  Prussian  rate — 0.763  cent  compared  with 
1.41.  There  are  many  elements,  doubtless,  responsible  for  so  strik- 
ing a  difference.  But,  when  all  have  been  taken  into  account,  a 
railway  expert  is  bound  to  come  to  the  conclusion  that  the  main 
element  is  relative  operating  efficiency.  To  discuss  this  subject  here 
at  length  is  impossible.  But  one  point  may  be  taken — the  incom- 
parable cheapness  of  American  carriage  is  primarily  due  to  the 
employment  of  the  largest  possible  units  of  carload  and  trainload. 
Less  than  30  years  ago  8-ton  coal  cars  could  still  be  seen  in  Jersey 
City.  Since  then  the  size  of  the  car  has  been  increased  to  30  tons, 
50  tons,  and  now  70  tons  and  90  tons.  Prussia,  not  being  hampered 
like  England  with  high  platforms  and  innumerable  tunnels  limiting 
the  loading  gauge,  might  well  have  followed  the  American  example. 
But  she  has  clung  to  the  old  four-w^heeled  cars,  with  an  average 
capacity  of  less  than  15  tons,  with  the  result  that,  while  the  average 
American  freight  train  has  reached  500  tons,  the  Prussian  load  is 
246  tons,  or  less  than  half  the  American.^  And,  to  redress  the 
balance,  the  American  freight  rate  per  ton-mile  is  half  the  Prus- 
sian, spite  of  the  fact  that  Prussian  railways  pay  practically  no  taxes 
and  that  American  wages  are  double  those  in  Prussia. 

It  may  be  added  that  the  progressive  reduction  of  rates,  of  which 
Prof.  Schumacher  speaks,  had  in  fact  ceased  long  before  1909. 
M.  Colson  writes  :  "  The  Germans  no  longer  make  any  serious  freight- 
rate  reductions.  Within  the  last  10  years  the  average  rate  per  ton- 
kilometer  has  oscillated  between  4.41  centimes  and  4.36  centimes  per 
ton-kilometer  (1.37  cents  and  1.34  cents  per  ton-mile),  according  to 
the  composition  of  the  traffic.  During  the  same  period  the  average 
rate  in  France  has  fallen  from  4.71  centimes  in  1901-2  to  4.19  in  1911 
(1.45  to  1.3  cents  per  ton-mile),  a  reduction  of  11  per  cent."  On  the 
other  hand,  he  adds  that  "between  1905  and  1911  the  average  pas- 
senger fare  fell  in  Germany  from  3.22  to  2.94  centimes  per  kilometer 
(0.99  to  0.902  cent  per  mile,  nearly  9  per  cent),  while  in  France  if 

1  When   the  American   rate  was  1.23'>  cents  per  ton-mile  the   trainload  was  only   129 
tons.     It  is  mainly  the  increase  of  the  trainload  to  500  tons  and  the  consequent  increase  | 
of  the  train-mile  revenue  to  $3.74,  spite  of  a    10  per  cent  drop  in  the  average  ton-mile 
rate,  which  has  made  the  modern  American  rate  of  0.738  cent  possible. 
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only  fell  tVoiii  ;5.()*J  to  'd.'A)  centimes""  (1.13  to  1.U8  cents  per  mile,  just 
5  per  cent)/  It  may  be  atldecl  further  that  even  the  15  per  cent 
reduction,  of  ^Yhich  Prof.  Schumacher  speaks  Avith  pride,  is  largely 
due  not  to  reduction  in  individual  rates  but  to  the  increased  propor- 
tion of  the  whole  traflic,  which  consists  of  coal,  iron  ore,  and  other 
raw  materials  taking  the  lowest  rates. 

PRUSSIA    COMPAKED   WITH   FRANCE. 

But  it  is  perhaps  scarcely  fair  to  compare  Prussian  railways  with 
those  of  America.  After  the  battle  of  Salamis  Themistocles  received 
by  the  vote  of  the  Greek  generals  the  first  prize  for  valor,  for, 
though  each  general  considered  that  he  himself  was  entitled  to  the 
first  place,  they  all  agreed  that  Themistocles  was  entitled  to  the 
second.  Similarly,  though  the  railway  men  of  other  countries  might 
each  claim  the  first  place  in  efficiency  for  themselves,  there  can  be 
little  doubt  that  they  would  all  agree  in  giving  their  second  vote  to 
the  United  States.  The  railway  service  in  America  has  attracted 
perhaps  the  best  brains  of  the  country.  In  German}^  military,  naval, 
and  diplomatic  careers,  and  even  professorships  in  the  universities, 
offer  higher  inducements  to  their  brightest  men. 

German  railways,  hoAvever.  may  be  fairly  compared  with  those  of 
France,  where  Government  service  has  a  similar  prestige.  M.  Colson 
has  on  numerous  occasions  compared  the  efficiency  of  operation  of  the 
two  countries.  The  comparison  which  he  makes  is  in  outline  as 
follows :  ^ 

Prussia  occupies  a  position  naturally  more  advantageous  than  France 
from  the  point  of  view  of  economical  operation.  The  countiy  is  almost 
wholly  flat,  while  most  of  France  is  hilly  and  a  considerable  part 
mountainous.  Coal  is  immensely  cheaper,  and  also  steel.  The  traffic 
density  is  much  higher,  the  number  of  units  of  traffic  (ton-kilometers 
and  passenger-kilometers)  carried  being  more  than  double  in  Prussia, 
though  the  length  of  line  is  only  29,000  as  against  25,000  miles.  On 
the  other  hand,  it  is  to  be  admitted  that  the  French  length  of  haul  is 
somewhat  greater.  The  charges  made  for  carriage  are  substantially 
identical  in  the  two  countries.  There  is  a  difference  of  about  3  per 
cent  in  the  average  ton-mile  rate  in  favor  of  Prussia.  But  thisdifi'er- 
ence  is  veiy  much  more  than  explained  by  the  much  larger  propor- 
tion in  Russia  of  coal,  iron  ore,  and  other  bulk  freight  carried  at  the 
lowest  rates.  Taken  separately,  the  average  rate  per  kilometer  for 
coal  in  1905  was  3.10  centimes  (0.96  cent  per  ton-mile)  in  France  and 
3.16  centimes  (0.98  cent  per  ton-mile)  in  Prussia.  For  all  other 
freight  it  was  5.07  (1.57  cents  per  ton-mile)  in  Prussia  against  5 
centimes  (1.55  cents  per  ton-mile)  in  France.  But  when  the  two  came 
to  be  added  together,  the  total  result  was  4.30  centimes  (1.34  cciits 
per  ton-mile)  in  Prussia  and  4.52  (1.40  cents  per  ton-mile)  in  jb'rance. 
In  the  case  of  passenger  traffic.  M.  Colson  admits  that  the  average 
rate  is  12  per  cent  higher  in  France.  But  he  points  out  that  30  per 
cent  of  the  Prussian  passengers  are  carried  in  fourth-class  carriages, 
in  which  to  a  very  large  extent  there  are  no  seats,  a  class  of  accom- 

1  Revue  Politique  et  Parlemcntaire,  Mav,  1913. 

-  See  Colson's  articles  in  the  "  Revue  Politique  et  Parlemcntaire  "  for  May,  1902  ;  May, 
1904  ;  May,  1906  ;  May,  1907  ;  November,  1910  ;  December,  1911  ;  May,  1913  ;  and  May, 
1914.  See  also  "  Cours  d'Economie  Politique,"  Livre  VI,  1907.  The  outline  in  the  text 
is  mainly  taken  from    Cours  d'Economie  Politique." 
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inodation  to  \Yhicli  France  offers  no  parallel.  Further,  a  much  larger 
proportion  of  the  freight  traffic  in  Prussia  is  in  straight  carloads, 
loaded  and  unloaded  by  the  shipper,  services  which  are  usually  in- 
cluded in  the  French  rate.  Wages  in  France  are  at  least  as  high,  if 
not  higher,  than  in  Prussia;  and,  in  addition  to  the  wages,  the  French 
railways  incur  charges  amounting  to  quite  a  high  percentage  of  the 
total  wage  bill  for  pensions,  superannuations,  and  other  benevolent 
purposes.  Again,  the  French  railways  are  subject  to  serious  respon- 
sibilities from  which  the  Prussian  State  railways  are  free.  In  both 
countries  there  is  a  legal  limit  of  time  fixed  within  which  traffic  must 
be  delivered  at  destination,  and  if  this  limit  is  exceeded  the  freighter 
is  entitled  to  damages.  But  in  France  the  period  begins  to  run  from 
the  time  the  freight  is  brought  to  the  railroad ;  in  Prussia,  only  from 
the  time  when  the  railroad  gives  notice  that  a  freight  car  is  ready 
to  receive  it.  The  French  railways  are  required  to  pay  full  com- 
pensation for  loss,  damage,  or  delay. 

In  Prussia  liability  is  legally  limited  to  a  fixed  and  usually  quite 
small  sum,  normally  a  certain  proportion  of  the  freight  charge  paicl.^ 

Another  fact  which  should  tend  to  produce  a  lower  operating  ratio 
in  Prussia  than  in  France  is  that  a  larger  proportion  of  the  French 
traffic  is  passengers,  and  passenger  traffic  under  French  and  Ger- 
man conditions  is  unquestionably  less  profitable  than  freight  traffic. 
"  From  the  combined  effect  of  all  these  causes,"  writes  M.  Colson, 
"  if  the  operating  ratio  in  France  were  10  or  15  per  cent  higher  than 
in  Germany,  it  would  not  imply  inferior  operating  ability.  But,  in 
fact,  the  difference  is  in  the  opposite  direction.  If  our  companies 
worked  as  expensively  as  the  German  State  railways,  they  would 
spend  from  twenty  to  forty  million  dollars  more  than  they  do  per 
annum."  The  operating  ratios,  as  given  by  M.  Colson,  for  different 
dates  are  as  follows: 


1900 

1910 

1911 

1912 

1913 

France 

Per  cent. 
54 
62 

Per  cent. 
60 
67 

Per  cent. 
62.5 
65 

Per  cent. 
63 
66 

Per  cent. 
63 

66 

The  difference  has  lessened  in  recent  years.  But  the  explanation 
is  that  since  1909  the  Western  Railway  of  France  has  been  handed 
over  to  the  State,  and  the  operating  ratio  of  this  system  has  gone  up 
to  such  an  extent  (it  was  87  per  cent  in  1911,  according  to  the  official 
figures  used  by  Mr.  Colson — though  M.  Le  Roy  Beaulieu^  makes  it 
to  have  really  been  as  high  as  90  per  cent — and  89  per  cent  in  1913,  as 
compared  with  an  average  of  60  per  cent  for  the  five  years  before 
the  purchase)  as  seriously  to  affect  the  French  average.  Thus,  while 
the  operating  ratio  for  all  the  French  railways  in  1911  was  62.5  per 
cent  as  given  above,  for  the  private  lines  only  it  was  58.5  per  cent. 
So  it  appears  that  the  divergence  of  7  or  8  per  cent  in  the  operating 
ration  between  the  French  companies  and  the  Prussian  State  railways 

1  A  full  account  of  the  stern  restrictions  with  which  the  liability  of  the  German  State 
Railways  is  fonced  round  will  be  found  in  "  German  v.  British  Railways,"  by  Edwin 
A.  Pratt  (P.  S.  King  &  Co.,  London,  1907).  Mr.  Pratt  quotes  a  statement  made  to  him 
by  a  large  German  trader  that,  sooner  than  send  in  claims  which  they  would  have  no 
chance  of  getting  paid,  "  they  had  better  save  the  postage  stamp." 

2  The  State  in  Relation  to  Railways,  p.  55. 
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roiuains  substantially  tho  same  over  a  series  of  years.  And  the  fact 
that  the  expenditure  on  the  AVestern  of  France  has,  since  that  system 
was  taken  over  by  the  State,  increased  out  of  all  proportion  either  to 
its  oAvn  previous  expenditure  or  to  the  expenditure  still  found  suffi- 
cient on  the  remaining-  private  railways  clearly  affords  no  argument 
for  the  economical  management  of  the  Prussian  State. 

NEW  SOUTH  WALES  COMPARED  WITH  TEXAS. 

Let  us  attempt  another  comparison.  To  compare  Australia  as  a 
whole  with  the  United  States  as  a  whole,  though  the  two  areas  are 
very  nearly  the  same,  would  be  unreasonable.  Australia,  with  only 
5.000,000  inhabitants,  has  nothing  comparable  with  the  enormous 
traffic  of  the  North  Atlantic  States.  But  a  comparison  between  New 
South  Wales,  the  oldest  Australian  Colony,  and  Texas  seems  to  be 
fair  and  is  not  without  interest. 

New  South  Wales,  with  ?>10,000  squares  miles,  is  not  dissimilar  in 
area  from  Texas,  with  an  area  of  262,000  square  miles.  But  Texas 
had  a  population  at  the  census  of  1910  of  3,900,000,  while  the  popula- 
tion of  New  South  Wales  was  only  1,650,000.  The  NeAv  South  Wales 
population  is  not  only  smaller  but  is  increasing  less  rapidly.  In  the 
10  years  1901-1911  it  only  increased  from  1,359,000  to  1,648,000,  or 
21  per  cent.  In  the  same  period  the  population  of  Texas  increased 
from  3.049,000  to  3,897,000,  or  nearly  28  per  cent.  But  while  Texas, 
with  double  the  population,  had  at  the  census  of  1910  no  town  of 
over  100.000  people,  no  less  than  621,000  of  the  inhabitants  of  New 
South  Wales  lived  in  Sydney  and  its  suburbs.  It  is  safe  to  say  that 
a  chief  cause — if  not  the  chief  cause — of  the  smaller  population  of 
New  South  Wales,  and  its  concentration  in  and  around  the  capital, 
as  compared  with  the  larger  and  better  distributed  population  of 
Texas,  is  the  difference  in  the  railway  development  and  service  of 
the  two  countries. 

Texas  has  over  15,000  miles  of  railway,  against  4,000  in  New  South 
AVales,  giving  a  mile  of  line  for  every  259  inhabitants  of  Texas,  as 
against  a  mile  of  line  for  every  412  inhabitants  in  New  South  Wales. 
Certainly  the  New  South  Wales  Government  does  not  seem  to  show 
to  great  advantage  as  compared  with  private  companies,  so  far  as 
enterprise  in  opening  up  new  country  is  concerned. 

Now  let  us  see  whether  the  railways  that  have  been  constructed  in 
NeAv  South  Wales  serve  the  public  better  than  the  railways  of  Texas. 
The  average  rate  in  Texas  per  ton-mile  in  1915  was  0.995  cents,  and 
the  average  rate  in  New  South  Wales  for  the  same  year,  inclusive 
of  terminals,  which  the  official  statistics  leave  out  in  their  ton-mile 
calculations,  was  2.20  cents,  or  more  than  double.  It  is  true  that 
the  average  fare  per  passenger  mile  in  New  South  Wales,  where  it 
is  pulled  down  by  the  enormous  commuters'  traffic  of  Sydney,  was 
only  1.15  cents,  as  against  2.42  cents  in  Texas,  or  less  than  half. 
But  no  one  will  suppose  that  low  rates  for  passengers  are  as  impor- 
tant to  the  prosperity  of  a  country  as  low  rates  for  goods.  And, 
besides.  Avhereas  the  average  passenger  journey  in  Texas  was  53 
miles,  and  in  New  South  Wales  only  14  miles,  the  average  distance 
a  ton  of  freight  was  hauled  was  135  miles  in  Texas,  as  against  79  in 
New  South  Wales. 
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Comparing  the  work  done  for  the  public  in  the  two  States,  we 
find  that  in  Texas  7,360,000,000  tons  were  hauled  1  mile;  in  New 
South  Wales  only  917,000,000.  Passengers  hauled  1  mile  were,  on  the 
other  hand,  1,231,000,000  in  New  South  Wales,  against  1,007,000,000 
in  Texas.  Putting  the  two  together  we  have  8,367,000,000  traffic 
units  (1  ton  or  1  passenger  carried  1  mile)  in  the  jenv  in  Texas, 
against  2,148,000,000  in  New  South  Wales.  In  other  words,  the  pri- 
vate railways  of  Texas  performed  for  the  Texan  public  nearly  four 
times  as  much  work  as  the  New  South  Wales  State  railways  per- 
formed for  the  public  of  that  State. 

The  traffic  density  is  very  much  alike  in  the  two  cases :  Five  hun- 
dred and  fifteen  thousand  traffic  units  per  mile  of  line  per  annum  in 
Texas,  530,000  in  New  South  Wales.  The  Texan  railways  have  a 
considerable  advantage  in  better  gradients  and  longer  hauls,  and  for 
both  these  reasons  lower  rates  in  Texas  might  naturally  be  expected. 
But  the  difference  is  far  too  great  to  be  explained  on  these  grounds. 
Per  unit  of  traffic  carried,  the  public  were  charged  in  Texas  1.17 
cents,  in  New  South  Wales  1.60  cents — nearly  half  as  much  again. 

As  the  result  of  their  high  rates  the  New  South  Wales  railways 
earned  $9,140  per  mile  of  road  per  annum.  As  the  result  of  their 
low  rates  the  Texan  railways  earned  only  $6,592.  But,  thanks  to 
superior  efficiency  of  management,  the  Texan  railways  spent  much 
less  to  carry  each  unit  of  traffic.  Per  unit  the  Texan  railways  spent 
0.935  cents;  the  New  South  Wales  railways  spent  1.115  cents.  In 
other  words,  had  the  Texan  railways  operated  as  expensively  as  the 
New  South  Wales  railways  they  would  have  had  practically  no  net 
revenue  at  all. 

One  point  more.  The  Texan  railways  have  had  to  raise  their 
capital  as  best  they  could,  and  could  do  very  well  with  more  of  it. 
Were  they  in  a  position  to  raise  new  capital  on  favorable  terms,  they 
could  doubtless  improve  their  operating  efficiency  still  further.  The 
New  South  Wales  railways  can  raise,  and  always  have  been  able  to 
raise,  on  the  government  credit  all  the  money  they  need  at  the  lowest 
rate  of  interest.  Will  anyone  deny  that,  even  handicapped  as  they 
are,  the  private  railways  of  Texas  are  giving  to  the  people  of  Texas 
a  more  ample,  a  more  efficient,  and  a  cheaper  service  than  the  Govern- 
ment of  New  South  Wales  gives  to  its  citizens  ? 

PRIVATE  RAILWAYS  LEAD  IN  INVENTIONS  AND  IMPROVEMENTS. 

To  turn  from  specific  comparison  to  more  general  considerations: 
The  fact  has  already  been  mentioned  that,  while  the  American  com- 
panies have  boldly  revolutionized  their  machinery  and  methods  of 
carriage,  the  Prussian  State  has  clung  to  old  machinery  and  old 
methods.  The  huge  engines  and  freight  cars  used  in  America  to-day 
could  never  have  run  on  the  rails  or  crossed  the  bridges  as  they  ex- 
isted in  1880.  So  the  American  companies  have  laid  ever  heavier 
and  heavier  rails  and  have  rebuilt  their  bridges,  often  more  than 
once.  The  Prussian  State  is  content  to  put  forward  as  a  sufficient 
reason  for  adhering  to  the  old  methods  the  fact  that  track  and 
bridges  are  not  strong  enough  to  carry  the  heavier  equipment. 

This  example  is  typical.  In  all  the  history  of  railway  develop- 
ment it  has  been  the  private  companies  that  have  led  the  way;  the 
State  systems  that  have  brought  up  the  rear.     It  would  be  difficult 
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to  i)()int  to  a  single  important  invention  or  improvement  the  intro- 
dntion  of  Avhich  the  worhl  owes  to  a  State  railway.^  England 
shares  with  America  the  credit  of  having  invented  the  locomotive. 
Enjrland  first  rolled  steel  rails,  but  America  w^as  not  lono;  belli nd. 
England  first  introduced  the  block  system  of  signalinoj,  while  to 
America  is  mainly  due  the  later  development  of  automatic  appli- 
ances. There  are  two  types  of  poAver  brakes  on  the  world's  railways. 
The  Westinahouse  brake  was  invented  in  America,  the  vacuum  brake 
in  Enoland.  The  automatic  coupler  is  wholly  American.  So  are 
the  sleeping  car  and  the  dining  car.  Shunting  by  gravity,  which 
accounts  for  a  saving  of  millions  of  dollars  a  year,  was  invented  in 
England,  but  has  been  mainly  developed  in  America.  Brunei,  on 
the  Great  Western  of  England,  first  tauglit  the  world  what  express 
trains  meant.  And  40  years  later  the  English  companies  in  the 
historic  "  Race  to  Edinburgh  "  in  1888  gave  a  new  interpretation  of 
the  term.  America  promptly  replied  with  the  "  Empire  State  Ex- 
press," and  bettered  the  instruction  with  the  "Atlantic  City  Flyers." 
The  French  companies,  too,  took  up  the  challenge,  and  put  on  trains 
from  Paris  to  Calais,  and  to  the  Belgian,  German,  and  Spanish 
frontiers  that  could  hold  their  own  with  anything  that  England  and 
America  had  to  show.  And  meanwhile  the  international  expresses 
of  Prussia  and  Belgium  jogged  contentedly  behind.  It  is  true  that 
in  these  two  countries  the  track  was  not  fit  for  high  speeds.  Nor 
was  it  at  the  outset  in  France  or  America.  But  it  was  possible  to 
make  it  so — at  least  where  it  was  in  the  hands  of  a  private  company. 
Take  the  latest  problem  of  all.  the  electrification  of  main  lines  with 
dense  traffic.  Electric  working  is  constantly  pushing  out  from  New 
York  and  Philadelphia,  from  London  and  Liverpool  and  Manches- 
ter. And  meanwhile  the  Prussian  Government  has  carried  out  some 
interesting  and  exhaustive  experiments  on  a  special  track  at  Zossen. 
Railroading  is  a  progressive  science.  New  ideas  lead  to  new  in- 
ventions, imply  new  plant,  new  methods.  And  this  means  the  spend- 
ing of  much  new  capital  to  be  recouped  by  larger  economies  later  on. 
The  State  official  mistrusts  ideas,  pours  cold  water  on  new  inventions, 
grudges  new^  expenditure.  No  one  questions  the  ability  of  the  Ger- 
man people.  German  manufacturers,  German  merchants,  German 
bankers  have  taught  the  business  world  a  good  deal  in  recent  years. 
German  railway  men  have  written  many  books,  some  of  them  valu- 
able :  but  in  practical  operation  they  have  taught  the  railway  world 
nothing.    Why?    Is  it  because  they  are  State  officials? 

ENGLISH  GOVERNMENT  MANAGEMENT   OF   TELEGRAPHS  AND 

TELEPHONES. 

Certainly  English  experience  of  undertakings  in  the  hands  of 
public  authorities  would  lead  us  to  suppose  so.  English  experience 
confirms  the  conclusion  of  the  Italian  commission  of  1881  that  "  the 
State  is  more  likely  to  tax  industry  than  to  foster  it."  Fifty  years 
ago  the  English  Government  acquired  the  telegraphs.  Three  official 
estimates  of  the  cost  of  acquisition  were  put  forward.  The  first  was 
for  $11,679,600:  the  second  was  for  $-29,199,000;  and  the  third  was 

1  Possibly  the  Scbmitt  locomotive  superlaeater  migrht  be  claimed  by  the  German  rail- 
ways as  an  important  improvement  of  which  the  credit  is  theirs. 


1244       INTERSTATE  AXD  FOREIGN  TRANSPORTATION. 

for  $32,848,875.  According-  to  the  official  figures  the  capital  account 
was  finally  closed  with  a  total  expenditure  of  $52,887,289.  On  the 
basis  of  the  $29,199,000  capital  cost,  the  post  office  estimated  to  obtain 
an  annual  net  revenue  of  $987,900.  The  fact  had  been  that,  on  the 
average  of  the  last  10  vears,  there  has  been  a  loss  of  more  than 
$4,866,500  per  annum. 

The  act  authorizing  the  Government  to  acquire  the  undertakings 
of  the  telegraph  companies  was  passed  in  1868.  In  the  following 
year  a  further  act  was  passed  giving  the  post  office  the  monopoly 
of  the  business.  When  telephones  were  invented  the  post  office  did 
nothing  to  encourage  their  development.  It  merely  looked  on  while 
private  companies  undertook  the  work.  As  soon  as  it  became  evi- 
dent that  the  thing  was  serious,  the  post  office  took  fright  and  started 
out  to  defend  its  monopoly.  After  long  litigation  the  supreme  court 
of  appeal  decided  that  a  statute  passed  many  years  before  telephones 
were  born,  giving  the  Government  the  monopoly  of  telegraphs,  ex- 
tended to  all  forms  of  electric  communication.  And  thereupon  the 
post  office  proceeded  to  handicap  its  rival  by  imposing  a  license  fee 
of  10  per  cent  on  all  telephone  gross  receipts.  Not  content  with  this, 
it  took  all  the  trunk  lines  into  its  own  hands,  leaving  the  company 
onl}^  the  local  exchanges.  It  reserved  certain  areas  for  itself,  charac- 
teristically giving  in  these  areas,  except  in  quite  populous  places, 
telephone  service  only  from  8  a.  m.  to  8  p.  m.  on  week  days :  whereas 
all  the  company's  offices  were  open  continuously.  And  last,  not  least, 
it  only  granted  short-term  licenses,  so  that  the  company  had  diffi- 
culty in  raising  necessary  new  capital.  Spite  of  all  these  difficulties, 
the  company  managed  to  pay  a  fair  dividend  till  finally  in  1911  the 
licenses  expired  and  the  post  office  took  over  the  whole  business.  It 
has  already  succeeded  in  converting  a  surplus  into  a  substantial 
deficit.  And  one  is  keeping  well  within  the  facts  to  say  that  so  far 
the  service  to  the  public  has  not  improved. 

The  English  post  office  has  made  yet  another,  though  less  im- 
portant, effort  in  the  direction  of  "  taxing  industry  rather  than 
fostering  it."  It  had  been  urged  for  many  years  to  establish  a  special 
delivery  service  for  letters,  and  had  steadily  refused,  alleging  that 
there  was  no  substantial  public  demand.  Some  25  years  ago,  an 
enterprising  company  started  in  London  a  district  messenger  service. 
It  was  found  to  meet  a  real  need,  and  seemed  to  be  likely  to  establish 
itself  successfully.  Thereupon  the  post  office,  which  has  a  statutory 
monopoly  of  the  carriage  of  letters,  promptly  took  action.  It  began 
by  hampering  its  more  nimble  rival  with  a  heavy  license  duty,  and 
it  went  on  to  establish  a  service  of  its  own,  which,  though  less  con- 
venient and  flexible,  was  considerably  cheaper.  Naturally  the  com- 
pany was  hard  hit,  and  it  has  only  maintained  its  existence  by  under- 
taking other  work,  such  as  that  of  a  theatrical  ticket  agency.  The 
net  result  is  that  London  has  two  inferior  services  instead  of  one 
good  one.  Whether  the  post  office  makes  a  profit  or  a  loss  the  pub- 
lished accounts  do  not  show. 

MUNICIPAL  ELECTRICITY   IN   ENGLAND. 

England  is  admittedly  behind  her  two  great  commercial  rivals, 
the  TTnited  States  and  Germany,  in  the  application  of  electricity  to 
commercial  purposes.     And  this  we  owe  to  the  fact  that  the  muni- 
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cipal  autlioritios  have  faithfully  folloAved  the  lead  of  the  f)Ost  office. 
Gas  lighting  was  introduced  all  over  the  country  by  private  com- 
panies; but  the  gas  undertakings  in  most  of  the  important  cities  have 
long  ago  passed  into  the  hands  of  the  municipalities.  And  as  a  rule, 
as  private  enterprise  had  piloted  them  safely  through  their  early 
stages  of  development,  they  have  been  the  source  of  considerable 
profits  to  the  citv  exchecjuer.  About  30  years  ago,  when  electric 
lighting  first  became  connnercially  possible.  Parliament,  by  an  act 
l^assed  in  1S82.  and  an  amending  act  passed  in  1888,  laid  down  a 
general  code  regulating  the  subject.  Broadly  to  this  effect:  Either 
a  company  or  a  local  authority  may  apply  to  the  competent  depart- 
ment of  the  government,  the  board  of  trade,  for  an  order — or,  in 
American  phrase,  charter.  If  both  a  company  and  a  local  authority 
apply  for  an  order  relating  to  the  same  area,  it  is  the  application 
of  the  local  authority  only  that  is  granted,  unless  under  exceptional 
circumstances.  If  an  order  is  granted  to  a  company,  it  expires  after 
42  years.  The  original  period  was  only  21  j^ears;  but  it  was  found 
that  on  this  condition  no  company  could  raise  capital. 

If  an  order  is  granted  to  a  local  authority,  it  is  in  perpetuity. 
The  order  gives  to  the  grantees,  unless  and  until  a  new  order  admits 
a  competitor,  which  in  practice  never  now  happens,  a  monopoly  of 
supply  within  the  scheduled  area.  The  board  of  trade  has  wide 
discretion  to  revoke  the  order  where  the  grantees  have  not  substan- 
tially carried  out  the  works  projected  or  where  they  fail  to  furnish 
a  satisfactory  supply.  The  upshot  of  these  conditions  has  been  this. 
At  the  outset  a  large  number  of  local  authorities  applied  for  orders, 
apparently  merely  with  the  object  of  keeping  out  private  enterprise, 
for  they  took  no  steps  whatever  after  they  had  obtained  their  orders 
to  put  them  into  efi'ect.  After  considerable  delay  the  bulk  of  these 
blockiiig  orders  were  revoked,  but  private  enterprise  had  meanwhile 
been  effectively  warned  off.  When  at  length  it  became  evident  that 
public  electric  supplies  must  come,  in  some  areas  companies  were 
grudgingly  admitted ;  in  other  areas  the  local  authority  undertook 
the  work  itself;  whichever  happened  it  was  a  very  frequent  com- 
plaint that  the  local  authority  was  more  concerned  for  the  protection 
of  the  existing  revenue  from  its  gas  undertaking  than  for  the  devel- 
opment of  the  new  force,  which  science  was  ready  to  put  at  the  dis- 
posal of  the  public. 

A  later  phase  of  the  situation  came  into  view  when  the  suitability 
of  electricity,  not  merely  for  lighting,  but  for  power  purposes,  be- 
came manifest.  A  municipality  could  not  legally  supply  beyond  its 
own  restricted  area.  And  industrial  districts  in  their  development 
pay  no  attention  to  city  boundaries.  Numerous  companies,  influ- 
entially  supported,  brought  forward  schemes  of  wholesale  genera- 
tion with  modern  plants  for  large  districts.  A  good  many  orders 
were  granted.  Only  one  of  the  schemes  has  been  even  a  moderate 
success.  And  a  chief  reason  has  undoubtedly  been  that  the  munici- 
pal authorities  of  the  important  cities  geographically  included  in 
the  various  districts  fought  successfully  to  deprive  the  power  com- 
panies of  the  right  to  supply  wnthin  their  cities,  alleging  that  it 
was  not  in  the  public  interest  that  private  companies  should,  for 
selfish  ends,  compete  with  undertakings  carried  on  at  the  public 
expense  and  for  the  public  benefit.  And  so  England  is  still  mainly 
given  over  to  small  separate  undertakings,  which  can  not  in  the 
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nature  of  things  give  a  cheap  supph^,  and  which  in  many  cases  are 
unable  to  give  a  supply;  on  such  a  scale  as  would  be  necessary  if  a 
large  manufacturer  clesired  to  substitute  electricity  for  steam  as  the 
motive  power  in  his  factory. 

PUBLIC    OFFICIALS    AND    COMMERCIAL    MANAGERS. 

Other  instances  might  be  cited  from  English  experience.  But  the 
above  are  sufficient  to  show  that  in  England  at  least  the  official  is  not 
eager  to  foster  industry;  that  he  will  fight  to  maintain  the  ac- 
(juired  situation  of  his  public  undertaking,  however  much  it  may  be 
in  the  interest  of  the  public  itself  that  the  situation  should  be'  mod- 
ifiecl.  It  might  have  been  expected,  a  priori,  that  public  officials, 
having  only  the  public  interest  to  serve,  and  having  no  shareholders 
to  whom  increase  or  decrease  of  profits  means  increase  or  decrease 
of  dividends,  would  be  more  ready  to  take  reasonable  risks,  more 
complaisant,  less  meticulous  to  protect  their  undertakings  to  the 
utmost,  than  the  managers  of  commercial  companies.  But  experi- 
-  ence  shows  that  the  reverse  is  the  case.  The  careful  Prussian  regu- 
I  lations  limiting,  and  in  practice  usually  excluding  altogether,  the 
lability  of  the  railway  administration  for  delay,  loss  or  damage  of 
freight,  have  already  been  mentioned.  It  may  be  added  that  the 
Prussian  railways  have  an  elaborate  system  of  "  delivery  insurance  " 
under  which,  by  making  an  extra  payment,  the  shipper,  if  the  ample 
legal  limit  of  time  for  transportation  is  exceeded,  can  recover  some 
extra  compensation  from  the  railway.  It  is  difficult  to  imagine  what 
would  be  the  attitude  of  a  shipper  in  England  or  the  United  States, 
if  he  w^as  asked  to  insure  at  his  own  expense  the  fulfillment  by  the 
railway  company  of  its  common  law  duty  to  him  to  deliver  his 
freight  within  a  reasonable  time. 

In  every  country  where  railways  are  highly  developed,  rates  for 
freight  consigned  in  full  carloads  are  lower  than  for  freight  con- 
signed in  retail  quantities.  And  the  practice  is  abundantly  justified, 
commercially  on  the  ground  that  the  wholesale  price  is  always  less 
than  the  retail,  and  technically  on  the  ground  of  the  saving  of  operat- 
ing cost  to  the  railroad.  England,  where  the  public  still  persists  in 
regarding  to  railwaj^  truck  as  only  a  slightly  modified  carrier's  cart, 
makes  the  least  reduction,  averaging  perhaps  15  to  20  per  cent. 
France  makes  more.  America,  which  usually  concedes  the  reduction 
of  two  classes  in  the  classification,  makes  still  more.  But  Prussia 
goes  much  further  than  any  other  country.  Freight,  not  classified  as 
entitled  to  exceptional  rates,  and  therefore  carried  at  the  rates  of 
the  normal  tariff,  is  charged  in  the  ratio  of  9  to  4,  according  to 
whether  it  takes  the  10-ton  or  the  package-freight  rate.  And,  as  a 
result  of  this  method  of  charging,  95  per  cent  of  the  Prussian  traffic 
is  in  carload  lots.  The  system  is  highly  convenient  and  profitable 
to  the  railroad,  for  it  evidently  leads  to  the  more  economical  occupa- 
tion both  of  the  road  and  the  freight  cars.  Whether  it  is  equally  in 
the  public  interest  is  more  than  questionable. 

Assume  that  a  freighter  at  a  way  station  20  miles  Avest  of  Berlin 
wishes  to  send  2  tons  of  merchanclise  to  a  similar  station  10  miles 
short  of  Frankfort.    He  has  two  courses  open  to  him.    Either  he  can 

send  it  direct if  he  does,  he  will  be  charged  4.5  cents  per  ton  per 

mile — or  he  can  hand  it  over  to  a  "  spediteur  "  or  forwarding  agent. 
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In  that  case  the  "  spediteur  "  will  take  it  back  to  Berlin  at  the  less- 
than-carload  rate,  send  it  thence  to  Frankfort  as  part  of  a  10-ton 
consignment,  and  thence  reconsign  it  back  to  its  destination  as  pack- 
age freight.  The  consignor  Avill  gain  something  in  money — the  small- 
est proportion,  namely,  of  the  difference  between  the  package  freiglit 
rate  and  the  sum  of  the  three  rates  paid  by  the  "spediteur"  which 
the  "spediteur"  thinks  will  induce  the  consignor  to  continue  to  deal 
with  him  in  future.  But  lie  will  hardly  gain  in  promptitude  of  de- 
livery. Can  it  be  doubted  that  in  this  instance  it  is  railroad  interest 
rather  than  public  convenience  which  is  primarily  regarded  ?  ^ 

Here  is  a  comparison  on  all  fours  of  English  and  Prussian  meth- 
ods: In  England  any  respectable  shipper — and,  indeed,  any  private 
individual — can  open  what  is  known  as  a  "  ledger  account "  with  the 
railway  company.  He  then  obtains  practically  two  months'  credit  for 
the  carriage  of  his  shipments.  The  account  for  each  month  is  ren- 
dered by  the  company  to  the  shipper  at  the  end  of  the  month,  and 
then  the  shipper  has  another  month  in  which  to  pay.  Oftentimes  the 
month  is  exceeded.  If  the  shipper  disputes  any  item,  on  whatever 
ground  seems  to  him  sufficient,  he  strikes  it  out  and  only  pays  the  bal- 
ance. And  the  railway  submits  as  of  course  to  the  charge  remaining 
in  suspense  till  the  matter  is  settled.  In  Prussia  a  shipper  can  open 
a  monthly  account,  provided  his  average  freight  payments  amount  to 
not  less  than  $75  a  month,  and  provided  he  deposits  with  the  railway 
administration  cash  or  securities  equal  in  value  to  one  and  one-half 
times  his  average  monthly  account.  If  in  the  course  of  the  month  his 
shipments  reach  the  value  of  the  securities  deposited,  he  must  either 
increase  his  deposit  or  pay  prompt  cash  for  the  rest  of  the  month. 
That  this  difference  of  method  is  not  due  to  the  fact  that  the  railways 
are  in  the  one  case  in  England  and  in  the  other  Prussia,  but  rather  to 
the  fact  that  in  the  one  case  they  are  in  the  hands  of  private  compa- 
nies and  in  the  other  in  those  of  State  officials  may  be  concluded  from 
the  attitude  of  the  State  in  England  in  the  case  of  those  commercial 
undertakings  which  it  does  manage.  In  England  the  maintenance 
of  a  deposit  covering  prospective  telephone  calls — or,  rather,  two  de- 
posits, one  for  local  and  one  for  long-distance  calls — is  as  rigidly 
insisted  on  as  is  the  corresponding  deposit  by  the  Prussian  State 
railways;  and  a  householder  who  neglects  to  replenish  his  deposit 
when  exhausted,  even  though  it  may  be  only  a  few  shillings  over- 
drawn, finds  his  telephone  service  cut  off  without  more  ado. 

As  for  liability  for  loss  and  damage,  the  regulations  are  sufficiently 
frank  and  drastic.  "  The  postmaster  general  is  not  liable  for  any 
loss  or  damage  which  may  be  caused  by  the  failure  of  any  telephonic 
communication,  whether  such  failure  is  or  is  not  due  to  the  act  or 
default  of  any  officer  of  the  post  office."  And  the  regulations  in  re- 
spect of  the  telegraph  service  are  to  the  same  effect.  Can  such  regu- 
lations be  justified  in  the  public  interest?  Can  it  be  right  that  the 
public  in  its  corporate  capacity  should  refuse  justice  to  its  own  indi- 
vidual members?  Can  these  regulations  be  explained,  except  on  the 
theory  that  they  are  imposed  by  the  State  official  for  his  own  con- 
venience, and  submitted  to  by  the  public,  because,  while  individuals 

1  It  should  be  further  noted  that  these  "  spediteur "  charges,  which  are  not  incon- 
siderable in  the  aggi-egate,  should  be  added  to  the  railway  freight  rates  if  we  wish  to 
estimate  the  total  rates  paid  by  the  Prussian  shipper  as  compared  with  his  competitors 
in  other  countries, 
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can  invoke  the  aid  of  the  State  against  a  powerful  private  corpora- 
tion, they  have  no  means — unless  in  the  last  resort  and  in  cases  of 
supreme  importance — of  redress  against  the  action  of  the  State  itself  ? 

CIVIL-SERVICE  RULES   AND  PROMOTION   BY  MERIT. 

To  turn  to  a  different  point.  Railv?ay  management,  on  its  main 
sides  of  policy,  operation  and  traffic,  is  essentially  a  commercial 
business,  requiring  commercial  training  and  commercial  aptitude. 
The  railway  man,  if  he  is  to  serve  his  customers  and  his  shareholders 
properly,  must  look  ahead,  plan  boldly  for  the  future,  and  not  fear 
to  take  risks.  His  mind  must  be  alert  to  recognize  and  use  every 
new  technical  improvement,  that  so  he  may  give  the  best  possible 
service  at  the  minimum  possible  expense.  He  must  be  quick  to 
observe  the  course  of  trade,  the  changes  of  demand,  the  potentiali- 
ties of  new  markets  and  new  sources  of  supply,  and  to  adjust  his 
tariffs  accordingly.  Above  all,  he  must  keep  abreast  of  his  work, 
however  arduous,  even  though  it  means  working  all  day  and  half 
the  night,  and  double  tides  on  Sunday.  If  he  fails — at  least  in  the 
employ  of  a  private  company — he  goes;  and  a  better  man  takes  his 
place. 

Can  we  expect  these  qualities  from  a  State  official?  Let  the 
Italian  commission  answer.  It  is  true  they  wrote  35  years  ago,  but 
human  nature  has  not  greatly  altered  in  the  interval.  "  On  a 
State  railway  system  the  personnel  would  be  chosen  according  to 
civil-service  rules.  Seniority  would  count  more  than  merit  or  special 
qualifications.  *  *  *  There  would  be  bureaucratic  dilatoriness, 
incompatible  with  railway  service.  This  applies  specially  to  the 
executive  officers,  who  need  to  have,  in  the  highest  degree,  industrial 
energy,  initiative  in  planning  improvements,  commercial  intelligence 
essential  in  controlling  the  various  classes  of  expenditure ;  who  have 
to  encourage  traffic,  improve  service,  maintain  discipline,  and  so 
forth.  The  chief  officers  and  their  staff  must  have  a  personal  interest 
to  stimulate  them,  and  a  high  sense  of  responsibility  to  encourage 
them  to  perform  their  duty.  And  for  men  like  these,  the  State 
would  substitute  officials  with  no  personal  interest  in  the  operating 
results.  Further,  the  Government  employee  is,  as  a  rule,  worse  paid 
and  subject  to  less  severe  discipline  than  men  in  private  employment, 
and,  consequently,  he  does  less  work. 

When  the  operation  of  the  Upper  Italian  Railways  was  temporarily  taken 
over  by  the  State  only  a  short  time  elapsed  before  the  discipline,  energy,  and 
promptitude  of  the  staff,  which  had  been  excellent,  broke  down  and  the  service 
became  abominably  bad.  The  general  rule  is  that  Government  employees  do 
less  work,  consequently  more  men  have  to  be  employed,  and  the  wages  bill 
accordingly  goes  up.  ' 

That  on  this  last  point  the  commissioners  were  true  prophets  the 
Italian  experience  since  1909,  which  has  been  recorded  already, 
sufficiently  shows.  As  for  "  industrial  energy,"  "  initiative  in  im- 
provements," and  "  commercial  intelligence  "  let  the  Prussian  history 
of  unchanged  methods  and  cast-iron  tariffs  testify.  But  there  is  a 
more  important  point  than  these.  There  is  general  agreement,  both 
in  America  and  England,  that  to  avoid  the  worse  evil  of  political 
patronage  appointments  in  the  public  service  must  be  made  by  civil- 
service    methods.     This    means    appointment    by    an    examination, 
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mainly  literary,  at  an  early  age,  a  life  tenure  except  in  cases  of  gross 
incompetence,  and  promotion  mainly  by  seniority.  Will  any  human 
being  claim  that  American  railroads  would  have  achieved  their 
magnificent  record  of  technical  progress,  of  rate  steadily  reduced  in 
face  of  a  steady  rise  not  only  of  railroad  wages,  but  of  prices  of 
almost  all  other  necessities  of  life,  if  the  management  of  the  rail- 
roads had  been  in  the  hands  of  men  originally  selected  by  an  examina- 
tion 40  years  before  who  had  since  risen  to  the  top  not  as  the  result 
of  conspicuous  competence,  but  by  sheer  seniority?  And  would  the 
men  who  are  now  at  the  head  of  the  railways  have  stopped  in  the 
Government  service  had  they  entered  it  as  young  men  if  they  had 
only  had  the  prospects  of  promotion  and  compensation  which  Gov- 
ernment service  affords? 

POSSIBLE  ABUSES  OF  PRIVATE  OWNERSHIP. 

At  this  stage  it  may  be  fairly  said  "  Granted  that  State  railway 
systems,  like  all  other  human  institutions,  are  far  from  perfect,  what 
about  the  abuse  of  private  ownership  ?  "  And  the  point  is  a  fair 
one.  It  might  well  be  that  the  abuses  of  private  ownership  are  so 
gi'eat  that  State  ownership  implies  at  least  the  lesser  of  t^yo  evils. 
How  do  the  facts  stand? 

In  the  old  days  in  England  there  was  a  saying  of  an  official  of  the 
board  of  trade — afterwards  well  known  as  a  director  of  one  of  the 
great  English  railways  and  president  of  the  Grand  Trunk  Railroad 
of  Canada,  Sir  Henry  Tyler — which  became  famous:  "If  the  State 
does  not  control  the  railways,  the  railways  will  control  the  State." 

And  thirty  or  forty  years  ago,  when  the  railway  directors  were 
strongly  entrenched  in  a  House  of  Commons  elected  on  a  very  re- 
stricted suffrage,  the  phase  perhaps  represented  something  more  than 
a  mere  rhetorical  exaggeration.  In  reference  to  England,  as  it  is 
to-day,  the  idea  is  only  laughable.  The  railways  are  absolutely  pow- 
erless to  resist  public  opinion.  Five  and  twenty  years  ago  the  House 
of  Commons  threw  into  the  waste-paper  basket  the  original  schedules 
of  maximum  rates — on  the  faith  of  which  private  capitalists  had 
embarked  $5,000,000,000  in  constructing  railways.  After  an  inquiry 
lasting  over  10  years,  they  formally  enacted  new  schedules  of  maxi- 
mum rates  which  the  companies  "  might  lawfully  charge  and  make." 
The  companies  were  so  ill-advised  as  to  take  Parliament  at  its  word. 
And  they  proceeded  in  many  instances  to  "  charge  and  make  "  accord- 
ingly new  rates  which  implied  considerable  advances  on  the  scale 
then  in  force.  Shippers  rose  in  revolt  and  refused  to  pay.  In  the 
ver}^  next  session  Parliament  deprived  the  companies  of  the  power 
which  it  had  given,  and  enacted  that  thenceforward  no  railway  com- 
pany should  increase  any  rate  to  which  one  single  shipper  objected, 
unless  the  company  could  prove  affirmatively  in  a  court  of  justice 
that  the  increase  of  rate  was  justified  by  increased  cost  of  doing  the 
business.  Similarly  in  America.  There  was  a  time — it  will  hardly 
be  denied  by  anyone  to-day — when  the  great  railroads  had  inordi- 
nate powers,  and  those  powers  were  concentrated  in  the  hands  of  a 
single  man.  Not  only  might  he  abuse  them  for  private  interest,  but 
in  any  case  the  powers  were  despotic.  And  democracies  will  not 
tolerate  despotisms,  even  if  benevolent.  But  the  president-despot — 
benevolent  or  otherwise — has  long  been  dead.     And  his  day  returns 
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not.  Serious  critics,  both  in  England  and  America,  have  questioned 
whether  private  capital  will  continue  to  invest  in  railways,  if  the 
State  continues  to  interfere  so  drastically  both  with  operation  and 
with  rates.  But  no  one  is  heard  seriously  to  assert  that  Parliament 
and  Congress  lack  the  power  to  make  their  will  effective,  whatever 
the  railroads  may  say  or  do. 

A  main  argument  put  forward  in  favor  of  the  nationalization  of 
railways  in  Prussia  was  that  the  tariff  system  of  the  private  com- 
panies was  honeycomed  with  rebates,  and  that  rebates  were  inev- 
itable under  private  ownership.  If  this  latter  statement  were  true, 
it  would  be  sufficient  justification  for  sweeping  away  private  owner- 
ship, without  more.  But  it  is  not  true.  If  after  70  years  of  private 
ownership  in  France  no  suggestion  has  ever  been  heard  that  rebates 
are  there  given,  it  is  fairly  safe  to  say  that  they  have  not  been  given. 
In  England  there  were  undoubtedly  special  favors  given  to  certain 
freighters  in  the  very  early  days,  not  probably  from  corrupt  motives 
but  merely  as  a  matter  of  commercial  custom.  To  big  customers  and 
keen  bargainers  rate  concessions  always  had  been  given  b}'^  the  car- 
riers, whether  by  road  or  by  canal,  and  at  the  outset  there  seemed  no 
reason  why  railroads  should  not  follow  the  example.  But  as  long 
ago  as  1854,  in  words  that  were  practically  copied  in  the  original 
United  States  act  to  regulate  commerce  33  years  later,  the  English 
Parliament  enacted  that  rates  should  under  the  same  circumstances 
be  the  same  to  all,  and  that  if  circumstances  were  different  the  differ- 
ence in  rate  should  be  proportionate  to  the  difference  in  circum- 
stances. And  thereupon  rebates  disappeared  from  English  railway 
history.  "  It  is  remarkable  " — the  words  are  those  of  a  House  of 
Commons  committee  reporting  in  1882  after  an  exhaustive  investi- 
gation— "  that  no  witnesses  have  appeared  to  complain  of  preferences 
given  to  individuals  by  railway  companies  as  acts  of  private  favor  or 
partiality  such  as  were  more  or  less  frequent  in  the  years  before  the 
act  of  1854."  One  still  sees  from  time  to  time  fines  inflicted  upon 
American  railroad  companies  for  offenses  of  this  nature.  But  in 
almost  every  case  the  transgression  had  occurred  some  years  before 
the  infliction  of  the  fine.  It  is  safe  to  say  that  nobody  in  America 
to-day  believes  either  that  secret  rebates  exist  to  an  appreciable  ex- 
tent or  that  the  railroad  officials  desire  to  revive  the  practice  of  giving 
them. 

Somewhat  analogous  to  direct  rebates  are  concessions  given  to 
traders  and  other  persons  whom  it  is  desired  to  influence  by  liberal 
payment  of  claims  for  loss  and  damage  of  freight,  by  underclassi- 
fication,  free  transportation,  etc.  In  France,  with  a  noncompetitive 
system,  such  practices  have  apparently  never  existed.  In  England 
they  have  never  cut  much  figure,  and  as  long  ago  as  1902  the  estab- 
lishment of  a  joint  claims  committee  by  the  companies  themselves 
put  an  end  to  such  abuses  in  this  respect  as  did  exist.  Free  passes 
in  England  have  never  been  an  abuse,  of  which  the  best  proof  is  that 
they  still  remain  unregulated  by  law.  and  a  manager  can  any  day 
privately  give  a  free  pass  to  whom  he  pleases.  That  free  transporta- 
tion and  the  payment  of  bogus  claims  were  serious  abuses  on  the 
American  railroads  not  so  many  years  ago  is  undeniable.  No  one 
doubts  that  they  are  practically  eradicated  to-day.  And,  after  all, 
the  abuse  of  free  transportation  is  not  confined  to  private  railroads. 
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Not  very  many  years  ago  the  Melbourne  Age,  the  leading  paper  in 
the  Australian  State  of  Victoria,  published  a  list,  occupying  11^ 
closelj'  printed  columns,  of  free  passes  granted  by  the  State  railways 
to  the  relations  and  friends  and  dependents  of  members  of  Par- 
liament. 

STATE  RAILWAYS  NOT  USUALLY  PROFITABLE. 

Our  history  has  then  reached  this  stage.  In  the  two  countries 
where  the  railways  are  still  wholly  in  private  ownership,  the  United 
States  and  the  United  Kingdom,  nationalization  can  not  be  justified 
on  the  ground  of  lack  of  private  enterprise.  Nor  is  it  necessary  to 
avoid  abuses,  for  those  abuses  can  be  either  prevented  or  cured  by 
adequate  State  regulation  and  supervision.  Further,  it  does  not 
appear  that  the  State  is  likel.y  to  build  railways  cheaper.  Still  loss, 
that  it  will  surpass  private  companies  in  efficiency  of  management 
and  Avill  therefore  have  available  more  net  revenue  to  be  applied 
either  to  improvement  of  service  or  reduction  of  rates  in  the  country 
as  a  whole. 

With  the  exception  of  the  South  African  Dominion — whose  rail- 
ways are  not,  however,  important,  and  which  owe  their  moderate  suc- 
cess to  the  fact  that  the  great  mining  community  of  Johannesburg, 
importing  almost  everything  it  consumes  and  accustomed  to  pay  gold 
miners'  prices,  is  many  hundreds  of  miles  from  the  sea — Prussia  is 
the  only  country  where  the  State  system  shows  a  substantial  profit 
after  payment  of  operating  expenses  and  interest  on  capital.  And 
this  fortunate  position  Prussia  owes  to  two  things — it  bought  the 
railways  at  a  most  opportune  moment,  just  before  the  great  industrial 
and  commercial  development  that  has  made  modern  Germany,  and 
the  Government  has  been  powerful  enough  to  maintain  the  scale  of 
rates,  as  we  have  seen,  practically  unaltered  over  a  long  series  of 
3'ears.  Belgium  roughly  makes  both  ends  meet.  Switzerland  the 
same.  The  smaller  German  States  and  the  Australasian  Colonies, 
speaking  broadly,  over  a  series  of  years,  have  to  make  up  some  part 
of  their  interest  charges  out  of  general  taxation.  Austria,  Italy,  and 
France,  on  its  State  railways,  as  we  have  seen,  produce  deplorable 
financial  results. 

IS  STATE  ^lANAGEMENT  MORE  EQUITABLE? 

It  is,  however,  claimed  that  the  State  would  apportion  its  favor 
with  a  more  equal  hand ;  would  level  the  backward  parts  of  the  coun- 
try up  to  the  standard  of  the  better  developed ;  and  adjust  rates  and 
fares  more  equitably.  These  were  promises  made  by  the  Prussian 
Government  when  they  took  over  the  railways.  And  so  far  as  the 
first  half  of  the  promise,  the  extension  of  the  railroads  into  poor  dis- 
tricts, is  concerned,  unquestionably  it  has  been  fulfilled.  But  the 
reason  is  to  be  found  not  in  the  beneficence  of  the  State  so  much  as 
in  the  fact  that  the  only  power  in  Prussia  that  counts,  beside  the 
throne,  is  that  of  the  agrarian  party,  the  junkers.  Partly  owing  to 
their  hereditary  influence  over  the  executiA^e  Government,  and  partly 
to  the  fact  that  the  agricultural  districts  are  enormously  overrepre- 
sented  in  the  Prussian  parliament,  they  have  succeeded  in  getting  a 
good  share  of  the  surplus  revenues  from  the  manufacturing  districts 
devoted  to  developing  their  own  estates.    On  the  other  hand,  as  has 
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already  been  mentioned,  when  it  comes  to  tariffs,  no  country  has  gone 
as  far  as  Prussia  in  giving  advantage  to  the  big  shipper  over  the 
small  man. 

In  Australia,  undoubtedly,  railroads  have  been  built  in  backward 
districts  which  private  enterprise  would  never  have  touched.  But  if 
a  railroad,  after  being  open  for  traffic  for  ten  or  a  dozen  years,  still 
hardly  does  more  than  pay  its  operating  expenses,  it  is  safe  to  say 
that  it  is  not  an  undertaking  which  would  have  been  entered  upon  at 
all  by  a  prudent  management  had  it  been  free  to  spend  its  capital 
where  it  would  do  most  good  to  the  public  as  a  whole.  In  other 
words,  the  reason  why  such  a  line  was  built  was  political  pressure. 
And  that  such  lines  are  common  enough  all  over  Australia  is  suffi- 
ciently well  known.  Indeed,  the  report  of  the  Victorian  State  rail- 
ways for  1907  gives  a  list  of  seven  branches,  with  an  aggregate  length 
of  46  miles,  constructed  at  a  cost  of  $1,883,336,  which  were  closed  for 
traffic  at  various  dates  between  1898  and  1904  and  abandoned  alto- 
gether because  gross  receipts  failed  even  to  cover  operating  expenses. 

The  claim  that  the  State  will  adjust  rates  and  fares  more  equitably 
is  more  difficult  to  deal  with.  The  famous  Prussian  finance  minister, 
Von  Miquel,  asserted  categorically  that  the  only  possible  policy  for  a 
State  system  was  to  adopt  a  rigid  tariff  uniform  over  the  whole  coun- 
try. And  that  is.  in  fact,  the  Prussian  system  of  to-day.  For  500 
miles  the  rate  is  10  times  that  for  50  miles.  Whether  this  is  equitable 
is  another  question.  It  certainly  does  not  cost  the  railway  10  times  as 
much  to  do  the  business.  Nor  does  it  seem  to  be  treating  the  shipper 
in  accordance  with  the  canon  of  taxation  which  says  that  the  end  to 
be  aimed  at  is  equality  of  sacrifice  by  the  taxpayer.  But,  be  that  as 
it  maj' ,  while  such  a  policy  is  possible  for  Prussia,  with  only  a  small 
seaboard,  and  where  the  Government  owns  not  only  the  railways  but 
the  canals,  it  is  unthinkable  in  England  or  in  America.  Imagine  an 
English  Government  charging  from  London  to  Edinburgh  10  times 
as  much  as  for  the  first  40  miles  out  of  London.  The  only  result 
would  be  to  drive  the  whole  of  the  traffic  to  the  coasting  steamers. 
As  for  America,  the  thing  is  still  more  possible.  To  quote  an  extreme 
case:  The  fact  that  after  years  of  deliberation  the  Interstate  Com- 
merce Commission  has  finally  decided  that  it  is  reasonable  to  charge 
more  for  a  carload  of  freight  from  Chicago  to  Denver  than  from 
New  York  to  San  Francisco  is  sufficient,  without  more,  to  show  that 
American  railways,  even  under  public  ownership,  would  need  to 
maintain  tariffs  in  broad  outline  such  as  those  existing  to-day.  Cer- 
tain modifications  might,  and  no  doubt  would,  take  place  gradually, 
but  the  essence  of  the  thing  would  needs  remain  unchanged.  Tariffs, 
that  is,  would  continue  to  be  dictated  not  by  a  priori  theories  but  by 
economic  necessities.  And  such  tariffs,  one  might  say  further,  would 
continue  to  be  denounced  as  unjust  and  unreasonable — as  the  inter- 
mountain  rates  have  been  for  a  generation  by  the  citizens  of  Colo- 
rado— by  those  Avhom  they  appeared  to  prejudice,  and  who  would 
naturally  lay  the  blame  on  the  railroad  managers,  whom  they  see, 
and  not  on  nature  and  geography,  which  keep  in  the  background. 

NATIONAL  RAILWAYS   IN   A   DEMOCRATIC  STATE. 

We  come  noAV  to  a  more  important  point,  a  point  which  may  prob- 
ably be  said  to  be  of  more  importance  than  all  the  others  put  together. 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  125'3 

Prussia  is  undoubtedly  tlic  most  successful  instance  of  State  railway 
management.  Reasons  have  been  given  already  for  thinking  that  the 
Prussian  success,  achieved  under  uniquely  favorable  circumstances, 
is  not  so  unicli  to  boast  of  after  all.  But  let  it  be  admitted  for  the 
sake  of  argument  that  the  success  is  as  brilliant  as  it  appears  to  the 
imagination  of  the  most  enthusiastic  Gernuin  professor.  The  point 
can  not  be  too  much  insisted  on  that  the  success  of  the  Prussian 
autocracy  is  no  argument  for  similar  success  in  the  hands  of  English 
or  American  democracies. 

A  great  American,  who  has  passed  over  the  majority  within  the 
last  12  months,  Mr.  Charles  Francis  Adams,  put  the  matter  nearly  40 
years  ago  in  words  that  have  so  often  been  quoted  that  they  have 
become  classic : 

In  applying  i*esults  drawn  from  the  experience  of  one  country  to  problems 
which  present  themselves  in  another,  the  difference  of  social  and  political  habit 
and  education  should  ever  be  borne  in  mind.  Because  In  the  countries  of  con- 
tinental Europe  the  State  can  and  does  hold  close  relations,  amounting  even 
to  ownership,  with  the  railroads,  it  does  not  follow  that  the  same  course  could 
be  successfully  pursued  in  England  or  in  America.  The  former  nations  are 
by  political  habit  administrative,  the  latter  are  parliamentary ;  in  other  words, 
France  and  Germany  are  essentially  executive  in  their  governmental  systems, 
while  England  and  America  are  legislative.  Now,  the  executive  may  design, 
construct,  or  operate  a  railroad ;  the  legislative  never  can.  A  country,  there- 
fore, with  a  weak  or  unstable  executive,  or  a  crude  and  imperfect  civil  service, 
should  accept  with  caution  results  achieved  under  a  government  of  bureaus.^ 

A  railroad  is  a  great  business  concern.  And  as  every  business 
man  knows,  a  business  concern,  if  it  is  to  prosper,  must  have  a 
single  directing  mind  at  the  head.  Under  an  autocratic  system  the 
head  is  the  minister  of  railways,  ultimately  responsible  to  the  mon- 
arch, and  to  him  alone.  He  may  consult  his  customers,  passen- 
gers, and  shippers,  listen  to  their  grievances,  and  welcome  their  sug- 
gestions— the  Prussian  Government  has  an  admirably  organized  sys- 
tem of  district  and  national  councils  for  this  ver}^  object.  But  he 
alone  decides.  The  King  of  Prussia  is  as  really  the  head  of  the 
railroads  as  he  is  the  head  of  the  army.  Between  a  railway  chief  in 
this  position  and  a  minister  in  a  democratic  country,  changing 
every  few  years  as  his  party  goes  in  or  out  of  power,  liable  at  any 
moment  to  be  outvoted  if  he  refuses  a  concession  that  a  substantial 
section  of  members  of  the  legislature  combine  to  demand,  no  com- 
parison is  possible.  "  The  executive  may  design,  construct,  or  op- 
erate a  railroad."  And  this  is  what  happens  in  Prussia.  "  The 
legislative  never  can,"  and  in  democratic  countries  it  is  the  legis- 
lative branch  of  the  government  which  not  only  decides  policy  but 
dictates  alwaj's  in  main  outline,  often  down  to  the  detail  of  a  par- 
ticular appointment  or  a  special  rate,  how  the  policy  shall  be  car- 
ried out. 

It  may  be  objected  that  in  every  country,  whatever  be  the  form 
of  government,  the  State  runs  the  post  office;  and  in  almost  every 
country  the  telegraphs,  if  not  the  telephones  also.  If  it  can  manage 
these,  why  not  also  railroads?  The  answer  is  that  between  these 
two  classes  of  business  there  is  no  analogy.  The  post  office  is  a 
purely  executive  business,  with  no  commercial  side  to  it.  Uniform 
rates,  2  cents  or  a  penny,  or  whatever  the  figure  may  be,  equal  for  all 

1  "  Railroads :  Their  Origin  and  Problems."     Edition  of  1888,  p.  115. 
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distances,  are  accepted  as  a  matter  of  course.  The  amount  is  so 
small  that  nobody  objects.  If  the  charge  for  a  letter  were  not  2 
cents  but  a  dollar,  people  would  fast  enough  be  found  to  protest  that 
it  was  unreasonable  to  charge  the  same  from  Wall  Street  to  Central 
Park  as  from  Boston  to  San  Francisco.  A  business  such  as  this 
can  be  managed  well  enough  by  a  civil-service  organization.  It  is 
essentially  a  matter  of  routine  and  operating  efficiency.  There  may 
be — in  fact,  there  usually  is — political  interference  in  reference  to 
appointments  and  promotions.  And  the  staff,  no  doubt,  avail  them- 
selves of  their  votes  to  improve  their  wages  and  working  conditions. 
But  this,  though  a  pretty  serious  matter,  is  not  so  vitally  important 
as  the  difficulties  on  the  side  of  commercial  management. 

Whether  a  new  railroad  shall  be  built  is  not  a  matter  where  prece- 
dents and  fixed  rules  can  decide.  It  can  only  be  decided  by  a  man- 
able  to  bring  to  bear  on  the  question  a  trained  mind  and  ripe  judg- 
ment, after  taking  into  account  all  the  factors  of  probable  traffic, 
probable  cost,  and  whether  the  limited  amount  of  capital  available 
would  not  be  better  employed  elsewhere,  perhaps  in  something  like 
double  tracking  or  the  construction  of  a  new  classification  yard, 
which  does  not  appear  directly  to  benefit  any  single  member  of  the 
public.  It  is  hard  enough  for  the  best  man,  left  free  to  exercise  his 
unbiased  judgment,  to  decide  such  questions  rightly.  Can  it  be  ex- 
pected that  they  will  be  decided  rightly  by  a  minister  responsible 
to  a  democratic  legislature,  each  member  of  which,  naturally  and 
rightly,  makes  the  best  case  he  can  for  his  own  constituents,  while 
he  is  quite  ignorant,  even  if  not  careless,  of  the  interests,  not  only 
of  his  neighbor's  constituency,  but  of  the  public  at  large?  The 
answer  is  written  large  in  railway  history. 

POLITICS  IN  SOUTH  AFRICAN   RAILWAYS. 

It  may  be  said  without  fear  of  contradiction  that  in  no  demo- 
cratic comnmnity,  where  the  railways  are  run  by  the  public  authori- 
ties, is  railway  capital  spent  on  construction,  developments,  and 
improvements,  or  railway  operation  conducted,  with  a  single  eye 
to  the  best  interests  of  the  whole  community.  To  produce  public 
evidence  of  this  statement  is  not  easy.  It  is  not  fair  to  quote  un- 
supported assertions  in  newspapers  or  elsewhere,  as  though  they 
were  proof.  The  men  who  know  the  facts  from  the  inside  are  not 
in  a  position  to  publish  them.  But  of  recent  years.  South  Africa 
has  spoken  out  with  considerable  freedom  on  the  subject  in  official 
documents.  And  South  Africa  may  well  serve  as  a  sample.  In 
March,  1907,  a  commission  on  the  cape  railways  reported  unani- 
mously that  it  "  was  impressed  with  the  necessity  of  removing  as 
far  as  possible  the  management  of  the  railways  from  the  influence  of 
party  politics."  Here  is  in  more  detail  an  account  of  the  reasons 
which  led  them  to  that  conclusion.  The  quotation  is  from  "A 
Memorandum  Relative  to  Railway  Organization,  Prepared  at  the 
Request  of  the  Railway  Commissioners  of  the  Cape  Government 
Railways,"  by  Sir  Thomas  R.  Price,  formerly  general  manager  of 
those  railways,  and   now   general   manager  of  the  Central   South 
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African  (i.  e.,  Transvaal  &  Orange  River)  Railways,  dated  Johannes- 
burg, February  22,  1907: 

POLITICAL  INFLUENCES — DISTURBING  EFFECT  OF. 

The  drawbacks  in  the  management  of  the  I'ailways  in  the  cape  that  call  for 
removal  arise  from  the  extent  to  which  and  the  manner  in  which  the  authority 
of  I'arliament  is  exercised.     They  are  twofold  in  their  character,  viz : 

(1)  The  practice  of  public  authorities,  influential  persons,  and  others  bent  on 
securing  concessions  or  other  advantages  which  the  general  manager  has  either 
refused  in  the  conscientious  exercise  of  his  functions  or  is  not  likely  to  grant, 
making  I'epresentation  to  the  commissioner  (as  the  ministerial  head  of  the 
Government),  supplemented  by  such  pressure,  political  influence,  or  other  means 
as  are  considered  perfectly  legitimate  in  their  way  and  are  best  calculated  to 
attain  the  end  applicants  liave  in  view. 

(Many  members  of  Parliament  act  similarly  in  the  interests  of  the  districts, 
constituents,  or  railway  employees  in  whom  they  happen  to  be  interested.  It 
is  l)y  no  means  unknown  for  the  requests  in  both  classes  of  cases  to  coincide 
somewhat  with  a  critical  division  in  Parliament — present  or  in  prospect — or 
otherwise  something  has  occurred  which  is  I'Cgarded  as  irritating  to  the  public 
or  embarrassing  to  the  Government,  and  the  desire  to  minimize  the  effect  by 
some  conciliatory  act  is  not  unnatural.) 

(2)  The  extent  to  which  the  fictitious  and  often  transitory  importance  which 
a  community  or  district  manages  to  acquire  obscures  (under  the  guise  of  the 
colony's  welfare)  the  consideration  of  the  railway  and  general  interests  of  the 
colony  as  a  whole. 

(During  the  earlier  period  of  my  railway  service  in  the  Cape  Colony  few 
things  impressed  me  more,  coming  as  I  did  from  a  railway  conducted  on  strictly 
business  lines,  than  the  extent  to  which  the  conduct  of  railway  afCairs  was 
influenced  by  certain  conditions.  Nor  was  this  impression  lessened  afterwards, 
when,  in  the  course  of  a  conversation  on  the  matter.  Sir  Charles  Elliott  men- 
tioned to  me  that  he  had  more  than  once  told  a  late  railway  commissioner, 
"  The  Government  is  powerful,  but  [mentioning  the  town  and  authority]  is 
more  powerful  still.") 

I  do  not  regard  it  as  open  to  doubt  that  the  colony  as  a  whole  has  suffered 
severely  in  consequence,  the  inland  portions  of  the  colony  particularly  so ;  and 
that  the  need  for  a  remedy  is  pressing  if  the  railroads  are  to  be  conducted  as  a 
business  concern  for  the  benefit  of  the  colony. 

MEANS    OF    SECURING   FREEDOM    FROM    POLITICAL    INFLUENCES. 

The  necessity  for  the  railways  and  their  administration  being  removed  from 
such  an  atmosphere  and  treated  as  a  most  valuable  means  of  benefiting  the 
colony  as  a  whole,  whilst  not  neglecting  the  interests  of  a  district  (but  not  sub- 
ordinating the  welfare  of  the  whole  colony  thereto),  is  pressing.  That  there 
should  be  an  authority  to  refer  to  in  case  of  real  necessity,  where  the  decision 
or  action  of  the  general  manager  is  not  regarded  as  being  in  the  public  interest, 
is  also  clear.  But  it  is  equally  manifest  that  the  commissioner  or  the  govern- 
ment of  the  day,  with  political  or  party  consideration  always  in  view,  is  not 
the  proper  court  of  reference. 

POLITICAL  INFLUENCES  AS   AFFECTING  CONSTRUCTION   OF   NEW   LINES. 

There  can  be  little  doubt  that  in  the  Cape  Colony  political  considerations  have 
influenced  the  adoption  of  new  lines  and  their  construction — many,  if  not  most 
of  them,  of  an  unprofitable  character — without  sufficient  inquiry  or  information, 
often  with  scanty  particulars  and  possibly  contrary  to  the  advice  of  the  officer 
afterwards  intrusted  with  the  construction  and  working  of  the  line. 

PROPOSALS    FOR    NEW    LINES PROCEDURE   RECOMMENDED. 

A  material  change  is  imperatively  necessary  in  this  respect,  if  only  to  insure 
solvency  of  the  colony. 

Neither  the  commission's  report  nor  Sir  Thomas  Price's  memoran- 
dum can  have  sufficed  to  change  matters,  for  in  May,  1915,  there  was 
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a  further  "  Memorandum  on  the  control  and  management  of  railways 
and  harbors "  presented  to  the  South  African  Parliament  by  the 
board  of  railway  commissioners.     Here  are  some  extracts  from  it : 

Any  minister,  however  able  and  strong  his  character  may  be,  is  under  the 
system  of  party  government,  insensibly  susceptible  to  party  considerations,  and 
is  in  constant  difficulties  in  giving  impartial  decisions.  *  *  *  It  is  perhaps 
natural  that  men  who  have  been  accustomed  to  the  methods  in  vogue  when 
the  railways  were  of  limited  extent  should  still  desire  to  cling  to  the  old  system 
of  control,  but  the  consequences  of  doing  so  can  not  but  be  misatisfactory. 
*  *  *  As  the  railways  and  their  working  were  regarded  as  part  and  parcel 
of  the  system  of  party  government,  with  the  obvious  advantage  to  the  party  in 
power,  the  reluctance  of  any  government  to  make  a  change  is  what  might  natu- 
rally be  expected.  Apart  from  the  magnitude  of  the  railways  and  the  number 
of  the  railway  servants  employed,  forces  have  of  late  years  come  into  promi- 
nence that  make  it  increasingly  urgent  that  the  railways  and  harbors  should 
be  regarded  and  administered  in  the  interests  of  the  whole  Union  and  not  as 
an  adjunct  of  the  party  that  is  in  power, 

POLITICS   IN   AUSTRALIA. 

Official  documents  have  not  let  us  behind  the  scenes  in  Australasia 
in  the  same  way  as  has  been  the  case  in  South  Africa.  But  the  pub- 
lic history  is  sufficiently  striking.  Down  to  the  year  1884  the  rail- 
ways in  all  the  different  colonies  were  managed,  like  any  other 
department  of  the  Government,  by  a  minister  directly  responsible 
to  Parliament.  This  system  was  not  a  success,  either  from  the 
financial  or  any  other  point  of  view.  In  1884  Victoria  led  the  way 
to  the  adoption  of  a  new  system.  A  buffer  was  inserted  between 
the  politicians  and  the  railways  in  the  shape  of  a  nonpolitical  com- 
mission. The  commission  was  composed  of  three  men  holding  office 
for  a  fixed  term  of  five  years,  and,  like  judges,  irremovable,  except  on 
a  vote  of  both  houses  of  Parliament.  The  members  were  all  profes- 
sional railway  men,  and  the  chief  commissioner  had  the  right,  in 
case  of  disagreement,  to  overrule  his  colleagues.  A  well-laiown  Eng- 
lish railway  man  was  appointed  to  fill  the  post  of  chief  commis- 
sioner. The  commission  had  not  power  to  undertake  the  construc- 
tion of  new  lines  without  the  consent  of  the  ministry,  but  the  entire 
responsibility  for  the  maintenance  and  working  of  the  existing  lines 
was  handed  over  to  them. 

The  example  of  Victoria  was  followed  by  South  Australia  in  1887, 
by  New  South  Wales  in  1888,  and  by  Queensland  and  New  Zea- 
land shortly  after.  In  each  case  the  first  chief  commissioner  was 
an  English  railway  man.  In  Victoria  the  new  system  was  not  over- 
successful.  Political  pressure  still  continued.  The  financial  posi- 
tion got  worse.  Budget  estimates  of  expenditure  were  largely  ex- 
ceeded. And,  as  has  already  been  mentioned,  free  transportation 
was  given  on  a  wholesale  scale  to  the  dependents  of  members  of 
Parliament.  After  much  mutual  recrimination  the  commission  was 
abolished  and  the  railways  handed  back  to  direct  political  control. 
Evidently  a  commission  which,  though  composed  of  individuals  per- 
sonally clean-handed,  is  not  strong  enough  to  crush  attempts  at 
jobbery  in  its  neighborhood  may  be  even  worse  for  the  public  interest 
than  a  minister  who  uses  his  patronage  for  political  ends,  for  the 
minister  can  at  least  be  watched  and  exposed  in  Parliament  by  politi- 
cal opponents,  while  a  commission  can  take  shelter  under  the  cloak 
of  its  statutory  irresponsibility. 
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Tlie  experience  of  New  South  Wales  was  different.  The  chief 
commissioner  appointed  in  1888  was  not  merely  a  brilliantly  able 
administrator,  but  a  man  of  iron  will.  He  insisted  on  managing 
the  railroads  connnitted  to  his  care  solely  in  the  public  interest.  And 
Avithin  four  years  he  had  succeeded  in  simultaneously  advancing 
Avages,  reducing  rates,  and  increasing  net  earnings  by  56  per  cent, 
thus  restoring  the  finances  to  a  satisfactory  position.  The  result  was 
curious.  The  commission  was  persecuted  by  a  "  large  number  of 
people  whose  influence  was  at  an  end  under  a  changed  state  of 
affairs."  Two  commissions  of  inquiry  were  appointed  to  investigate 
the  alleged  misdeeds  of  the  commissioners.  They  found  an  unhesi- 
tating verdict  for  the  defendants  on  every  count  of  the  long  indict- 
ment. An  address  of  confidence  was  signed  by  thousands  of  electors 
all  over  the  colony  and  presented  to  the  commissioners  at  an  en- 
thusiastic meeting  of  5,000  citizens  of  Sydney.  The  commissioners 
were  reappointed  for  a  second  term  of  five  years,  but  early  in  his 
second  term  the  chief  commissioner  died  suddenly.  Within  a  few 
years  things  had  gone  so  far  wrong  that  a  royal  commission  was 
appointed  to  investigate.  As  a  result  of  their  report  two  out  of  the 
three  commissioners  were  called  upon  to  retire. 

It  is  not  possible  here  to  go  through  the  varying  histories  of  all 
the  colonies.  One  important  phase  of  the  history  must  not,  how- 
ever, be  passed  over.  In  Victoria  in  1903  there  was  a  fierce  railway 
strike,  which  by  the  threat  of  a  drastic  bill  introduced  in  Parliament, 
with  the  support  of  an  almost  unanimous  public  opinion,  was 
promptly  put  down.  Thereupon  an  act  was  passed  depriving  all 
railway  servants  of  their  local  vote,  placing  them  on  a  separate  and 
distinct  register,  and  giving  them  poAver  to  elect  as  their  special 
representatives  one  member  to  tlie  council  and  two  to  the  assembly. 
In  1906  this  act  was  repealed  and  superseded  by  "An  act  to  abolish 
separate  representation  in  Parliament  of  public  officers  and  rail- 
way officers."  Section  4  (1)  and  (2)  of  this  act,  which  is  still  in 
force,  is  as  follows: 

(1)  lu  order  that  all  officers  may  be  enabled  to  render  loyal  and  efficient 
sers'ice  to  the  State,  it  is  hereby  enacted  that  no  person  or  class  of  persons 
employed  in  any  capacity,  whether  permanently  or  temporarily,  in  the  public 
service,  including  the  railway  service,  the  police  force,  the  State  rivers  and 
water-supply  department,  and  the  lunacy  department,  shall  either  directly  or 
indirectly  take  any  part  whatsoever  in  or  in  I'elation  to  election  of  members 
to  the  legislative  council  or  the  legislative  assembly,  or  directly  or  indirectly 
in  any  way  take  part  in  the  political  affairs  of  the  State  of  Victoria,  otherwise 
than  by  recording  a  vote  at  a  parliamentary  election ;  and  no  person  or  class 
of  persons  so  employed  shall  directly  or  indirectly  use  or  attempt  to  use  any 
influence  in  respect  to  any  matter  affecting  the  remuneration  or  position  in  the 
public  service  of  either  himself  or  any  other  person. 

(2)  If  any  person  so  employed  is  guilty  of  any  contravention  of  this  section, 
then  on  proof  thereof  to  the  satisfaction  of  the  public  service  commissioner, 
the  commissioners  of  railways,  the  chief  commissioner  of  police,  or  the  State 
commissioners  and  water-supply  commissioners,  or  the  inspector  general  of  the 
insane  (as  the  case  may  be)  such  person  may  by  the  said  authority  be  fined 
any  sum  not  exceeding  JEIO  and  may  be  reduced  in  class,  subdivision,  grade  or 
status,  and  salary,  or  he  may  be  dismissed  or  his  services  may  be  dispensed 
with,  provided  that  such  person  shall  not  be  dismissed  or  have  his  services  dis- 
pensed with  for  any  contravention  of  this  section  without  the  consent  of  the 
governor  in  coimcil. 

Victoria  had  in  1903  again  reverted  to  the  commissioner  system. 
It  imported  an  expert — this  time  from  America — and  a  striking  im- 
provement, both  in  operating  and  financial  results,  at  once  became 
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evident.  Since  then  there  has  been  a  relapse,  and  it  is  understood 
that  at  present  Victoria  is  once  more  considering  the  importation  of 
a  new  expert.  In  fact,  in  ahnost  every  colony,  the  management  has 
gone  through  various  phases.  Sometimes  there  have  been  commis- 
sions of  three,  at  other  times  single  commissioners.  At  one  time  a 
commission  has  had  full  power ;  at  another  time  it  has  been  more  or 
less  subordinated  to  a  minister.  Or,  again,  the  commission  has  been 
abolished  altogether,  and  the  railways  have  been  worked  by  a  general 
manager  whose  position  is  definitely  that  of  a  ministerial  sub- 
ordinate. 

Another  point  may  be  noted.  For  30  years  most  of  the  Australian 
States  have  imported  their  chief  official,  whether  entitled  commis- 
sioner or  general  manager,  from  England.  They  have  not  had  the 
pick  of  the  English  railway  service.  For  neither  in  authority  nor 
in  compensation  is  the  position  in  Australia  comparable  to  that  of  a 
general  manager  of  one  of  the  great  English  railways.  And  yet  the 
practice  continued.  Wliat  shall  be  said  of  an  organization  which 
can  not  train  its  own  young  men  to  become  chief  executives  ?  That 
the  men  are  there,  there  can  be  no  doubt.  No  one  would  suggest  that 
the  average  Australian  is  inferior  to  the  average  Englishman.  Is 
not  the  reason  that,  in  a  commercial  concern,  promotion  by  merit 
not  only  brings  the  best  men  to  the  top,  but  stimulates  every  man  to 
do  his  best,  while  Government  service  usually  only  gets  work  done 
at  the  rate  of  what  is  known  in  England  as  the  "  Government  stroke." 

POLITICS  IN  BELGIUM. 

The  history  of  Belgium  affords  a  singular  contrast  to  that  of 
Australia.  There  has  been  no  atteiupt  to  interpose  a  buffer  authority 
between  Parliament  and  the  railways.  The  political  minister  is 
frankly  the  head  of  the  railway  system.  And  what  is  more  remark- 
able the  same  political  party — called  Catholics  by  themselves  and 
Clericals  by  their  opponents — have  been  in  power  for  32  consecutive 
years,  and  up  to  the  time  of  the  war  they  showed  no  signs  of  losing 
their  hold  on  the  management  of  affairs.  It  is  claimed  by  the 
Liberal  and  Labor  opponents  of  the  present  ministry  that  this  long 
tenure  of  office  is  in  large  measure  due  to  the  patronage  and  influ- 
ence which  their  possession  of  the  railways  give  them.  Certain  it 
is  that  about  6  per  cent  of  the  total  votes  polled — in  Belgium  voting 
is  compulsory — are  those  of  the  railway  staff.  Certain  it  is,  too,  that 
the  State  administration  does  not  err  on  the  side  of  employing  too 
small  a  staff.  Per  kilometer  of  line  open  it  employs  19,1  persons 
while  the  Northern  Railway  Co.  of  France  on  its  lines  in  Belgium, 
where  the  traffic  is  certainly  not  below  the  average  of  the  State  sys- 
tem, only  finds  it  necessary  to  employ  12.91.  It  is  certain  also  that 
while  the  goods  rates,  which  are  only  directly  paid  by  a  few  per- 
sons, have  been  maintained  unreduced — it  is  fair  to  remember  that 
even  now  they  are  the  lowest  in  western  Europe — passenger  fares, 
which  appeal  to  the  general  public,  have  been  brought  down  to  a 
point  which  experts  say  results  in  an  actual  loss.  The  long-distance 
workmen's  weekly  tickets  have  often  been  referred  to  with  admira- 
tion. In  the  case  of  the  longest  distance,  the  rate  charged  comes 
down  to  as  low  as  6  miles  for  1  cent.     Prof.  Mahaim  ^  regards  these 

1 "  Railways  and  the  State,"  London,  1912. 
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workmen's  tickets  as  "  a  boon  wliicli  has  rendered  the  population 
mobile  and  solves  the  problem  of  unemployment."  The  opponents 
of  the  ministry  tell  another  story  and  assert  that  these  tickets  are 
issued  in  order  to  prevent  workmen  leaving  the  country  districts, 
where  they  remain  under  the  influence  of  their  priests,  and  coming 
to  live  near  their  work  in  the  towns,  where  they  might  be  subject  to 
other  political  influences.  They  issert  that  it  is  not  in  the  interests 
of  the  workmen  that  they  should  be  encouraged  to  live  so  far  from 
their  work  that  in  extreme  cases  they  have  to  leave  home  at  3.30  or  4 
o'clock  in  the  morning  and  only  get  back  at  11  o'clock  at  night.  And 
this  view  has  very  recently  received  support  from  one  who  can  not 
be  regarded  as  a  political  opponent.  Writing  in  the  Independence 
Beige  for  September  20,  1916,  Father  Eutten,  a  very  well-known 
and  influential  priest  and  a  strong  supporter  of  the  Government, 
says : 

Better  and  cheaper  connection  with  tlie  suburbs  will  alone  induce  workmen 
to  desert  the  crowded  centers ;  but  matters  must  not  be  pushed  to  the  other 
extreme  of  further  multiplying  the  workmen's  fares.  I  have  seen  at  too  close 
quarters  the  demoralizing  of  the  Flemish  worker  who  has  to  spend  every  day 
four  or  five  or  even  six  hours  on  the  railway,  in  crowded  carriages  in  an  atmos- 
phere that  in  winter  is  not  tit  to  breathe.  Living  in  the  coiintry  is  all  very 
well,  but  the  benefits  are  greatly  reduced  by  the  necessity  of  these  long  jour- 
neys and  by  the  hours  spent  in  the  saloons  alongside  the  stations. 

It  may  be  added  that,  whatever  the  reason  be,  the  ministry  have 
been  so  strongly  opposed  to  bringing  workmen  to  reside  in  the  big 
towns  that  not  only  have  they  done  little  or  nothing  to  develop  sub- 
urban traffic  in  the  immediate  neighborhood  of  Brussels,  but  they 
have  steadily  refused  the  request  of  the  railway  officials  that  work- 
men's cottages  might  be  built  near  the  big  stations,  so  that  men 
might  be  at  hand  at  all  times  of  the  day  and  night  for  urgent  require- 
ments of  snowstorms,  accidents,  and  the  like. 

In  the  matter  of  train  service,  it  will  hardly  be  denied  that  the 
Belgian  State  railways  are  inferior  to  all  their  neighbors;  every 
passenger  entering  Belgium  from  France  is  conscious  of  a  marked 
slowing  down  of  the  train.  Indeed,  the  international  service  be- 
tween Ostend  and  the  German  frontier  was  so  poor  that  the  Prussian 
Government  is  understood  to  have  threatened  to  divert  the  English 
mail  via  Holland  and  Flushing  unless  it  was  improved. 

Antwerp  and  Brussels,  the  two  principal  towns  in  the  country, 
with  a  population  of  over  a  million  between  them,  are  only  27| 
miles  apart.  Until  quite  recently  the  best  train  took  practically  an 
hour  over  the  journey.  The  slowness  of  the  trains  is  partly  to  be 
explained  by  the  fact  that  expenses  have  been  rising  fast  in  recent 
years,  and  the  State  administration  has  economized  in  road  main- 
tenance. And  M.  Mahaim  gives  figures,  of  which  he  apparently 
does  not  fully  appreciate  the  significance,  showing  that  while  be- 
tween 1901  and  1908  total  operating  expenses  rose  25  per  cent,  road- 
maintenance  expenditure  only  rose  1.7  per  cent.  xVnd  every  railway 
man  knows  what  this  means.  Nor  can  it  be  denied  that  the  Belgian 
Government  has  been  behind  the  times  in  necessary  new  capital  out- 
lay. To  give  one  striking  instance:  A  direct  underground  connec- 
tion between  the  northern  and  southern  stations  at  Brussels  has 
been  recognized  as  necessary  for  a  quarter  of  a  century.  The  work 
was  only  commenced  just  before  the  war,  up  to  which  time  the  only 
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access  to  the  northern  station  was  over  a  single  track  known  to  the 
Brussels  newspapers,  owing  to  the  frequency  of  accidents  on  it,  as 
"  the  death  trap." 

In  Belgium  the  railway  budget  and  the  State  budget  are  inex- 
tricably entangled.  Promises  have  been  frequently  made  that  the 
two  budgets  should  be  separated,  as  in  Switzerland  and  Italy,  but 
hitherto  the  promises  have  not  been  carried  out.  Official  figures 
do,  indeed,  give  the  total  amount  of  the  railway  debt.  But  there  are 
no  separate  railway  loans;  the  whole  money  has  in  fact  been  raised 
on  the  general  credit  of  the  State.  The  railway  accounts  show  a 
figure  of  some  $3,859,040  per  annum  charged  as  "  sinking  fund." 
But  in  fact  no  sinking-fund  payment  is  really  made,  and  the  figure 
is  a  mere  book  entry. 

When  the  Chicago  &  Alton  Eailway  under  Mr.  Harriman's  man- 
agement went  back  into  the  old  books,  extracted  items  of  what  were 
really  capital  expenditures  but  which  had  been  paid  out  of  revenue, 
and  then  proceeded  to  capitalize  the  result,  Americans  denounced 
it  as  a  financial  scandal.  But  the  example  had  been  set  by  the 
State  administration  of  Belgium  some  years  before.  In  1897  the 
ministry  went  back  on  the  63  previous  budgets,  extracted  a  host 
of  small  additions  to  works  and  equipment  which  had  been  charged 
to  revenue  under  the  category  of  renewals,  making  together  a  total 
of  over  $2,122,472,  and  charged  them  back  against  capital.^ 

Efforts  have  been  made  from  time  to  time  not  only  to  separate 
the  railway  budget  from  the  general  budget  but  to  withdraw  the 
actual  management  of  the  railways  from  the  political  minister.  In 
1905,  for  example,  when  M.  Liebeart  was  minister  of  public  works, 
the  general  management  was,  in  the  interests  of  discipline,  handed 
over  to  an  expert  railway  man.  The  reform  immediately  produced 
excellent  results.  But  the  deputies  complained  that  their  recom- 
mendations had  ceased  to  be  received  with  sufficient  attention,  and  one 
of  the  first  acts  of  M.  Helleputte,  who  succeeded  M.  Liebeart  as  min- 
ister in  1907,  was  to  resume  all  authority  into  his  own  hands.  How 
that  authority  is  exercised  can  be  judged  by  one  or  two  instances. 
According  to  the  regulations,  for  every  place  vacant  that  is  not  open 
to  competition  a  candidate  must  be  entered  on  one  of  five  categories. 
The  first  three  categories  are  composed  of  sons  of  officials  possessing 
various  qualifications.  The  fourth  category  is  composed  of  persons 
recommended  to  the  minister's  private  secretary  by  senators,  depu- 
ties, or  priests.  The  fifth  category  comprises  everybody  else.  The 
categories  are  taken  in  order.  In  practice  the  first  three  categories 
provide  very  few  candidates,  and,  broadly,  no  one  is  ever  appointed 
except  from  the  fourth  category,  "  recommended  candidates."  The 
railway  officials  have  tried  to  mend  matters  by  filling  as  many  posts 
as  possible  by  competition.  The  ministry  fights  against  this  en- 
croachment on  its  influence.  For  instance,  open  competition  for  the 
posts  of  road  foreman  and  running-shed  foreman  has  been  put  a 
stop  to.  Promotion  is  nominally  by  seniority,  except  in  cases  of 
exceptional  merit.  In  practice  there  is  good  reason  to  believe  that 
the  exceptional  merit  is  mainly  of  a  political  kind.  The  superior 
officers  are  forbidden  to  mix  themselves  with  politics,  which,  in 
practice,  means  that  they  are  forbidden  publicly  to  express  opinions 
other  than  those  of  the  Government. 

1  See  the  official  "  Compte  Rendu  "  for  1912,  p.  A89. 
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Similarly  the  formation  of  associations  among  the  rank  and  file 
of  the  staff  is  closely  superviseed.^  It  is  claimed  that,  while  Catholic 
worlanen  arc  free  to  associate  as  they  please,  associations  of  an  oppo- 
site tendency  live  under  a  constant  threat  of  dissolution. 

Here  is  a  quite  recent  story.  On  the  occasion  of  the  elections  in 
June,  1912,  as  the  result  of  orders  direct  from  the  cabinet  of  the 
minister  himself,  increases  of  wages  were  granted  and  paid  to  a 
large  number  of  men  on  the  very  day  before  the  vote  was  taken,  and 
these  increases  Avere  made  to  date  back  to  the  previous  1st  January. 
The  minister  was  accused  in  Parliament  of  having  ordered  these 
increases  by  telegraph;  he  replied  that  the  accusation  was  not  true. 
He  was  quite  accurate  in  his  statement.  The  order  had  been  given 
by  telephone. 

As  is  well  known,  the  Catholic  Party  is  mainly  composed  of  the 
Flemish  portion  of  the  population,  while  the  Liberals  and  Socialists 
are  mainly  French  and  Walloon.  Two  somewhat  amusing  instances 
of  the  encouragement  of  Flemish  aspirations  may  be  given.  The 
public  notices  in  the  stations  at  Brussels  used  to  be  in  two  lan- 
guages— the  French  above  the  Flemish.  Not  long  ago  they  were  all 
taken  doAvn  and  stuck  up  again  with  the  Flemish  above  the  French. 
The  Traveler's  Guide  used  to  be  published  in  two  editions.  Of  the 
French  edition  80,000  copies  w^ere  sold;  of  the  Flemish  3,000.  And 
it  is  alleged  that,  in  order  to  get  even  the  3,000  sold,  the  French 
edition  was  allowed  to  go  out  of  print  before  the  demand  was  ex- 
hausted. To  please  the  "  Flamingants  "  the  French  edition  has  been 
abolished,  and  a  single  edition  has  been  put  out  in  both  languages, 
naturally  larger,  more  complicated,  and  less  convenient. 

Let  us  turn  from  the  question  of  interference  with  the  manage- 
ment of  an  undertaking  belonging  to  the  public  at  large  in  the  in- 
terests of  a  single  political  party  and  note  a  result  of  State  manage- 
ment of  a  quite  different  kind.  Alongside  of  the  Belgian  State  rail- 
way system  proper  there  is  a  secondary  system  of  light  railways, 
under  a  management  organized  as  a  company,  of  which,  however, 
the  State  and  the  various  local  authorities  are  practically  the  only 
shareholders.  In  this  secondary  system  the  State  has  only  about 
50  per  cent  interest,  whereas  it  has  a  100  per  cent  interest  in  the 
State  railways  proper.  The  minister  of  public  works  has  control  of 
the  tariffs  of  the  light  railways,  and  exercises  that  control  to  prevent 
the  light  railways  from  reducing  their  tariffs — though  it  may  be  to 
the  interest  both  of  the  light  railways  and  their  customers  to  do  so — 
whenever  it  is  feared  that  competition  injuriously  affecting  the  State 
railwa}'^  revenues  might  result. 

One  word  more  as  to  Belgium.  The  same  political  party  has,  as 
has  been  said,  retained  control  of  the  railways  in  Belgium  for  32 
years.  But  shortly  before  the  war  a  commission  was  appointed  to 
inquire  into  the  whole  subject.  Xo  report  has  been  officially  pub- 
lished. But  it  is  a  matter  of  public  knowledge  that  the  commission 
had  determined  to  recommend  that  the  construction  of  new  lines 
should  in  future  be  intrusted  to  a  contractor  and  not  left  in  the  hands 
of  the  railway  administration;  that  they  were  seriously  considering 
the  grant  of  a  lease  of  the  State  railways  to  an  operating  company; 
and  that  certain  very  influential  persons  were  in  favor  of  the  adop- 
tion of  this  policy. 

1  See  the  regulations  put  out  In  March,  1910,  which  are  to  be  found  in  the  report  of 
M.  de  Bue  on  the  Railway  Budget  of  1911  in  the  "  Documents  Parlementaires." 
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CONCLUSION. 

President  Hadley  has  summed  up  the  conclusions  of  the  Italian 
railway  commission,  based  on  the  railway  experience  of  the  world  as 
it  existed  35  years  ago,  as  follows : 

(1)  Most  of  the  pleas  for  State  management  are  based  upon  the 
idea  that  the  State  would  perform  many  services  much  cheaper  than 
they  are  performed  by  private  companies.  This  is  a  mistake.  The 
tendency  is  decidedly  the  other  way.  *  *  *  The  State  is  much 
more  likely  to  attempt  to  tax  industry  than  to  foster  it. 

(2)  State  management  is  more  costly  than  private  manage- 
ment.   *    *    * 

(3)  The  political  dangers  would  be  very  great.  Politics  would 
corrupt  the  railroad  management,  and  the  railroad  management 
would  corrupt  politics.     *     *     * 

In  the  foregoing  pages  an  attempt — ^liampered  by  the  condition 
that  the  most  important  facts  of  contemporary  history  are  not  always 
those  that  can  be  most  readily  published — has  been  made,  subject  to 
strict  limitations  of  space,  to  bring  the  history  up  to  date.  And  the 
conclusions  of  the  Italian  commission  still  seem  to  stand  firm. 

The  essential  lesson  of  the  history  may  be  said  to  be  this :  It  is 
impossible  to  obtain  satisfactory  results  on  Government  railways  in 
a  democratic  State  unless  the  management  is  cut  loose  from  direct 
political  control.  Neither  Australia  nor  any  other  country  with  a 
democratic  constitution — perhaps  an  exception  ought  to  be  made  of 
Switzerland — has  succeeded  in  maintaining  a  permanent  severance. 
The  Australian  Parliaments  have  loosened  their  hold  for  a  few  years, 
but  only  for  a  few  years.  In  France,  in  Belgium,  in  Italy  parlia- 
mentary interference  has  never  been  abandoned  for  a  moment.  With- 
out imputing  a  double  dose  of  original  sin  to  politicians,  it  is  easy  to 
see  why  this  happens.  The  railways  belong  to  the  people.  Parlia- 
ment is  the  authorized  representative  of  the  people.  It  seems  there- 
fore to  the  ordinary  citizen  only  right  and  natural  that  Parliament 
should  control  the  management  of  the  people's  railways.  And  yet 
facts  are  stubborn  things;  and  the  facts  show  that  parliamentary  in- 
terference has  meant  running  the  railways,  not  for  the  benefit  of  the 
people  at  large,  but  to  satisfy  local  and  sectional  or  even  personal 
interests.  They  show  further  that,  under  parliamentary  manage- 
ment, it  is  easier  to  get  money  for  big  schemes  of  new  construction 
than  for  inconspicuous  day-to-day  betterments  and  improvements 
which  probably  would  produce  much  greater  public  benefit.  Some 
day,  perhaps,  having  learned  wisdom  by  experience,  a  parliament  and 
a  people  may  recognize  that  management  for  the  people  is  not  neces- 
sarily management  by  the  people ;  that  there  are  other  branches  of 
government,  besides  the  judicial  branch,  unsuited  for  popular  inter- 
ference, and  may  establish  a  permanent  State  railway  organization, 
with  its  own  board  of  directors,  with  its  own  separate  budget,  and 
entirely  independent  of  parliamentary  control,  but  controlled  like 
any  private  company  by  a  judicially  mined  commission,  required 
also  like  a  private  company  to  earn  a  dividend  for  its  stockholders, 
the  people.  And  then  a  main  objection  to  Government  railways  in  a 
democratic  State  will  have  lost  its  force.  But  hitherto  no  parliament 
and  no  people  have  recognized  this  fact,  even  though  it  stands  out 
abundantly  clear  on  the  pages  of  railway  history. 
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COMMISSION. 

[P.  C.  1680.] 

CERTIFIED  COPY  OF  A  REPORT  OF  THE  COMMITTEE  OF  THE  PRIVY 
COUNCIL,  APPROVED  BY  THE  DEPUTY  OF  HIS  ROYAL  HIGHNESS  THE 
GOVERNOR   GENERAL   ON  JULY  13,  1916. 

The  committee  of  the  privy  council  have  had  before  them  a  report, 
dated  June  12,  1916,  from  the  right  honorable  the  prime  mmister, 
submittmg  that  it  became  necessary  at  the  recent  session  of  Parlia- 
ment to  make  provision  for  assistance  by  loan  to  the  Grand  Trunk 
Pacific  Railway  Co.  and  to  the  Canadian  Northern  Railway  Co.,  in 
order  that  such  comjjanies  might  be  enabled  to  meet  current  obli- 
gations and  to  provide  for  payment  of  interest  on  outstanding 
securities. 

Having  regard  to  the  conditions  and  necessities  of  railway  devel- 
opment in  Canada,  the  prime  minister  is  of  opinion  that  the  situa- 
tion should  be  considered  in  a  comprehensive  way  and  that  a  thorough 
mquiiy  should  be  made  by  a  board  of  the  highest  ability  and  experi- 
ence. 

The  prime  minister  further  submits  that  the  inquiry  should  have 
reference  to  the  following  matters :  » 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  sys- 
tems—that is  to  say,  the  Canadian  Pacific  Railway  system,  the 
Grand  Trunk  Railway  system  (includmg  the  Grand  Trunk  Pacific 
Railway  and  the  Grand  Trunk  Railway  and  their  several  branches) 
and  the  Canadian  Northern  Railway  system,  having  special  reference 
to  the  following  considerations : 

(a)  The  territories  served  by  each  system  and  the  service  which 
It  is  capable  of  performmg  in  the  general  scheme  of  transportation. 

(6)  Physical  conditions,  equipment,  and  capacity  for  handling 
business. 

(c)  Methods  of  operation. 

(d)  Branch  lines,  feeders,  and  connections  in  Canada. 

(e)  Connections  in  the  United  States. 

(/)  Steamship  connections  on  both  oceans. 

(g)  Capitalization,  fixed  charges,  and  net  earnings,  having  regard 
to  (1)  present  conditions,  and  (2)  probable  future  development  with 
mcrease  of  population. 

3.  The  reorganization  of  any  of  the  said  railway  systems,  or  the 
acquisition  thereof  by  the  State,  and  in  the  latter  case  the  most 
effective  system  of  operation,  whether  in  connection  with  the  Inter- 
colonial Railway  or  otherwise. 

4.  Generally  speaking,  aU  matters  which  the  members  of  the 
board  may  consider  pertinent  or  relevant  to  the  general  scope  of  the 
inquiry. 
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The  prime  minister  therefore  recommends  as  follows: 

That  Alfred  Holland  Smith,  of  the  city  of  New  York,  in  the  United 
States  of  America;  Sir  Henry  Lumley  Drayton,  of  the  city  of  Ottawa; 
and  Sir  George  Paish,  of  London,  England;  be  the  members  of  the 
said  board,  of  whom  the  said  Alfred  Holland  Smith  shall  be  chairman. 

That  the  board  be  constituted  under  part  1  of  the  inquiries  act 
and  that  it  shall  have  all  powers  and  authorities  which  could  be  con- 
ferred imder  the  authority  of  that  act,  as  amended  by  chapter  28,  of 
the  statutes  of  1912,  entitled  ''An  act  to  amend  the  inquiries  act." 

That  the  provincial  governments  be  respectfully  requested  to 
afford  to  the  board  any  necessary  information  and  cooperation  in 
the  inquiry. 

That  all  the  departments  of  the  government  shall  afford  to  the 
board  and  to  all  persons  acting  under  its  authority  and  by  its  direc- 
tion all  such  assistance  and  cooperation  in  the  inquiry  as  the  board 
may  desire. 

That  the  board  of  railway  commissioners  for  Canada,  the  com- 
mission of  conservation,  and  all  other  bodies  of  a  like  character 
under  the  jurisdiction  of  the  Parliament  of  Canada,  shall  cooperate 
with  and  assist  the  board  in  the  proposed  inquiry. 

That  the  board  shall  report  its  findings  and  conclusions  with  the 
least  possible  delay. 

That  a  commission  for  the  purposes  aforesaid  shall  issue  to  the 
members  of  the  board  above  designated. 

The  committee  concur  in  the  foregoing  and  submit  the  same  for 
approval. 

J  RODOLPHE    BOUDREAU, 

Clerk  of  the  Privy  Council. 


I 


[P.  C.  2567.] 

CERTIFIED  COPY  OF  A  REPORT  OF  THE  COMMITTEE  OF  THE  PRIVY 
COUNCIL,  APPROVED  BY  HIS  EXCELLENCY  THE  ADMINISTRATOR  ON 
OCTOBER  21,  1916, 

The  committee  of  the  privy  council  have  had  before  them  a  report, 
dated  October  19,  1916,  from  the  right  honorable  the  prime  minister, 
submitting  that  Sir  George  Paish  has  resigned  his  position  as  a  mem- 
ber of  the  board,  appointed  by  order  in  council  of  July  13,  1916,  to 
inquire  into  and  report  upon  the  general  problem  of  transportation 
in  Canada,  etc. 

The  prime  minister  further  recommends  that  William  Mitchell 
Ac  worth,  Esq.,  gentleman,  of  London,  England,  be  appointed  a 
member  of  the  said  board  of  inquiry  in  place  of  Sir  George  Paish, 
resigned. 

The  committee  concur  in  the  foregoing  recommendation  and  sub- 
mit the  same  for  approval. 

RODOLPHE    BoUDREAU, 

Clerk  of  the  Privy  Council. 
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To  His  Excellency  the  Governor  in  Council: 

The  report  of  the  royal  commission  appointed  to  consider  the  gen- 
eral problem  of  transportation  in  Canada. 

May  it  please  your  excellency,  we,  the  commissioners  appointed  by 
order  in  council  dated  July  13,  1916,  to  inquire  and  report  on  the 
railways  of  Canada,  have  the  lionor  to  present  our  report  to  your 
excellency. 

The  subject  matter  of  the  refereJice  to  us  is  as  follows: 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  threes  transcontinental  railway  sys- 
tems— that  is  to  say,  the  Canadian  Pacific  Railway  system,  the 
Grand  Trunk  Railway  system  (including  the  Grand  Trunk  Pacific 
Railway  ajid  the  Grand  Trunk  Railway  and  their  several  branches), 
and  the  Canadian  Northern  Railway  system,  having  special  refer- 
ence to  the  following  considerations: 

ia)  The  territories  served  by  each  system  and  the  service  which  it 
is  capable  of  performing  in  the  general  scheme  of  transportation. 

(6)  Physical  conditions,  equipment,  and  capacity  for  handling 
business. 

(c)  Methods  of  operation. 

id)  Branch  lines,  feeders,  and  connections  in  Canada. 

{e)  Connections  in  the  United  States. 

(/)  Steamship  connections  on  both  oceans. 

(g)  Capitalization,  fixed  charges,  and  net  earnings,  having  regard 
to  (1)  present  conditions,  and  (2)  probable  future  development  with 
increase  of  population. 

3.  The  reorganization  of  any  of  the  said  railway  systems,  or  tlie 
acquisition  thereof  by  the  State;  and,  m  the  latter  case,  the  most 
effective  system  of  operation,  whether  in  connection  with  the  Inter- 
colonial Railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the  board 
may  consider  pertinent  or  relevant  to  the  general  scope  of  the  inqiuiry. 

Sir  George  Paish,  one  of  the  original  commissioners,  was,  owing  to 
ill  health,  unable  to  serve  on  the  commission,  and  on  October  31, 
1916,  his  formal  resignation  was  received  and  Mr.  William  Mitchell 
Acworth  was  appointed  in  his  place.  Mr.  Acworth  landed  in  America 
early  in  December  and  joined  in  our  work. 

In  September  and  October  two  of  the  commissioners,  the  chair- 
man, Mr.  Alfred  H.  Smith,  and  Sir  Henry  Drayton,  spent  some  weeks 
inspecting  the  railways,  traveling  upwards  of  10,000  miles,  visiting 
all  important  points  from  Halifax  to  Vancouver  and  Prince  Rupert 
and  takuig  tlie  opportunity  of  meeting  and  conferring  with  many 
representative  citizens.  We  desire  to  express  our  appreciation  of  the 
manner  in  which  the  officers  of  the  various  companies  facilitated  our 
journey  and  assisted  us  to  obtain  a  knowledge  of  local  conditions. 

We  have  had  a  physical  examination  made,  in  such  detail  as  cir- 
cumstances liave  permitted,  of  the  railways  of  the  Canadian  North- 
ern and  the  Grand  Trunk  Pacific,  by  a  corps  of  engineers  under  the 
supervision  of  Prof.  Swain,  of  Harvard  University  and  the  Massa- 
chusetts Institute  of  Technology.     His  report  is  given  in  Appendix  A. 

In  addition  to  the  information  which  we  have  obtained  from  our 
own  inquiries  and  inspections  and  those  of  our  staff,  we  have  received 
voluminous  reports  and  statistics  from  the  different  companies  in 
reply  to  our  hiquiries  on  specific  points.     Two  of  our  number  have 
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held  formal  hearings  in  Toronto  into  the  affairs  of  the  Canadian 
Northern  Railway  Co.,  and  in  Montreal  into  the  affairs  of  the  Grand 
Trunk  and  Grand  Trunk  Pacific  companies. 

Since  IVIr.  Acworth's  arrival  we  have  frequently  met  in  Ottawa  and 
in  New  York  for  discussion  of  the  remaining  matters  referred  to  us. 
We  have  taken  the  situation  as  it  is,  and  find  ourselves  in  agreement 
as  to  the  necessity  for  constructive  aid  to  bring  the  railways  through 
the  present  crisis.  We  differ,  however,  as  to  the  extent  and  method 
of  Government  help  desirable  and  as  to  the  increase  and  character 
of  Government  liability  and  interest  now  and  for  the  future.  It  has 
therefore  been  found  necessary  to  submit  a  report  of  the  two  con- 
curring commissioners,  with  a  brief  statement  of  the  minority  recom- 
mendation.    They  vnll  be  found  herewith. 

Respectfully  submitted. 

A.  H.  Smith. 
H.  L.  Drayton. 

W.  M.  ACWORTH. 


Report  of  Sir  Henry  L.  Drayton  and  Mr.  W.  M.  Acworth. 

introductory. 

This  commission  is  instructed  by  the  Government  to  report  on  the 
"general  problem  of  transportation  in  Canada,  with  the  least  possible 
delay."  Under  these  conditions  it  has  been  clearly  impossible  for 
us  to  set  on  foot  and  await  the  result  of  exhaustive  inquiries,  and  to 
elaborate  in  full  detail  a  scheme  based  thereon.  We  believe  that  we 
shall  best  carry  out  the  purpose  which  the  Government  has  in  mind 
in  appointing  us,  if,  after  settmg  out  the  general  situation  as  we  see 
it,  and  the  general  conclusions  at  which  we  have  arrived,  we  sketch  in 
broad  outline  the  scheme  of  readjustment  which  we  recommend  for 
adoption,  and  then  indicate  the  manner  in  which,  if  and  when  our 
recommendations  are  approved  by  the  Government  and  Parliament, 
those  recommendations  should  be  brought  into  practical  operation. 

Part  I.  Canadian  Railavays. 

MILEAGE,  CAPITAL,  AND  STATE  AID. 

On  Jime  30,  1916,  the  operating  mileage  of  railways  in  Canada 
was  officially  reported  to  be  as  follows : 

In  operation,  miles  of  first  main  track  (less  duplications  through  trackage     Miles, 
rights) 37,  434 

Under  construction,  according  to  official  reports  and  estimates 3, 150 

40,  584 

This  mileage,  wliich  we  take  in  round  figures  as  40,000  miles,  is 
very  great  as  compared  to  the  population  of  Canada,  assumed  to  be 
something  like  7,500,000  at  the  present  time.  It  far  exceeds  that  of 
the  United  Kingdom  or  France,  with  populations,  respectively,  of 
46,000,000  and  40,000,000.  It  is  roughly  equal  to  that  of  the  Ger- 
man Empire,  with  67,000,000  inhabitants,  and  of  India,  with  more 
than  300,000,000  people.     It  is  only  slightly  behind  Russia,  with  a 
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veryfrapidly  growing  population  of  170,000,000.  Putting  Canada 
alongside  countries  more  nearly  comparable,  we  find  that  Australia 
with  an  area  rouglily  corresponding  to  that  of  Canada,  has  18,290 
miles  of  line  for  5,000,000  inhabitants.  Argentma  has  20,290  miles 
for  the  same  population.  To  take  yet  another  comparison,  Canada 
has  nearly  one-sixth  of  the  railway  mileage  of  the  United  States;  it 
has  less  than  one-fourteenth  of -the  population.  Evidently,  judged 
by  the  standards  of  other  countries,  the  railway  mileage  of  Canada 
bears  a  very  high  ratio  to  the  population. 

We  may  put  the  same  thing  in  another  way.  The  growth  of  the 
mileage  has  far  outstripped  the  growth  of  the  population.  In  1901, 
with  a  population  of  5, 371, 315,  Canada  had  18,140  miles  of  railway  in 
operation;  roughly,  a  mile  of  railway  for  every  300  inhabitants.  In 
1911,  the  population  had  increased  34  per  cent,  to  7,206,643,  while  the 
mileage  had  increased  by  40  per  cent  to  25,400  miles;  a  mile  of  rail- 
way to  every  284  inhabitants.  Since  1911  the  population  has,  it  is 
understood,  not  much  increased,  but  the  railway  mileage,  open  and 
under  construction,  has  grown  to  40,584  miles.  In  other  words, 
Canada  has,  to-day,  taking  the  present  population  as  7,500,000,  only 
185  inhabitants  to  support  each  mile  of  railway.  Taking  the  four 
western  Provinces  by  themselves,  there  are  only  two-thirds  of  this 
number  for  each  mile  of  railway.  The  United  States  has  400  inhab- 
itants per  mile  of  line;  the  United  Kingdom,  2,000;  Russia,  4,000. 
Even  Australia  has  274  inhabitants  for  each  mile  of  railway;  Argen- 
tina, 238.  And  Canada  has,  what  none  of  these  other  countries  have 
to  a  comparable  degree,  a  magnificent  internal  system  of  natural 
waterways,  which  must  always,  so  far  as  can  now  be  foreseen,  carry 
a  very  large  proportion  of  the  total  traffic.  Of  course,  if  mileage  be 
taken  in  relation  not  to  population,  but  to  area,  Canada,  so  far  from 
being  at  the  top,  comes  far  down  in  the  scale.  But  area  means 
potentialities,  not  actuahties.  Population  alone  can  supply  traffic. 
That  the  railway  mileage  already  built  will  be  insufficient  for  the 
Canada  of  the  future  we  doubt  not.  The  question  which  concerns 
to-day  is  the  relation  of  existing  mileage  to  the  circumstances  of  the 
present  and  the  proximate  future. 

These  facts  are  fundamental,  and  must  be  steadily  borne  in  mind 
in  any  consideration  of  the  future  of  Canadian  railways. 

APPORTIONMENT   OF   MILEAGE. 

Of  the  mileage  owned  and  in  operation  on  June  30,  1916,  (1)  there 
were  in  the  hands  of  the  Dominion  Government: 

Miles. 

Intercolonial 1,  514 

Prince  Edward  Island 275 

Transcontinental 1,  810 

3,599 

(2)  The  mileage  (excluding  trackage  rights)  of  the  four  large  private 
operating  systems  was : 

Miles. 

Canadian  Pacific 12,  900 

Canadian  Northern 9,  648 

Grand  Trunk 3,  556 

Grand  Trunk  Pacific  (excluding  Branch  Lines  Co.) 1,  964 

28, 068 
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(3)  There  were  operated— 

Miles. 
By  other  companies  and  provincial  governments 6,  366 

Total 34, 434 

Included  in  the  mileage  of  "other  companies"  is  the  following 
mileage  operated  or  controlled  by  United  States  corporations :  ^ 

Miles. 

Great  Northern 575 

Michigan  Central 381 

New  York  Central 103 

Boston  and  Maine  (including  Maine  Central) : 41 

Pere  Marquette 199 

Total 1,  299 

This  is  more  than  counterbalanced  by  Canadian  companies'  mile- 
age in  the  United  States,  as  follows: 


P-Pfr    Leased.^ 

Con- 
trolled. 

Total. 

Canadian  Pacific 

145 

32 

4,771 
1,868 

4,948 

Grand  Trunk  .  .            

1,868 

44 

181 

225 

Total 

189 

213 

6,639 

7,041 

REVENUE,    GROSS    AND    NET. 

For  the  year  ending  June  30,  1916,  the  gross  earnings  of  the  rail- 
ways reporting  to  the  department  of  railways  and  canals,  which 
include,  in  addition  to  Canadian  mileage,  the  proprietary  and  leased, 
but  not  the  controlled,  mileage  of  Canadian  companies  in  the  United 
States,  were  $261,888,654,  or  practically  S7,000  ($6,997)  per  mile  of 
road  operated  otherwise  than  under  trackage  rights. 

For  the  principal  systems,  which  together  are  responsible  foi  87 
per  cent  of  the  total  earnings,  the  gross  operating  revenues  per  mile 
operated  during  the  year  were  as  follows: 


Road. 

Operating 
revenue. 

Average 
mileage 
(including 
trackage) 
operated 
during  the 
year. 

Per  mile  of 
average 
mileage 
operated 
during 
year. 

$124,654,571 
35, 476, 275 
39, 155, 040 
6,963,188 
5,798,516 
15,686,662 

12,994 
9,702 
3, 565 
1,968 
2,002 
1,553 

$9, 593 

Canadian  Northern          

3, 657 

Grand  Trunk 

10,983 

<^rrand  Pacific  (excluding  Branch  Lines  Co.) 

3,538 

2, 896 

Intercolonial...               

10, 101 

'  This  list  Is  not  exhaustive  and  only  gives  important  companies. 

2  These  lines  are  essential  parts  of  the  parent  systems,  but  organized  separately  for  international  reasons. 
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The  net  operating  revenues  and  the  average  per  mile  operated 
during  the  year  were  as  follows : 


Road. 


Canadian  Pacific 

Canadian  Northern 

(irand  Trunk 

(irand  Trunk  Pacific  (excluding  Branch  Lines  Co.) 

Transcontinental 

Intercolonial 


Net  operat- 
ing revenue. 


$46, 416, 743 

10,232,088 

10,373,027 

1,060,346 

429, 455 

2,363,478 


Per  mile  of 
average  milc- 
asc  operated 
during  year. 


S3, 572 

1,054 

2,909 

539 

214 

1,522 


In  addition  to  the  revenues  from  rail  transportation  and  serdces 
incidental  thereto,  the  Canadian  Pacific  reported  revenues  from  boat 
lines,  commercial  telegraphs,  hotels,  and  news  departments  of 
.122,834,095  gross  and  $6,034,340  net. 

INVESTMENT    IN    ROAD    AND    EQUIPMENT. 

At  the  close  of  the  year  ended  June  30,  1916,  the  investment  in  road 
and  equipment  as  carried  on  the  books  of  the  companies  or  the  Govern- 
ment was  as  follows : 


Road. 


Canadian  Pacific 

Canadian  Northern 

Grand  Trunk 

Grand  Trunk  Pacific  (excluding  Branch  Lines  Co.) 

Transcontinental 

Intercolonial 


Book  value  of 

road  and 
equipment. 


8530, 788, 978 
494,762,489 
424, 169, 310 
192,312,218 
159,881,894 
116,234,204 


Miles 
owned. 


1, 918, 149, 093 


7,779 
9,002 
3,331 
1,962 
1,810 
1,514 


25, 398 


Per  mile. 


$68, 233 
54,961 

127, 340 
98,018 
88,332 
76,773 


75, 524 


The  book  value  of  road  and  equipment  is  not  to  be  regarded  as 
accurately  representing  the  actual  cost  of  the  property.  ''Cost  of 
road  and  equipment,"  as  set  up  on  the  books  of  a  company,  fre- 
quently represents  not  the  actual  cash  outlay  but  the  par  value  of 
the  bonds  and  shares  which  have  been  issued  to  obtain  cash  or 
property.  "Cost  of  road  and  equipment"  may  therefore  include 
the  par  value  of  securities  issued  to  obtain  money  for  interest  during 
construction,  discounts  on  securities  sold,  and  other  items  not  strictly 
construction  cost.  And  it  may  include  sums  to  offset  the  par  value 
of  securities  which  have  been  issued  for  other  than  a  cash  considera- 
tion. For  example,  the  Grand  Trunk  Pacific  has  $25,000,000  and 
the  Canadian  Northern  has  $100,000,000  of  ordinary  stock  out- 
standing, neither  of  which  issues  represents  more  than  a  nominal  sum 
of  actual  cash  paid  in.  On  the  other  hand,  the  Canadian  Pacific 
Railway  accounts  shows  that  this  company  has  received  premiums 
of  $45,000,000  upon  the  $260,000,000  of  ordinary  stock  sold.  These 
premiums  are  invested  in  the  general  assets  of  the  company  in  the 
same  manner  as  the  proceeds  of  the  stock  itself. 
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If  the  sums  mentioned  for  the  Grand  Trunk  Pacific  and  Canadian 
Northern  be  deducted  from  the  book  account  "Cost  of  road  andi 
equipment,"  the  statement  becomes: 


Cost  of  road 
and  equip- 
ment. 

Miles 
owned. 

Average 
per  mile. 

Canadian  Northern 

S394, 169, 130 
167,312,218 

9,002 
1,962 

«43,78a 
85,276 

Grand  Trunk  Pacific 

RETURN    ON    CAPITAL. 


The  net  operating  revenues  have  already  been  stated.  Taking  in 
taxes,  rents,  and  similar  items,  which  relate  to  operation,  the  relation 
of  the  net  operating  income  to  cost  of  road  and  equipment  comes  out 
as  follows: 


Road. 


Canadian  Pacific  Railway 

Canadian  Northern \ 

Grand  Trunk 

Grand  Trunk  Pacific  (excluding  branch  lines).. 

Transcontinental 

Intercolomal 


Net 
operating 
revenue. 


S46, 416, 743 

10, 232, 088 

10, 373, 027 

1, 060, 346 

429, 4.55 

2,  363, 478 


Net  rents,  hire 

of  equipment, 

taxes,  etc. 


1  $2, 109, 477 

11,241,465 

1  469, 926 

2 1, 153, 283 

11,371,070  I 

167,214  I 


Total. 


$44, 307, 266 
S,  990, 623 
9,903,101 
2,213,629 
1  948, 615 
2,196,264 


Per  cent  on 

property 

investment. 


(') 


8.34 
2.28 
2.33 
1.15 

1.88 


1  Debit. 


2  Credit;  estimated. 


3  Deficit. 


With  the  exception  of  the  first-named  railroad,  the  return  is  so 
low  as  to  afi'ord  further  support  for  the  view  which  we  have  suggested, 
that  the  country  has  built  more  railroads  than  can  be  justified  on 
commercial  grounds. 

GOVERNMENT  AID  IN  GENERAL. 

The  geographical  location  and  clmiate  of  Canada  are  such  that 
easy  communication  with  the  settled  districts  had  to  be  established 
before  any  large  permanent  population  could  find  means  of  support 
in  the  newer  country.  Without  railways  the  rich  grain-growing 
Provinces  of  the  West  would  have  remained  a  hunting  and  trapping 
district,  or  at  best  a  grazing  section,  because  it  would  have  been 
impossible  to  get  out  the  grain  which  constitutes  the  chief  product 
of  those  Provinces.  The  people  have  been  liberal  in  promoting 
railway  building  in  advance  of  their  profitable  operation  on  a  com- 
mercial basis.  Great  grants  of  land  have  been  given  to  the  two 
principal  systems  in  the  West.  But  without  these  railways  the  land 
would  have  been  practically  valueless.  Cash  aid  has  also  been  voted 
liberally.  The  total  for  this  purpose  up  to  June  30,  1916,  is  reported 
as  $116,000,000  by  the  Dominion  Government,  about  $30,000,000  by 
the  Provinces,  and  $12,000,000  by  municipahties.  The  Governments, 
both  national  and  provincial,  have  frequently  entered  directly 
upon  construction  projects  when  private  capital  could  not  be  found; 
as  for  instance  the  Dominion  Government  in  the  case  of  the  Hudson 
Bay  Kailway,  and  the  Ontario  Government  in  the  case  of  the  Teinis- 
kaming    &    Northern    Ontario.     They    have    also    extended    large 


INTERSTATE  AND  FOEFTGN  TRANSPORTATION. 


1275 


assistance  to  private  companies  by  direct  loans,  by  purchase  of  their 
securities,  and  by  guaranties.  These  have  grown  to  large  sums.  By 
far  the  largest  part,  though  not  all,  of  the  aid  of  this  kind  is  to  be 
found  in  the  principal  systems.     We  give  the  detail  as  follows: 

GOVERNMENT    AID    TO    CANADIAN    NORTHERN. 


According  to  the  reports  of  the  Statistical  Bureau  of  the  Depart- 
ment of  Railways  and  Canals,  the  roads  composing  the  Canadian 
Northern  System  had  received  assistance  up  to  June  30,  1916,  as 
follows : 

(1)  Subsidies: 

Paid  by  Dominion  Government $31,  286,  720 

Paid  bV  Provinces 6,  821,  724 

Paid  by  municipalities 765,  704 

38,  874, 148 

The  total  amount  reported  by  the  Canadian  Northern  Co.,  as 
received  upon  the  foregoing  account,  is  $33,917,175.  The  difference 
is  explained  by  the  fact  that  the  Government  reports  comprise  aid 
granted  to  companies  now  included  in  the  Canadian  Northern  System 
prior  to  their  inclusion. 

(2)  Land  grants. 


Location. 


Nova  Scotia 

Quebec 

On'^ano 

Manitoba,  Saskatchewan,  Alberta 


Received. 


Acres. 

150, 000 

402, 860 

2, 000, 000 

4, 002, 848 


6, 555, 708 


Of  which 
sold. 


Acres. 
150,000 


3, 159, 720 


3,309,720 


Amount  realized  from  land  sales,  $16,603,295. 

The  company  appraises  its  unsold  lands  at  $19,885,485,  present 
value. 

(3)  Guarantees. — ^As  at  June  30,  1916,  the  company  had  out- 
standing securities  bearing  the  guarantee  of  the  Dominion  or  Pro- 
vincial Governments  as  follows: 

Guaranteed  by^ 

Dominion  of  Canada per  value. .  $104,  613,  247 

Pro^ince  of  Alberta do 18,  950,  361 

Pro\ance  of  Saskatchewan do 14,  762,  546 

Pro^dnce  of  Manitoba do 25,  501,  865 

Pro\ince  of  Ontario do 7,  859,  997 

Province  of  British  Columbia do. . . .  39,  953, 124 

211, 641, 140 

The  foregoing  represents  the  bonds  reported  by  the  company  as 
guaranteed  and  outstanding.  Provincial  reports  indicate  that  addi- 
tional guarantees  have  been  made,  especially  by  Alberta  and  Saskat- 
chewan. These  presumably  are  related  to  mileage  on  which  the 
guarantees  have  not  yet  been  earned.  Some  of  these  projects  are 
apparently  in'  abeyance,  and  may  perhaps  be  abandoned. 
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(4)  Loans. — The  Canadian  Northern  has  had  direct  loans  from  the 
Dominion  Government: 

July,  1914,  secured  by  mortgage $858,  166 

October,  1914,  secured  by  deposit  of  $12,500,000  of  4  per  cent  Govern- 
ment guaranteed  debentures,  included  in  above  mortgage 10,  000,  000 

June,  1916,  secured  by  mortgage 15,  000,  000 

25,  858, 166 
Summary: 

Subsidies 38,  874, 148 

Land  grants  (sold,  $16,603,295;  realized  on  mortgage  $17,776,514) 34,  379,  809 

Cash  loans  (interest  not  being  paid) 25,  858, 166 

Securities  guaranteed $211,  641, 140 

Ijess  Government  guaranteed  debentures  held  as  col- 
lateral        12, 500,  000 

— — —  199, 141, 140 

Total  public  assistance,  direct  and  indirect 298,  253,  263 

The  company  has  not  reahzed  par  value  for  all  the  securities 
guaranteed;  $60,292,700  par  value  are  pledged  as  collateral  security 
for  loans,  of  which  SI 0,000,000  have  been,  as  stated  above,  lent  by 
the  Government;  the  balance  has  been  lent  by  private  investors. 

GOVERNMENT    AID    TO    CANADIAN    PACIFIC. 

Some  time  prior  to  1880,  the  Dominion  Government  undertook  the 
construction  of  a  road  that  was  designed  to  be  a  link  in  a  trans- 
continental line.  In  that  year  the  Canadian  Pacific  Railway  Com- 
pany was  organized  for  the  purpose  of  completing  the  line.  The 
assistance  given  to  the  company  by  the  Government  comprises  the 
following : 

(1)  Railroad  handed  over. — The  cost  of  road  and  surveys  made  by 
the  Government,  and  turned  over  to  the  company  free  of  cost,  was 
$37,785,320. 

(2)  Cash  aid: 

By  Dominion  Government  to  Canadian  Pacific  Railway  Co $30,  289,  343 

By  Dominion  Government  to  subsidiary  companies 13, 129,  873 

By  Provincial  Governments  to  Canadian  Pacific  Railway  Co 412,  878 

By  Provincial  Governments  to  subsidiary  companies 12,  016,  257 

By  municipalities  to  Canadian  Pacific  Railway  Co 464,  761 

By  municipalities  to  subsidiary  companies ' 4,  632,  422 

By  Dominion  Government  (by  piirchase  back  of  land  previously  granted)  10, 189,  521 

71, 135, 055 
Deduct  loans  since  repaid 4,  229,  574 

Total  cash  aid 66,  905,  481 

(3)  Land  grants:  j^^^^ 

By  Dominion  (excluding  land  repurchased) 21,  634, 190 

By  British  Columbia. 6,  388,  998 

28, 023, 188 
Land  sales  to  June  30,  1916 16,  541,  056 

Land  still  in  hand,  acres 11,  482,  132 

Proceeds  of  lands  and  town  sites  to  June  30,  1916,  $123,810,124. 

The  company's  report  for  June  30,  1916,  shows  net  proceeds  from 
land  sales  as  $68,255,803.  The  difference,  it  is  understood,  repre- 
sents expenditure  by  the  company  for  development  projects,  irriga- 
tion, hotels,  etc.,  and,  in  some  cases,  dividends. 
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The  unsold  lands  of  the  company  are  carried  in  its  accounts  at 
$119,250,000. 

Summary: 

Completed  road  and  surveys,  cost  Government $37,  785,  320 

Cash  subsidies GO,  905, 481 

Lands  sold 123,  81 0, 124 

Total  public  assistance,  direct  and  indirect ^  228,  500,  925 

Further,  indirectly,  the  Canadian  Pacific  has  had  Government  aid 
the  value  of  which  can  not  be  determined,  such  as  right  to  take  public 
land  free  for  railway  purposes;  various  loans  (since  repaid);  certain 
exemptions  from  taxes;  admission  of  original  construction  material 
free  of  duty;  and  other  concessions. 

GOVERNMENT    AID    TO    GRAND    TRUNK. 

According  to  Government  reports,  the  roads  now  comprised  in  the 
Grand  Trunk  Railway  Co.'s  undertaking  have  received  aid  as  follows: 

(1)  Subsidies: 

Dominion  Government |3, 423,  699 

Provinces 4, 077,  233 

Municipalities 5,  502, 128 

13, 003,  060 

(2)  Loan: 

The  Dominion  Government  made  to  the  Grand  Trunk  Railway  Co. 
many  years  ago  a  loan  (interest  on  which  has  never  been  asked 
for  or  paid),  amounting  to 15, 142,  633 

Total 28, 145,  693 

GOVERNMENT    AID    TO    GRAND    TRUNK    PACIFIC. 

(1)  Subsidies: 

Provincial $376, 320 

Municipal 350,  000 

Total 726,  320 

(2)  Other  cash  aid : 

Under  the  "implementing  clause"  the  Dominion  Government  has 

paid  to  the  Grand  Trunk  Pacific 6,  263,  716 

It  has  also  lent  upon  or  bought  securities  as  follows — 

May,  1909,  4  per  cent  Prairie  Section  bonds  bought  at  par '^  10,  000,  000 

August.  1913,  4  per  cent  debentures  due  in  1923,  bought  at 

par 2  15,  000, 000 

Loan  of  1914,  secured  by  pledge  of  $7,500,000  of  4  per  cent 

bonds 6,  000,  000 

1913-14,  3  per  cent  first  mortgage  bonds  (bought  from  com- 
pany)       33,  048,  000 

Direct  investment  of  Dominion  Government 70, 311,  716 

Loans  to  the  amount  of  S8, 000, 000  were  authorized  by  Parliament 
in  1916.  Advances  under  this  authority  are  not  here  included,  but 
are  referred  to  subsequently. 

>  It  must  be  noted  that  this  sum  is  not  net  to  the  company,  as  it  represents  the  gross  receipts,  while  the 
company  has  expended  large  sums  of  money  in  irrigating  a  portion  of  the  lands  sold.  As  pointed  out, 
however,  the  comnany  values  its  unsold  lands  at  $119,250,000. 

^  These  see.iritie.;  are  guaranteed  by  the  Grand  Trunk  Railway  Co.  of  Canada. 
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(3)  Guarantees. — The  Dominion  Government  has  also  guaranteed 
outstanding  bonds  of  the  Grand  Trunk  Pacific  in  addition  to  those 
actually  held  by  the  Government : 

First  mortgage,  3  per  cent  bonds $34  992  OOO 

4  per  cent  sterling  bonds  of  1962 g'  44o'  848 

„  43,  432,  848 

Summary: 

Subsidies  and  other  cash  aid 6  990  036 

Dominion  Government  investment  in  securities 64,'  048,'  000 

Dominion  Government  guarantees 43'  432'  848 

Total 114^  47Q^  334 

The  Grand  Trunk  Pacific  Branch  Lines  Co.  has  also  Provincial  guar- 
antees on  bonds  outstanding  to  the  amount  of 13,  469  004 

TOTAL    PUBLIC    INVESTMENT. 

We  tabulate  the  above  figures  for  all  the  companies  together  and 
add  to  them  the  capital  of  the  Government  railway  as  shown  in  the 
Government  account. 


Subsidies. 

Proceeds  of 
lands  sold. 

Loans  out- 
standing or 
investment. 

Guaranties 
outstanding. 

Total. 

Canadian  Northern 

S38, 874, 148 

1104,690,801 

13,003,060 

726,320 

834,379,809 
123,810,124 

$25,858,166 

$199,141,140 

$298,253,263 
228,500,925 
28,145,693 
114,470,884 

13,469,004 

159,881,197 

116,234,204 

9,496,667 

Canadian  Pacific 

Grand  Trunk  Railway 

15,142,633 
70,311,716 

Grand  Trunk  Pacific 

43,432,848 
13,469,004 

Grand   Trunk   Pacific   Branch 
Lines 

National  Transcontinental 

159,881,197 

116,234,204 

9,496,567 

Intercolonial 

Prince  Edward  Island 

Total 

157,294,329 

158,189,933 

396,924,483 

256,042,992 

968,451,737 

1  Includes  railroad  turned  over  to  company. 

Not  counting  the  loss  of  interest  for  many  years  upon  the  invest- 
ment in  roads  operated  by  the  Government,  it  appears  that  for  the 
eight  systems,  in  which  the  public  is  most  interested,  the  people  of 
Canada,  through  their  Governments  have  provided,  or  guaranteed 
the  payment  of,  sums  totaling  $968,451,737.  This  works  out  at  over 
$30,000  per  mile  of  road.  But  even  this  is  not  all.  In  addition,  they 
have  granted  great  areas  of  land  as  yet  unsold  and  unpledged.  They 
have  undertaken  the  construction  of  other  lines  whose  cost  will  be 
an  important  addition  to  this  large  outlay.  Further,  in  the  case  of  1 
some  of  the  companies  included  above,  to  which  they  have  given  or 
lent  large  sums  of  money  to  meet  pressing  needs,  unhke  private 
lenders,  who  would  naturally  have  demanded  a  security  charged  in* 
front  of  all  previous  investment,  they  have  voluntarily  accepted  a 
charge  ranking  after  the  bulk  of  the  private  capital  already  put  into 
the  undertaking. 

PROPORTION    OF    PUBLIC    INVESTMENT. 

We  pause  at  this  point  in  the  history  to  interpose  some  remarks  on,j 
a  subject  to  which  we  shall  have  to  revert  more  at  length  hereafter. 
The  above  figures  show  that  the  Grand  Trunk  Pacific  system,  in- 
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eluding  its  "branch  lines"  has  obtained  from  the  public  authorities 
in  cash  or  in  guarantees  of  bonds,  $127,939,892,  out  of  $197,129,391  ' 
which  is  given  as  the  total  cost  of  the  property;  and  the  Canadain 
Northern  has  similarly  obtained  $298,253,263  out  of  $370,302,451, 
which  is  the  maximum  possible  cash  cost  of  the  property  as  far  as 
we  have  been  able  to  ascertain  it.  On  the  other  hand,  the  history 
shows  that  the  Grand  Trunk  Railway  proper  has  received  much  less 
assistance  than  either  of  the  other  two  great  companies  with  which 
it  is  in  competition.  The  Grand  Trunk  began  as  long  ago  as  1851, 
before  the  Dominion  of  Canada  came  into  existence,  and  before  the 
modern  policies  of  subsidies  and  guarantee  had  been  introduced.  In 
the  main  it  has  had  to  rely  throughout  its  history  on  its  own  resources, 
and  it  has  had  for  many  years  to  compete  with  heavily  subsidized 
rivals.  While  it  was  the  pioneer  in  giving  to  Canada  railway  service, 
its  shareholders  have  never  had  but  very  moderate  dividends.  We 
have  felt  this  should  be  borne  in  mind  when  dealing  with  the  question 
of  the  Grand  Trunk  Pacific,  and  it  has  had  some  influence  on  the 
recommendations  which  we  make  later  on  this  subject. 

HISTORICAL   DEVELOPMENT. 

The  railway  history  of  Canada  has  gone  through  three  distinct 
phases.  In  the  first  period  the  Grand  Trunk  came  into  existence 
almost  entirely  as  the  result  of  the  investment  of  private  capital.  It 
is  comparable  in  this  respect  with  the  private  railway  companies  of 
England  and  the  United  States. 

In  the  second  period  the  Canadian  Pacific  was  brought  into  ex- 
istence and  carried  through  its  early  difficulties  by  direct  Government 
support  and  large  financial  assistance  from  public  funds.  As  a  result 
of  this  support  and  assistance,  coupled  with  the  rapid  growth  of 
Canadian  population  and  wealth,  and  its  own  wise  and  prudent  man- 
agement, the  Canadian  Pacific  has  ''made  good."  It  has  raised, 
without  further  Government  help,  hundreds  of  millions  of  new  capital. 
Its  common  stock,  which  carries  control  of  the  property,  represents 
an  average  of  $112.50  of  actual  cash  put  into  the  property  for  every 
$100  of  nominal  face  value.  The  shareholders  have  for  years  received 
handsome  dividends;  they  have,  out  of  operating  surplus,  invested 
$100,000,000  in  subsidiary  undertakings;  they  have  realized  $68,000,- 
000  net  from  land  sales,  and  they  still  possess  land  conservatively 
valued  at  $119,000,000.  Against  no  part  of  this  total  value  has  any 
capital  been  issued.  To-day  the  Canadian  Pacific  stands  as  one  of 
the  wealthiest  and  financially  strongest  railway  companies  in  the 
world ;  fully  able  to  raise,  on  its  own  credit  and  on  the  most  favorable 
terms,  all  the  new  capital  which  will  be  required  to  meet  the  demands 
for  new  development  that  the  future  will  bring. 

The  Canadian  Northern  and  Grand  Trunk  Pacific  belong  to  the 
third  period.  Though  the  outward  form  of  these  two  undertakings 
is  that  of  a  private  company,  substantially  they  both  rest  on  the 
responsibility  of  the  Governments,  National  and  Provincial.  Their 
common  stocks,  which  carry  with  them  control  of  the  respective 
properties,  represent  no  practical  cash  investment,  and  both  com- 
panies have  failed  to  "make  good."  They  are  kept  going  at  present 
only  through  large  advances  of  public  money. 

As  reported  to  Parliament,  Feb.  "29,  1916.    This  figure  includes  $26  938, 139  interest  during  construction. 
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We  think  the  success  of  the  Canadian  Pacific  Railway,  as  contrasted 
with  the  fact  that  the  Grand  Trunk  Pacific  and  Canadian  Northern 
have  had  to  come  back  to  the  Government  for  help  far  beyond  that 
originally  contemplated,  points  a  distinct  moral.  There  was  given 
to  the  Canadian  Pacific  at  the  outset  direct  aid  with  a  generous  hand, 
and  the  aid  was  continued  up  to  the  point  when  the  company  could 
stand  alone.  The  country  knew  what  it  was  paying.  Had  it  known 
how  splendid  a  property  it  was  building  up  it  would  no  doubt  have 
stipulated  for  some  share  in  the  reversion.  But  even  as  it  is,  the 
people  of  Canada,  in  our  view,  have  had  good  value  for  their  money. 
In  the  early  days  of  the  Canadian  Northern  no  direct  aid  was  given 
other  than  a  comparatively  small  grant  of  land,  at  the  time  almost 
valueless.  Since  then  the  company  has  received  $38,874,000  in  sub- 
sidies ;  but  this  is  very  small  in  proportion  to  the  direct  aid  given  to 
the  Canadian  Pacific.  Great  sums  of  money  were  indeed  guaranteed 
by  the  Dominion  and  the  Provinces,  but  up  to  1914  the  company 
apparently  met  its  obligations  from  its  own  resources.  To  the  Grand 
Trunk  Pacific  direct  aid  was  indeed  given  to  a  considerable  extent, 
but  the  financial  scheme  mainly  relied  on  guaranties,  first  by  the 
Governments,  and  secondly  by  the  Grand  Trunk  Co.  We  do  not 
think  the  Governments,  either  of  the  Dominion  or  of  the  Provinces, 
fully  realized  how  serious  was  the  liability  which  they  were  assuming. 
We  do  not  think  the  companies  realized  how  serious  the  position 
would  be  if  recourse  had  to  be  had  to  the  guaranties.  While  we  are 
not  prepared  to  say  that  in  no  circumstances  should  guaranties  be 
given,  we'  do  feel  that  a  policy  of  guaranties  on  a  large  scale  is  a 
dangerous  policy.  It  is  evident  that  guaranties  have  been  given  in 
■  the  past  without  adequate  appreciation  of  the  fact  that  they  might 
fall  due,  and  that  if  they  did,  the  burden  would  be  grave.  We 
recommend  that  in  future  no  guaranties  be  given  without  being 
taken  up  into  the  books  of  the  guarantor  as  a  continuing  liability 
and  without  some  financial  provision  being  made  against  the  possi- 
bility of  their  falling  due. 

GROWTH    OF    CANADIAN    RAILWAYS. 

Till  within  the  last  decade,  Canada  was  (omitting  the  Intercolonial 
Railway  and  other  smaller  undertakings  of  only  local  interest) 
served  by  two  main  systems.     They  were: 

(1)  The  Canadian  Pacific,  stretching  right  across  the  continent, 
and  having  access  to  all  important  points  both  in  the  east  and  in  the 
west,  with  control  also  of  a  considerable  mileage  in  the  United 
States,  and  in  a  very  prosperous  financial  position. 

(2)  The  Grand  Trunk,  whose  original  charter  dates  from  1851, 
with  a  strong  hold  on  eastern  Canada,  and  also  with  important 
United  States  connections.  The  Grand  Trunk  had  always  met  its 
obligations,  though  over  a  series  of  years  the  return  to  its  share- 
holders had  been  but  small.  Westward  the  Grand  Trunk  only  ex- 
tended, in  Canada,  as  far  as  Lake  Huron. 

(3)  But  even  10  years  ago,  the  Canadian  Northern,  which  had 
started  as  a  local  line  in  Manitoba  in  1896,  was  beginning  to  build 
up  in  the  prairie  provinces  a  system  which,  in  1906,  comprised 
more  than  2,400  miles,  and  which  now  contains  over  5,000  miles  in 
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these  provinces.  The  Canadian  Northern  liad  grown  rapidly  with 
the  growth  of  the  western  country,  but  liad  always  earned  sufficient 
net  revenue  to  take  care  of  its  obligations. 

The  Canadian  Pacilic  had,  it  will  be  seen,  the  advantage  of  gather- 
ing its  own  traiHc  for  itself  and  of  keeping  it  in  its  own  hand  through- 
out. The  other  two  companies  were  in  a  different  position.  The 
Canadian  Northern  had  to  depend  for  westbound  rail  traffic  on  what 
the  companies  in  tlie  east,  one  of  which  was  a  rival,  handed  to  it. 
On  the  traffic  which  it  collected  in  the  west,  it  lost  the  long  haul  to 
the  east.  It  was  not  uimatural  that  the  company  should  reach  out 
to  the  east.  For  the  same  reason  it  was  equally  natural  that  the 
Grand  Trunk  Co.  should  reach  out  to  the  west.  And  public  senti- 
ment, which  felt  that  the  growth  of  the  country  justified  and  required 
more  than  one  transcontinental  line,  undoubtedly  sympathized  with 
the  companies'  ambitions. 

The  natural  solution  of  the  question  undoubtedly  was  that  the 
Canadian  Northern  and  the  Grand  Trunk  should  Join  forces  and 
construct  a  line  from  North  Bay,  or  its  neighborhood,  to  Port  Arthur. 
Negotiations  for  the  amalgamation  of  the  two  companies  were,  we 
understand,  actually  set  on  foot  in  1903.  Unfortunately  they  came 
to  nothing;  and  each  company  set  out  independently  to  construct 
into  the  territory  of  the  other.  And  a  very  large  measure  of  Govern- 
ment help  was  given  to  them  both,  with  the  result — hardly,  we 
think,  with  the  deliberately  contemplated  object — of  obtaining  not 
merely  two  but  three  transcontinental  routes.  An  uninformed  and 
unreasonably  optimistic  public  opinion  undoubtedly  supported  this 
action  at  the  time.  We  can  not,  however,  but  feel  that  those  respon- 
sible for  the  policy  of  the  Grand  Trunk  and  Canadian  Northern 
Companies  should  have  been  wiser  than  the  public. 

Part  II.  The  Grand  Trunk  System. 

The  Grand  Trunk  scheme,  ffi'st  put  forward  in  1903  under  two 
acts  of  Parliament,  both  dated  October  24,  1903,  was  for  a  main 
Une  right  across  the  continent  from  Moncton  to  Prince  Rupert. 
The  portion  of  the  line  east  of  Winnipeg  was  to  be  built  by  the  Gov- 
ernment and  leased  to  the  Grand  Trunk  Pacific  Co.  for  50  years 
certain,  with  a  possibility  of  renewal.  The  portion  west  of  Winnipeg 
was  to  be  built  by  the  Grand  Trunk  Pacific  Co.,  with  large  Govern- 
ment assistance.  The  Grand  Trunk  Pacific  was  to  build  any  neces- 
sary branches  of  the  system  both  east  and  west,  and  was  to  operate 
the  whole.  The  Grand  Trunk  was  to  hold,  and  in  fact  always  has 
held,  the  entire  share  capital  of  the  Grand  Trunk  Pacific,  and  the 
Grand  Trunk  has  had  full  control  of  the  undertaking  throughout. 

In  fairness  to  the  Grand  Trunk  it  should  be  observed  that  the 
responsibility  for  the  construction  of  the  line  from  Moncton  to 
Winnipeg,  now  known  as  the  National  Transcontinental,  does  not 
primarily  rest  on  them.  The  proposal  of  the  company,  as  originally 
formulated  and  submitted  to  the  Government,  was  for  a  line  from 
the  Pacific  through  Winnipeg  as  far  as  North  Bay.  Government 
action  was  responsible  for  the  line  being  carried  eastward  all  the 
way  to  Quebec,  and  the  further  prolongation  from  Quebec  to 
Moncton  was  added  during  the  passage  of  the  bill  through  Parliament. 
117900— 19— VOL  2 81 
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But  though  the  Grand  Trunk  did  not  originate  the  National 
Transcontinental,  it  accepted  full  liability  for  it.  The  agreement 
between  the  Grand  Trunk  Pacific  and  the  Dominion  Government 
provided  as  follows:  "In  order  to  insure,  for  the  protection  of  the 
company  as  lessees  of  the  eastern  division  of  the  said  railway,  the 
economical  construction  thereof  in  such  a  manner  that  it  can  be 
operated  to  the  best  advantage,  it  is  hereby  agreed  that  the  specifica- 
tions for  the  construction  of  the  eastern  division  shall  be  submitted 
to  and  approved  of  by  the  company  before  the  commencement  of 
the  work,  and  the  said  work  shall  be  done  according  to  the  said 
specifications,  and  shall  be  subject  to  the  joint  supervision,  inspection, 
and  acceptance  of  the  chief  engineer  of  the  company." 

Upon  this  provision  the  Grand  Trunk  Pacific  Co.,  in  an  official  pub- 
lication, "The  Grand  Trunk  Pacific;  Canada's  National  Transconti- 
nental Railway;  10th  edition,  January,  1912,"  comments  as  follows: 

Since  the  rental  payable  by  the  company  to  the  Government  for  the  iise  of  the 
Eastern  Division  is  a  percentage  on  the  cost  of  construction,  it  will  be  observed  that 
it  is  a  matter  of  great  importance  to  the  company  that  this  item  "cost  of  construction " 
shall  be  determined  on  the  most  economical  basis  consistent  with  a  well-l/iiilt  railway, 
in  which  respect  the  foregoing  provision  contained  in  the  agreement  fully  protects 
the  company. 

The  company,  then,  appreciated  that  "cost  of  construction"  was 
to  it  a  matter  of  great  importance,  and  considered  that  it  was  fully 
protected  by  the  terms  of  the  agreement.  But  as,  in  spite  of  the  right 
of  the  company  to  approve  specifications  and  the  right  of  the  com- 
pany's chief  engineer  to  supervise  and  inspect  the  work,  the  cost  of 
construction  of  the  National  Transcontinental,  which  had  been  esti- 
mated at  $61,415,000,  was  permitted  to  reach  $159,881,197,  the  com- 
pany objected  to  carrying  out  their  bargain.  And  the  Government, 
by  accepting  the  company's  refusal  and  commencing  to  work  the  line 
themselves,  have  in  effect  released  the  company  unconditionally. 
The  National  Transcontinental  is  now  a  part  of  the  Government  Rail- 
ways, We  make  at  this  stage  only  two  comments  on  what  is  past 
history:  The  one  that  the  people  of  Canada  have  been  generous  to 
the  shareholders  of  the  Grand  Trunk  Pacific;  the  other  that  the  Grand 
Trunk  Pacific  shareholders,  in  other  words,  the  Grand  Trunk  Co., 
have  not  shown  such  prudence  and  business  foresight  as  would  nat- 
urally encourage  the  Government  to  have  confidence  in  thedr  future 
management. 

The  refusal  of  the  Grand  Truck  Pacific  to  take  over  the  operations 
of  the  line  from  Winnipeg  to  Moncton,  with  the  result  that  the  eastern 
half  of  the  intended  through  route  is  being  operated  by  the  Govern- 
ment, has  implied  the  temporary  failure  of  the  complete  scheme  as 
approved  by  Parliament.  The  line  west  of  Winnipeg  is  at  present 
being  operated  under  the  control  of  the  Grand  Trunk,  the  nearest 
point  of  whose  rails  is  at  North  Bay,  a  thousand  miles  away.  It 
would  clearly  be  impossible  for  the  Government  to  permit  this  as  a 
permanent  policy. 

GRAND    TRUNK    PACIFIC    FINANCE. 

The  original  scheme  for  financing  what  was  then  known  as  the 
Western  Division  of  the  Grand  Trunk  Pacific — that  is,  the  entire  line 
as  now  left  after  the  Government  has  assumed  the  responsibility  for 
the  Eastern  Division — was  as  follows :  The  line  was  divided  into  two 
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sections,  the  Prairie  section  (914  niil(>s)  from  Winnipcj^  via  Edmonton 
to  Wolf  Creek,  Alberta:  and  the  Mountain  section  (So2  miles)  from 
Wolf  Creek  to  Prince  Rupert.  On  the  Prairie  section  the  Govern- 
ment guaranteed  oO-year  first  mortgage  3  per  cent  bonds  of  the  Grand 
Trunk  Pacific,  to  the  amount  of  SI -3,000  per  mile.  On  the  Mountain 
section  it  guaranteed  similar  bonds  to  the  extent  of  75  per  cent  of  the 
total  cost,  whatever  that  miglit  thereafter  be  ascertained  to  be.  The 
balance  of  the  cost  of  both  sections  was  to  be  found  by  the  issue  of 
4  per  cent  mortgage  bonds  of  the  Grand  Trunk  Pacific  guaranteed  by 
the  Grand  Trunk  (V^.  These  lattei-  were,  in  effect,  second-mortgage 
bonds,  tliough  not  so  called.  The  Lake  Superior  Branch  was  built 
by  the  company  from  the  proceeds  of  its  own  bonds,  with  the  help  of 
subsidies  both  from  the  Dominion  Government  and  from  the  Province 
of  Ontario. 

First-mortgage  bonds  were  issued  to  the  amount  of  168,040,000,  and 
owing  to  subsequent  arrangements  with  the  Government,  which  it  is 
not  necessary  here  to  describe,  the  company  obtained  their  full  par 
value  in  casli.  There  were  also  issued  $20,1 69,000  of  second-mortgage 
bonds,  $7,583,000  Lake  Superior  Branch  bonds,  which  together  pro- 
duced $25,734,915.81  in  cash.  The  $93,774,915.81  proved  entirely 
inadequate  to  complete  the  system.  By  an  act  of  1906,  as  amended 
in  1913,  the  Grand  Trunk  Pacific  was  empowered  to  create  4  per  cent 
perpetual  debentures  to  the  amount  of  S50,000,000  for  the  purchase 
of  rolling  stock  and  the  acquisition  of  branch  lines.  These  deben- 
tures are  guaranteed  by  the  Grand  Trunk  Co.  and  various  amounts 
have  been  issued  from  time  to  time.  On  January  1,  1917,  $34,879,- 
252.86  of  them  had  been  sold  to  the  public,  and  had  produced 
$31,411,985.96  in  cash.  In  Mav,  1909,  the  Government  lent  to  the 
Grand  Trunk  Pacific  Co.  $10,000,000  at  4  per  cent,  charged  by  way 
of  further  mortgage  upon  the  Prairie  Division,  and  also  guaranteed 
bv  the  Grand  Trunk  Co.  In  June,  1913,  the  Government  lent  to  the 
Grand  Trunk  Pacific  Co.  a  further  sum  of  $15,000,000,  charged  upon 
an  ec[ual  amount  of  4  per  cent  Prairie  debentures,  guaranteed  by  the 
Grand  Trunk  Co.,  and  issued  to  the  government.  In  June,  1914,  the 
Government  guaranteed  a  further  issue  of  not  exceeding  $16,000,000 
4  per  cent  Grand  Trunk  Pacific  bonds.  Part  of  these  were  sold, 
another  portion  was  issued  and  pledged  to  the  Government  as  secur- 
ity for  a  cash  loan  of  $6,000,000.  The  companv  has  also  raised 
$9,095,512.05  by  the  issue  of  $9,720,000  notes  guaranteed  by  the 
Grand  Trunk  and  further  secured  by  the  deposit  of  $14,580,000  of 
debenture  stock.  In  all,  the  Grand  Trunk  Pacific  Co.  had,  up  to  the 
end  of  February,  1916,  issued  securities  to  the  amount  of  $179,782,- 
100.86,  and  olDtained  therefor  $172,009,663.62  cash.  Since  that 
date  the  company  has  obtained  from  the  Government  further 
advances  of  $4,397,741.43,  and  the  Government  auditor  has  passed  for 
payment  another  advance  of  $940,585. 

The  Grand  Trunk  Pacific  Branch  Lines  Co.  has  outstanding  bonds 
for  $9,879,408  guaranteed  by  the  Province  of  Saskatchewan,  and 
$3,589,596  guaranteed  by  the  Prov^ince  of  Alberta;  a  total  of 
$13,469,004.     For  these  bonds,  $12,688,544  in  cash  has  been  received. 

The  three  railway  companies  composing  tlie  Grand  Trunk  Pacific 
Railway  system)  that  is,  the  Grand  Trunk  Pacific,  the  Grand  Trunk 
Pacific  Branch  Lines  Co.,  and  the  Grand  Trunk  Pacific  Saskatchewan 
Railway  Co.)  represent  construction  expenditure,  according  to  the 
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report  to  the  Governmont  in  February,  1916,  of  $197,129,591 .  Owing 
to  the  long  time  during  which  the  roads  were  treated  as  "under  con- 
struction," no  less  th.m  S26,988,139  of  this  outlay  is  for  interest. 
Since  January  1 ,  1916,  the  line  is  officially  in  operation.  It  whs  open 
for  traffic  throughout  16  months  earlier  and  considerable  sections 
were  in  operation  at  a  much  earlier  period. 

The  interest  charges  on  the  funded  obligations  and  Government 
loans  of  these  companies  are  approximately  $7,200,000  a  year.  There 
are  further  debts  of  the  Grand  Trunk  Pacific  and  subsidiary  compa- 
nies to  the  Grand  Trunk  for  advances  amounting  to  .S26,841 ,040.53 
and  for  interest  thereon ;  6  per  cent  on  which,  added  to  the  other  lia- 
bilities, brings  the  total  interest  charges  of  the  undertakhig  to  $8,846,- 
544.20  a  year.  As  a  partial  offset,  the  Dominion  Government  is 
under  an  obligation  to  pay,  without  recourse,  for  seveJi  years  after 
comipletion,  the  intei-est  on  the  Government-guaranteed  first-mortgage 
bonds  of  the  Mountain  section,  amounting  to  $1,655,121.60  a  year. 
Further,  the  system  has  a  certain  amount  of  net  income.  For  the 
vear  ending  December,  1916,  the  Grand  Trunk  Pacific  proper  showed 
net  income  of  $1,899,052.  This  figure,  liowever,  included  $600,000, 
rent  of  the  Lake  Superior  branch  leased  to  the  National  Transcon- 
tinental, and  $1,305,741,  hire  of  equipment.  There  was  an  operat- 
ing loss  of  $922,398  on  the  branch  lines.  Altogether,  in  spite  of 
losses  on  operation,  the  svtem  liad  a  net  income  before  charges 
of  $826,653. 

GRAND    TRUNK    FOR    GRAND    TIUNK    PACIFIC. 

The  Grand  Trunk  Railway  Go.  stands  as  guarantor  of  the  follow- 
ing outstanding  debentures  and  bonds  issued  and  loans  made  to  tlie 
GraJid  Trunk  Pacific  Railway  Co.: 

4  per  cent  Series  A,  Prarie  Division $10,  206,  000 

4  per  cent  Series  B,  Mountain  Division 9,  963,  000 

4  per  cent  Lake  Superior  Division 7,  533,  000 

4  per  cent  perpetual  debentures 34,  879,  252 

5  per  cent  secured  notes  (secured  by  pledges  of  4  per  cent 
debentures) 9,  720,  000 

Canadian  Government  loan  of  1913 15,  000,  000 

Canadian  Government  loan  of  1909 10,  000,  000 

Total  guaranties $97,  30],  252 

In  addition,  the  Grand  Trunk  Railway  Co.  had,  at  Feb- 
ruary 29,  1916,  advanced  to  the  several  companies  the 
following  sums: 

Grand  Trunk  Pacific  Railwav  Co |801,  783.  54 

Grand  Trunk  Pacific  Branch  Lines  Co 13,  369,  537.  83 

Grand  Trunk  Pacific  Saskatchewan  Railway  Co 214,  500.  00 

■Grand  Trunk  Pacific  Development  Co.  (Ltd.) 11,  793,  907. 46 

Total  advances 26, 179,  728 

Total  commitment  of  Grand  Trunk  Railway  Co 1 23,  280,  980 

In  respect  of  these  advances  thev  liold  the  companies'  notes  to  tlie 
amount  of  $24,334,016.55. 

We  estimate  th(^  present  annual  liability  of  the  Grand  Trunk  in 
connection  with  the  Grand  Trunk  Pacific  system  to  be  considerably 
over  $5,000,000  per  annum,  and  after  January,  1923,  it  will  increase 
to  over  $7,000,000. 
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GRAND   TRUNK    CO.'s    PROPOSAI.. 

The  Grand  Trunk  Co.  have,  in  the  letter  of  their  president,  ad- 
dressed to  the  prime  minister  and  (hited  December  10,  1915,  officially 
acknowledged  that  they  can  not  fulfill  their  obligations  in  reference 
to  the  Grand  Trunk  Pacific.  The  Grand  Trunk  Co.  hav^e  already 
obtained  a  tacit  release  from  their  contract  in  reference  to  the  trans- 
continental half  of  the  original  Grand  Trunk  Pacific  undertaking. 
They  have  now,  by  their  chairman's  letter,  put  it  on  record  that  they 
are  ''at  the  end  of  their  tether."  They  say  that  it  is  "quite  impos- 
sible for  them  to  meet  the  extra  liabilities  arising  from  the  Grand 
Trunk  Pacific  Co."  They  propose  to  retire  altogether  from  the  con- 
cern; that  in  return  for  their  handing  over  to  Government  the 
S25, 000,000  common  stock  of  the  Grand  Trunk  Pacific  Railway, 
which  is  in  their  possession,  but  for  which  they  only  paid  a  nominal 
amount  of  actual  cash,  the  Government  shall  not  only  relieve  them 
of  all  liability  for  the  interest  on  the  securities  of  the  Grand  Trunk 
Pacific  and  subsidiary  companies,  and  for  any  deficiencies  of  operat- 
ing expenses  of  the  Grand  Trunk  Pacific  System,  but  shall  "repay 
the  Grand  Trunk  Railway  Co.  any  money  advanced  to  the  Grand 
Trunk  Pacific  or  its  Branch  Lines  &  Development  Co.  and  other  sub- 
sidiary companies." 

We  can  not  think  that  this  is  a  reasonable  proposition,  or  one  that 
we  could  advise  the  Government  to  accept.  What  would  be  thought 
if  one  partner  in  a  business  were  to  say  to  the  other:  "We  entered 
jointly  on  an  enterprise  which  we  thought  would  be  profitable.  It 
has  turned  out  the  reverse.  I  propose  that  you  settle  with  the  cred- 
itors, pay  out  to  me  the  whole  of  the  capital  I  put  in,  and  let  me 
retire.  Provided  I  go  free,  I  am  content  that  you  make  what  you 
can  of  the  business."  We  think  the  Grand  Trunk  Co.  can  not  thus 
escape  the  consequence  of  its  own  action.  We  quite  agree  that  the 
Grand  Trunk  Co.  can  not  meet  its  Grand  Trunk  Pacific  liabilities. 
But  if  the  Government  is  to  relieve  the  Grand  Trunk  Co.  of  liabilities 
which  it  voluntarily  incurred,  but  which  it  now  finds  it  impossible 
to  meet,  it  is  for  the  Government,  not  for  the  company,  to  fix  the 
terms. 

THE    GRAND   TRUNK    CASE. 

Having  regard  to  the  great  importance  of  this  question,  not  only 
to  the  Grand  and  Grand  Trunk  Pacific  Cos.,  but  also  to  the  people  of 
Canada  before  deciding  what  to  report  in  reference  to  the  present 
position,  and  what  to  recommend  for  the  future,  we  gave  to  the 
management  of  these  companies  full  opportunity  to  state  their  case. 
We  invited  them  to  put  forward  every  ground  on  which  they  based 
their  application  that  the  Grand  Trunk  Co.  should  be  relieved  b}^  the 
Government  of  their  obligations  in  respect  to  the  Grand  Trunk 
Pacific,  and  have  repaid  to  them  by  the  Government  their  advances 
to  the  Grand  Trunk  Pacific  Co.  and  its  subsidiaries,  wliich  otherwise 
would  be  uncollectible.  And  we  also  investigated  the  physical  and 
financial  position  of  the  companies. 

In  a  letter  addressed  to  Mi'.  Chamberlin,  president  of  both  com- 
panies, dated  November  30,  1916,  we  wrote  as  follows: 

Before  looking  into  the  Grand  Trunk  Pacific  history  from  a  parliamentary  stand- 
point, I  would  like  to  have  the  company's  own  statement  so  as  to  make  sure  that  no 
injustice  will  be  done  it. 
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Will  you  please  write,  or  have  Mr.  Biggar  write,  giving  the  history  of  the  project, 
and  the  underlying  motives  and  objects  to  be  served,  as  the  company  understood 
them,  and  say  to  what,  if  to  any  extent,  the  company  was  prevented  or  hindered  in 
carrying  out  its  program.  If  Mr.  Biggar  has  a  series  of  draft  acts  showing  changes 
from  time  to  time  made  before  the  adoption  of  the  final  act  that  probably  would  be 
helpful. 

To  this  letter  Mr.  W.  H.  Biggar,  K.  C,  general  solicitor  for  both 
systems,  in  a  letter  received  by  us  on  December  12,  replied  as  follows: 

INCEPTIOX    OF   THE    NATIONAL   TRANSCONTINENTAL. 

The  construction  by  the  Grand  Trunk  interests  of  a  line  into  the  western  Provinces 
appears  to  have  been  first  suggested  by  Mr.  Hays  to  the  late  Sir  Charles  Rivers  Wilson, 
then  president  of  the  Grand  Trunk,  early  in  1902.  The  correspondence  between 
these  two  officials  clearly  shows  that  the  chief  purpose  was  the  construction  of  a  line 
to  connect  the  Ontario  lines  of  the  Grand  Trunk  with  the  western  Pro\'inces.  The 
general  outline  of  the  scheme  having  received  the  approval  of  the  directors  of  the 
Grand  Trunk  in  London,  Mr.  Hays,  on  October  23,  1902,  submitted  it  to  Sir  Wilfrid 
Laurier,  then  Prime  Minister.  On  November  3,  1902,  probably  at  the  suggestion  o 
Sir  Wilfrid  Laurier,  a  memorial  was  addressed  to  him  signed  by  the  late  Mr.  Hays 
and  the  late  Mr.  Wainwright.  The  following  extracts  from  that  memorial  show  what 
was  contemplated: 

"Your  petitioners  desire  to  memorialize  your  Government  in  regard  to  the  con- 
struction of  a  first-class  line  of  railway  from  the  northern  terminus  of  the  Grand  Trunk 
Railway  at  or  near  North  Bay,  Ontario,  tlirough  to  the  Pacific  coast,  for  the  reasons 
and  upon  the  conditions  herein  set  forth: 

"  'First.  That  it  is  considered  very  desirable  and  in  the  public  interest  that  there 
should  be,  without  any  unnecessary  delay,  a  second  transcontinental  railway  reach- 
ing from  the  Atlantic  Ocean  to  the  Pacific  Ocean,  in  order  that  additional  facilities 
may  be  provided  for  the  large  and  growing  business  of  the  Northwest,  which  might 
otherwise  find  its  outlet  through  American  channels. 

"  'Second.  That  your  petitioners  propose,  as  soon  as  authorized  by  your  Govern- 
ment, to  undertake  the  construction  of  such  a  line  from  North  Bay,  Ontario,  or  some 
other  point  north  thereof,  to  be  defined,  to  the  Pacific  coast,  the  terminus  to  be  at  or 
near  Port  Simpson:  with  all  necessary  branches  along  the  route,  to  be  designated. 

"  'Third.  That  your  petitioners  therefore  ask  that  their  application  for  authority 
to  construct  such  a  line  of  railway  to  be  called  the  Grand  Trunk  Pacific  shall  be 
granted. 

"  'Eighth.  That  in  order  to  provide  for  connection  with  the  Atlantic  seaboard  all 
the  year  round  and  through  an  all-British  territory  route,  your  petitioners  will  be 
prepared  to  enter  into  an  arrangement  with  the  Government  for  an  interchange  of 
traffic  or  other  satisfactory  agreement  with  the  Intercolonial  Railway  at  Montreal, 
or  such  other  proposal  as  the  Government  may  submit. 

"  'Ninth.  That  your  petitioners  would  have  the  advantage  of  all  the  eastern 
connections,  in  Onl^ario  and  Quebec,  of  the  Grand  Trunk  Railway,  and  by  this  means 
(on  the  completion  of  the  transcontinental  line)  there  would  be  established  and  opened 
up  a  complete  system  from  ocean  to  ocean.'  " 

Shortly  after  this  memorial  was  presented,  Mr.  Hays  instructed  that  notice  of  an 
application  to  Parliament  for  an  act  to  incorporate  "The  Grand  Trunk  Pacific  Rail- 
way Co."  be  prepared  and  published.  I  inclose  a  copy  of  the  notice  marked  "A." 
In  accordance  with  an  apparent  understanding  between  Sir  Wilfrid  Laurier  and  Mr. 
Hays  that  notice  was,  before  publication,  submitted  to  and  approved  by  the  then 
minister  of  justice,  now  chief  justice  of  the  supreme  court  of  Canada.  Subsequently 
the  bill,  a  copy  of  which  marked  "B  "  is  also  inclosed,  was  prepared  and  forwarded 
to  the  clerk  of  the  house.  In  the  early  months  of  1903,  conferences  were  from  time 
to  time  held  between  Mr.  Hays  and  Mr.  Wainwright  on  behalf  of  the  company  and 
Sir  Wilfrid  Laurier  and  members  of  his  cabinet,  as  a  result  of  which  Mr.  Hays  was 
asked  to  have  the  bill  amended  to  provide  for  the  construction  of  a  line  from  North 
Bay  to  Quebec.  Not  only  do  I  personally  know  this  to  be  the  fact,  but  it  is  corrobo- 
rated by  a  letter  written  to  Sir  Charles  Rivers  Wilson  by  Mr.  Hays  on  March  16,  1903, 
in  which  he  stated  that  '"at  the  request  of  the  Government  we  have  amended  our 
Grand  Trunk  Pacific  charter  taking  powers  to  build  a  line  from  Quebec  to  North 
Bay."  I  inclose  a  copy  marked  "C  "  of  the  notice  published  in  accordance  with  that 
undertaking.  When  the  bill  first  came  up  for  discussion  before  the  railway  committee 
of  the  House  of  Commons,  such  strong  opposition  developed  that  practically  no 
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prosrress  was  made  at  that  mcctins:  nor,  in  fact,  at  several  subsequent  meetings  of  the 
commit  lee.  While  the  bill  was  thus  under  consideration,  several  members  from 
the  Maritime  Provinces  insisted  that  the  eastern  terminus  of  the  line  should  not  be 
Quol)oc  but  a  point  in  the  Maritime  Provinces,  t^o  strona;ly  was  this  Aiew  pressed 
that  in  the  end  the  (iovernment  arcjuiesced  and  directed  that  the  bill  be  further 
amended  to  include  the  construction  of  a  line  from  Quebec  to  Moneton.  I  attach, 
marked  "D."  a  copy  of  clause  13  of  the  Ijill  reprinted  by  direction  of  the  committee 
to  cive  effect  to  this.  Moncton  was  decided  upon  as  a  compromise,  retjard  l)ein,a; 
had  to  the  faet  that  both  IFalifax  and  .^t.  John  could  be  reached  from  there  b^-  the 
Intercolonial.  .\s  you  will  see.  this  clause  as  reprinted  authorized  the  construction 
of  branch  lines  to  Fort  William  or  Port  .\rthur  and  to  North  Bay.  Durinc:  all  this 
time  negotiations  were  still  l)eing  carried  on  i)etween  the  Government  and  the  repre- 
sentatives of  the  compan}'  regarding  the  extent  of  and  the  terms  upon  which  the 
Government  should  aid  in  the  construction  of  the  line.  These  resulted  in  the  agree- 
ment of  July  2!'.  1908.  a  copy  of  which  forms  the  schedule  to  chapter  71  of  the  statutes 
of  ]!H)8.  The  facts  herein  stated,  and  the  inclosures,  show  how  the  scheme  as  first 
outlined  by  Mr.  Hays  came  to  be  so  materially  changed.  That  his  original  intention 
was  not  carried  out  vras,  to  my  personal  knowledge,  not  due  to  a  change  of  view  on 
his  part  but  because  he  came  to  the  conclusion  that  the  (iovernment  aid  essential 
to  the  construction  of  any  Grand  Trunk  Pacific  line  could  only  be  secured  upon  the 
terms  set  forth  in  the  agreement  of  July  29.  1903. 

It  is  not  necessary  to  reprint  the  exhibits  referred  to  in  Mr.  Biggar's 
letter.  They  fully  establish  his  statement  that  the  original  advertise- 
ment, the  draft  bill,  and  the  notice  of  intention  to  apply  for  the  act, 
were  all  merely  for  the  construction  of  a  line  from  a  point  at  or  near 
North  Bay,  in  the  Province  of  Ontario,  and  thence  westerly.  But 
Mr.  Biggar's  own  letter  shows  also  that  the  Grand  Trunk  Co.,  how- 
ever reluctantly,  did  accept,  as  the  only  consideration  on  which 
they  could  get  authority  and  assistance  to  construct  and  operate  the 
Grand  Trunk  Pacific  Une  from  Winnipeg  westward,  the  obligation  to 
operate  also  the  hne  from  Winnipeg  eastward.  But  this  point  is 
not  of  importance,  as  the  company  has,  in  effect,  been  released  from 
the  obligation  that  it  assumed. 

Mr.  Biggar,  however,  confined  himself  to  the  Transcontinental 
section  of  the  original  scheme;  and  his  letter  contained  no  reply  to 
our  request  for  a  more  general  statement  as  to  the  whole  project,  its 
motives  and  objects,  and  the  manner  in  which  the  company  might 
have  suffered  hindrance  in  carrying  out  its  program.  We  accord- 
ingly addressed  a  further  communication  to  Mr.  Chamberlin. 

In  a  letter  to  us  dated  January  30,  1917,  he  wrote  as  foUows: 

LETTER    FROM    THE    PRESIDENT    OF    THE    (IR.^ND    TRUNK. 

In  reply  to  the  first  question  asked  in  your  letter  ''as  to  the  effect  on  the  Grand 
Trunk  proper  of  the  loss  of  the  .?25,000,o6o  investment,"  it  is  perhaps  necessary  to 
repeat  to  some  extent  what  has  already  been  said  from  time  to  time  on  the  subject. 

The  advance  to  the  Branch  Line  Co. — every  dollar  of  it — represents  money  paid 
by  the  (Jrand  Trunk  in  order  to  complete  the  lines,  the  bond  issues  having  been 
found  insufficient  for  the  pur])0se,  together  with  interest  acqj.'uing.  These  l>ranch 
lines  were  intended  to  be,  and  have  been,  important  feeders  to  the  parent  company, 
the  present  financial  position  of  which  would  have  been  much  worse  than  it  is  had 
they  not  been  constructed. 

The  Grand  Trunk  Railway  Co.  having  furnished  the  money  necessary  to  complete 
these  lines  would  naturally  look  upon  the  confiscation  of  its  investment  as  a  crime. 
The  money  was  put  into  it  in  good  faith,  in  the  belief  that  the  Grand  Trunk  Pacific 
was  largely  a  national  undertaking.  That  the  railway  has  turned  out  so  far  not  to  be  a 
success  is  no  fault  of  theirs,  but  can  be  attributed  directly  to  the  action  of  the  Govern- 
ment in  subsidizing  competing  lines  and  in  many  ways  enormously  adding  to  the 
cost  of  construction.  There  is  not  a  shadow  of  doubt  that  had  the  course  subsequently 
followed  ])y  the  Government  been  known  when  application  for  the  Grand  Trunk 
Pacific  charter  was  made,  that  road  would  never  have  been  built. 

These  are  the  facts  as  understood  bv  the  Grand  Trunk  directors  and  shareholders. 
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The  repudiation  of  this  legitimate  indebtedness  in  anv  arrangement  made  with  the 
GoA'ernment  would  not  only  injure  the  Grand  Trunk  Co.'s  credit,  but  might  induce 
a  spirit  of  hostile  criticism  on  the  pa.rt  of  investors  in  Grand  Trunk  securities  in  London 
and  New  York  that  might  easily  react  upon  the  credit  of  the  country. 

The  foregoing  remark.^  a])ply  also  to  the  advances  to  the  Saskatchewan  Railway. 

The  Grand  Trunk  Pacific  Development  Co.  was  organized  with  a  view  to  obtaining 
for  the  Grand  Trunk  Pacific  Railwav  terminals  and  town  sites,  in  order  to  induce 
settlers  to  take  up  land  on  the  line  of  the  railwav.  The  whole  of  the  common  stock 
was  owned  by  the  (xrand  Trunk  Pacific  Railway  Co.  The  enterprise  was  an  endeavor 
to  do  at  our  own  expense  exactly  what  in  the  case  of  the  Canadian  Pacific  and  Cana- 
dian Northern  Cos.  had  been  provided  by  the  Government  by  giving  land  subsidies. 
The  money  advanced  by  the  Grand  Trunk  Railwav  Co.  would  have  been  repaid  had 
it  not  been  for  the  collapse  of  land  value.?  in  the  West,  owing  to  the  culmination  of 
the  boom  in  real  estate.  The  assets  of  the  company  are  owned  by  the  Grand  Trunk 
Pacific  Railway  Co..  and  the  operation.s  of  the  Development  Co.  accrue  entirely  to 
its  benefit. 

To  the  second  question  asked  as  to  the  effect  on  the  Grand  Trunk  proper  should  the 
operation  of  the  Grand  Trunk  Pacific  be  left  as  it  is  and  the  former  not  be  relieved  from 
its  guarantees,  there  can  be  only  one  answer;  it  would  mean  a  receivership  for  the 
Grand  Trunk  Co.,  carrying  with  it  the  destruction  of  its  credit  for  some  time  to  come 
and  the  impaii'ment  of  the  credit  of  the  whole  Dominion. 

I  can  hardly  add  anything  to  lend  additional  force  to  the  remarks  already  made  in 
order  to  indicate  the  justice  of  our  claim.  If  we  have  been  guilty  of  too  much  opti- 
mism in  the  inception  of  the  scheme,  does  not  the  same  criticism  apply  to  the  Gov- 
ernment which  subsidized  a  railway  system  to  compete  with  us,  its  success  being 
dependent  entirely  upon  a  large  influx  of  settlers  in  the  West?  While  this  expecta- 
tion has  not  yet  been  fulfilled,  it  is  not  unreasonable  to  hope  that  it  has  only  been 
deferred,  and  that  eventually  the  Grand  Trunk  Pacific  Railway  system  will  prove  an 
excellent  national  asset. 

Mr.  Chamberlin's  letter  in  effect  charges  bad  faith,  unless  the 
demands  made  by  his  company  are  acceded  to  by  the  country. 
"Confiscation,"  "crime,"  "repudiation  of  legitimate  indebtedness," 
are  grave  words  to  be  used  by  the  president  of  a  great  company  in 
an  official  communication  referring  to  the  action  of  the  Government. 
The  matter  could  not  rest  there.  A  serious  situation  was  created, 
and  one  which  in  our  view  could  not  rest  on  mere  affirmation  or 
unsupported  opinion. 

If  the  company  has  been  taken  advantage  of,  or  in  any  way  deluded 
or  defrauded  by  the  Government,  the  fair  name  of  Canada  requires 
immediate  redress.  On  the  other  hand,  the  country  ought  not  to 
be  called  upon  to  accept,  on  the  ground  of  good  faith,  a  large  loss 
and  responsibility,  unless  tliis  ground  is  well  established.  We 
accordingly  arranged  to  hold  a  viva  voce  examination. 

HEARING    OF    GRAND    TRUNK    OFFICIALS    AT    MONTREAL. 

On  this  occasion,  Mr.  Chamberlin  was  given  every  opportunity  to 
disclose  all  the  gi'ounds  on  which,  as  a  matter  of  fairness,  the  Grand 
Trunk  ought  to  be  relieved  of  its  obligations.  No  such  case  has 
been  made  out.*  Still  less  a  case  of  "repudiation  of  legitimate 
obligations." 

We  have  reprinted  in  fidl  in  Appendix  B  to  this  report,  Mr.  Cham- 
berlin's  evidence.  In  reference  to  the  National  Transcontinental, 
two  new  points  were  raised:  (1)  That  the  statutory  obhgation  to 
route  ocean  traffic  from  and  to  the  West  via  Canadian  ports  rather 
than  via  Portland  is  injurious  to  the  Grand  Trunk,  and  (2)  that  the 
delay  in  the  completion  of  the  western  portion  of  the  Transconti- 
nental and  the  absence  of  a  connection  via  North  Bay  caused  the 
Grand  Trunk  to  lose  valuable  traffic  which  they  might  have  had  in 
the  years  of  heavy  business  before  J914.     The  answer  as  to  (1)  is 
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that  the  company  accepted  the  obligation  when  it  took  its  act,  and 
that  they  have  never  so  far  asked  to  be  relieved  of  it.  In  respect  of 
(2)  there  is  no  ground  for  holding  that  the  Government  undertook 
any  obligation  to  the  company  which  it  failed  to  carry  out.  There 
was  indeed  a  provision  in  the  National  Transcontinental  act  of  1904 
that  the  Government  should  so  construct  the  railway  that  the  section 
between  Winnipeg  and  Quebec  and  that  between  Quebec  and 
Moncton  should  be  completed  as  nearly  as  practicable  at  the  same 
time.  But  this  was  a  statutory  public  obligation  and  confers  no 
contractual  right  on  the  Grand  Trunk  Pacific  Co.  It  may  well  be 
that  in  this  and  in  other  respects  the  Grand  Trunk  failed  to  procure 
the  insertion  in  its  agreement  with  the  Government  of  stipulations 
which  prudence  would  have  recommended. 

GRAND    TRUNK    PACIFIC    CASE. 

In  respect  to  the  Grand  Trunk  Pacific  proper,  Mr.  Chamberlin 
rested  his  case  on  the  following  main  grounds:  (1)  That  the  Govern- 
ment had,  in  effect,  gone  into  partnership  with  the  Grand  Trunk 
Pacific  and  that  subsequently  it  had  by  subsidies  and  guaranties 
enabled  a  rival  (the  Cnadian  Northern)  to  come  into  existence;  and 
that  this  action  of  the  Government  was,  in  view  of  its  position  as 
partner  with  the  Grand  Trunk  Pacific,  tantamount  to  bad  faith;  (2) 
That  the  simultaneous  construction  of  the  Canadian  Northern  in  the 
same  territory  greatly  enhanced  the  difficulty  of  obtaining  labor, 
doubled  its  price,  and  also  prolonged  the  period  of  construction;  (3) 
That  a  new  duty  on  steel  rails  was  imposed  after  the  Grand  Trunk 
Pacific  act  was  passed,  and  that  this  added  $5,000,000  to  the  cost  of 
construction.  Mr.  Chamberlin  reiterated  his  strong  belief  that  his 
predecessors  would  never  have  gone  into  the  scheme  had  they  known 
that  they  would  be  exposed  to  Canadian  Northern  competition. 

As  to  (1)  we  can  not  for  a  moment  accept  Mr.  Chamberlin's  con- 
tention. The  Government  was  and  is  a  government,  not  a  mere 
private  partner;  and  it  retained  and  retains  all  the  attributes  of  a 
government,  including  the  power  to  charter  new  railways.  We  can 
not  suppose  that  the  management  of  the  Grand  Trunk  were  ignorant 
of  this  fact  when  they  took  the  act  constituting  the  Grand  Trunk 
Pacific  Co.  Seeing,  moreover,  that  the  Canadian  Pacific  Railway  Co. 
had  obtained  special  statutory  protection  against  certain  competition, 
we  can  hardly  believe  that  their  attention  was  not  directed  to  the 
matter.  Whether  they  applied  for  a  similar  protection  and  failed  to 
obtain  it,  or  whether  they  determined  that  it  was  useless  to  apply, 
we  know  not.  But  the  point  is  not  important.  It  is  clear  that  the 
Government  was  entirely  entitled  to  do  what  it  did.  (2)  This  no 
doubt  was  a  fact,  which  was  disadvantageous  to  the  Grand  Trunk 
Pacific;  but  the  company  took  this  risk,  as  it  took  other  business 
risks,  when  it  promoted  its  enterprise.  (3)  In  this  case  also  it  is  clear 
from  the  correspondence  between  the  company  and  the  then  prime 
minister,  exchanged  in  the  autumn  of  1905,  that  the  Government  in 
no  way  broke  faith  with  the  company.  The  bill  for  the  act  imposing 
the  duty  was  introduced  three  months  before  the  agreement  between 
tlie  Government  and  the  company  was  signed.  The  company  must 
therefore  have  been  aware  of  the  Government's  intention,  and  it 
must  be  held  to  have  taken  its  agreement,  containing  no  provision 
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for  exemption,  with  full  knowledge  of  this  intention.  According  to 
the  correspondence,  the  prime  minister  believed  in  1905  that  the 
question  of  a  duty  on  rails  had  been  more  than  once  discussed  at  the 
time  of  the  inception  of  the  scheme;  Mr.  Hays,  for  the  Grand  Trunk 
Pacific,  believed  it  had  never  been  discussed  at  all. 

THE    commission's    CONCLUSIONS. 

Our  inquiry  has  fully  satisfied  us  that  the  Grand  Trunk  manage 
ment  was  content  at  the  time  with  the  arrangement  made;  that  it 
deliberately  took  its  business  chances,  and  proceeded  with  the  under- 
taking. On  the  evidence  there  is  nothing  whatever  to  justify  any 
charge  of  lack  of  fairness  or  good  faith  on  the  part  of  the  Governemnt 
in  its  dealings  with  the  company.  We  have  no  hesitation  in  saying 
that,  neither  legally  nor  morally,  have  the  promoters  or  shareholders 
of  the  Grand  Trunk  Pacific  Co.  any  basis  for  a  claim  that  the  country 
shall  make  good  the  Grand  Trunk's  mistaken  investment  in  the  Grand 
Trunk  Pacihc.  Any  aid  given  to  them  must  be  looked  upon  not  as  a 
matter  of  obligation  but  as  spontaneous  bounty. 

The  question  is  really  so  left  by  the  Grand  Trunk  officials  them- 
selves.    The  record  reads  (page  176)  as  follows: 

Sir  Henry  Drayton.  Doesn't  it  really  come  down  to  this,  that  the  statements  in 
your  letter  mean  that  in  your  view,  in  order  to  protect  the  finances  of  the  Grand  Trunk, 
and  as  a  corollary  to  protect  the  finances  of  the  country,  the  Government  ought  to 
relieve  the  Grand  Trunk  in  regard  to  its  investment;  isn't  that  the  whole  thing? 

Mr.  Chamberlin.  That  is  the  whole  thing. 

Sir  Henry  Drayton.  There  is  nothing  else  to  it? 

Mr.  Chamberlin.  Nothing  else. 

THE  PARENT  GRAND  TRUNK  CO. 

We  turn  to  the  position  of  the  parent  Grand  Trunk  Co.  The  pro- 
posal of  its  chairman  is  that,  after  they  have  been  permitted  to  wash 
their  hands  of  their  Grand  Trunk  Pacific  venture,  they  shall  revert  to 
their  old  posi^tion  of  a  local  road  in  Eastern  Canada.  We  can  not 
think  that  this  is  in  the  interest^of  the  country.  We  can  not  accept 
the  chairman's  view  that  on  these  terms  the  company  would  be  "able 
to  fulfill  the  ever-increasing  demands  of  the  public  bodies."  We  do 
not  think  that  ''the  credit  of  the  Grand  Trunk  Co.,"  weakened  as  it 
must  be  by  its  Grand  Trunk  Pacific  failure,  could  be  ' '  so  maintained 
as  to  render  possible  the  raising  of  fresh  capital  as  required."  The 
financial  management  of  the  company  is  not  such  as  to  inspire  confi- 
dence. A  few  weeks  after  the  chairman's  letter  acknowledging  that 
the  company  could  not  meet  their  Grand  Trunk  Pacific  liabilities — 
with  short  term  notes,  issued  to  make  advances  to  Grand  Trunk 
Pacific  companies,  which  those  companies  evidently  can  not  meet  at 
maturity,  outstanding  to  the  amount  of  S25,006,000 — the  Grand 
Trunk  Co.  paid  away  $2,500,000  in  dividends.  And  the  accounts  for 
the  same  year,  1915,  contain  under  the  head  of  "Capital  expenditure" 
this  entry: 

Discount  and  commission:  £         s.    d. 

On  sale  of  3-year  5  per  cent  notes 22. 438      5      3 

On  sale  of  5-year  5^  per  cent  notes < 104,  371     11      7 


126, 809     10     10 
(Say  $608,604.) 


J 
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GRAND    TRUNK    MAINTENANCE    EXPENDITURE. 

Further,  the  Grand  Trunk  Railway  has  not  heen,  and  is  not  being, 
adequately  maintained.  No  depreciation  fund  has  been  created  for 
equipment.  Mr.  Chamberlain's  view,  as  shown  by  his  evidence,  is 
that  5  per  cent  on  the  cost  of  the  equipment  ought  to  be  annually 
charged  under  this  head.  He  says: 
Take  engines  and  cars,  they  are  either  worn  out  or  out  of  date  in  20  years. 

This  item,  according  to  his  evidence,  would  have  required  an  an- 
nual sum  of  S2, 750, 000.     He  also  states: 
If  we  had  $25,000,000  now,  it  would  put  us  in  fine  shape. 

The  vice  president,  in  charge  of  operations,  Mr.  Kelley,  has  direct 
responsibility  for  the  plant.  On  Mr.  Chamberlain's  evidence  being 
put  to  him,  he  agreed  with  it.  He  has  since  submitted  to  us  a  full 
report  on  the  question  of  deferred  expenditure.  ''Deferred  expendi- 
ture" means,  in  plain  English,  expenditure  which  has  not  been  made, 
but  which,  in  the  view  of  those  charged  with  the  duty  of  maintaining 
the  plant,  ought  to  have  been  made. 

We  give  below  Mr.  Kelley's  summary  in  tabular  form,  but  we  do  not 
think  it  necessary  to  reproduce  all  the  supporting  tables : 

Grand  Trunk  Railway  System — Summary  of  df-ferred  expenditures. 

Rebuilding  and  reinforcing  freight  car  equipment $8,  943,  971. 14 

Equipping  freight  and  passenger  cars  with  safety  appliances: 

Original  estimate " $850,  722.  50 

Already  expended 392,  220.  89 

Balance  to  be  expended 458,  501.  61 

Equipping  engines  with  safety  appliances: 

Original  estimate 17,  828. 00 

Already  expended 553.  68 

Balance  to  be  expended 17,  274. 32 

Deferred  renewal?  in  maintenance  of  wav  department: 

In  Canada '. 6, 182,  672. 00 

In  United  States 5,  578,  926. 00 

-11,761,598.00 

Total 21, 181,  345. 07 

Montreal,  March  .5,  1917. 

On  the  single  item  of  "rails,"  the  ''cash  expenditure  required  to 
restore  normal  conditions"  is  reported  as  $5,312,142.  The  cost  of 
restoring  ballast  to  normal  conditions  is  reported  as  $2,434,000. 

With  reference  to  the  deferred  renewals  in  Canada,  amounting  to 
over  $6,000,000,  it  appears  that  they  have  accumulated  during  11 
years,  1906-1916.  During  this  period,  in  spite  of  the  requirements 
of  the  property  and  the  claims  of  public  safety,  $36,000,000  were 
paid  out  in  dividends. 

GRAND    TRUNK    CAPITAL    EXPENDITURE    REQUIRED. 

The  $21,000,000  dealt  with  above  rep»resent  the  money  which  the 
responsible  officers  of  the  company  estimate  to  be  required  to  put 
the  existing  plant  into  good  normal  condition.  This  is  a  revenue 
liability.     But  the  existing  plant  is  quite  inadequate  for  existing 
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traffic  and  requires  large  additions,  for  which  new  capital  must  be 
raised.  The  estimates  of  necessary  capital  expenditure  submitted  to 
us  are  as  follows: 

Requirements  for  rolling  stock,  shops,  and  machinery S2fi,  150,  000 

Requirements  for  automatic  block  signals  (main  line  in  Canada  only). . .  3,  533, 000 
Requirements  for  installing  rock-ballast  crushing  plant 467,  500 

Total 30, 150,  500 

Putting  together  revenue  and  capital  expenditure,  we  find  that  the 
Grand  Trunk  Railway,  in  the  opinion  of  its  own  officers,  requires  over 
$51,000,000  spent  upon  it  to  put  it  in  a  position  to  meet  the  require- 
ments of  its  to-day's  business.  We  see  no  reason  to  expect  that  under 
existing  conditions  this  necessary  money  will  be  provided. 

EFFECT    ON    CANADIAN    BUSINESS. 

The  effect  on  the  country's  business  of  deficient  railway  facilities 
is  very  serious.  It  is  best  shown  in  a  period  of  stress,  whether  this 
stress  is  due  to  traffic  congestion  or  is  the  result  of  bad  weather  con- 
ditions. February  last  gives  a  good  example.  The  traffic  was  very 
heavy;  embargoes  were  the  rule  and  not  the  exception;  weather  con- 
ditions were  worse  than  usual,  even  in  winter.  The  Grand  Trunk 
had  handled  over  the  lines  in  its  Ontario  district  in  February,  1916, 
318,532  cars.  Last  February  it  handled  only  195,120.  In  its  eastern 
district  in  February,  1916,  the  company  handled  210,914  cars,  and  in 
February  of  this  year  only  109,567  cars.  This  failure  has  occurred 
at  a  period  when  the  demands  on  the  country  for  food  supplies, 
munitions  of  war,  and  other  articles  used  by  the  allied  armies  are 
extremely  heavy.  The  situation  is  one  which  calls  loudly  and  in- 
sistently for  an  immediate  remedy. 

In  fairness  to  the  Grand  Trunk,  it  should  be  pointed  out  that  con- 
gestion inevitably  causes  a  falling  oft'  in  the  volume  of  traffic  handled. 
Cars  which  are  insistently  required  for  the  necessities  of  life,  such  as 
coal,  perishable  foods,  live  stock — and  under  present  circumstances 
munitions — have  at  all  hazards  to  be  got  forward.  This  necessitates 
greatly  increased  yard  work  and  switching.  Preferential  treatment 
of  any  one  class  of  traffic  always  retards  the  general  movement,  and 
so  adds  further  to  congestion. 

The  Canadian  Pacific  is  a  well-organized  line.  Its  movements  also 
fell  off  in  eastern  Canada.  Its  two  districts  probably  most  nearly 
comparable  to  the  Grand  Trunk's  eastern  and  Ontario  lines  are  its 
Ontario  and  Quebec  districts.  In  February,  1916,  the  Canadian  Pa- 
cific handled  in  its  Ontario  district  92,255  cars,  and  in  1917  only 
80,414  cars.  In  its  Quebec  district  it  handled  in  February,  1916, 
130,045  cars,  and  in  February,  1917,  only  96,464  cars.  The  resultant 
percentage  decreases  are  for  the  Grand  Trunk  in  its  Ontario  division, 
39.37  per  cent,  and  for  the  Canadian  Pacific  Railway  in  its  Ontario 
district,  15.58  per  cent.  For  the  Grand  Trunk  in  its  eastern  division, 
and  for  the  Canadian  Pacific  in  its  Quebec  district,  the  percentage  de- 
creases are  48.5  per  cent  and  25.82  per  cent,  respectively. 

At  a  later  page  of  this  report  we  refer  in  another  connection  to  the 
fact  that  the  Intercolonial  has  no  terminals  of  its  own  at  Montreal, 
but  uses  those  of  the  Grand  Trunk.  The  congestion  of  February  was 
more  a  terminal  congestion  than  a  rail  congestion,  and  the  Inter- 
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colonial  business  out  of  Montival  was  directly  ad'ected  by  the  conges- 
tion of  the  Grand  Trunk  terminals.  The  intercolonial  movement  in 
the  first  division  out  of  Montreal  in  February,  1916,  amounted  to 
'25,446  cars,  and  for  the  same  month  in  1917,  to  15,628  cars,  a  per- 
centage decrease  of  38.58  per  cent.  The  Intercolonial  system,  how- 
ever, as  a  Avhole,  had  a  m.ovement  in  February,  1917,  of  51,311  cars, 
as  compared  witli  66,510  cars  in  February,  1916,  a  percentage  decrease 
of  only  22.85  ])er  cent;  while  the  Grand  Trunk,  for  its  entire  system, 
handled  in  February,  1916,  652,358  cars,  and  in  the  same  period  in 
1917,  402,133  cars,  a  percentage  decrease  of  38.35  per  cent. 

commissioners'   recommendation. 

The  Grand  Trunk  Go.'s  board  of  directors  is  3,000  miles  away.  We 
can  not  think  that  the  state  of  affairs  which  our  investigation  has  dis- 
closed could  have  arisen  had  the  board  been  on  the  spot.  We  are 
forced  to  the  conclusion  that  the  control  of  an  important  Canadian 
company  should  be  in  Canada.  But  this  can  not  be  secured  as  long 
as  the  Grand  Trunk  Railway  is  owned  by  shareholders  in  England. 
We  have  come  to  the  conclusion,  therefore,  that  the  control,  not  only 
of  the  Grand  Trunk  Pacific  Co.,  but  also  of  the  Grand  Trunk  Co.  of 
Canada,  should  be  surrendered  into  the  hands  of  the  people  of  Canada. 
We  recommend  that  the  chairman  of  the  Grand  Trunk  C-o.  be  in- 
formed that  it  is  only  on  this  condition  that  the  Government  is  pre- 
pared to  relieve  his  company  of  the  obligations  which  it  has  incurred 
in  respect  to  the  Grand  Trunk  Pacific.  We  recur  later  on  in  this 
report  to  these  two  companies  in  order  to  set  out  our  recommenda- 
tions as  to  their  ownership  and  management  in  the  future  and  as  to 
the  terms  to  be  offered  to  the  Grand  Trunk  shareholders. 

Part  III.  The  Canadian  Northern  System. 

The  system  now  known  as  the  Canadian  Northern  began  with  the 
acquisition  by  Messrs.  Mackenzie  and  Mann,  in  the  year  1896,  of  a 
charter  which  had  been  granted  in  1889  by  the  Province  of  Manitoba 
to  the  Lake  Manitoba  Railway  &  Canal  Co.  The  charter  was  for  a 
line  123  miles  in  length  from  Gladstone  on  the  Canadian  Pacific  to 
Winnipegosis.  Construction  was  promptly  begun  and  the  line  was 
opened  in  January,  1897.  In  the  same  year  (1897)  Messrs.  Mackenzie 
,and  Mann  began  to  construct  a  line  from  Winnipeg  to  Port  Arthur, 
known  as  the  Manitoba  &  Southeastern.  Shortly  after  they  con- 
structed also  the  Winnipeg  &  Great  Northern. 

These  three  companies  among  them  received  land  grants  of  4,000,000 
acres,  and  their  bonds  were  largely  guaranteed  by  the  Province  of 
Manitoba. 

In  1899  the  Lake  Manitoba  Railway  &  Canal  Co.  and  the  Winnipeg 
&  Great  Northern  Co.  were  amalgamated  as  the  Canadian  Northern 
Railway  Co. 

Thereafter,  by  leases,  by  absorptions,  and  by  new  construction,  the 
Canadian  Northern  system  grew  fast  in  both  directions,  eastward  and 
westward.  As  a  system  it  never  has  had,  nor  has  it  to-day,  any  cor- 
porate existence.  It  was  held  together  by  stock  ownership.  The 
whole  of  the  common  stock  of  the  Canadian  Northern  Railway  Co. 
itself  was  held  bv  Messrs.  Mackenzie  and  Mann.     In  the  case  of  the 
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affiliated  companies  the  stock  was  held  sometimes  by  the  parent 
company,  sometimes  by  Messrs.  Mackenzie  and  Mann  in  their  own 
names. 

Throughout  the  history  of  the  Canadian  Northern  construction  the 
company  has  depended  on  public  aid,  direct  or  indirect.  The  devel- 
opment in  the  20  years  since  1896  has  gone  through  four  distinct 
stages,  though  chronologically  the  stages  overlap  to  a  considerable 
extent.  In  the  first  stage  the  company  relied  on  provincial  guaran- 
ties. As  it  grew  larger  and  more  ambitious  it  invoked  and  obtained 
aid  from  the  Dominion.  This  was  the  second  stage.  In  the  third 
stage  the  company,  having  become  better  known,  raised  large  amounts 
by  the  issue  of  perpetual  debenture  stock,  and  later  of  convertible 
income  debenture  stock,  on  its  own  credit.  At  no  period,  as  far  as 
we  have  been  able  to  ascertain,  has  any  actual  cash  been  obtained 
from  the  sale  of  the  common  stock,  either  of  the  parent  company  or 
of  the  constituent  or  subsidiary  companies.  With  the  exception  of 
a  French  issue  of  .$4,000,000  in  December,  1911,  practically  all  the 
Canadian  Northern  money  obtained  by  public  subscription  has  been 
raised  in  London. 

CANADIAN    NORTHERN    POSITION    IN    1914. 

In  the  fourth  and  last  stage,  in  1914,  with  heavy  interest  payments 
to  be  made  and  large  construction  contracts  still  open,  the  company 
found  its  own  resources  insufficient.  It  reported  that  it  required 
$100,000,000  to  complete  and  equip  its  system;  that  it  could  raise  on 
its  own  account  $58,000,000;  and  it  appealed  to  the  Government  to 
find  the  balance. 

The  Government  thereupon  guaranteed  an  issue  of  $45,000,000  of 
4  per  cent  first  mortgage  debenture  stock.  Of  this  issue  $14,600,000 
was  sold  in  London^ at  91*  in  July,  1914,  and  $2,433,333  at  91  in 
February,  1915.  There  have  been  handed  back  to  the  Dominion 
Government. $12, 500, 000  as  security  for  a  cash  loan  of  $10,000,000. 
The  remainder  (except  $133,333  unissued)  has  been  pledged  as  se- 
curity for  loans  iii  New  York.  The  total  proceeds  in  cash  from  those 
sales  and  pledges  were  $26,759,265.  This  sum  having  proved  insuf- 
ficient, in  May,  1916,  the  Canadian  Northern  obtained  from  the  Gov- 
ernment a  further  loan  of  $15,000,000  at  the  rate  of  6  per  cent,  repay- 
able on  demand,  to  be  used  for  construction  or  to  meet  interest 
obligations.  In  addition,  the  Government  undertook,  in  September, 
1915,  to  lend  to  the  company  the  money  necessary  to  pay  interest 
either  to  the  Government  itself  or  to  the  public  on  the  $45,000,000 
debentures.  And  to  date  $1,756,000  have  been  advanced  for  this 
purpose. 

It  will  be  observed  that  the  first  appeal  to  the  Government  was 
some  months  before  the  war.  No  doubt  the  stringency  of  the  money 
markets  of  the  world  at  the  time  made  it  more  difficult  than  it  other- 
wise would  have  been  for  the  company  to  sell  its  securities.  But 
that  was  not  all.  There  was  a  further  cause  intrinsic  to  the  company 
itself.  It  had  gone  ahead  too  fast  and  had  undertaken  various  ex- 
pensive schemes  which  could  not  possibly  carry  themselves  from  the 
outset.  The  Canadian  Northern  Pacific,  the  Canadian  Northern 
Ontario,  and  the  Montreal  Terminal  especially  implied  very  serious 
commitments.     And  the  Prairie  system,  which  was  self-supporting 
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anil  yielded  a  profit,  was  not  sufRciently  developed  to  carry  this 
weight. 

The  war,  which  at  the  outset  paralyzed  the  business  of  the  country 
and  which  has  practically  closed  the  markets  of  the  world  to  the  issue 
of  permanent  securities  other  than  Government  loans  for  an  indefi- 
nite time  to  come,  fnrtlier  ap:<j:ravated  the  situation.  The  company, 
when  it  applied  to  the  Government  earlv  in  1914,  reckoned  on  selling 
its  $45,000,000  guaranteed  debentures 'for  $42,000,000.  In  fact,  it 
has  only  obtained  from  them  $36,759,265  in  cash.  It  reckoned  that 
other  securities  which  it  had  to  sell  would  bring  in  $58,000,000,  but 
many  of  them  it  has  not  been  able  to  sell.  At  presept  the  company 
is  living  from  hand  to  mouth  and  is  nominally  borrowing  from  the 
Government  to  pay  interest  on  the  Government's  own  loans. 

CANADIAN    NORTHERN    ANNUAL    REPORT    FOR    1916. 

The  report  to  shareholders  for  the  year  ending  June  30,  1916, 
appears  to  show  that  after  paying  working  expenses  and  fixed  charges 
the  company  has  a  deficit  of  only  $248,127.  But  this  report  does 
not  disclose  the  fact  that  more  than  $5,400,000  were  paid  for  interest 
and  charged  to  capital  as  part  of  the  construction  cost  of  a  system 
which  was  all  but  completed. 

According  to  an  estimate  submitted  to  us  by  the  companv  the 
fixed  charges  for  the  year  ending  June  30,  1917,  will  be  $16,539,638. 
Of  this  the  Dominion  and  Britisii  Columbia  Governments  have  under- 
taken to  pay  $4,514,507  under  certain  agreements.  This  leaves  the 
company  to  find  out  of  net  revenue  about  $2,500,000  more  than  it 
had  available  this  year.  An  income  of  $2,500,000  net  implies  an 
increase  of  at  least  $9,000,000  gross.  The  company  itself  does  not 
venture  to  expect  a  greater  increase  of  gross  than  $7,000,000. 

The  above  agreements  to  pay  interest  are  only  for  two  and  three 
years,  respectively.  In  the  year  ending  June  30,  1920,  the  Govern- 
ment contributions  will  have  fallen  to  $627,000,  and  the  following 
year  they  will  have  ceased  entirely.  The  company's  estimate  for  the 
year  ending  June  30,  1921,  is  that  they  will  then  have  fixed  charges 
amounting  to  $18,300,000.^  And  this  burden  they  w411  have  to  bear 
unaided.  To  carry  it  they  would  need  (assuming  working  expenses 
at  the  very  moderate  ratio  of  70  per  cent)  a  gross  revenue  of  $61,- 
000,000.  We  can  not  think  it  safe  to  assume  that  any  such  result 
will  actually  be  attained. 

CANADIAN    NORTHERN    ESTIMATE    IN    1914. 

Without  desiring  to  cast  any  reflection  on  the  Canadian  Northern 
Co.,  we  think  that  those  responsible  for  its  management  have  taken, 
and  still  continue  to  take,  an  unjustifiably  sanguine  view  of  its  possi- 
bilities. In  1914,  when  the  company  was  applying  to  the  Dominion 
Parliament  for  the  guarantee  of  $45,000,000  debentures  to  complete 
the  undertaking  it  submitted-  an  estimate  for  the  three  years  1916 
to  1918  to  Mr.  Tlanna,  vice  president  of  the  company,  on  what  was 
described  as  "the  very  conservative  basis  of  the  percentage  increase 

1  This  includes  the  interest,  amoimting  to  $2,500,000,  on  the  new  capital  estimated  by  the  company  as 
necessary  to  be  spent  in  the  five  years.  This  estimate  we  regard  as  quite  inadequate.  If  so,  the  fixed 
charges  will  be  correspondingly  increased. 
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for  the  past  five  years."     The  company  added  that  "inasmuch  as  r. 
part  of  the  mileage  has  been  disconnected  and  confined  to  a  local 
short-haul  business,  operation  as  a  united  trunk-line  system  should 
result  in  a  much  greater  per  mile  average." 
We  reproduce  this  estimate  below: 


Grogs  earnings 

'Operating  expenses. 


"Net  earnings 

T"ixed  charges,  including  interest  on  securities  at  present  applied  for. 

iSurplus 

Less  interest  on  .5  per  cent  income  debenture  stock 


For  the  year  ending  June  30 — 


1916 


¥54,000,000 
38,880,000 


15,120,000 
12,607,115 


2, 512, 885 
1,250,000 


1,262,885 


?61,000,000 
43,300,000 


17,700,000 
14,019,615 


3, 680, 3S5 
1,250,000 


2, 430, 385 


1918 


$67,000,000 
46,900,000 


20, 100, 000 
14,807,115 


5, 292, S85 
1,250,000 


4, 042, 885 


This  estimate  showed  a  margin,  after  paying  $1,250,000  per  annum 
■on  the  5  per  cent  income  debenture  stock,  of  81,262,000  in  1916. 
The  estimate  was — 

•Gross  earnings ?o4,  000,  000 

Net  earnings 15,  ]  20,  000 

The  facts  have  been — 

Gross  earnings |35,  476,  000 

N'et  earnings 9,  373,  000 

And  there  has  been  a  bumper  harvest,  and  it  is  acknowledged  that 
the  war  has  increased  rather  than  diminished  traffic.  A  further  fact 
has  been  that  for  the  year  ending  June  30,  1916,  after  passing  the 
interest  of  $1,250,000  upon  the  $25,000,000  income  debenture  stock, 
and  after  charging  against  capital  interest  to  the  amount  of  $5,445,389 
(less  $878,166  paid  by  the  Government  under  its  guaranty)  in  respect 
of  "lines  under  construction,"  the  company  was  still  $248,000  short 
■of  the  money  required  to  meet  its  bonded  indebtedness. 

We  appreciate  that  circumstances  which  could  not  have  been 
foreseen  in  the  spring  of  1914  have  arisen  to  upset  the  estimates  then 
made.  The  money  was  not  immediately  forthcoming.  The  full 
amount  estimated  as  necessary  was  not  obtained,  and  the  terms  were 
more  onerous.  Prices  have  gone  up.  Labor  has  been  scarce  and 
dear.  The  expected  immigrants  have  not  come.  The  company  has 
sold  its  ocean  steamers.  The  system,  even  to-day,  is  not  in  the 
condition  that  was  in  the  minds  of  the  company's  officers  when  the 
estimates  were  made. 

But  making  all  possible  allowances,  we  think  that  those  responsible 
for  the  estimates  of  1914,  upon  which  Parliament  acted,  have  incurred 
very  serious  responsibility. 
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In  Janiiarv  last  the  company  submitted  to  us  an  estimate  for  the 
five  years,  1917-21.     This  was  as  follows: 


Gross  earnings $42, 590, 000 

Operating  expenses 31, 090, 000 


Vear  ending 

June  30. 

1917. 


11,500,000 


Year  ending 

June  30, 

1918. 


$48,185,000 
34, 790, 000 


13,395,000 


Year  ending 

June  30 

1919. 


$55,410,000 
39,895,000 


15,515,000 


Year  ending 

June  30, 

1920. 


Yearending 

June  30, 

1921. 


$62,300,000  $68,460,000 
44,200,000   47,920,000 


18,100,000  I  20,  .540, 000 


The  estimate  submitted  to  Parhament  by  the  company  for  th 
year  to  June  30,  1917,  was: 

Gross $61,  000,  000 

Net 17,  700,  000 

The  revised  estimate  now  submitted  to  us  by  the  company  is: 

Gross $42,  590,  000 

Net 11,  500,  000 

The  estimate  submitted  to  Parliament  by  the  company  for  the 
year  to  June  30,  1918,  was: 

Gross 167,  000,  000 

Net 20, 100,  000 

The  revised  estimate  now  submitted  to  us  by  the  company  is : 

Gross $48, 185,  000 

Net 13,  395,  000 

We  think  the  new  estimate  made  for  us,  even  though  more  con- 
servative than  the  old,  is  still  too  sanguine.  We  see  no  reason  to 
think  that  the  traffic  will  increase  at  any  such  rate  as  that  indicated. 
To  assume  a  gi"OWth  each  year  of  about  11  per  cent  over  the  previous 
year,  and  simultaneously  an  operating  ratio  falling  steadily  from 
73  per  cent  to  70  per  cent  is  only  once  more  to  invite  disillusionment. 

COMPARISON    WITH    CANADIAN    PACIFIC. 

We  think  the  following  statement  of  the  facts  of  the  last  11  years 
of  Canadian  Pacific  history  is  instructive.  The  table  shows  for  each 
year  gross  and  net  earnings  per  mile,  and  also  the  percentage  of 
operating  ratio. 


Gross 
earnings.  1 

Net 
earnings. 

Operat- 
ing ratio. 

1906 

$7,026 
7,890 
7,573 
7,726 
9,425 
10,072 
11,453 
12,263 
10,977 
7,993 
10,024 

$2,617 
2,765 
2,312 
2,324 
3,358 
3,548 
3,614 
4,068 
3,587 
2,714 
3,810 

62.7 

1907 

64.9 

1908 

69.4 

1909 

69.9 

1910 

64.4 

1911 

64.8 

1912 .       .                                                         

64.9 

1913 

66.8 

1914 

67.3 

1915 

66.0 

1916 

07.0 

1  Gross  earnings  include  receipts  from  steamships,  telegraphs,  and  other  sources  not  properlyattributable 
to  railway  mileage. 
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It  will  be  seen  that  the  gross  earnmgs  of  the  Canadian  Pacific 
Railway  by  no  means  show  a  steady  growth.  There  can  be  no 
doubt  that  the  drop  of  the  last  three  years  reflects,  in  part  at  least, 
the  effect  of  the  new  competition  of  the  Canadian  Northern  and  the 
Grand  Trunk  Pacific.  And  the  Canadian  Northern  growth  must 
equally  be  conditioned  by  the  competition  of  the  Canadian  Pacific 
and  the  Grand  Trunk.  It  will  be  seen  further  from  the  table  that 
there  is  by  no  means  a  steady  growth  of  net  earnings.  Nor  can  we, 
in  face  of  the  constant  increase  of  the  operating  ratio  through  a  long 
series  of  years  all  over  the  American  continent,  in  view  of  the  great 
rise  in  the  cost  of  materials,  especially  coal  and  steel  rails,  and  the 
insistent  demands  for  increases  of  wages,  think  it  safe  to  assume 
that  the  operating  ratio  of  the  Canadian  Northern  will  show  a  con- 
sistently steady  decline  in  each  succeeding  year. 

PROSPECTIVE    REQUIREMENTS    OF    CANADIAN    NORTHERN. 

The  Canadian  Northern  estimate  submitted  to  us  further  calcu- 
lated that,  in  the  course  of  the  next  five  years,  the  company  will  need 
to  spend  SI 2,500,000  of  new  capital  for  additions  and  betterments, 
and  $25,000,000  for  new  equipnient.  We  consider  these  estimates 
entirely  inadequate,  and  especially  so  in  relation  to  the  estimate  of  90 
per  cent  increase  in  gross  receipts.  The  company  has  acknowledged 
that  its  equipment  is  inadequate  to  take  care  of  its  existing  business. 
That  equipment  stands  in  the  company's  books  at  S59,000,000.  If 
the  business  were  to  increase  90  per  cent,  it  would  seem  to  need  not 
$25,000,000,  but  over  $50,000,000  spent  on  new  equipment  to  handle 
it.  Again  we  refer  to  Canadian  Pacific  Railway  figures.  That  com- 
pany has  seven  freight  cars  per  mUe  of  line.  The  Canadian  Northern 
has  three.  We  think  it  will  need  five ;  and  this  implies  an  addition  of 
20,000  cars  to  the  existing  stock.  This  alone  would  imply,  even  if 
prices  dropped  to  those  current  a  year  ago,  an  additional  expenditure 
of  something  like  $30,000,000.  And  the  same  thing  is  true  in  respect 
of  locomotives.  Nor  can  the  estimate  of  $12,500,000" for  additions 
and  betterments,  spread  over  a  system  of  10,000  miles  during  five 
years,  be  sustained,  more  especially  in  the  case  of  a  system  that  is 
only  just  emerging  from  the  construction  stage.  It  works  out  at 
$250  per  mile  per  annum.  It  is  impossible  that  the  needs  of  a  rapidly 
growing  property  can  be  adequately  provided  for  at  any  such  figure. 

We  think  that  $40,000,000  for  equipment  and  perhaps  $30,000,000 
for  additions  and  betterments  would  be  a  moderate  estimate  of  the 
system's  needs  in  the  next  five  years,  assuming  that  the  Canadian 
Northern  remains  separate  and  independent. 

We  sum  up  the  Canadian  Northern  situation  as  foUows:  The 
company  is  not  at  present  able,  and  will  not  for  some  years  to  come 
be  able,  to  meet  its  fixed  charges.  It  will,  we  doubt  not,  increase 
its  net  earnings  as  the  years  go  by.  But  the  increased  net  earnings 
wiU  be  fuUy  absorbed  for  some  years  to  come  by  the  interest  on  new 
capital,  which  must  be  put  in  if  the  system  is  to  render  efficient 
service.  The  company  has  not  now,  and  as  far  as  we  can  see  will 
not  have  in  the  near  future,  such  credit  as  to  enable  it  to  raise  the 
necessary  capital.  As  we  have  already  shown,  the  public  invest- 
ment, direct  and  indirect,  in  the  Canadian  Northern  system  amounts 
to  $298,000,000.  We  do  not  recommend  further  public  investment 
in  the  system  as  at  present  constituted. 
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VALUE    OF    CANADIAN    NORTHERN    UNDERTAKING. 

1.  (\ush  investmcnf. — Tho  property  investment  of  the  Canadian 
Northern  Raihvav  svstein  is  stated  in  the  halanre  shr^et  of  June  .30 
1916,  at  S494,l  12,489.84.  This  figure  admittedlv  has  been  written 
up  to  mehide  .«!()(), ()()(). 000  of  eapital  stock.  And  this  stock,  as  we 
iiave  ah-eudy  said,  was  issued  without  any  cash  consideration.  We 
have  endeavored  to  ascertain  the  actual  cost  of  the  system.  From 
the  company's  official  reports  and  special  statements  supplied  to  us 
we  have  ascertained  that  the  maxinuim  cash  investment  that  can 
ha^ve  been  made  in  the  property  is  -$883,302,451. 3o. 

The  following  tables,  which  have  been  accepted  bv  the  company 
as  accurate,  show: 

(0  The  source  of  money  or  credit. 

(m)  The  disposition  of  money  or  debit  items. 

(in)  A  list  of  bonds  of  constituent  companies  assumed. 

(i)  Source  of  money  or  credit. 

Cash  realized  from  securities  sold  and  from  collateral  loans  (pp. 

205-207,  record) |302,  713,  872.  69 

Dominion  Government  loans  of  1914  and  1916 15,  878, 166.  67 

Subsidies,  not  including  subsidies  of  prior  organizations  (q.  4) 28,'  OOo'  222  50 

Laiid  sales  (q.  4) 16^  603,  295.  62 

bales  ot  acquired  bonds  and  stock  (q.  8) 618,  606.  45 

From  equipment  trust  securities  (q.  4). $37,233,871.13 

Par  value  equipment  trusts  issued..  $39,  836, 458.  20 
Now  outstanding 16,  862,  500.  00 

Paid  from  proceeds  of  other  securities  (p.  94).     22,  973,  958.  20 

Net  amount  from  equipment  trusts : . . .  14,  259,  912.  93 

Due  on  construction 16  666'  957.  26 

Audited  vouchers  and  accounts n'  I6l'  443^  88 

Wages  and  salaries \  g32'  708  23 

Matured  interest  coupons  unpaid 2'  166^  597^  75 

Accrued  interest  not  yet  payable 2  412'  673  30 

Accrued  taxes '  250,'000.'  00 

Insurance  fund  account 616,  847.  53 

Railway  surplus 2  776'  711.  03 

Bonds  assumed  in  the  acquisition  of  constituent  companies 20^  215^  746.  03 


(ii)  Disposition  of  money  or  debit  items. 


436, 173,  761.  87 


Cash  in  hand  and  at  bank |25, 414,  408  50 

Materials  and  supplies 3'  368^  924'  82 

Due  from  companies  and  individuals 7  276  429  01 

Due  from  agents l^  446^  oiO."  67 

Deferred  land  payments 7  140  996.  59 

Insurance  paid  in  advance '  682^  906. 11 

Unadjusted  debit  items 246'  545.  00 

Securities  (dock,  lands,  and  stock-yard  companies) 1  123'  393  55 

Sinking  funds 248,' 750.  66 

1  erminal  properties  and  miscellaneous  investments 5,  922,  945.  63 


Total  available  for  road  and  equipment $363,  086,  705.  30 

Bonds  assumed  in  part  payment  of  lines  purchased 

(see  list  in  Table  3,  following) 20,  215,  746.  03 


52,871,310.54 

383,302,451.33 
436,173,761.87 
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(Hi)  Bonds  shown  as  outstanding,  but  for  which  no  proceeds  are  reported  as  received — 
payment  assumed  by  Canadian  Northern  Railway  as  part  of  purchase. 

Qu'  A.  L.  L.  &  S.  Ry.  &  S.  B.  Co.,  4  per  cent  first- 
mortgage  debenture  stock $5, 051, 462.  90 

Less  in  treasury 31,  781.  80 

$5, 019, 681.  10 


(Central  Ontario  Railway,  5  per  cent  first-mortgage  bonds 956,  300.  00 

Bay  of  Quinte  Railway,  5  per  cent  first-mortgage  bonds 830, 000.  00 

Great  Northern  Railway  of  Canada,  4  per  cent  first-mortgage  bonds.  3,  505,  750.  00 
Quebec  &  Lake  St.  John  Railway,  4  per  cent  mortgage  debenture 

stock 4,  359,  014.  93 

*Duhith,  Rainy  Lake  &  Western  Railway,  5  per  cent  first-mortgage 

bonds 2, 000,  000.  00 

Halifax  &  Southwestern,  3  J  per  cent  first-mortgage  bonds 4, 447,  000.  00 

*Minnesota  &  Manitoba  Railway,  4  per  cent  first-mortgage  bonds. .  349,  000.  00 

Niagara  St.  0.  &  T.  Railway,  5  per  cent  first-mortgage  bonds 1,  098, 000.  00 


*Less  bonds  on  leased  lines  not  included  in  funded  debt: 

Duluth,  Rainv  Lake  &  Winnipeg  Railway $2, 000, 000.  00 

Minnesota  &  Manitoba  Railway 349, 000.  00 


22,  564,  746.  03 


2,  349,  000.  00 

20,  215,  746.  03 

From  this  total  maximum  of  $383,302,451  we  deduct  the  following 
items,  which  the  company  has  included  in  cost  of  road  and  equipment, 
but  which  do  not  represent  investment  in  property: 

1.  Advances  to  controlled  companies  to  pay  indebtedness  for  interest 
subsequent  to  construction  and  operating  deficits  which  were  capital- 
ized when  the  system  was  put  together,  not  less  than |10, 000,  000 

2.  Interest  during  1916  overcharged  to  construction,  not  less  than 3, 000, 000 

13,  000,  000 
Leaving  for  investment  in  road  and  equipment  and  in  securities  of  con- 
stituent and  subsidiary  companies 370,  302,  451 

We  find,  then,  $370,000,000  to  be  the  maximum  possible  cost  of  the 
Canadian  Northern  system  as  at  present  existing.  In  other  words, 
as  indeed  is  frankly  admitted  by  Canadian  Northern  witnesses,  the 
Canadian  Northern  shares  represent  no  cash  investment. 

2.  Physical  basis. — -But  money  cost  is  not  all.  We  decided  also 
to  ascertain  the  approximate  value,  on  the  basis  of  reproduction  cost, 
of  the  property  as  it  exists  to-day.  And  we  reh^  on  Prof.  Swain's 
valuation  for  this  purpose.  This  valuation  is,  in  his  opinion,  a 
liberal  estimate  of  the  fair  cost  of  reproducing  new,  at  prewar  prices 
of  labor  and  material,  the  system  at  present  existing.  It  includes 
property  belonging  to  the  system  at  its  estimated  cost,  if  it  had  to 
be  acquired  or  constructed  to-day.  And  therefore  it  not  only  gives 
the  company  credit  for  lands  which  it  in  fact  owns,  even  though  it 
obtained  them  as  a  grant;  but  it  also  credits  the  company  with  the 
increment  of  land  values  since  the  date  of  the  original  acquisition. 
And  these  two  items  are  quite  large. 

Prof.  Swain's  method  of  arriving  at  his  results  are  fully  explained 
in  his  report,  which  is  printed  as  an  appendix  hereto.  He  makes  the 
total  cost  of  reproduction  new,  $397,441,567.  From  this  he  deducts 
for  depreciation  $40,031,889.  making  the  cost  of  reproduction  of  the 
property  in  its  present  condition  $357,409,678.  This,  however,  does 
not  include  equipment.  The  equipment  was  inspected  by  Mr. 
Buchanan  and,  on  the  basis  of  his  report  as  to  quantities  and  condi- 
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tion,  ii  valuation  has  been  made  by  Mr.  W.  H.  C^ha(l})ourn,  C.  E., 
chief  engineer  of  our  vakiation  stafL  He  finds  the  cost  of  repro- 
duction new  at  prewar  prices  to  be  $56,590,418,  and  the  depreciation 
to  be  $11,250,433,  making  the  present  value  $45,339,985.  Putting 
the  two  valuations  together,  we  have  $402,749,653  as  the  fair  cost 
of  reproducing  the  entire  physical  Canadian  Northern  system  in  its 
present  condition.  Now  the  outstanding  liabilities  (bonds,  deben- 
tures, notes,  and  bank  and  other  loans)  of  the  company  exceed 
$400,000,000. 

Reckoning  on  this  basis,  it  appears  that  the  liabilities  are  practically 
equal  to  the  reproduction  cost  of  the  physical  property.  But  the 
physical  property  does  not  all  belong  to  the  Canadian  Northern 
shareholders.  There  are  minority  holdings  in  several  oi  the  sub- 
sidiary undertakings.  And  the  Canadian  Northern  interest  in  these 
undertakings  only  corresponds  to  its  percentage  proportion  o.f  their 
respective  share  capitals.  This  implies  a  reduction  of  more  than 
$10,000,000  in  the  estimate  of  the  assets  belonging  to  the  Canadian 
Northern  shareholders. 

We  find  then  that,  on  the  physical  basis,  the  value  of  the  property 
of  the  Canadian  Northern  shareholders  is  distinctly  less  than  the 
amount  of  the  liabilities  against  it.  On  this  basis  the  equity  of  the 
shareholders  must  be  regarded  as  nonexistent. 

3.  Going  concern.- — A  third  basis  of  estimate  is  the  value  of  the 
property  for  sale  as  a  going  concern.  A  purchaser  would  not  con- 
sider either  original  cost  or  reproduction  cost  as  of  much  importance. 
The  price  he  would  pay  would  be  based  on  earning  power,  present 
and  potential.  On  this  basis  he  would  consider  how  far  the  Canadian 
Northern  is  at  present  short  of  covering  its  fLxed  charges,  how  long 
it  will  take  to  reach  equilibrium,  how  much  new  capital  will  have  to 
be  spent,  how  soon  a  dividend  may  be  expected  and  at  what  rate. 
Calculating  on  this  basis,  in  the  light  of  the  figures  set  out  above 
it  is  evident  that  no  purchaser  would  offer  for  the  property  a  sum 
amounting  to  the  total  of  its  liabilities. 

CONCLUSION    AS    TO    CANADIAN    NORTHERN. 

We  conclude,  therefore,  that  the  shareholders  of  the  company 
have  no  equity  either  on  the  ground  of  cash  put  in,  or  on  the  ground 
of  physical  reproduction  cost,  or  on  the  ground  of  the  salable  value 
of  their  property  as  a  going  concern.  If,  then,  the  people  of  Canada 
have  already  found,  or  assumed  responsibility  for,  the  bulk  of  the 
capital;  if  they  must  needs  find  what  further  capital  is  required; 
and  if  they  must  make  up  for  some  years  to  come  considerable  deficits 
in  net  earnings,  it  seems  logically  to  follow  that  the  people  of  Canada 
should  assume  control  of  the  property.  We  return  later  to  the 
Canadian  Northern  Co.  in  order  to  set  out  our  recommendations  as 
to  its  ownership  and  management  in  the  future  and  as  to  the  terms 
to  be  offered  to  the  existing  shareholder. 

Part  IV.  Possible  Methods  of  Public  Control. 

We  recommend  that  the  control  of  the  three  companies,  Grand 
Trunk,  Grand  Trunk  Pacific,  and  the  Canadian  Northern  be  assumed 
by  the  people  of  Canada.  We  have  therefore  now  to  consider  how 
this  control  should  be  exercised. 
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GOVERNMENT   OPERATION    DISCUSSED   AND    REJECTED, 

We  are  instructed  to  consider  the  acquisition  of  the  Canadian 
railways  by  the  State,  and  the  possibiHty  of  their  operation  in  con- 
nection with  the  Intercolonial.  We  do  not  recommend  this  course. 
In  our  judgment  it  is  not  in  the  interests  of  Canada  that  the  operation 
of  its  railways  should  be  in  the  hands  of  the  Government.  We  know 
no  country  in  the  world,  where  a  democratic  State  owns  and  operates 
its  railways,  in  which  politics  have  not  injuriously  affected  the  manage- 
ment of  the  railways  and  the  railways  have  not  had  an  injurious 
influence  on  politics.  We  do  not  think  Government  ownership  of 
the  Canadian  railways  would  tend  to  reduction  of  rates,  but  rather 
in  the  contrary  direction.  For  the  carriage  of  one  ton  of  freight 
one  mile  the  Canadian  shipper  pays  at  present  on  the  average  three- 
fourths  of  1  cent.  On  the  railways  of  New  South  Wales,  the  oldest 
and  most  important  Australian  State,  where  the  railways  have  been 
in  Government  hands  from  the  outset,  the  shipper  pays  well  over 

2  cents.  But  we  see  no'  cause  to  enlarge  here  on  such  general  con- 
siderations. There  are  several  reasons  peculiar  to  Canadian  condi- 
tions why  State  ownership  and  operation  should  be  avoided. 

THE    CANADIAN    PACIFIC    POSITION. 

We  think  that  if  the  State  took  over  and  undertook  to  operate  the 
Grand  Trunk,  the  Grand  Trunk  Pacific,  and  the  Canadian  Northern, 
it  would  be  morally  bound  to  offer  to  purchase  the  Canadian  Pacific 
also.  This  company  is  in  a  strong  financiahposition;  it  has  assets  of 
great  present  and  even  greater  potential  value,  largely  exceeding  its 
liabilities;  its  $260,000,000  of  common  stock  stand  at  a  high  premium, 
and  have  been  very  much  higher;  it  pays  a  steady  dividend  of  10  per 
cent;  its  purchase  would  be  a  costly  matter;  and  it  does  not  ask  to  be 
purchased  or  to  be  helped  in  any  other  way.  The  company  is  ad- 
mittedly progressive  and  gives  a  good  public  service.  Moreover,  it 
has  a  large  investment  in  ocean  steamships,  irrigation,  land  and  coal 
development  schemes,  and  other  enterprises  quite  unsuited  for  Gov- 
ernment management.  But  the  Canadian  Pacific  Railway  is  exposed 
throughout  its  whole  territory  to  the  competition  of  either  one  or 
both  of  the  other  systems.  So  long  as  that  competition  is  in  the  hands 
of  other  organizations,  also  having  to  earn  the  interest  on  their  bonds 
and  striving  to  earn  a  dividend  on  their  stocks,  the  Canadian  Pacific 
Railway  has  no  cause  for  complaint.  But  competition  with  railways 
operated  by  the  Government  stands  on  an  entirely  dift'erent  footing. 
It  would  be  at  any  time  possible  for  the  Government  deliberately  to 
adopt  a  policy  of  lowering  rates,  in  some  part  or  throughout  the  terri- 
tory involved,  below  a  commercial  basis,  and  making  up  the  deficiency 
out  of  general  taxation.  It  might  be  argued  that  such  a  policy  was 
justifiable  on  the  ground  that  the  general  prosperity  and  develop- 
ment of  the  country  would  be  thereby  promoted.  But  while  con- 
ceivably it  might  be  proper  to  tax  the  public  to  develop  the  country, 
though  in  fact  it  would  not  be  the  whole  public,  but  only  certain  por- 
tions of  it  that  would  benefit,  it  could  not  possibly  be  fair  to  impose 
a  special  tax  upon  the  Canadian  Pacific  Railway  shareholders  for  the 
purpose.     And  yet  it  is  evident  that  this  would  in  fact  happen.     The 
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Canadian  Pacific  Railway  woukl  be  absohitoly  forced  to  follow  any 
rate  reduction  made  by  the  Government  railways,  on  pain  of  losing 
the  business  entirely. 

FURTHER  REASONS  AGAINST  GOVERNMENT  OPERATION. 

Another  strong  argument  against  Government  operation  is  to  be 
found  in  the  fact  that  the  three  great  Canadian  companies  amongst 
them  either  own,  lease,  or  control  no  less  than  7,000  miles  of  railway 
situated  in  the  United  States.  And  some,  at  least,  of  these  lines  are 
necessary  economic  complements  of  the  Canadian  systems.  It  is 
clearly  impossible  that  the  Dominion  Government  should  be  sub- 
jected not  only  to  the  regulating  authority  of  the  Interstate  Com- 
merce Commission  and  the  several  State  railway  commissions  of  the 
United  States,  but  also  to  the  police  regulations  of  all  the  States  which 
these  Unes  enter.  Technically,  no  doubt,  the  difficulty  could  be  got 
over  by  vesting  the  legal  ownership  in  Government  officials  under 
their  own  names  as  trustees  for  the  Government.  But  the  practical 
fact  would  remain.  It  would  in  effect  be  the  Canadian  Government 
which  would  be  ordered  by  the  United  States  Interstate  and  State 
commissions  to  alter  its  rates,  and  Canadian  Government  officials 
who  would  be  required  by  the  United  States  law  courts  to  explain  their 
actions  and  justify  their  conduct.  We  can  not  think  that  such  a 
situation  would  conduce  to  international  harmony. 

A  yet  more  important  consideration  remains.  Canada  is  at  war 
and  Canadian  resources  are  deeply  pledged  for  war  purposes.  If  the 
Government  takes  over  the  railways,  not  only  does  it  assunie  the 
direct  responsibility  for  the  whole  existing  debt,  but  all  the  new 
money  that  has  to  be  raised  (and  as  will  be  shown  in  a  later  portion 
of  tliis  report,  the  amount  of  this  new  money  must  necessarily  be  con- 
siderable within  the  next  few  years)  will  become  a  direct  obligation 
of  the  Canadian  Government.  It  is  a  matter  of  common  knowledge 
that  railway  bonds  and  Government  loans  appeal  to  different  classes. 
And  we  are  persuaded  that  it  is  desirable  that  Canada  should  retain 
both  strings  to  her  bow. 

For  all  these  reasons  our  recommendation  is  that  the  idea  of  Gov- 
ernment ownership  and  operation  be  not  entertained. 

RECEIVERSHIP    DISCUSSED    AND    REJECTED. 

Starting  then  from  this  position,  we  have  to  consider  what  alterna- 
tive course  is  to  be  adopted.  It  is  clear  that  neither  the  Canadian 
Northern  nor  the  Grand  Trunk  can  at  the  present  moment  meet  its 
liabilities.  In  the  United  States  when  a  company  is  in  this  position 
it  is  placed  in  the  hands  of  a  receiver.  And  at  this  moment  upward 
of  40,000  miles  of  line  are  in  that  situation.  Under  a  receivership 
the  holders  of  the  junior  securities  have  to  submit  to  compound  their 
claim,  and  the  fixed  charges  are  reduced  to  an  amount  that  the  net 
revenue  from  operation  suffices  to  meet.  Ought  this  drastic  course 
to  be  adopted  here  ?  We  think  not.  We  think  the  security  holders 
of  the  companies  have  to  some  extent  a  moral  claim  on  the  Govern- 
ment. Their  schemes  of  extension  have  been  matters  of  public 
knowledge  for  many  years.  So  far  from  discouraging  them,  the 
Governments,  both  of  the  Dominion  and  the  Provinces,  have  by 
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subsidy  and  by  guarantee,  by  loans  and  cash  advances,  encouraged 
them  to  go  on. 

But  there  is  more  than  this.  The  bonds  and  debentures  of  the 
Grand  Trunk  Pacific  and  Canadian  Northern  have  been  placed  in  the 
main  through  London  with  non-Canadian  holders.  And  these 
holders  in  subscribing  have  unquestionably  been  influenced  by  the 
fact  that  the  companies  were  backed  by  the  Canadian  Government. 
Technically,  of  course,  the  Government  has  no  responsibility  beyond 
that  of  meeting  its  own  guarantees.  But  if  the  two  companies  went 
into  the  hands  of  receivers,  we  can  not  doubt  that  investors  outside 
Canada  would  believe,  however  erroneously,  that  the  Dominion  Gov- 
ernment had  treated  them  badly,  and  that  the  result  would  be  serious 
injury  to  the  credit  of  the  Canadian  Government,  and  indeed  of  all 
Canadian  enterprises.  And  this  result  is  one  that,  putting  it  on 
pecuniary  grounds  alone,  the  Canadian  people  should  in  their  own 
interest  spend  a  good  deal  of  money  to  avoid.  We  therefore  consider 
that  Canada  should  assume  the  responsibility  of  seeing  that  the  in- 
terest on  these  securitie's  is  met. 

This  responsibility  is  in  our  opinion  unavoidable.  But  we  recog- 
nize that  it  is  serious.  It  will  involve  considerable  financial  aid  for 
some  years.  How  many  we  will  not  estimate,  as  it  depends  in  the 
main  on  the  rate  at  which  Canada  develops.  And  that  rate  no  one 
can  venture  to  foretell.  We  ought  to  point  out,  however,  that  the 
rate  at  which  the  Canadian  Pacific  progressed,  when  it  was  the  only 
transcontinental  line,  can  not  reasonably  be  taken  as  a  standard  of 
the  probable  rate  of  progress  of  two  new  transcontinental  systems, 
competing,  not  only  with  each  other,  but  with  the  rich  and  firmly 
established  Canadian  Pacific  itself. 

TRANSFER  TO  A  NEW  BODY  RECOMMENDED. 

We  have  recommended,  then,  that  the  control  of  the  three  com- 
panies, Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific, 
pass  into  other  hands;  that  the  rights  of  the  creditors  of  all  three 
companies  be  preserved  intact;  but  that  the  railways  of  the  three 
companies  be  not  handed  over  to,  or  operated  by,  the  Government. 
It  is  necessary,  therefore,  to  find  some  new  body  or  bodies  to  whom 
they  can  be  transferred.  We  think  the  question  whether  there 
should  be  one  body  or  more  is  answered  by  the  facts  that  we  have 
already  cited.  The  Canadian  Northern  is  weak  in  the  east.  The 
Grand  Trunk,  with  the  inadequate  Prairie  branches  of  the  Grand 
Trunk  Pacific,  would  be  almost  powerless  to  compete  in  the  west 
with  the  Canadian  Northern  and  the  Canadian  Pacific.  The  natural 
tendency  of  the  Grand  Trunk  and  Canadian  Northern  organizations, 
if  left  separate,  would  be  for  each  to  invade  the  territory  of  the 
other.  Remaining  separate,  the  Canadian  Northern  system  would 
need  to  spend  many  millions  of  dollars  to  obtain  an  adequate  hold 
on  the  east  in  competition  with  the  Canadian  Pacific  and  Grand 
Trunk.  Remaining  separate,  the  Grand  Trunk  and  Grand  Trunk 
Pacific  system  would  need  to  spend  many  millions  of  dollars  on  new 
branches  in  the  west,  in  order  to  hold  its  own  with  the  Canadian 
Pacific  and  the  Canadian  Northern.  And  this  money  would  be 
needed  at  once,  for  tiU  it  was  spent  neither  organization  would  possess 
a  complete  system.     Canada  can  not  afl'ord  all  these  new  railways. 
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and  does  not  need  three  competitive  systems.  We  recommend 
therefore  that  the  three  undertakino;s,  the  Canadian  Northern,  the 
Grand  Trunk,  and  the  Grand  Trunk  Pacific  he  united  in  one  system. 
To  whom  then  should  its  nianagement  be  intrusted  ? 

SUGGESTED   TRANSFER    OF    ALL    THE    RAILWAYS    TO    CANADIAN    PACIFIC 

DISCUSSED. 

One  possible  solution  which  has  been  submitted  to  us  we  will 
deal  with  at  the  outset.  For,  though  we  are  unable  to  recommend 
its  adoption,  it  has  very  influential  support.  This  suggestion  takes 
two  forms.  The  one  is  that  the  Canadian  Pacific  Co.  should,  by 
lease  or  purchase,  obtain  control  of  the  other  roads  and  operate  the 
Avhole  Canadian  railway  system  as  partner  with  the  Government, 
on  terms  to  be  arranged.  The  other  is  that  the  Government  should 
itself  acquire  all  the  roads,  including  the  Canadian  Pacific  Railway, 
and  employ  the  organization  of  that  company  as  a  basis  on  which 
to  build  up  the  organization  of  the  greater  system.  The  first  alter- 
native is  especially  supported  from  the  financial  side.  And,  indeed, 
were  fmancial  considerations  controlling  in  this  matter,  we  do  not 
deny  that  a  very  strong  case  could  be  made  for  it.  The  second 
alternative  commends  itself  more  especially  to  those  who  feel  that 
the  Govermnent  is  aheady  involved  so  deeply  in  railway  enterprise 
that  it  can  not  call  a  halt,  and  must  go  the  whole  length.  We  are 
not  prepared  to  agree  with  either  party.  We  do  not  think  that  a 
railway  monopoly  is  desirable,  either  in  the  hands  of  a  company,  or 
in  the  hands  of  the  State.  We  are  convinced  that  the  people  of 
Canada  who  have  spent  or  guaranteed — whether  wisely  or  not,  is 
not  now  the  question — hundreds  of  millions  of  dollars,  largely  with 
the  object  of  breaking  a  private  monoply,  would  never  consent  to 
the  reestablishment  of  a  still  greater  monopoly,  even  if  the  Govern- 
ment were  a  partner  in  the  concern.  We  no  not  think  that  there 
is  any  necessity  for  the  State  to  go  further  than  it  has  already  gone 
in  the  cUrection  of  Government  operation.  We  recognize  that  the 
Govenmient  occupies  in  respect  to  the  Canadian  Northern  and 
Grand  Trunk  Pacific  roads,  very  much  the  position  of  a  mortgagee 
whose  mortgagor  is  in  default.  But  we  do  not  think  that  the  Gov- 
ernment, as  a  Government,  need  enter  into  possession.  We  think 
a  scheme  may  be  w^orked  out  whereby  Canada  will  have  two  great 
systems,  both  with  substantially  similar  management,  operating 
alongside  in  healthy  rivalry  from  ocean  to  ocean. 

SUGGESTED    TRANSFER    OF    THE    WHOLE    OR    A    PORTION    OF    CANADIAN 
NORTHERN    TO    CANADIAN    PACIFIC    DISCUSSED. 

Another  suggestion  has  been  made  which  we  wiU  deal  with  here. 
In  our  judgment  it  has  even  less  to  recommend  it.  It  is  suggested 
that  the  lines  of  the  Canadian  Northern  should  be  handed  over  to 
the  Canadian  Pacific  Railway,  on  terms  to  be  arranged.  We  can 
see  no  possible  advantage  to  the  country  in  this  proposal.  It  would 
hand  over  the  lines  with  the  best  prospect  of  development  to  the 
Canadian  Pacific  Railway.  It  would  reestablish  what  would  be  a 
practical  monopoly  m   the   Prairie   Provinces.     It  would   leave  the 
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country  to  carry  the  burden,  for  an  indefinite  time  to  come,  of  the 
Grand  Trunk  Pacific,  which  hi  its  prresent  isolated  position  has  Uttle 
hope  of  prosperous  development.  And  it  would  lead  before  long 
to  an  inevitable  result.  For  the  sake  both  of  giving  the  Grand 
Trmik  Pacific  system  a  fair  chance  to  develop,  and  in  order  to  break 
down  once  more  the  reestablished  monopoly  of  the  Canadian  Pacific 
Railway,  pressure  woidd  be  put  on  the  Government  to  obtain  a 
wholesale  extension  of  the  Grand  Trunk  Pacific  branch  lines,  for 
whicli  there  is  no  commercial  justification.  Capital  would  be  wasted, 
operating  expenses  would  be  duplicated,  and  the  ultimate  solvency 
of  the  publicly  owned  lines  would  be  indefinitely  postponed. 

For  the  suggestion  which  has  also  be  made,  that  the  Canadian 
Pacific  Railway  be  invited  to  take  over  the  western  portion  of  the 
Canadian  Northern  only,  there  is  in  our  judgment  still  less,  if  that 
be  possible,  to  be  said  than  for  the  suggestion  that  the  Canadian 
Pacific  Railway  take  over  the  whole.  It  has  aU  the  disadvantages 
of  the  former  proposal.  And  it  has  this  further  disadvantage:  The 
eastern  Imes  of  the  Canadian  Northern  have  not  any  very  hopeful 
outlook,  even  under  present  conditions.  If  they  cease  to  be  the 
complement  of  the  Canadian  Northern  prairie  lines,  they  have  no 
justification  for  existence  whatever.  And  yet  it  is  proposed  to  leave 
the  country  to  carry  the  burden  of  them. 

POSSIBILITY    OF    FORMINCx    A    COMMERCIAL    COMPANY    DISCUSSED. 

Assuming,  then  that  the  Canadian  Northern,  Grand  Trunk,  and 
Grand  Trunk  Pacific  must  be  united  into  one  system  and  that  this 
system  must  remain  entirely  separate  from  the  Canadian  Pacific 
Railway,  we  have  considered  the  possibility  of  forming  a  new  com- 
pany on  a  commercial  basis,  to  which  the  operation  of  these  three 
undertakings  might  be  transferred.  We  have  come  to  the  conclu- 
sion that  this  course  is  not  feasible  under  the  circumstances  as  they 
at  present  exist. 

The  Mexican  yrecedent. — We  have  considered  what  is  commonly 
known  as  the  Mexican  scheme.  Under  this  scheme,  which  was  orig- 
inated by  Senor  Limantour,  the  very  able  finance  mmister  of  the 
Diaz  Government,  the  Government,  in  return  for  the  guarantee  of 
certain  bonds  and  the  payment  of  a  nominal  amount  of  cash,  acquired 
possession  of  a  sufficient  amount  of  deferred  ordinary  stock  of  the  prin- 
cipal railway  companies,  on  which  no  dividend  was  likely  to  be  earned 
in  the  immediate  future,  to  give  them  control  of  the  election  of  the 
boards  of  directors,  and  therefore  indirectly  control  of  the  policy  of  the 
companies.  Similar  partnerships  between  the  public  authorities  and 
private  companies  have  in  recent  years  become  common  in  the  great 
German  cities  for  the  establishment  and  operation  of  gas,  electric,  and 
street  railway  undertakings.  The  Mexican  scheme  is  understood  to 
have  worked  very  successfully  so  long  as  Mexico  remained  an  organized 
community.  We  do  not  thmk  it  applicable  to  Canada,  where  the  con- 
ditions are  entirely  difi^erent.  In  Mexico  the  bulk  of  the  money  had 
been  raised  by  the  companies  on  their  own  responsibility;  there  was 
no  question  of  defaulting  on  fixed  charges;  the  systems  were  prac- 
tically complete ;  and  no  large  amounts  of  new  capital  were  required. 
Ill  Canada  the  bulk  of  the  money  has  been  raised  on  the  responsi- 
bility of  the  Government;  the  companies  can  not  meet  their  fixed 
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charges;  the  systems  iir(^  far  from  complete;  and  much  new  capital 
will  have  to  he  ])rovi(le(l,  which  can  not  be  raised  hy  the  companies 
on  their  own  credit.  We  can  not,  therefore,  recommend  that  the 
Mexican  precedent  be  followed. 

The  New  Yorl-  subway  precedent. — There  is  a  precedent  in  the  New 
York  subwavs  for  a  scheme  under  which  the  railway  is  (;onstructed 
and  owned  by  the  public  authority,  and  its  operation  is  entrusted 
to  a  c()m])any,  which  iinds  ca])ital  to  an  amount  re])resenting  the 
value  of  the  equi])ment  and  takes  a  lease  for  a  ])eriod  of  years  upon 
terms  that  the  com])any  receives  a  return  of  5  or  6  i)er  cent  as  a  first 
chartz;e  on  the  ])roiits,  while  profits  beyond  that  figure  are  divided  in 
aijreed  ])roDortions  between  the  company  and  the  public  authority. 
The  New  York  partnership  scheme,  however,  has  reference  to  an 
undertakinja;  with  every  prospect  of  making  a  substantial  return  on 
the  capital  involved  from  the  outset.  There  is  no  such  prospect  here. 
We  have  to  contemplate  a  condition  of  affairs  in  which  for  a  good 
many  years  to  come  the  operation  will  not  yield  a  commercial  return 
on  the  capital  already  invested.  A  promise  of  the  whole  return, 
therefore,  would  not  tempt  the  outside  capitalist;  still  less  would 
the  offer  of  a  portion  of  it.  To  induce  outside  capital  to  come  in  and 
share  the  risk,  it  would  be  necessary  for  the  Government  to  guaran- 
tee a  return  upon  it  of  not  less  than  4§  per  cent  or  5  per  cent  forth- 
with and  to  offer  a  pros]:)ect  of  partnership  in  the  valuable  reversion 
later  on.  And  seeing  that,  with  the  guaran.tee  of  the  Government 
of  Canada  behind  it,  all  the  money  requisite  could  be  borrowed  at 
5  per  cent  without  any  reversion,  the  offer  of  a  reversion  would  be, 
in  effect,  to  deprive  the  people  of  Canada  of  a  portion  of  the  return 
when  they  have  earned  the  right  to  receive  the  whole. 

Further,  we  have  no  reason  to  think  that  such  an  offer,  even  if 
made,  would  attract  the  necessary  capital.  The  speculative  invest- 
tor  likes  to  see  his  profit  in  the  near  future.  In  this  case  he  would 
have  to  wait  a  good  many  years  before  he  could  expect  any  return 
on  his  money  beyond  his  fixed  4  ^  or  5  per  cent .  Under  present  mar- 
ket conditions  an  investor  prepared  to  take  some  risk  can  do  much 
better  for  himself  than  this. 

CANADIAN  RAILWAYS  SHOULD  BE  UNDER  CANADIAN  CONTROL. 

There  is  yet  another  reason  why  we  do  not  think  that,  even  if  it 
were  possible,  any  attempt  should  be  made  to  form  a  new  company, 
either  on  the  Mexican  or  on  the  New  York  subway  model.  Such  a 
company  could  not  be  Canadian.  The  capital  would  have  to  be 
found  elsewhere,  and  the  control  would  follow  the  capital.  We  think 
Canadian  railways  should  be  under  Canadian  management. 

Part  V.  The  Dominion  Railway  Co. 

GOVERNMENT  OPERATION  NOT  RECOMMENDED. 

Having  then  arrived  at  the  conclusion  that  the  transfer  of  the  three 
undertakings  to  a  commercial  company  is  not  feasible,  we  recommend 
that  they  be  handed  over  to  a  board  of  trustees  to  control  and  manage 
on  behalf  of,  and  on  account  of,  the  people  of  Canada.     The  trustees 
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should  be  organized  as  a  company  with  a  nominal  capital.     But  in 
effect  they  would  be  a  pubhc  authority. 

Before  going  further  we  desire  to  make  a  fundamental  point  clear. 
We  express  the  conclusion  to  which  we  have  come  both  in  negative 
and  positive  forms.     We  recommend: 

(1)  That  the  Government  do  not  acquire  or  undertake  to  operate 
any  further  railways ;  but 

(2)  That  these  three  railways,  Canadian  Northern,  Grand  Trunk, 
and  Grand  Tnnik  Pacific,  be  transferred  by  act  of  Parliament  to  an 
independent  board  of  trustees  (incorporated  as  a  company),  con- 
stituted as  we  shall  hereafter  describe. 

These  recommendations,  from  our  point  of  view,  hang  together 
and  must  be  regarded  as  inseparable.  We  do  not  recommend  the 
transfer  of  the  three  companies  at  all,  unless  our  recommendations 
as  to  the  method  to  be  followed  are  also  substantially  accepted. 
That  the  Government  should  itself  take  over  the  railways,  and  they 
should  then  be  operated  under  the  control  of  a  parliamentary  minister 
of  railways,  is  a  policy  which  in  our  judgment  would  not  be  in  the 
best  interest  of  Canada. 

Our  personal  belief  is  strong  that,  in  normal  circumstances,  railway 
enterprise  is  a  matter  best  left  in  private  hands,  subject  to  proper 
regulation  by  the  Government.  Were  we  asked  to  advise  in  the  case 
of  the  railways  of  the  United  Kingdom  or  the  United  States,  which 
have  been  constructed  by  private  companies,  with  money  found  by 
priv-ate  investors,  we  should  give  effect  to  this  behef.  We  go  further 
and  consider  that,  in  the  case  of  the  Canadian  Pacific  Railway,  as  to 
which  the  Government  does  instruct  us  to  advise,  the  fact  that  it 
received  large  help  from  public  sources  in  its  early  days,  is  not  any 
reason  why  the  existing  status  of  the  company  should  now  be  dis- 
turbed. This  company  has  carried  out  its  bargain.  It  has  repaid 
to  the  Government  large  advances  made  in  earlier  years.  We  believe 
that  Canada  has  had  good  value  for  what  it  has  given.  We  think 
that  it  is  in  the  interest  of  the  country  that  this  company  should  be 
rich  and  prosperous,  for  such  companies  can  be  expected  not  only 
to  give  the  best  service,  but  to  be  best  able  to  provide  in  tirne  to  meet 
new  developments  as  they  arise.  We  have  had  no  hesitation,  there- 
fore, in  coming  to  the  conclusion  that  the  status  of  the  Canadian 
Pacific  Railway  should  be  left  undisturbed. 

But  in  the  case  of  the  Canadian  Northern,  the  Grand  Trunk,  and 
the  Grand  Trunk  Pacific  the  circumstances  are  not  normal.  These 
companies  have  broken  down.  We  see  no  way  to  organize  new  com- 
panies to  take  their  place.  Their  only  possible  successor  is  in  our 
view  a  public  authority.  We  are  confronted  with  a  condition  and 
not  a  theory. 

RECOMMENDATION    OF   INDEPENDENT    BOARD    OF    TRUSTEES. 

Our  formal  recommendations  are: 

1.  That  a  board  of  trustees  be  constituted  by  act  of  Parliament  and 
incorporated  as  "The  Dominion  Railway  Co." 

2.  That  the  ownership  of  the  Canadian  Northern,  Grand  Trunk, 
and  Grand  Trunk  Pacific  Railways  be  vested  in  this  company. 

3.  That  the  Government  assume  responsibility  to  the  company  for 
the  interest  on  the  existing  securities  of  these  undertakings. 
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4.  That  tlie  Iiitercoloiiial  (incliuling  the  Prince  Edward  Island) 
and  National  Transcontinental  Railways  be  also  handed  over  by  the 
Government  to  the  company. 

5.  That  the  whole  of  these  railways,  the  Canadian  Northern,  the 
Grand  Trunk,  the  Grand  Trunk  Pacific,  the  Intercolonial,  and  the 
National  Transcontinental,  l)e  operated  by  the  company  as  one 
united  system. 

CONSTITUTION    OF    BOARD    AND    TENURE    OF    OFFICE. 

We  now  proceed  to  set  out  these  recommendations  in  more  detail. 

The  trustees  should  be  five  in  number.  The  first  trustees  should 
be  named  in  the  act  of  Parliament  constituting  the  board. 

The  tenure  of  office  should  be  the  same  as  that  of  judges  of  the 
Supreme  Court,  with  the  exceptions  hereafter  noted.  Three  trustees, 
one  of  whom  should  be  the  chairman,  should,  if  possible,  be  men  of 
railway  experience.  They  should  be  required  to  give  their  whole 
time  to  their  duties,  and  salaries  should  be  fixed  adequate  to  com- 
mand the  services  of  the  best  men.  Of  the  two  remaining  trustees, 
we  think  it  would  be  desirable  that  one  should  be  selected  on  the 
ground  of  business  and  financial  experience,  and  the  other  as  specially 
possessing  the  confidence  of  railway  employees.  The)^  should  not 
be  expected  to  give  their  whole  time.  Their  maximum  salary  might 
be  laid  down  in  the  act,  to  be  adjusted  later  when  the  requirements 
of  the  position  became  evident.  Every  trustee  on  appointment 
should  be  required  to  divest  himself  of  aU  interest  in  Canaclian  railway 
bonds  .or  stock,  and  should  further  satisfy  the  appointing  authority 
that  he  has  no  other  interest  that  conflicts  with  his  duties  as  trustee. 

All  appointments  other  than  those  of  the  original  trustees  should 
be  for  a  fixed  period  of  seven  years,  except  that  in  the- case  of  a  casual 
vacancy,  owing  to  death  or  disability  or  resignation,  the  appointee 
should  hold  office  only  for  the  remainder  of  tlie  term  for  which  the 
trustee  whom  he  replaces  was  appointed. 

Every  trustee  should  be  eligible  for  renomination  and  reappoint- 
ment. 

Vacancies  should  be  filled,  in  the  case  of  a  railway  member,  by 
appointment  by  the  Governor  General  in  council,  on  the  nomination 
of  a  majority  of  the  remaining  trustees;  and  in  the  case  of  other 
members,  by  appointment  from  a  list  of  three  names,  similarly 
nominated.  Should  the  Government  refuse  to  approve  a  nomination, 
it  should  devolve  upon  the  trustees  to  submit  a  new  name. 

The  original  trustees  should  vacate  their  positions  according  to  the 
following  scheme:  The  three  railway  trustees  should  retire  after 
three,  five,  and  seven  years,  respectively;  the  order  of  retirement 
amongst  the  three  being  determined  at  the  date  of  the  trustees' 
assumption  of  office.  The  two  remaining  trustees  should  retire  after 
four  and  six  years,  respectively;  their  relative  position  between 
themselves  being  similarly  determined. 

Every  trustee  should  retire  on  attaining  the  age  of  70  years. 

BOARD   TO    BE    NONPOLITICAL. 

We  desire  to  call  attention  to  the  extreme  importance  that  the 
board  should  not  assume,  or  even  be  suspected  of  assuming,  a  political 
complexion.     In  the  United  States  an  attempt  has  been  made  to 
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guard  against  this  danger  by  statutory  provision  that  not  more  than 
four  out  of  the  seven  members  of  the  Interstate  Commerce  Commis- 
sion shall  belong  to  the  same  political  partj^.  We  do  not  recommend 
that  this  precedent  be  followed,  as  we  think  politics  have  nothing 
to  do  with  the  matter;  and  any  such  restriction  might  hamper  the 
Government  in  their  choice  of  best  men.  But  should  it  be  desirable 
in  the  public  interest  to  select  trustees  of  recognized  political  affilia- 
tions, we  think  it  most  important  that  the  spirit  of  the  United  States 
legislation  should  be  borne  in  mind,  both  by  the  Government  in 
making  the  original  selections,  and  by  the  trustees  themselves  in 
recommending  names  to  fill  any  subsequent  vacancies. 

BOARD    TO     BE     PERMANENT     AND     SELF-PERPETUATING AUSTRALIAN 

EXPERIENCE. 

We  recommend  that,  subject  to  the  power  of  the  Government  ta 
refuse  to  confirm  a  nomination,  the  board  of  trustees  should  be  a 
permanent  self-perpetuating  body,  and  we  attach  very  great  import- 
ance to  this  point.  The  four  older  States  of  Australia,  New  South 
Wales,  Victoria,  South  Australia,  and  Queensland  have  had  a  long 
experience  of  public  ownership.  In  each  State  the  history  has  been 
very  similar.  Originally,  the  railways  were  managed  under  the  direct 
control  of  a  minister  of  railways,  responsible  to  Parliament.  In  each 
State  the  system  was  found  unsatisfactory.  In  each  State  commis- 
sions were  appointed,  with  functions  substantially  similar  to  those 
which  we  are  recommending  to  be  conferred  upon  the  board  of  trus- 
tees. In  each  State  the  result  was  improvement.  But  the  Austra- 
lian commissioners  were  only  appointed  for  five-year  terms.  And  the 
lack  of  permanence  in  the  commissioner's  tenure  of  office  prevented  a 
permanent  success.  The  first  years  of  the  commission's  term  were 
usually  the  most  successful,  for  then  the  commissioners  had  the 
freest  hand  to  manage  their  undertaking  on  commercial  lines.  Some 
of  the  States  have  gone  through  a  checkered  history.  The  commis- 
sion has  been  abolished,  and  the  management  has  been  transferred 
back  to  a  political  minister.  Once  more  the  result  has  been  unsatis- 
factory, and  a  new  commission  has  been  appointed,  only  in  turn  to 
fail  of  success.  The  main  cause,  as  we  read  the  story,  has  been  the 
lack  of  permanence  of  the  commission  and  the  short  tenure  of  office 
of  the  individual  commissioners.  We  therefore  think  it  essential 
that  the  board  of  trustees  shall  be  permanent,  nonpolitical,  and,  sub- 
ject to  Government  approval  of  each  new  nomination,  self-per- 
petuating. 

RAILWAYS      NOT     A     PROPER     SUBJECT     FOR  DIRECT     PARLIAMENTARY 

CONTROL. 

We  have  given  expression  to  a  strong  view  that  the  operation  of  the 
railways  of  the  country  by  a  department  of  the  executive  government 
directly  responsible  to  Parliament  would  be  against  the  interest  of 
Canada.  Lest  it  should  appear  that  this  view  implies  a  reflection  on 
the  honesty  and  ability  oi  ministers  and  members  of  Parliament,  we 
desire  to  explain  why  we  entertain  it.  Our  reason  is,  not  that  Gov- 
ernment by  a  cabinet  responsible  to  a  popularly  elected  Parliament 
is  a  bad  government  for  the  ordinary"  purposes  of  government,  but 
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that  it  is  not  a  form  of  government  suitable  for  the  management  of  a 
railway  undertaking. 

In  primitive  times  all  government  was  concentrated  in  a  single 
hand.  The  king  or  chief  was  at  once  the  lawgiver,  the  a(hn.inistrator, 
and  the  judge.  The  king  as  Uiwgiver  prescribed  duties  and  estab- 
lished rights;  as  judge  he  decided  on  the  interpretation  of  those 
rights  and  duties  between  the  nation,  represented  by  himself,  and  the 
individual;  and  finally  as  executive  authority  he  enforced  his  own 
judicial  decisions  with  respect  to  the  rights  which  he  had  himself 
estabUshed  as  legislator.  Centuries  ago  the  progressive  nations  of 
western  Europe  had  outgroAvii  this  primitive  idea.  They  had  learned 
to  differentiate  functions  to  the  extent  of  making  the  judge  entirely 
independent  both  of  the  legislature  and  of  the  executive  government. 
Even  under  the  absolute  despotism  of  Frederick  the  Great  of  Prussia 
a  judge  could  decide  a  quarrel  between  a  king  and  an  humble  subject 
in  favor  of  the  subject.  To  say  nowadays  that  the  administration 
of  justice  is  not  a  matter  to  be  left  to  a  minister  responsible  to  Parlia- 
ment would  be  to  say  a  thing  so  obvious  as  to  seem  a  preposterous 
truism. 

GROWTH    OF    EXTRA    PARLIAMENTARY   FUNCTIONS    OF    THE    STATE. 

But  the  process  has  gone  further.  We  are  learning  that  there  are 
other  matters  which  it  is  well  to  withdraw  from  the  political  arena. 
It  has  become  a  commonplace  in  England  within  the  last  generation 
to  say  that  foreign  policy  has  been  ''withdrawn  from  the  sphere  of 
party  politics."  The  same  thmg  had  in  great  measure  happened 
before  the  war  in  the  case  of  naval  administration;  it  was  more  and 
more  becoming  the  rule  in  the  case  of  army  administration  also.  In 
other  words,  in  respect  of  these  three  vitally  important  spheres  of 
national  activity,  tliough  the  form  of  direct  parliamentary  control 
was  retained,  it  had  come  to  be  recognized  that  the  affairs  were  very 
complicated,  that  the  reasons  for  action  might  be  good  without  being 
such  as  could  publicly  be  avowed,  and  that  therefore  they  were  best 
left  to  experts,  carefully  selected  and  then  given  a  mainly  free  hand. 
Since  the  w^ar  public  opinion  on  this  question  has  ripened  fast. 
England  and  France  are  coimtries  just  as  democratically  governed 
as  Canada.  And  in  England  and  France  the  fact  that  prompt  and 
decisive  executive  action  is  inconsistent  with  detailed  parliamentary 
control  is  bemg  more  and  more  recognized,  not  only  by  the  public  but 
by  Parliament  itself.  Numerous  boards  of  experts,  with  an  almost 
entirely  free  hand,  have  been  set  up  in  England  to  take  charge  of 
different  branches  of  public  activity.  It  can  not  be  supposed  that 
the  lesson  learned  in  w^ar  will  be  wholly  unlearned  when  peace  returns. 
It  is  hardly  likely  that  countries  whose  constitutions  are  based  on 
the  English  model  will  go  as  far  as  the  United  States,  where  the 
executive  and  the  legislature  are  almost  entirely  independent  of  each 
other,  where  the  House  of  Representatives  has  no  direct  control  of 
the  executive  government  at  all,  and  where  even  the  Senate  can  only 
confirm  or  refuse  to  confirm  certain  appointments,  but  has  no  power 
to  secure  either  the  nomination  or  the  dismissal  of  a  single  official. 
But  there  can  be  no  doubt  things  are  moving  in  that  direction.  It 
is  because  we  think  that  the  management  of  a  railw^ay  undertaking, 
like  the  control  of  shipping  or  of  enemy  trade,  or  the  work  of  the 
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imperial  munitions  board,  is  a  matter  that  in  the  pubUc  interest  is 
best  left  to  experts,  that  we  desire  to  avoid  direct  parliamentary 
control. 

In  this  connection  it  seems  desirable  to  point  out  that  the  Prussian 
railways,  certainly  the  most  successful  state-operated  railways  in  the 
world,  are  not  subject  to  parliamentary  control.  The  Prussian  Par- 
liament has  not  much  control  over  any  department  of  the  Govern- 
ment, but  over  the  railways,  owing  to  the  fact  that,  so  far  from  re- 
quirmg  votes  of  money,  the}''  yearly  contribute  a  considerable  net 
revenue  for  general  state  purposes,  it  has  even  less  control  than  over 
other  departments.  The  only  check  on  the  action  of  the  mmister 
of  railways  is  that  afforded  by  the  railways  councils,  to  which  we  re- 
fer hereafter,  and  whose  powers  are  merely  advisory  and  m  no  way 
compulsory.  In  Canada  we  are  recommending  not  only  that  simi- 
lar railway  councils  should  be  established  but  that  the  trustees 
should  also  be  subject  to  the  orders  of  the  railway  commission,  a 
body  to  which  Prussia  furnishes  no  analogy. 

PRIVATE    INTERESTS    AND    PUBLIC    INTEREST. 

The  railway  touches  the  life  of  the  country  at  innumerable  pomts. 
It  can  ahnost  make  one  city  and  unmake  another.  It  vitaUy  affects 
the  question  whether  an  industry  in  one  place  is  more  or  less  profit- 
able than  in  another.  Every  citv  wants  to  become  a  railway  center, 
to  have  railway  works  located  within  its  limits.  And  the  local  mem- 
ber invariably  wants  it  too.  Every  citizen  wants  the  railway  station 
placed  where  its  best  suits  his  own  personal  convenience,  and  wants 
that  every  express  train  shall  stop  at  it.  He  naturally  strives  to 
secure  these  benefits  for  hunself,  and  his  local  member  naturally 
desires  to  help  him  in  their  attainment.  The  individual  citizen,  the 
local  member,  can  not  be  expected  to  see  the  railway  situation  as  a 
whole:  to  appreciate,  for  instance,  that  an  express  which  stops  at 
every  man's  local  station  ceases  to  be  an  express  at  aU.  Even  if  he 
does  appreciate  it — human  nature  being  what  it  is — he  wiU  prob- 
ably be  quite  content  if,  by  bringing  political  pressure  to  bear,  he 
can  gain  an  advantage  in  which  his  neighbor  at  the  next  station 
does  not  participate.  It  is  too  much  to  expect  of  the  average  mer- 
chant, the  average  manufacturer,  that  if  he  finds  that  by  pressure 
he  can  obtam  for  himself  an  exceptionally  low  rate,  he  wiU  retrain 
from  asking  for  it,  because  it  gives  him  an  unjustifiable  advantage 
over  a  rival,  or  because  he  knows  that  the  balance  of  net  revenue 
must  be  made  up  by  unreasonably  higher  rates  paid  by  other  people's 
traffic. 

It  is  only  when  the  management  is  protected  from  the  pressure  of 
special  interests  that  a  railway  can  be  managed  in  the  interest  of  the 
public  as  a  whole;  that  it  can  be  expected  that  improvements  and 
alterations  will  be  made,  even  though  they  injuriously  affect  certain 
individuals,  because  they  are  justified  by  greater  benefits  to  the 
people  at  large.  To  take  one  example.  We  are  satisfied  that  there 
are  many  cases  where  m  the  interest  of  economy,  duplicate  services 
should  be  abolished,  and  duplicate  stations  closed.  Any  such 
change  must  injure  somebody.  Supposing  that  it  results  in  a  saving 
of  $1,000  a  year  to  the  taxpayer,  while  the  injury  can  be  measured 
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by  a  loss  of  %25  a  head  to  three  or  four  people,  clearly  the  change 
ought  to  be  made.  But  if  the  three  or  four  men  can  get  their  griev- 
ances voiced  in  Parliament,  while  the  taxpayer  is  an  abstract  entity 
with  no  one  to  speak  for  him,  probably  the  change  will  never  be 
made.  There  is  no  need  to  multiply  instances.  We  believe  that  the 
history  of  railways  all  over  the  world,  where  the  management  is  di- 
rectly under  a  minister  responsible  to  a  democratic  parliament, 
confirms  our  position  that  under  such  a  system  the  public  suffer 
because  special  interests  obtain  concessions  at  the  expense  of  the 
community  as  a  whole.  It  is  for  this  reason  that  we  have  empha- 
sized our  recommendation  that  the  management  of  the  railways  be 
intrusted  to  a  body  independent  of  politics. 

CONTROL    OF    DOMINION    RAILWAY    BY    RAILWAY    COMMISSION. 

At  the  same  time  we  recomiize  that  the  nonpolitical  body,  which 
we  propose  to  establish,  will  neither  be  infallible  nor  impeccable. 
We  therefore  propose  to  give  to  the  board  of  railway  commissioners 
the  same  full  judicial  authority  over  all  its  actions  and  refusals  to 
act  which  the  board  at  present  has  over  the  private  railway  compa- 
nies. With  a  board  of  management  appointed  on  the  sole  gound  of 
competence,  controlled  by  a  commission  with  power  of  impartial 
review,  we  believe  the  rights  of  every  citizen  to  receive  fair  and 
equal  treatment — and  no  citizen  ought  to  desire  to  receive  more — 
will  be  amply  protected.  And  at  the  same  time  the  dangers  of  po- 
litical influence  will  be  avoided. 

RELATION    BETWEEN    TRUSTEES    AND   THEIR    EMPLOYEES. 

It  has  been  a  common  experience  in  aU  democratic  countries  that, 
where  undertakings  are  in  the  hands  of  public  authorities,  either 
national  or  local,  the  employees  are  tempted  to  use  political  methods 
to  improve  their  personal  position.  We  think  it  important  that  the 
trustees  should  be  protected  against  pressure  of  this  kind,  which 
would  be  entirely  without  justification,  if  our  proposal,  that  one  of 
the  trustees  shall  be  specially  charged  to  watch  over  the  interest  of 
the  employees,  is  adopted.  To  obviate  the  evil,  it  has  often  een 
proposed  that  employees  of  the  Government  shaU  be  deprived  of 
their  national  vote  and  employees  of  a  municipality  be  deprived  of 
their  municipal  vote.  We  can  not  accept  this  idea.  A  state  servant 
does  not  cease  to  be  a  citizen,  and  he  has  as  good  a  right  to  exercise 
his  vote  as  his  neighbor,  provided  he  does  not  use  it  to  obtain  for 
himself  an  unfair  advantage  at  his  neighbors'  expense.  In  this 
matter  the  Australian  experience  is  of  interest.  In  the  State  of 
Victoria  there  was  in  1903  a  fierce  strike  on  the  state  railways.  The 
men  by  their  conduct  alienated  all  public  sympathy  and  were  badly 
beaten.  The  Victorian  Parliament  thereupon  passed  an  act,  not 
indeed  disfranchising  the  railway  employees  altogether,  but  depriv- 
ing them  of  their  votes  in  their  own  local  constituency;  placing  them 
on  a  separate  register,  and  giving  them  power  to  elect,  as  their  spe- 
cial representatives,  one  member  to  the  council  and  two  to  the  assem- 
bly. In  1906  this  act  was  repealed  and  superseded  by  "An  act  to 
abolish  separate  representation  in  Parliament  of  public  officers  and 
117900— 19— VOL  2 83 
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railway  officers,"     Section  4  of  this  act,  which  is  still  in  force,  is  as 
follows : 

(1^  In  order  that  all  offcers  may  be  enabled  to  render  loyal  and  efficient  service  to 
the  Flate,  it  is  hereby  enacted  that  no  person  or  class  of  persons  employed  in  any 
capacity  (-whether  permanently  or  temporarily)  in  the  public  ser\'ice  (including  the 
railway  service,  the  police  force,  the  State  rivers  and  water  supply  department,  and  the 
lunacy  department)  shall  either  directly  or  indirectly  take  any  part  whatsoever  in  or 
in  relation  to  election  of  members  to  the  legislative  council  or  the  legislatiA'e  assembly, 
or  directly  or  indirectly  in  any  way  tale  part  in  the  political  affairs  of  the  State  of 
Victoria,  otherwise  than  by  recording  a  vote  at  a  parliamentary  election;  and  no  person 
or  class  of  persons  so  employed  shall  directly  or  indirectly  use  or  attempt  to  use  any 
influence  in  respect  to  any  matter  affecting  the  renumeration  or  position  in  the  public 
service  of  either  himself  or  any  other  person. 

(2)  If  any  person  so  employed  is  guilty  of  any  contravention  of  this  section,  then  on 
proof  thereof  to  the  satisfaction  of  the  public  service  commissioner,  the  commissioner 
of  railways,  the  chief  commissioner  of  police,  or  the  State  commissioners  and  water 
supply  commissioners,  or  the  inspector  general  of  the  insane  (as  the  case  may  be), 
such  person  may  by  the  said  authority  be  fined  any  sum  not  exceeding  £10  and  may 
be  reduced  in  class,  subdi^dsion,  grade,  or  status,  and  salary,  or  he  may  be  dismissed 
or  his  services  may  be  dispensed  with,  provided  that  such  person  shall  not  be  dismissed 
or  have  his  services  dispensed  with  for  any  contravention  of  this  section  without  the 
consent  of  the  governor  in  council. 

We  should  hope  that  the  employees  on  the  trustees'  railways  will 
be  content  to  make  any  necessar}^  representations  as  to  remuneration 
or  conditions  of  service  through  the  member  of  the  board  specially 
charged  to  watch  over  their  interests,  and  will  not  attempt  to  exercise 
political  influence.  But  should  this  hope  ever  be  disappointed,  we 
feel  confident  that  public  opinion  would  fully  support  any  Govern- 
ment which  introduced  and  passed  a  law  based  on  the  Victorian 
precedent. 

INCORPORATION    OF   THE    DOMINION    RAILWAY    CO. 

The  board  of  trustees  should  be  incorporated,  either  directly  by  act 
of  Parliament,  or  by  royal  charter  under  the  authority  of  the  act,  as 
the  Dominion  Railway  Co.,  with  a  nominal  capital.  We  assume  a 
capital  of  $50,000,  divided  into  500  shares  of  $100  each.  Each  trustee 
would  hold  100  shares.  These  shares  would  be  entered  in  the  register 
as  held  in  the  joint  names  of  each  particular  trustee  and  the  minister 
of  finance  for  the  time  being.  The  trustee,  being  named  first,  would 
be  entitled  to  the  vote;  but  he  could  not  transfer  his  shares  without 
the  signature  of  the  finance  minister.  The  charter  would  provide 
that  no  share  could  be  transferred  except  to  a  duly  appointed  trustee, 
and  that  the  shares  were  held  in  trust  for  the  Dominion. 

TRANSFER    OF    STOCKS    TO    TRUSTEES. 

In  order  to  give  the  board  of  trustees  control  of  the  railways  men- 
tioned, the  following  stocks  should  be  transferred  to  them: 

1.  Canadian  Northern. — The  $40,000,000  common  stock  vested  in 
the  Canadian  Government  should  be  assigned  by  the  Government  to 
the  trustees,  and  also  (subject  to  what  we  report  below  as  to  com- 
pensation for  existing  equities)  the  $60,000,000  still  remaining  in  the 
hands  of  private  persons. 

2.  Graiid  Trunk  Pacific. — The  whole  of  the  common  stock  should 
be  transferred  without  payment,  except  that  the  actual  cash  paid  for 
the  shares  other  than  those  held  by  the  Grand  Trunk  Co.  should  be 
refunded. 
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3.  Grand  Trunk  Co.— The  whole  of  the  stock,  guaranteed,  first 
second,  and  third  proforcnce,  and  oniinary,  sliould  be  transferred. 
We  deal  later  with  the  c[uostion  of  the  claims  of  the  existing  holders. 

TRANSFER  OF  RAILWAYS  TO  TRUSTEES. 

Intercolonial  and  National  Transcontinental. — We  recommend  that 
these  railways  be  handed  over  by  the  Government  to  the  trustees. 
There  would  be  no  securities  to  be  transferred,  and  no  money  to  be 
paid.  The  authority  of  Parliament  for  the  transfer  would  suffice. 
We  give  at  a  later  stage  our  reasons  for  this  recommendation. 

CANADIAN  NORTHERN  SHAREHOLDERS. 

We  return  to  the  question  what,  having  regard  to  all  the  circum- 
stances of  a  very  difficult  case,  is  fair  as  between  the  Government  and 
the  Canadian  Northern  shareholders.  One  point  must  be  dealt  with 
at  the  outset.  Assertions  and  insinuations  have  been  widely  made 
that  public  mone}^  received  by  the  firm  of  Mackenzie  &  Mann  have 
been  appropriated  by  Sir  William  Mackenzie  and  Sir  Donald  Mann  to 
their  own  use.  And  these  gentlemen  are  understood  to  be  the  holders 
of  the  bulk  of  the  Canadian  Northern  stock.  If  this  charge  were 
true  it  is  evident  that  they  would  have  no  equitable  claims. 

CHARGES    OF   MISAPPROPRIATION    LTNFOUNDED. 

We  are  satisfied  that  the  charge  is  unfounded.  During  our  inquiry 
at  Toronto  on  February  26  and  27,  we  inquired  fully  into  the  matter, 
and  examined  on  oath  Mr.  Hanna,  vice  president,  and  Mr.  A.  J. 
Mitchell,  comptroller  of  the  Canadian  Northern  system.  Both  these 
gentlemen  are  intimately  acquainted  with  its  complicated  finances. 
They  gave  their  evidence  fairly  and  frankly,  and  in  our  judgment 
with  an  honest  desire  to  make  full  disclosure  on  every  point  on  which 
we  sought  information.  They  called  our  attention  to  the  report  of 
the  Government  auditors  made  to  the  Solicitor  General  of  Canada  on 
April  22,  1914,  which  is  printed  in  the  sessional  papers  of  that  year 
(Nos.  269?),  i,  j,  I,  m).     The  relevant  passage  is  as  follows: 

We  would  particularly  draw  attention  to  statement  No.  2,  being  a  declaration  from 
the  comptroller  of  the  contractors,  Messrs.  Mackenzie,  Mann  &  Co.  (Ltd.)  that  the 
contractors  have  made  no  profit  on  their  work  f r>r  the  Canadian  Northern  Railway, 
other  than  certain  fully  paid  common  stock,  which  is  set  out  in  a  statement  in  our 
preAdous  report.  This  declaration  is  borne  out  to  our  satisfaction,  from  our  investi- 
gation of  the  books  of  said  contractors,  and  also  those  of  the  company. 

The  viva  voce  evidence  which  we  reproduce  amplifies  and  entirely 
confirms  the  report  of  the  Government  auditors. 

Mr.  Mitchell.  In  addition  to  that,  Sir  Henry,  in  connection  with  construction 
there  are  no  contractor's  commissi: <ns  on  any  of  the  actual  construction.  The  work 
was  turned  in  to  the  railway  company  at  cost.  For  instance,  there  is  actual  construc- 
tion representing  something  like  $204,000,000,  in  which  there  is  no  percentage  what- 
ever to  the  contractors.     It  was  tiu'ned  in  at  actual  cost. 

Sir  Henry  Drayton.  How  would  that  be  done?  What  machinery  would  apply 
to  that  work?    How  did  you  do  it? 

Mr.  Mitchell.  The  work  was  done  by  the  contractors,  Messrs.  Mackenzie,  Mann  & 
Co.  (Ltd.),  and  it  was  billed  to  the  company  at  actual  expenditure.  The  vouchers 
were  all  turned  in. 

Sir  Henry  Drayton.  Was  there  no  allowance  for  the  force  work  account? 
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Mr.  Mitchell.  Actual  expenditure  only,  as  far  as  Mackenzie,  ^lann  &  Co.  (I.td.) 
were  concerned.     They  were  reimbursed  fir  what  they  had  paid  out  on  pay  rolls. 

Sir  Henry  Drayton.  Generally  those  pay  rolls  and  that  sort  of  thing  cover  the 
usual  and  proper  charges.     You  were  doing  it,  in  elfect,  under  "force"  work? 

Mr.  Mitchell.  Yes,  sir;  hut  instead  of  getting  a  10  per  cent  commission  they  got 
the  stock  of  the  Canadian  Nftrthern  Railway.  That  was  the  payment  the  contractors 
received  instead  of  a  cash  consideration. 

Sir  Henry  Drayton.  The  c  mtractors  themselves,  some  of  them  at  any  rate, 
would  be  acting  as  superintendents  in  charge  of  the  work,  carrying  it  on,  besides 
which  there  would  be  all  tlie  overhead  e.xpenses? 

Mr.  Mitchell.  Yes. 

Sir  Henry  Drayton.  Those  expenditures  would  be  included? 

Mr.  Mitchell.  For  instance,  the  Canadian  Pacific  Railway,  we  will  say,  lets  a 
contract  to  Foley  &  Co.  to  do  certain  work.  They  in  turn  let  the  work  to  some  one  else,' 
who  in  turn  will  probably  let  it  to  station  men.  Foley  &  Co.  would  get  their  com- 
mission. On  a  large  contract  they  would  perhaps  work  on  a  5  per  cent  or  an  8  per  cent 
basis.  In  place  of  that  5  per  cent  or  8  per  cent  basis,  which  the  Canadian  Pacific 
Railway  would  pay  to  Foley  &  Co.  in  casli,  the  Canadian  Northern  paid  Mackenzie, 
Mann  &  Co.  (Ltd.)  in  stock. 

Sir  Henry  Drayton.  You  say  there  was  no  allowance  at  all  for  superintendence 
and  that  sort  of  thing  in  these  accounts,  which  is  generally  covered  by  the  5  i)er  cent 
or  8  per  cent? 

Mr.  Mitchell.  Not  any  for  the  main  contractors;  there  was  nothing  allowed  for 
them. 

Sir  Henry  Drayton.  Sir  Donald  Mann  gave  a  great  deal  of  his  own  time.  Do 
you  mean  to  say  he  was  n  it  paid  f  )r  that? 

Mr.  Mitchell.  That  was  all  g jne  int  i  by  the  Government  in  1914,  Sir  Henry. 

Sir  Henry  Drayton.  We  hive  it  in  connection  with  tliat  large  item  of  $200,000,000 
or  that  sum  is  near  enough.  Your  idea  is  that  all  that  large  item  (it  is  a  large  sum,  of 
course),  so  far  as  the  $200,000,000  f  ir  the  construction  of  the  road  is  concerned,  as  a 
matter  of  fact  no  profits  were  obtained  by  the  main  contractors,  Messrs,  Mackenzie  & 
Mann  Co.  (Ltd.)  and  that  the  only  profits  taken  out  were  the  profits  of  tlie  sub- 
contractors? 

Mr.  Mitchell.  That  is  it. 

Sir  Henry  Drayton.  Who  were  the  subcontractors? 

Mr.  Mitchell.  There  were  many  of  them;  I  guess  all  the  big  contractors  in  Canada 
and  the  LTnited  States 

Sir  Henry  Drayton.  Your  own  affiliated  interests,  were  they  subcontractors? 

Mr.  Mitchell.  No,  sir:  not  as  far  as  I  know. 

Commissi  mer  Acworth.  You  say  this  was  all  gone  into  by  the  Government.  I 
am  a  stranger  to  it,  of  course.     Was  it  a  preliminary  inquiry? 

Mr.  Mitchell.  Yes,  sir. 

Sir  Henry  Drayton.  In  connection  with  loans  in  1914. 

Commissioner  Acworth.  But  was  this  .question  of  the  contractors  gone  into? 

Mr.  Mitchell.  The  Government  appointed  three  auditors,  who  came  to  Toronto 
and  went  through  the  books  of  the  Canadian  Northern  from  the  beginning.  Those 
auditors  made  a  full  report  to  the  Government,  which  is  covered  by  the  contents  of 
the  Government  bluebook. 

******* 

Sir  Henry  Drayton.  To  complete  the  evidence  in  connection  with  the  construc- 
tion of  lines,  there  is  one  question  I  should  ask  you.  The  Canadian  Northern  itself 
is  a  constructing  company,  practically,  is  it  not? 

Mr.  Hanna.  Yes.     We  are  doing  all  our  construction  work. 

Sir  Henry  Drayton.  Most  of  the  construction  is  being  done  through  Messrs. 
Mackenzie,  Mann  &  Co.  (Ltd.)  on  the  basis  Mr.  Mitchell  spoke  of? 

Mr.  Hanna.  Yes. 

Sir  Henry  Drayton.  Most  of  the  activities  of  the  officers  would  be  concerned, 
outside  of  purely  operating  branches,  with  construction  work. 

Mr.  Hanna.  We  had  other  ofl[icers,  whose  main  duties  were  to  attend  to  construction 
only. 

Sir  Henry  Drayton.  1  suppose  Sir  Donald  Mann,  the  vice  president,  was  in  charge 
of  construction? 

Mr.  Hanna.  He  charged  himself  with  that  work. 

Sir  Henry  Drayton.  Sir  William  Mackenzie  himself  did  a  great  deal  of  it  too? 

Mr.  Hanna.  He  did,  and  did  the  financing. 

Sir  Henry  Drayton.  While  they  may  not  have  taken  profits  as  contractors,  diiln't 
the  company  properly  remunerate  them  for  their  services? 
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Mr.  Hanna.  Not  to  the  extent  of  one  dollar. 

Sir  Hen KV  Drayton.  So  that  they  worked  without  salary? 

Mr.  Hanna.  Absolutely  so. 

Sir  Henry  Drayton.  That  is  a  case  of  being  too  modest,  because  it  is  not  Inisiness. 

Mr.  Hanna.  That  has  been  the  experience  of  those  two  gentlemen.  Neither  one 
of  them  was  ever  on  a  Canadian  Northern  voucher  list  to  the  extent  of  a  dollar. 

Sir  Henry  Drayton.  Nor  of  any  of  their  subsidiaries? 

Mr.  Hanna.  Not  one. 

Sir  Henry  Drayton.  So  that  while  they  were  working  on  construction  work, 
neither  the  company  nor  anybody  else  paid  them  any  profits  at  all? 

Mr.  Hanna.  That  is  right. 

Th(>  result  of  our  inquiries  leads  us  to  the  conviction  that  both 
Sir  William  Mackenzie  and  Sir  Donald  Mann  had  a  firm  belief  in  the 
ultimate  success  of  their  undertaking,  and  in  their  own  ability  to 
carry  it  to  a  successful  conclusion. 

It  was  therefore  obviously  in  their  interest,  as  owners  of  all  the 
common  stock,  that  the  road  should  be  as  well  located  and  as  eco- 
nomically constructed  as  possible.  And  they  did  their  utmost  to 
attain  this  end.  The  success  of  their  endeavors  may  be  judged 
from  the  fact  that  Canadian  Northern  construction  from  Tollerton 
(120  miles  west  of  Edmonton)  to  Vancouver  cost  $88,629  per  mile, 
while  the  construction  of  the  Grand  Trunk  Pacific  from  Wolf  Creek 
(on  the  opposite  side  of  the  Athabaska  River  from  ToUerton)  to 
Prince  Rupert  cost  $112,000  per  mile.  It  is  true  that  the  Canadian 
Northern  had  the  benefit  of  the  "tote"  roads  built  by  the  Grand 
Trunk  Pacific  between  Pembina  River  and  Resplendent,  as  the 
Grand  Trunk  Pacific  was  first  in  the  field;  but  as  against  that  it  had 
to  face  higher  costs  of  labor  and  material.  We  believe  that,  speaking 
generally,  one  consideration  may  be  set  off  agamst  the  other.  Again, 
the  cost  of  construction  of  the  Canadian  Northern  from  Port  Arthur 
east  to  Montreal  can  be  compared  fairly  to  the  cost  of  the  construction 
of  the  National  Transcontinental  from  Winnipeg  to  Quebec.  The 
cost  of  the  Canadian  Northern  was  $52,602  per  mile,  including  in 
this  amount  interest  at  5  per  cent  durmg  the  construction  period,  but 
excludmg  the  Montreal  passenger  terminal.  The  cost  of  the  National 
Transcontinental  was  $93,735  per  mile,  including  interest  at  3  per 
cent  dowTi  to  December  31,  1914,  but  excludmg  the  cost  of  the 
Quebec  bridge. 

CANADIAN    NORTHERN    SUCCESSES    AND   FAILURES. 

The  mistakes  that  have  been  made  by  the  proprietors  of  the 
Canadian  Northern  lie  in  unnecessary  duplication  of  lines  and  in 
reaching  out  into  territories  offering  but  a  poor  traffic  return,  rather 
than  in  errors  or  extravagances  in  actual  construction. 

Our  conclusion  of  the  whole  matter  is  that  the  mone3^s  required 
for  Canadian  Northern  construction  have  been  raised  with  consid- 
erable financial  skill  at  very  moderate  rates  of  interest,  that  the  con- 
struction has  been  economical,  but  that  the  completion  of  the  system 
as  a  separate  system  would  mvolve  a  very  large  capital  expenditure 
on  branch  hues  and  terminals  in  eastern  territory,  and  a  large  dupli- 
cation of  existing  facilities;  that  it  is  impossible  for  the  company, 
unaided,  to  complete  its  venture;  and  that  it  is  absolutely  vital  to 
the  interest  of  the  coimtry  that  further  duplication  should  cease. 

Under  these  circumstances,  have  the  Canadian  Northern  share- 
holders any  claim  to  compensation?     Not,  we  think,  as  of  right. 


1318  INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

But  Governments  in  the  past  have  not  taken  a  stand  on  strictly  legal 
grounds  m  their  dealings  with  other  companies.  There  are  grounds 
on  which  similar  action  could  be  justified  in  this  case.  The  company 
has  done  much  to  develop  the  prairie  Provinces.  Its  lines  there  are 
well  located,  economically  constructed,  and  valuable  for  public 
service.  Of  the  later  constructed  lines  also  we  can  say  that  they 
have  been  well  located  from  the  engineering,  if  not  from  the  traffic 
standpoint,  and  economically  constructed.  And  if  in  recent  years 
the  Canadian  Northern  shareholders  were  carried  away  by  a  wave 
of  unreasoning  optimism,  at  least  it  may  be  said  for  them  that  almost 
the  whole  population  of  Canada  shared  their  expectations.  We  think 
that,  on  the  whole,  the  equity  of  the  case  would  be  met  if  the  Canadian 
Northern  shareholders  were  permitted  to  retain  a  moderate  portion 
of  the  $60,000,000  of  shares  which  they  now  hold. 

ARBITRATION  RECOMMENDED. 

But  under  the  scheme  we  propose  the  trustees  will  operate  the 
Canadian  Northern  lines  as  part  of  a  combined  system.  It  will  be 
impossible,  therefore,  for  the  Canadian  Northern  Co.,  as  such,  ever 
to  earn  a  dividend  on  its  separate  stock.  We  suggest  that,  if  it  is 
decided  to  permit  the  present  shareholders  to  retain  a  portion  of 
their  holding,  the  act  of  Parliament  constitutmg  the  board  of  trustees 
shall  contain  a  provision  for  arbitration  between  the  trustees  and 
the  Canadian  Northern  Co.  and  establishing  an  arbitration  board 
to  act  forthwith.  The  trustees  should  appoint  one  arbitrator  and 
the  Canadian  Northern  shareholders  the  other,  and  the  two  arbitra- 
tors should  agree  on  the  appointment  of  an  umpire;  failing  agree- 
ment, an  umpire  should  be  appointed  by  the  chief  justice  of  the  ex- 
chequer court;  and  the  decision  of  the  board  should  be  final. 

The  arbitrators  should  be  empowered  to  decide  two  questions : 

(1)  What  proportion  of  the  Canadian  Northern  common  stock 
may  fairly  remain  the  property  of  the  present  holders  ? 

(2)  What  proportion  of  the  earnings  of  the  Dominion  Railway 
Co.  may  fairly  be  regarded  as  attributable  to  the  Canadian  Northern 
Imes  ? 

To  illustrate  our  meaning,  we  will  assume  that  the  arbitrators 
decide  that  5  per  cent  of  the  Canadian  Northern  shares  shall  remain 
the  property  of  the  existmg  holders,  and  further  decide  that  one-half 
of  the  total  earnmgs  of  the  Dominion  Railway  Co.  will  be  fairly 
attributable  to  the  Canadian  Northern  luies.  Then  their  decision 
will  mean  that,  out  of  any  dividend  declared  in  future  by  the  Do- 
minion Railway  Co.  2^  per  cent  (one-half  of  5  per  cent)  will  be  pay- 
able to  the  existing  Canadian  Northern  shareholders  or  their  trans- 
ferees. We  thmk  the  arbitrators  should  fix  this  resulting  percentage 
once  for  all.  It  should  be  made  a  condition  of  the  settlement  that 
the  minority  shareholders  of  the  Canadian  Northern  should  by  deed 
irrevocable  appoint  the  trustees  as  their  proxy  to  vote  their  shares. 
Care  will  of  course  be  taken  to  provide  that  the  arbitration  board 
shall  have  regard  only  to  the  Canadian  Northern  lines,  as  they  exist 
at  the  date  of  the  passing  of  the  act,  and  that  any  subsequent  in- 
crease of  revenue  due  to  the  expenditure  of  additional  public  money 
shall  be  excluded  from  consideration. 
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THE  GRAND  TRUNK  SHAREHOLDERS. 

The  position  of  the  Grand  Trunk  Co.  is  entirely  different  from  that 
of  the  Canadian  Northern  Co.  The  Grand  Trunk  Co.  has  five  differ- 
ent classes  of  shareholders;  the  Canadian  Northern  has  only  common 
stock.  The  Grand  Trunk  shares  represent — to  what  extent  it  is  now 
almost  impossible  and  quite  useless  to  ascertain,  for  the  company  is 
over  60  years  old — actual  cash  paid;  the  Canadian  Northern  shares 
represent  no  cash,  only  a  possible  reversion.  The  o;rand  Trunk  Co. 
has  always  paid  dividends  on  some  classes  of  stock;  the  Canadian 
Northern  common  stock  has  never  even  had  the  prospect  of  an  im- 
mediate dividend.  The  Canadian  Northern  has  been  economically 
constructed  and  is  moderately  capitalized.  The  same  can  not  be  said 
either  of  the  Grand  Trunk  or  Grand  Trunk  Pacific.  The  Canadian 
Northern  has  a  capital  of  $54,961  per  mile;  the  Grand  Trunk  of 
$127,340;  the  Grand  Trunk  Pacific  of  $98,018.  Evidently  the  two 
companies  can  not  be  treated  alike.  Evidentlv  also  the  rights  of  the 
five  classes  of  Grand  Trunk  shareholders  differ  widely  as  between 
themselves.  We  have  come  to  the  conclusion  that  it  is  impossible 
for  us  to  determine  these  respective  rights;  that  any  compensation 
made  to  the  shareholders  for  the  surrender  of  their  shares  must  be 
made  not  to  them  but  to  the  comapny  as  a  whole;  and  that  the 
directors  of  the  company  must  assume  the  responsibility  of  prepar- 
ing a  scheme  of  equitable  apportionment  between  the  different  classes 
and  procuring  the  assents  and  the  legal  authority  necessary  for 
bringing  the  scheme  into  force. 

Dealing  with  the  matter  on  this  basis,  we  have  to  consider  how  the 
fair  compensation  to  the  company  is  to  be  arrived  at.  The  report  of 
the  company  for  the  year  ending  December  31,  1915,  contains  a 
statement  of  the  share  capital  as  follows: 

Statement  of  stocks  and  share  capital  created  showing  the  proportion  issued  Dec.  31, 1915. 


Description. 

Amount  created 
or  sanctioned. 

Amount  issued. 

Amount 
unissued. 

£  '        s.  d. 
12,500,000    0    0 
3,420,000    0    0 
2,530,000    0    0 
7,168,055    4    6 

£           s.  d. 
12,500,000    0    0 
3,420,000    0    0 
2,530,000    0    0 
7,168,055    4    6 

£        «.  d. 

25,618,055    4    6 
24,797,761    2    7 

25,618,055    4    6 
23,955,436  17    3 

842,324    5    4 

50,415,816    7     1 

49,573,492    1    9 

842,324    5    4 

The  total  issued  may  be  taken  in  round  figures  as  $240,000,000. 
It  will  be  seen  that  roughly  one-half  is  preference  and  one-half  ordi- 
nary stock.  The  London  Stock  Exchange  valuation  of  this  nominal 
$240,000,000  is  at  the  present  time  something  like  $70,000,00  or 
$75,000,000 — ranging  from  about  56  for  the  4  per  cent  guaranteed 
stock,  which  for  10  years  has  received  its  dividends  in  full  (except  in 
one  year  when  it  went  one-half  per  cent  short),  down  to  about  10 
for  the  ordinary  stock,  which  has  never  received  a  dividend.  The 
table  below  shows  the  dividend  history  of  the  last  10  years. 
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Grand  Trunk  Railway  of  Canada — Dividends  paid. 


Year. 

Guaranteed. 

5  per  cent  first 
preference. 

5  per  cent  second 
preference. 

4  per  cent  third 
preference. 

Total. 

1906 

P.ct. 

3.\ 
4 

$1,520,404.60 
1,638,952.95 
1,861,121.49 
1,915,522.07 
1,960,171.50 
2,080,161.11 
2,351,148.07 
2,417,871.06 
2,129,166.67 
2,433,333.33 

P.ct. 
5 

5 
5 
5 
5 
5 
5 
5 

$831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 
831,428.64 

P.ct. 
5 
5 

2i 
5 
5 
5 

0 

5 

$615,244.16 
615,244.16 
307,622.08 

P.ct. 
3 
3 

$1,046,036.84 
1,064,036.84 

$4,013,114.24 
4  131  662  59 

1907 . 

190S 

3'000'l72  21 

1909 

615,244.16 
615,244.16 
615,244.16 
615,244.16 
615,244.16 

3,362,194.87 
3,581,183.77 
4,049,852.33 
4  669  518  23 

1910 

ll 
2J 
2l 

174,339.47 
523,018.42 
871,697.36 
871,697.36 

1911 

1912 

1913 

4,736,241.22 
2  129,166.67 

1914 

1915 

2  433  333  33 

Total 

20,307,852.85 

6,651,429.12 

4,614,331.20 

4,532,826.29 

36,106,439.46 

10-year  average 

2,030,785.28 

655,142.91 

461,433.12 

453,282.63 

3,610,643.94 

It  will  be  seen  that  the  average  amount  paid  in  dividends  has  been 
$3,600,000  per  annum.  So  the  stock  exchange  valuation  practically 
capitalizes  the  dividends  on  5  per  cent  basis.  And  this,  in  a  rapidly 
developing  country,  might  be  reaonable  if  the  dividends  had  been 
earned  and  could  be  maintained.  But  in  view  of  the  statement  of 
the  company's  own  officers  that  $21,000,000  which  ought  to  have 
been  spent  out  of  revenue  for  maintanance  has  not  been  so  spent, 
it  can  not  be  contended  that  the  dividends  have  been  earned.  In 
view  of  the  further  fact  that  the  company  has  to  face  immediate  lia- 
bilities of  over  $5,000,000  per  annum  in  connection  with  the  Grand 
Trunk  Pacific  and  of  the  statement  of  its  own  officers  that  a  capital 
expenditure  of  $30,000,000  is  immediately  required  on  its  own  lines 
to  put  the  company  in  proper  condition  to  do  its  existing  business, 
it  can  still  less  be  contended  that  the  dividends  are  maintainable. 
It  can  not  therefore  be  expected  that  the  trustees  should  acquire  the 
stock  from  the  shareholders  on  the  basis  of  past  dividends.  Even  if 
the  Government  were  to  relieve  them  entirely,  as  suggested  by  their 
president,  of  their  unfortunate  Grand  Trunk  Pacffic  venture — and  as 
we  have  already  S;aid,  we  can  not  think  that  this  request  can  be 
reasonably  justified — it  is  evident  that  the  Grand  Trunk  Co.  is  not, 
and  will  not  be  for  some  time  to  come,  in  a  position  entitling  it  to  pay 
out  any  money  at  all  in  dividends.  We  regard  this  entire  share  capital 
of  the  company  as  being  intrinsically  of  but  small  value  at  the  present 
time.  On  the  basis  of  present  value  of  maintainable  income  the  fair 
compensation  would  be  very  small. 

TERMS  OF  PURCHASE  RECOMMENDED. 

But  we  do  not  think  that  this  is  the  only  basis  on  which  the  people 
of  Canada  should  proceed.  We  think  this  is  a  case  for  generosity 
rather  than  strict  justice.  Canada  is  under  obligations  to  the  Grand 
Trunk  shareholders,  who,  in  the  early  days,  with  but  small  Govern- 
ment assistance,  and  in  competition  with  the  railways  of  the  United 
States  with  their  vastly  greater  resources,  built  up  the  first  Canadian 
railway  system.  In  later  times  the  company  has  had  further  to 
meet  the  competition  of  heavily  subsidized  Canadian  rivals.  xVnd  it 
can  not  be  said  that  at  any  stage  of  its  history  the  shareholders  have 
obtained  excessive  profits  on  their  enterprise.     On  the  whole  we 
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recommoiul  that,  on  condition  of  the  surrender  by  the  Grand  Tmnk 
Co.  of  their  entire  share  capital,  guaranteed,  preferred,  and  ordinary, 
the  trustees  grant  a  certain  annuity,  charged  as  a  working  expense 
on  the  \vhol(^  undertaking  of  tlie  Dominion  Railway  Co.,  for  the  first 
seven  yeai-s,  increasing  at  the  termination  of  that  period  by  some- 
thing like  40  or  50  per  cent.  We  have  left  the  figures  blank  as  there 
will  he  questions  of  cash  in  hand,  value  of  stores,  etc.,  which  must 
make  the  precise  figure  subject  to  negotiation.  But  our  meaning  is 
that  the  first  figure  shouUl  be  a  moderate  but  substantial  percentage 
of  $3,600,000  (the  average  dividend  payment  for  the  last  10  years). 

REAL  VALUE  OF  GRAND  TRUNK  PROPERTY, 

We  appreciate  that  shareholders  outside  Canada,  who  can  hardly 
be  expected  to  be  fully  conversant  with  the  management  of  their 
property,  will  not  only  fail  to  see  any  generosity  in  this  proposal^ 
when  it  is  first  made  to  them,  but  will  believe  they  are  being  treated 
with  less  than  justice.  We  thmk  it  therefore  well  to  set  out  here  in 
summary  form  the  result  of  what  has  been  set  out  at  length  in 
previous  pages  of  this  report. 

1.  The  revenue  of  the  Grand  Trunk  applied  to  dividend  has  been, 
on  the  average  of  the  last  10  years,  $3,600,000. 

2.  To  catch  up  arrears  of  maintenance,  $21,000,000  must  be  spent 
immediately.  This  sum  is  nearly  equal  to  six  years'  dividend 
payments. 

3.  To  prevent  arrears  agam  accumulating,  future  maintenance 
charges  must  be  much  heavier  than  in  the  past;  not  less  than 
$2,500,000,  according  to  the  president's  judgment,  on  equipment 
alone. 

4.  To  put  the  property  in  proper  condition  to  deal  with  existmg 
business,  $30,000,000  of  new  capital  needs  to  be  spent  at  once. 
Even  supposmg  the  company  could  raise  this  capital,  and  only  had 
to  pay  5  per  cent  for  it,  it  would  cost  an  additional  $1,500,000  per 
annum. 

And  this  is  on  the  Grand  Trunk  lines  alone,  independently  of  the 
company's  liabilities  m  respect  of  the  Grand  Trunk  Pacific.  These 
further  liabilities,  amounting  to  over  $5,000,000  a  year  at  the  present 
time,  and  increasing  in  the  near  future  to  over  $7,000,000,  need  not 
be  again  detailed.  The  chairman  of  the  Grand  Trunk  in  his  letter 
to  the  prime  minister  of  Canada,  dated  December  10,  1915,  has 
stated:  "Under  present  circumstances  it  is  quite  impossible  for  the 
Grand  Trunk  Railway  Co.  to  meet  the  extra  liabilities  arismg  from 
the  Grand  Trunk  Pacific  Railway."  And  m  his  evidence  at  our 
inciuuy  in  Montreal  on  February  24,  1917,  the  president  of  the  Grand 
Trunk  stated,  not  only  that  it  was  an  impossibility  for  his  company 
to  carry  out  their  contract,  but  that  it  always  had  been  impossible. 
And  yet  there  is  no  question  of  the  company's  legal  liability  on  the 
contract.  And  it  is  the  Grand  Trunk  Co.  that  is  primarily  responsible 
for  the  initiation  of  the  Grand  Trunk  Pacific  enterprise. 
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INTERCOLONIAL    AND    NATIONAL    TRANSCONTINENTAL. 

We  have  recommended  that  the  Intercolonial  and  National  Trans- 
continental Railwa^^s  be  handed  over  to  the  trustees.  And  this 
recommendation  we  make  for  various  reasons.  We  are  opposed,  as 
we  have  already  said,  in  principle,  to  Government  operation,  and  this 
principle  applies  to  these  railways  just  as  much  as  to  the  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific.  But,  apart  from 
general  principles,  there  are  many  strong  arguments  for  the  transfer 
in  the  special  circumstances  of  the  case. 

TRANSFER    OF    NATIONAL   TRANSCONTINENTAL    RECOMMENDED, 

Dealing  first  with  the  National  Transcontinental,  it  is  evident  the 
line  can  not  be  left  as  it  is.  Its  very  name  implies  that  it  was  built 
as  a  national  highway  from  ocean  to  ocean.  It  can  not  be  left  to 
terminate  in  a  dead  end  at  Winnipeg.  Its  prospects  of  becoming  a 
paying  concern,  and  making  to  the  people  of  Canada  an  adequate 
financial  return  for  the  $160,000,000  they  have  invested  in  it,  are  not 
very  good  in  any  case,  but  its  prospects  are  hopeless  if  it  terminates 
at  Winnipeg.  Winnipeg  is  primarily  a  collecting  and  distributing, 
rather  than  a  producing,  center.  What  it  does  produce  goes  mamly 
westward.  The  Canadian  Pacific  Railway  can  collect  and  distribute 
m  the  west;  it  can  collect  and  distribute  in  the  east;  it  has  its  own 
ocean  ports  and  cross-Atlantic  connections;  and  the  whole  of  its 
traffic  between  east  and  west  it  will  carry  over  its  own  road,  between 
Winnipeg,  on  the  one  hand,  and  Toronto,  Montreal,  and  the  ocean 
ports  on  the  other.  Exactly  the  same  thing  must  happen  in  the  case 
of  the  Dominion  Railway  Co.,  once  the  Canadian  Northern,  Grand 
Trunk,  and  Grand  Trunk  Pacific  Cos.  are  combined  mto  one  system. 
If  the  National  Transcontinental  Government  Railway  is  left  out  of 
this  system  it  will  starve. 

TRANSFER    OF    INTERCOLONIAL    RECOMMENDED. 

IN   THE   LOCAL   INTEREST. 

We  recommend  the  transfer  of  the  Intercolonial  on  three  practical 
grounds:  The  interest  of  the  Maritime  Provinces,  the  interest  of  the 
Canadian  taxpayer,  and  the  interest  of  the  railway  undertaking  itself. 

Speaking  generally,  the  growth  of  the  Maritime  Provinces  in  the 
last  20 'years  has  been  slower  than  that  of  the  rest  of  Canada.  And 
yet  raw  materials  are  readily  accessible,  and  wages  are  certainly  as 
low  as  elsewhere.  Now  a  large  and  important  part  of  these  Prov- 
inces is  served  only  by  the  Intercolonial;  the  Intercolonial  is  merely 
a  local  line,  terminating  at  Montreal,  and  with  no  direct  connection 
with  the  markets  of  Ontario  and  the  west;  and  the  Maritime  Prov- 
inces have  suffered  from  this  isolation. 

The  recent  congestion  on  the  Intercolonial  has  clearly  demon- 
strated the  inadequacy  of  its  facilities  to  cope  with  its  business. 
Either  it  must  construct  its  own  terminals  at  Montreal,  which  would 
cost  not  less  than  $10,000,000  to  $15,000,000,  and  would  be  a  fur- 
ther instance  of  unnecessary  and  wasteful  duplication  of  facilities  at 
the  public  expense,  or  it  must  have  access  as  of  right  to  the  Grand 
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Trunk  tenniiials,  where  at  present  it  comes  in  only  subject  to  the 
primary  rej^ard  of  the  Clrand  Trunk  for  its  own  business.  That  it  is 
in  the  "interest  of  the  inhabitants  of  the  Maritime  Provinces  to  be 
served,  not  by  what  is  after  all  only  a  glorified  branch,  but  by  a 
great  through  system  opening  u})  to  them  all  the  markets  of  the 
country  on  an  equality  with  ]\Iontreal,  Toronto,  and  the  other  man- 
ufacturing centers,  admits  of  no  doubt.  And  it  is  in  the  interest  of 
Canada,  also,  for  if  one  member  of  the  body  gains  all  the  members 
gain. 

The  absorption  of  the  Intercolonial  in  the  Dominion  Railway  Co. 
would  further  afford  the  opportunity  for  redressing  a  hardship  from 
which  the  Maritime  Provinces  at  present  suffer.  The  Intercolonial 
pays  no  local  taxes,  and  this  exemption  should  cease.  It  never,  in 
our  opinion,  had  any  justification.  A  municipality,  whose  streets 
are  subject  to  the  burden  of  Intercolonial  railway  crossings,  has 
precisely  the  same  claim  to  treat  the  railway  as  a  ratepayer  and  assess 
it  for  local  taxes,  as  if  the  crossings,  belonged  to  the  Canadian  Pacific 
Railway.  Exemption  of  public  institutions  used  for  purely  public 
purposes,  may  perhaps  be  justified:  but  in  the  case  of  a  railway, 
local  taxes  are  as  much  a  part  of  operating  expenses  as  transporta- 
tion or  maintenance  charges;  and  they  ought  to  be  paid,  whoever 
may  be  in  control  of  the  railway  operation. 

We  are  aware  that  there  is  a  widespread  impression  in  the  Maritime 
Provinces  that  the  Dominion  Government  is  implicitly  pledged  to 
give  them  low  rates.  Lest  there  should  be  any  fear  that  these 
alleged  rights  might  be  interfered  with,  we  think  the  act  of  Parlia- 
ment should  provide  that  no  general  increase  of  the  local  rates  at 
present  in  force  on  the  Intercolonial  shall  be  made  by  the  trustees 
without  the  previous  assent  of  the  railway  commission, 

IN   THE    GENERAL   INTEREST. 

Secondly,  we  recommend  the  transfer  of  the  Intercolonial  in  the 
interest  of  the  Canadian  taxpayers.  The  capital  cost  of  this  rail- 
way, according  to  the  returns  of  the  Department  of  Railways  and 
Canals  for  1916,  is  $106,312,705.25.  To  pay  interest  on  this  'invest- 
ment the  railway  ought  to  earn  a  net  revenue  of,  say,  $5,000,000. 
It  has,  indeed,  recently  been  ingeniously  argued  that  it  ought  to  have 
earned  interest  at  a  commercial  rate  from  its  first  inception,  and 
that  all  the  interest  that  it  has  not  earned  during  its  whole  existence 
ought  to  be  capitalized  and  compounded  to  ascertain  the  real  cost 
of  the  railw^ay  to  the  people  of  Canada. 

We  can  not  accept  this  somewhat  fantastic  argument.  If  this 
theory  w^ere  accepted,  it  is  manifest  that  a  similar  course  ought  to 
be  followed  in  the  case  of  ordinary  railw^ay  companies.  Interest 
which,  of  course,  has  never  been  paid,  ought  to  be  calculated  in  the 
same  way,  on  all  the  cash  subsidies  wdiich  private  lines  have  received 
and  on  the  value  of  all  the  land  grants  which  they  have  obtained,  and 
all  this  ought  to  be  carried  into  an  imaginary  account  on  which 
imaginary  earnings  ought  to  be  obtained.  Further,  the  capital 
account  of  every  railway  company  ought  to  be  recast  in  the  same 
way,  so  as  to  carry  forward  into  the  account  the  money  that  ought 
to  have  been  paid  for  dividends  on  the  share  capital,  in  years  when 
either  no  dividends  or  only  insufficient  dividends  were  in  fact  paid. 
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Whatever  question  there  may  be  as  to  the  propriety  of  endeavor- 
ing to  earn  interest  on  capital,  it  will  hardly  be  questioned  that  the 
line  ought  to  be  so  managed  as  to  at  least  earn  operating  expenses, 
including  therein  a  proper  allowance  for  taxes.  And  even  ignoring 
the  early  history  of  the  undertaking,  and  considering  merely  the 
years  from  1889-1 916,  during  which  the  greatest  advance  has  taken 
place  in  Canada,  and  the  trafhc  of  Canadian  railways  has  shown  the 
greatest  increase,  the  Intercolonial  has  paid  no  taxes  and  still  not 
earned  operating  expenses.  During  this  period  the  total  operating 
deficits  reported  amounted  to  $11,188,885.50.  The  total  operating 
surpluses  amounted  to  $1,05 1,23 9. 73.  In  addition,  however,  there 
was,  in  the  years  1912-1916,  an  amount  of  $3,046,40<).86,  charged  to 
working  expenses  and  devoted  to  renewals,  which  under  the  account- 
ing methods  in  force  before  that  date  would  have  been  credited  to 
surplus.  Adding  together  these  two  latter  figures,  and  deducting 
them  from  the  deficit,  we  find  that  in  the  28  years  from  1889-1916 
there  was  an  accumulated  deficit  on  operation  of  $6,491,232.91. 

And  this  is  not  all.  Down  to  the  year  1908  no  charges  were  made 
against  revenue  for  necessary  renewals  and  replacements.  Now, 
when  the  plant  is  added  to  and  improved,  it  may  be  right  to  charge 
to  capital  the  excess  cost  of  the  addition.  But  charging  to  capital 
the  cost  of  mere  renewals  and  replacements  can  not  be  justified. 
From  1908  to  1911  there  was  charged  to  operating  expenses,  under 
the  head  of  renewals  of  rolling  stock,  rails,  and  ties,  the  sum  of 
$510,000  per  annum.  But  this  was  quite  an  inadequate  allowance, 
as  is  shown  by  the  fact  that  since  then,  in  addition  to  the  annual 
$510,000,  the  further  sum  of  $3,046,406.86,  already  mentioned,  has 
already  been  charged  to  renewals. 

The  result  of  charging  such  items  as  renewals  to  capital  account 
is  clearly  shown  hy  the  growth  of  the  cost  of  the  railway  per  mile  of 
line.  in  the  case  of  a  new  line,  with  constant  extension  of  territory 
and  the  necessity  for  new  terminals  and  increase  of  equipment,  such 
a  figure  may  not  prove  much.  But  in  the  case  of  an  old-established 
property  like  the  Intercolonial,  it  certainly,  in  part,  indicates  oper- 
ating losses  and  improper  capital  inflation.  The  return  of  mileage 
for  the  year  1899  shows  1,315  miles,  with  a  cost  per  mile  of  $37,957.36. 
For  19il,  the  mileage  is  shown  to  be  1,455,  and  the  cost  per  mile  is 
returned  as  $57,419.87.  In  13  years,  therefore,  the  capital  cost  of 
the  system  per  mile  had  been  increased  on  the  system's  books  no  less 
than  51.27  per  cent.  During  the  same  13  vears  surpluses  of 
$1,594,954.64  and  deficits  of  $3,915,193.39  were  reported.  It  is 
obvious  that  the  surpluses  were  illusory  and  the  deficits  much  greater 
than  returned. 

Since  1911  the  cost  per  mile  has  further  increased,  but  this  is 
largely  due  to  expenditure  in  connection  with  the  new  Halifax  ter- 
minals, legitimately  charged  to  capital.  And  since  1912  that  the 
proper  practice  of  charging  renewals  to  working  expenses  has  been 
adopted. 

IN   THE    INTEREST   OF   GOOD   MANAGEMENT. 

Lastly,  we  recommend  the  transfer  of  the  Intercolonial  in  the 
interest  of  the  undertaking  itself.  We  have  no  doubt  that  it  will 
be  better  operated  as  part  of  a  great  system  than  it  ever  can  be  as 
an  independent  property.       It  is  not  to  be  expected  that  able  and 


INTERSTATE  AND   FOREIGN   TRANSPORTATION. 


1325 


ambitious  moii  will  do  as  good  work  on  a  mere  local  railway,  with 
scant  opportunities  of  advancement  or  distinction,  as  when  they 
have  the  chances  of  promotion  which  a  great  system  affords.  If 
their  prospects  are  hounded  by  the  horizon  of  the  Intercolonial, 
they  will  cither  grow  slack  or  carry  their  services  elsewhere.  We 
have  already  referred  to  the  economy  which  can  be  effected  by  the 
establishment  of  joint  terminals  in  Montreal.  And  the  same  thing 
is  true  in  the  matter  of  equipment.  A  nation-wide  system  can 
average  its  provision  of  rolling  stock,  and  meet  temporary  shortages 
in  one  ])lace  from  temporary  surpluses  in  another.  A  small  concern 
can  only  provide  rolling  stock  to  meet  maximum  requirements  on 
condition  of  having  a  surplus  standing  idle  for  the  greater  part  of 
the  year. 

MINOR    RECOMMENDATIONS. 

We  think  the  trustees  should  not  be  required  to  accept  the  respon- 
sibility for  various  undertakings  connected  with  the  railway  lines 
transferred  to  them,  such  as,  for  example,  the  Grand  Trunk  Pacific 
Dry  Dock  at  Prince  Rupert  and  the  proposed  harbor  improvements 
at  Halifax.  We  would  leave  the  trustees  to  settle  by  agreement 
with  the  Government  the  list  of  property  not  to  be  transferred  to 
them. 

In  the  case  of  some  of  the  constituent  companies  '  of  the  Canadian 
Northern,  of  which  the  Canadian  Northern  Quebec  is  the  most 
important,  the  parent  company,  though  in  every  case  it  has  a  con- 
trolling interest,  does  not  own  all  the  shares.  We  think  the  trustees 
should  at  an  early  date,  by  agreement,  or  by  legal  procedure,  take 
steps  to  acquire  the  outstanding  shares.  This  is  desirable,  not  only 
to  avoid  possible  conflict  of  interest  hereafter,  but  also  to  avoid 
any  necessity  for  keeping  separate  accounts. 

We  find  that  the  title  to  certain  property  which  is  used  for  railway 
purposes  has  not  yet  been  vested  in  the  Canadian  Northern.  It  was 
among  the  conditions  on  which  the  Government  loan  of  $45,000,000 
was  granted  in  1914,  that  this  should  be  done.  We  pointed  the 
omission  out  to  Mr.  MacLeod,  the  company's  general  manager, 
who  stated  that  it  was  merely  an  oversight,  and  that  the  intention 
was  that  all  titles  should  be  got  in. 

In  cases  where  the  title  has  not  been  got  in,  it  is,  we  understand 
in  the  hands  of  affiliated  interests.  We  say  "we  understand'" 
because  in  the  limited  time  at  our  disposal  we  have  not  attempted 


1  The  list  is  as  follows: 


Railway. 

Total  share 
capital. 

Held  by  or 
on  behalf  of 
Canadian 
Northern. 

Held  out- 
side of 
Canadian 
Northern. 

Percentage. 

$9, 550, 000 
4, 524, 000 

f$2,000,000 

\  5, 144, 600 

4  nm  son 

l$2, 405, 400 

521, 200 
2, 940, 000 

0  74.7 

Quebec  &  Lake  St.  John  Haihvay  Co    

88.46 

Duluth,  Winnipeg  &  Pacific  Railway  Co 

6, 000, 000     i'.  (ifio!  ooo 

51 

a  The  Canadian  Northern  Railway  Company  owns  $2,000,000  stock  of  the  Canadian  Northern  Quebec 
directly;  it  also  owns  71.9  per  cent  of  the  stock  of  the  Northern  Consolidated  Holding  Company  (Ltd.), 
which  owns  $5,144,600  stock  of  the  Canadian  Northern  Quebec. 

There  are  also  outstanding  small  amoimts  of  from  500  to  3,000  shares  in  other  companies.  But  these 
are  presumably  only  directors'  qualifications. 
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to  have  search  made  of  all  the  different  titles  involved.  It  is  clear, 
however,  that  all  lands  on  which  there  are  Canadian  Northern  rails, 
whether  main  or  siding  tracks,  or  switches  leading  to  its  elevators, 
or  team  tracks,  ought  to  be  vested  in  the  company,  and  not  left  in 
the  hands  of  any  affiliated  interest  or  constituent  or  a  subsidiary 
company,  even  although  the  Canadian  Northern  Co.  may  have  a 
stock  control  of  the  company. 

We  think  that  the  act  should  vest  in  the  Canadian  Northern  Rail- 
way Co.  all  lands  which  have  actually  been  put  to  the  purpose  of 
the  railway  system,  subject  to  all  equities  (other  than  those  of  any 
of  the  affiliated  companies,  or  of  Messrs.  Mackenzie  &  Mann  (Ltd.), 
or  of  those  gentlemen  in  their  personal  capacities)  outstanding  at 
the  date  of  the  publication  of  this  report. 

We  think  that  the  act  should  also  refer  to  the  Exchecjuer  court 
for  arbitration  the  question  of  all  other  outstanding  equities,  if  any. 
It  is  of  course  manifest  that,  to  the  extent  to  w^hich  outstanding 
claims  may  be  found  to  exist,  reductions  would  have  to  be  made  in 
the  valuations  which  we  have  placed  upon  the  assets  of  the  Canadian 
Northern  Railw^ay  Co. 

The  trustees  will  also  have  to  consider  at  an  early  date  the  position 
of  the  holders  of  the  Canadian  Northern  5  per  cent  convertible 
income  debentures.  These  debentures  to  the  amount  of  $25,000,000 
were  placed  in  London,  in  the  years  1911  and  1912,  some  of  them  at  a 
considerable  premium,  and  the  company  obtained  more  than 
$24,000,000  in  cash  for  them.  The  trust  deed  under  which  they 
w^ere  issued  charges  them  upon  the  assets  of  the  company  subject 
to  existing  charges,  but  entitles  the  holders  to  receive  interest  only 
from  income  earned.  Since  June,  1915,  no  interest  has  been  paid. 
The  Dominion  Government  in  1914  recognized  that  in  respect  of 
capital  these  income  debentures  rank  in  front  of  the  Government's 
own  loans.  But  the  income  on  them  is  not  being  earned.  Nor  is 
it  likely  to  be  earned,  at  any  rate  in  full,  in  the  proximate  future. 
The  fact,  however,  that  they  are  a  charge  upon  the  assets,  or  rather 
upon  certain  assets,  and  upon  the  income,  if  earned,  of  the  Canadian 
Northern  or  some  portions  thereof,  might  cause  complications  in  the 
operations  and  accounts  of  the  unified  system.  And  we  think  that 
on  its  own  merits  their  case  is  entitled  to  sympathetic  consideration. 
We  think  that  the  trustees  should  negotiate  a  settlement  with  the 
holders,  on  the  basis  of  substituting  for  their  right  to  5  per  cent  in 
the  indefinite  future  a  right  to  receive  either  a  lower  rate  of  interest, 
say  perhaps  3  per  cent,  from  the  date  of  vesting  the  Canadian 
Northern  in  the  trustees;  or  in  the  alternative,  say,  1  per  cent  at 
once,  3  per  cent  after  a  certain  date,  and  5  per  cent  from  and  after 
a  date  still  further  postponed. 

LEGAL   POSITION    OF   TRUSTEES. 

The  trustees  would  hold  the  Intercolonial  and  Transcontinental 
lines  as  legal  owners  of  the  physical  property,  and  they  would  hold 
the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific 
through  their  ownership  of  the  capital  stock.  The  existence  of 
these  three  companies,  and  also  of  their  various  subordinate  com- 
panies, would  nominally  continue  unchanged,  and  there  could  con- 
sequently be  no  question  of  the  disturbance  of  the  rights  of  the  bond 
and  debenture  holders. 
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OPERATION    OF   DOMINION    RAILWAY    CO. 

So  soon  as  the  railways  above  specified  have  been  transferred  to 
the  trustees  we  recommend  that  they  should  proceed  to  operate  them 
under  their  own  control.  Some  time  must  necessarily  elapse  before 
all  the  transfers  are  made;  but  we  see  no  reason  why  the  trustees 
should  not  take  charge  of  each  railway  as  soon  as  the  arrangements 
for  its  transfer  are  completed.  The  ultimate  purpose,  to  be  kept  in 
mind  from  the  beginning  should  be  that  all  the  railways  should  bo 
operated  as  one  system.  For  purposes  of  day  to  day  management 
there  should,  we  think,  be  established  an  operating  committee,  as 
members  of  which  the  trustees  should  have  power  to  add  to  them- 
selves not  more  than  four  officers  having  the  rank  of  vice  presidents. 
Sitting  in  this  committee  these  officers  should  have  votes  equally 
with  the  trustees;  but  all  matters  of  policy  and  finance  should  be 
reserved  for  the  trustees  alone.  We  would  leave  it  to  the  future  dis- 
cretion of  the  trustees  whether  they  would  operate  the  railways  as  a 
single  S3^stem  from  one  center,  or  whether  they  would  constitute  two, 
or  it  may  be  more,  grand  divisions.^ 

FINANCE    OF   DOMINION    RAILWAY    CO. 

Under  the  scheme  which  we  recommend  the  trustees  will  enter  into 
possession  of  a  complete  and  self-contained  system  of  20,000  miles. 
The  present  fixed  charges  amount  to  about  $34,000,000  per  annum, 
or  $1,700  per  mile.  If  we  allow  another  $6,000,000  for  annuity  to 
Grand  Trunk  shareholders,  for  composition  with  Canadian  Northern 
Income  Debenture  holders  and  for  interest  on  new  capital  required 
immediately,  there  will  be  at  the  outset  fixed  charges  of  roughly 
$40,000,000,  or  $2,000  per  mile.  In  respect  of  the  3,777  miles  of  this 
system  which  are  comprised  in  the  present  Government  railways  there 
will  not  be  a  single  dollar  of  bonded  indebtedness,  and  this  fact  will 
be  of  considerable  help  to  the  trustees  in  their  necessary  financing. 
We  assume  that,  in  addition  to  the  purchase  of  equipment  by  means 
of  equipment  trusts,  it  will  be  necessary  to  raise  a  good  many  million 
dollars  for  improvements  and  betterments,  some  of  which,  such  as 
a  new  Grand  Trunk  yard  at  Niagara  Falls,  are  very  urgently  needed 
at  the  present  moment.  We  suggest  that  a  general  and  refunding 
mortgage  be  created,  charged  first  upon  the  Intercolonial  and  Trans- 
continental lines,  and  secondly,  upon  aU  the  remaining  lines  of  the 
system,  subject  to  the  existing  mortgages.  The  amount  of  the  mort- 
gage should  be  unlimited.  The  rate  of  interest  on  each  issue  should 
be  determined  at  the  time  the  issue  is  made.  We  do  not  think  that 
an  express  guarantee  of  the  Government  would  be  required,  for  the 
Intercolonial,  which  has  no  bonded  indebtedness,  is  now  earning  a 
substantial  net  income,  and  when  it  becomes  part  of  a  great  system 
we  can  not  doubt  that  this  net  income  will  increase.  In  any  case  the 
guarantee  should  be  unnecessary  in  a  comparatively  short  time; 
for  a  system  of  20,000  miles  in  a  rapidly  developing  country  should 

1  We  understand  that  the  Canadian  Pacific  Railway  had  at  one  time  independent  operating  and  traffic 
vice  presidents  for  the  lines  east  and  west,  respectively,  Lut  that  of  recent  years  this  has  been  changed, 
and  that  now  the  whole  system  is  controlled  from  one  center  and  that  the  Canadian  Pacific  Railway  board 
are  satished  that  the  change  has  been  an  improvement. 
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be  able,  before  many  years  are  out,  to  carry  unaided  bonded  indebted- 
ness, which  would  not,  we  estimate,  need  much  to  exceed  $2,000  per 
mile. 

OPERATION    TO    BE    ON    A    COMMERCIAL    BASIS. 

We  have  recommended  that  the  Intercolonial  and  the  Transconti- 
nental lines  should  be  handed  over  free  of  cost  for  the  reasons  which 
we  have  given  above;  but  we  think  it  should  always  be  borne  in  mind, 
both  by  the  trustees  and  by  the  public,  that  the  real  capital  of  the 
new  system  includes  the  cost  of  these  lines.  In  other  words,  the 
trustees  are  responsible  for  a  return,  not  merely  on  the  capital  of  the 
companies'  railways  acquired,  but  also  on  the  capital  invested  in  the 
Government  railways,  for  though  the  Government  railwa3's  have  no 
separate  capital  account,  properly  so  called,  their  construction  has 
cost  the  people  of  Canada  $276,000,000,  and  the  people  of  Canada 
are  paying  interest  on  this  amount  every  year  out  of  the  general 
taxation  of  the  country. 

We  would  go  further  and  lay  it  down  in  terms  in  the  act  of  Parlia- 
ment creating  the  board  of  trustees  that  it  was  the  duty  of  the  trus- 
tees to  operate  their  system  as  a  commercial  concern  and  to  make  no 
general  reduction  in  rates,  unless  ordered  so  to  do  by  the  railway  com- 
mission, until  interest  at  a  reasonable  rate  was  earned  on  the  whole 
capital  value  of  the  undertaking,  and  this  for  two  reasons.  We 
believe  that  the  obligation  to  work  the  system  as  a  commercial  con- 
cern in  competition  with  a  weU-established  and  well-equipped  rival 
wiU  be  a  stimulus  to  efficient  and  economical  management,  and  fur- 
ther we  think  that  reductions  in  favor  of  certain  classes  of  business 
and  certain  commodities  which  bring  the  railway  rates  below  a 
reasonably  remunerative  basis  are  wrong  in  principle.  Their  effect 
is  to  conceal  the  fact  that  a  bounty  is  being  given  to  certain  persons 
and  certain  places  at  the  expense  of  the  community  at  large.  If 
bounties  are  to  be  given,  as  to  which  it  is  not  for  us  to  express  an 
opinion,  we  think  they  should  be  openly  voted  by  Parliament  and 
not  given  under  the  disguise  of  a  railway  rate  reduced  to  an  unre- 
munerative  basis. 

WIDE    POWERS    TO    BE    GIVEN    TO   TRUSTEES. 

We  consider  that,  subject  to  the  jurisdiction  of  the  railway  commis- 
sion, the  trustees  should  have  the  widest  powers  in  the  management 
of  their  undertaking.  They  will  have  to  decide  how  best  they  can 
secure  both  efficiency  and  economy  by  combining  what  have  been 
hitherto  competing  systems.  They  must  decide  what  new  connec- 
tions can  be  made  to  provide  shorter  routes;  which  lines  shall  be 
operated  as  main  lines  and  which  onl}^  as  branches;  in  what  cases 
two  single  lines  can  be  used  as  one  double  line;  where  new  extensions 
can  be  profitably  built;  how  new  capital  can  best  be  provided: 
whether  any  of  the  existing  lines  shall  be,  at  least  temporarily,  aban- 
doned; but  they  should  always  keep  in  mind  that  the  intention  is  not 
to  establish  local  monopolies  but  to  maintain  reasonable  competition 
between  their  system  and  that  of  the  Canadian  Pacific  Railway.  They 
must  have  discretion  to  say  how  far  net  profits  are  imperatively 
required  for  railway  purposes  and  how  far  they  may  be  safely  taken 
to  pay  a  dividend  on  the  share  capital.     In  a  word,  we  would  entrust 
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to  the  trustees  all  the  responsibilities  and  powers  which  in  an  ordinary 
company  are  divided  between  the  directors  and  the  shareholders.  We 
believe  that  the  desire  to  render  the  best  possible  account  of  their 
stewardship  to  the  people  of  Canada  will  be  a  sufficient  motive  to 
induce  them  to  manage  the  railways  efficiently  and  economically. 

FINANCIAL    RESPONSIBILITY    OF    GOVERNMENT. 

We  have  recommended  that  the  Government  should  assume  re- 
sponsibility toward  the  trustees,  but  not  directly  toward  the 
present  iiolders,  for  the  interest  of  all  the  securities  charged  on  the 
new  combined  system.  We  can  not  attempt  to  forecast  with  any 
accuracy  what  that  liability  will  be,  but  the  following  table  which 
we  have  compiled  shows  the  results  for  the  year  ending  June  30,  1916, 
of  the  operation  of  the  various  undertakings  which  we  propose  should 
be  put  together. 
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PROSPECTS    OF    DOMINION    RAILWAY. 

From  this  Uihlo.  it  will  be  seen  that  there  was  a  nominal  surplus  of 
income  over  expenses  and  fixed  charges  of  $2,365,000.  But  the  above 
figure  took  no  account  of  interest  which  had  to  be  provided  for  on  the 
Canadian  Northern,  Grand  Trunk  Pacific,  and  Grand  Trunk  Pacific 
branch  lines,  amounting  together  to  $12,650,000;  nor  for  a  loss  of 
some  $250,000  on  the  operation  of  the  Prince  Edward  Island  Railway. 
The  total  of  these  items  is  $12,900,000.  Deducting  the  surplus,  'it 
would  appear  that,  if  these  railways  had  been  in  the  hands  of  the 
trustees  for  the  year  ending  June  30,  1916,  and  if  all  the  capital  charges 
had  been  met  out  of  income,  the  trustees  would  have  had  to  call  upon 
the  Government  for  about  $10,500,000  to  make  up  the  deficiency. 

We  assume  that  the  results  for  the  year  ending  June  30,  1917,  will 
not  be  greatly  difi'erent.  Gross  receipts  may  rise,  but  operating  ex- 
penses are  rising  fast,  more  especially  owing  to  the  high  price  of  coal, 
the  severe  weather,  and  the  congestion  of  traffic.  When  the  trustees 
assume  office,  they  will  have  to  face,  in  addition  to  the  present  interest 
charges,  the  cost  of  settlement  with  the  convertible  income  debenture 
holders  of  the  Canadian  Northern,  of  the  annuity  payable  to  the  Grand 
Trunk  shareholders,  and  the  interest  on  the  capital  necessary  to  com- 
plete the  system  and  to  make  urgently  needed  betterments  and  ad- 
ditions. Further,  for  the  reasons  we  have  already  given,  we  do  not 
consider  that  the  Grand  Trunk  dividend  is  a  real  net  surplus.  It 
ought  to  go  back  into  the  manitenance  of  the  property.  On  the  other 
hand,  the  economies  resulting  from  the  amalgamation  of  the  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific  systems  ought  to 
be  very  large,  as  soon  as  time  is  allowed  for  the  elimination  of  waste- 
ful duplications.  We  do  not  venture  to  predict;  but  we  should  hope 
that  the  economies  will  at  least  balance  the  additional  charges  for 
new  capital. 

If,  then,  we  take  as  a  starting  point  a  deficiency  of  roughly 
$12,500,000  a  year;  if  we  assume  that  this  will  not  seriously  increase 
for  the  next  year  or  two,  but  will  not,  on  the  other  hand,  diminish; 
then,  in  order  to  reach  a  position  of  solvency,  the  Dominion  railways 
would  need  to  earn  an  additional  gross  income  of  some  $50,000,000, 
and  to  retain  one-quarter  of  that  amount  as  net.  The  present  gross 
income  is  well  over  $100,000,000;  and  it  is  not  unreasonably  sanguine 
to  hope  that  it  may  increase  50  per  cent  in  the  course  of  six  or  seven 
years  if  Canada  continues  to  progress  at  a  normal  rate.  But  that 
depends,  not  on  the  railway  management,  but  on  the  incalculable 
future. 

We  do  not  make  any  detailed  estimates  either  of  probable  earnings 
or  of  probable  reductions  in  operating  costs  to  be  obtained  by  the 
trustees'  system.  We  have,  however,  every  confidence  in  the  country,. 
i  ts  resources  and  possibilities. 

The  Canadian  Pacific  has  been  and  is  a  great  success.  Combined 
under  a  common  management,  with  one  evenly  balanced  transcon- 
tinental sj^stem  in  the  place  of  two  disjointed  ones,  with  adequate 
branches  both  in  the  west  and  in  the  east,  we  are  confident  that  in 
the  not  far  distant  future  the  success  of  the  Canadian  Pacific  ought, 
at  least  to  a  very  large  extent,  to  be  repeated.  The  Dominion  Rail- 
way at  an  early  date  should  have  an  operating  revenue  as  large  as 
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that  of  the  Canadian  Pacific.  With  proper  economic  and  politically 
undisturbed  management,  the  attainment  of  a  satisfactory  financial 
result  is  only  a  question  of  time. 

SPECIMEN    ECONOMIES    RESULTING    FROM    COMBINATION. 

We  will  not  risk  embarrassing  the  future  management  by  enumerat- 
ing possible  economies  in  detail.  But  it  is  clear  that  very  considerable 
savings  can  be  made  by  the  amalgamation  of  duplicate  outside  and 
local  agencies;  by  joint  stations  and  joint  service  at  many  points:  by 
coupling  up  the  prairie  branches  so  as  to  afford  the  shortest  outlet 
market  to  centers  and  the  like.  Great  economy  can  also  be  secured 
in  operation  of  the  through  traffic.  East  of  Winnipeg  this  will  re- 
quire a  small  amount  of  new  capital  expenditure.  We  understand 
that  the  land  between  Cavell  Station  on  the  Transcontinental  and 
Longue  Lac  Stfltions  on  the  Canadian  Northern  lends  itself  to  cheap 
and  easy  railway  construction.  The  distance  is  35  miles.  By  the 
construction  of  this  short  link,  a  great  saving  of  operating  mileage 
can  be  made,  and  the  best  portions  of  both  systems  utilized.  By  the 
combinations  of  the  Transcontinental  from  Winnipeg  to  Cavell,  the 
new  link  from  Cavell  to  Longue  Lac,  and  the  Canadian  Northern  for- 
ward from  that  point,  a  route  superior  from  every  point  of  view  to  the 
existing  routes  can  be  formed  for  Toronto  business.  The  Winnipeg- 
Toronto  mileage  by  this  route  would  be  only  1,197  miles.  This  is 
shorter  than  any  of  the  three  existing  routes,  which  are  as  follows: 
Canadian  Pacific,  1,232;  Transcontinental  and  Grand  Trunk,  1,256; 
Canadian  Northern,  1,309.  The  combined  route  will  also  greatly 
improve  the  handling  of  traffic  from  Port  Arthur  to  all  points  on  the 
Transcontinental  east  of  Cavell.  This  traffic  at  present  is  hauled 
back  to  Superior  Junction,  188  miles  to  the  northwest,  before  it  starts 
on  its  eastward  journey.  And  at  present  much  of  the  coal  used  on 
the  line  follows  this  roundabout  route.  For  grain  sent  east  from  the 
Port  Arthur  elevators  to  Quebec  and  beyond,  the  combined  route 
will  also  offer  better  facilities  than  either  line  could  afford  separately. 
Similar  economies  can  be  secured  west  of  Winnipeg,  without  any  ex- 
penditure beyond  that  necessary  for  coupling  up  closely  adjoining 
tracks.  The  Winnipeg- Vancouver  route  can  be  shortened  40  miles. 
We  need  not  multiply  instances  or  attempt  to  translate  the  resulting 
economies  into  dollars.  It  is  sufficient  to  say  that  the  mere  running 
expenses  of  a  through  freight  train  are  not  less  than  80  cents  a  mile. 
Fifty  miles  means  $40.  Multiply  this  by  365,  and  there  is  a  saving 
of  nearly  $15,000  per  annum  on  each  train,  sufficient  to  pay  the  inter- 
est on  $500,000  Grand  Trunk  Pacific  3  per  cent  Dominion  guaranteed 
bonds.  And  this  is  only  the  mere  running  cost,  and  takes  no  account 
of  other  transportation  expenses  or  of  the  reduction  of  maintenance 
expenses  due  to  ceasing  to  maintain  superflous  tracks. 

Part    VI.    The     Dominion    and    the     Provinces — Publicity — 

General. 

RAILWAY    commission    CONTROL. 

We  have  referred  more  than  once  in  this  report  to  the  board  of 
railway  commissioners  for  Canada,  and  have  recommended  that  the 
system  of  the  trustees  should  be  subject  to  their  jurisdiction.     We 
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attach  great  importance  to  this  recommendation.  Hitherto  this 
board  has  had  jurisdiction  only  over  the  railways  that  arc  in  the  hands 
of  coni])anios.  It  has  had  no  jurisdiction  over  Government  lines.  We 
think  that,  this  distinction  can  not  he  justihed,  and  that  the  commis- 
sion should  have  jiunsdiction  over  all  railways  other  than  those  op- 
eratiniz;  solely  muler  ])rovincial  cliarters.  The  public  may  from  time 
to  time  have  just  cause  of  com])laint.  against  the  management  of  any 
lailway.  It  is  not  right  that  anyone,  even  a  Government  ofFicial  or  a 
jmblic  trustee,  should  be  judge  in  his  own  cause.  Moreover,  unless 
the  final  decision  in  matters  of  rate  policy  and  the  like  is  in  the  hands 
of  a  single  authority,  there  may  be  in  C/anada  two  conflicting  policies 
at  the  same  time.  There  is  yet  another  reason  on  which  we  would 
lay  stress.  Railway  policy  is  sealed  book  to  the  ordinary  citizen. 
\Vhy  tarill's  should  be  fixed  as  they  are,  why  the  train  service  should 
not  be  arranged  so  as  better  to  suit  his  individual  requirements, 
why  cars  can  not  always  be  available  for  everybody  everywhere, 
he  can  not  understand.  The  normal  attitude  of  the  public  toward 
the  railway  management,  whether  in  the  hands  of  a  company  or  a 
Government,  is  one  of  mistrust,  if  not  of  active  hostility.  It  is  a  good 
thing  for  both  the  railway  itself  and  for  its  patrons  to  bring  the  man- 
agement out  into  the  open;  to  have  the  reasons  why  such  and  such 
conditions  exist,  why  certain  concessions  demanded  can  not  reason- 
ably be  granted,  frankly  explained  in  public.  If  there  is  nothing  else 
gained,  it  is  a  great  thing  to  have  brought  the  co^nplainant  and  the 
railway  officer  face  to  face.  Even  when  they  fail  to  agree,  they  are 
likely  to  understand  each  other  better  in  the  future. 

COMMISSION    TO    }tEPOKT    ON    CHARTERS. 

In  a  second  respect  also  we  recommend  that  the  jurisdiction  of  the 
railway  commission  should  be  enlarged.  Charters  for  new  railways 
are  granted  by  the  Dominion  Parliament  in  great  numbers.  In  the 
years  from  1900  to  1908,  116  charters  were  granted  for  37,862  miles 
of  line.  Only  453  miles  were  actually  built.  In  the  two  following 
years  there  were  granted,  according  to  a  statement  made  in  the 
Senate  b}^  the  Hon.  Mr.  Davis,  on  April  6,  1910,  respectively,  68 
charters  for  about  68,000  miles,  and  75  charters  for  about  75,000 
miles.  We  think  that  no  charter  should  be  granted  till  the  pro- 
posals made  have  been  investigated  by  the  commission  and  the  com- 
mission have  reported  whether  or  not,  in  their  opinion,  the  con- 
struction of  the  proposed  line  would  be  for  the  public  advantage. 
The  o))inion  of  the  commission  will  not  necessarily  bind  the  action  of 
Parliament.  But  Parliament,  before  deciding,  should  have  the 
benefit  of  the  advice  of  an  expert  and  impartial  authority. 

AND    NO    SUBSIDIES    AND    GUARANTIES. 

We  think  also  that  no  subsidy  or  guaranty  should  be  granted 
except  after  a  similar  report  from  the  commission;  and  that  no 
subsidy  or  guaranty  should  be  voted  in  any  session  unless  it  has  been 
provided  for  in  the  financial  budget  of  the  year,  and  unless  a  sub- 
stantial deposit  of  cash  or  securities  has  been  made  by  the  promoters 
to  prove  the  bona  fides  of  their  application. 
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OVERLAPPING    OF    DOMINION    AND    PROVINCIAL    CONTROL. 

Cases  have  occurred  in  the  past  and  may  again  occur  in  the  future, 
in  which  railways  are  chartered  by  Provincial  Governments,  compet- 
ing with  railways  under  Dominion  charters,  and  so  withdrawing  from 
the  latter  some  portion  of  the  traffic  required  to  secure  the  solvency 
of  their  line.  This  is  not  in  the  public  interest.  It  can  not  be  for 
the  general  advantage  of  Canada  that  a  provincial  charter  should  be 
granted,  and  in  most  cases  also  provincial  financial  assistance  given, 
with  the  result  in  the  first  place  of  withdrawing  traffic  from  a  road 
with  a  Dominion  charter,  and  so  forcing  that  road  to  fall  back  upon 
the  guai'anty  which  has  to  be  met  out  of  the  general  taxation  of  the 
country:  and  secondly,  of  placing  upon  the  Province  a  burden  of 
guaranty  which  the  Province  subsequently  finds  itself  unable  to  bear, 
and  which  ultimately  it  has  to  throw  back  upon  the  Dominion  itself. 
The  Dominion  Government,  when  the  Canadian  Northern  applied 
for  the  large  loan  of  $45,000,000  in  1914,  was  confronted  with  the 
possibility,  if  not  probability',  that  some  of  the  Provinces  would 
default  on  their  guaranties  as 'the  result  of  the  entirely  dispropor- 
tionate liabilities  which  they  had  assumed. 

It  would  perhaps  be  difficult  for  the  Doninion  and  provincial 
authorities  to  agree  upon  such  an  amendment  of  the  British  North 
America  act  as  would  for  all  time  prevent  the  recurrence  of  such  a 
situation  as  occurred  in  1914,  as  a  result  of  the  Provinces  deeply 
pledging  their  credit  not  for  an  intraprovincial  but  for  an  extra 
provincial  undertaking,  clearly  outside  their  proper  ambit.  The 
Dominion  Government  ought,  however,  to  use  the  existing  powers 
<of  the  act.  The  policy  should  be  laid  down  that,  so  soon  as  any 
provincial  legislature  incorporates  a  railway,  it  becomes  the  duty 
of  the  railway  commission  forthwith  to .  investigate  the  necessity 
in  the  public  interest  of  its  construction;  and  further,  in  cases  where 
financial  aid  by  guaranty  or  otherwise  is  o;iven  by  the  Province,  to 
ascertain  what  provision  has  been  made  lor  meeting  the  liabilities 
which  may  thereafter  accrue.  The  commissioners  should  with  all 
speed  report  their  findings  and  the  evidence  on  which  they  are  based 
to  the  governor  general  in  council.  And  in  any  case  in  which  it  is 
found  that  the  railway  is  not  required  in  the  public  interest,  or  that 
guaranties  have  not  been  accompanied  by  proper  financial  pro- 
visions, the  governor  in  council  should  exercise  his  undoubted  pre- 
rogative and  disallow  the  provincial  act.  It  is  necessary  for  the 
sake  of  the  credit  of  the  Provinces  as  a  whole  to  make  sure  that  no 
Province  with  a  population  of  less  than  400,000  shall  again  take  the 
responsibility  for  a  guarantee  of  $40,000,000  in  respect  of  a  single 
undertaldng. 

We  think  also  that  a  single  company  should  not  be  under  duplicate 
control.  Take  for  instance  the  Canadian  Northern  main  line.  If 
it  is  not  for  the  public  advantage  of  Canada  as  a  whole,  it  has  no 
justification  for  existence.  Yet  the  portion  of  the  fine  in  British 
Columbia  was  constructed  under  a  British  Columbia  charter;  and  a 
small  section  of  the  line  in  Saskatchewan  under  a  Saskatchewan 
charter.  It  can  not  be  reasonable  in  principle  that  one  portion  of 
the  through  route  should  be  regarded  as  of  general  advantage,  while 
another  portion  of  the  same  route,  feeding  it  and  being  fed  by  it,  is 
regarded  as  of  only  local  interest.     And  from  the  point  of  view  of 
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practical  administration  it  is  highly  inconvenient.  Wo  recommend 
that,  in  respect  of  all  future  charters,  tlio  Dominion  Government 
come  to  an  understanding  with  tlie  provincial  governments  that  a 
railway  company  shall  be  either  wholly  national  or  entirely  local. 
In  other  words,  neither  provincial  charter  nor  provincial  aid  should 
be  given  to  companies  or  subsidiaries  of  companies  already  possessing 
a  Dominion  charter;  and  on  the  other  hand  Dominion  aid  should 
only  be  given  to  companies  with  a  Dominion  charter. 

We  further  recommend  that  there  be  conferred  on  the  commission 
power  to  prescribe  minimum  as  well  as  maximum  rates,  so  that 
reckless  and  unfair  competition  may  be  prevented.  A  railway  that 
gives  to  any  members  of  the  public  a  service  below  cost  is  unfairly 
discriminating  against  the  rest. 

AUDrr    AND    PUBLICATION    OF   ACCOUNTS. 

We  think  it  is  of  great  importance  that  adequate  accounts  and 
statistics  should  be  kept  and  published.  We  consider  that  the  board 
of  trustees  should  keep  and  furnish  to  the  railway  commissioners,  and 
publish  for  general  information,  exactly  the  same  accounts  and 
statistics  as  the  other  railway  companies  are  required  to  furnish. 
Further,  we  think  the  accounts  of  the  board  of  trustees  should  be 
continuously  audited  by  a  firm  of  public  accountants,  appointed  by 
the  finance  minister.  This  firm  should  be  selected  from  those  with 
special  experience  of  railway  work.  And  they  should  not  only  con- 
duct a  financial  audit  in  the  strict  sense,  but  should  be  instructed  to 
advise  the  trustees  from  time  to  time  what  improvement  in  accounting 
methods  can  be  introduced,  and  what  special  investigations  of  cost 
can  be  undertaken  with  good  hopes  of  economies  resulting.  It  is 
within  our  knowledge  that  modern  methods  of  cost  accounting  are 
at  the  present  time  being  applied  to  railways  on  this  continent  with 
considerable  success.  And  we  feel  that  in  taking  over  the  manage- 
ment of  so  large  an  undertaking,  with  a  mileage  exceeding  that  of 
any  railway  system  in  the  world  except  that  of  the  Prussian  State, 
the  trustees  should  have  the  benefit  of  the  best  and  the  most  up-to- 
date  advice  obtainable.  The  auditors  should  make  a  full  report  to 
Parliament  once  a  year  on  the  financial  status  of  the  Dominion 
Railway. 

The  railway  commission  should  in  each  year  submit  to  Parliament 
the  accounts  received  both  from  the  Dominion  Railway  and  from  the 
other  railway  companies,  and  should  accompany  them  by  a  report  of 
their  own.  This  report  should  set  out  in  as  simple  and  concise  a 
manner  as  possible  the  financial  relations  between  the  Dominion 
Railway  and  the  Government,  so  that  every  citizen  may  have  a  clear 
idea  once  a  year  what  total  amount  of  taxation  he  is  called  upon  to 
pay  for  railway  purposes.  The  report  would  naturally  divide  the 
total  charges  into  subsidies,  guaranties,  and  other  suitable  heads. 
And  those  charges  should  be  taken  up  into  the  general  budget  of  the 
finance  minister  as  a  separate  and  distinct  entry.  Any  subsidies  or 
guaranties  given  by  the  Government  to  railways  other  than  those 
comprised  in  the  Dominion  Railway  system  should  be  included  by 
the  finance  minister  in  tlie  same  statement.  It  must  be  for  the 
Government  and  the  people  of  the  country  to  decide  hov/  much 
money  they  will  find  out  of  the  general  taxation  for  their  railways. 
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But,  in  order  that  they  may  decide  rightly,  it  is  essential  that  they 
should  have  full  information,  and  that  it  should  be  brought  before 
them  in  an  easily  intelligible  form. 

At  present,  railways  operating  solely  under  provincial  charters  are 
under  no  obligation  to  make  returns  to  the  Dominion  ministry  of 
railways.  Consequently  there  is  no  complete  record  of  the  entire 
railway  activities  of  the  country.  We  think  that  the  Dominion 
Government  should  come  to  an  understanding  with  the  provincial 
governments  that  returns  should  be  made  to  the  latter  by  their  local 
companies  in  the  same  form  as  is  required  in  the  case  of  Dominion 
companies,  and  that  copies  of  these  returns  should  be  filed  also  with 
the  Dominion  Government. 

RAILWAY    COUNCILS. 

There  is  another  matter  that  we  desire  to  bring  to  the  attention  of 
the  Government  and  the  trustees.  In  several  countries  in  Europe, 
more  especially  in  Prussia,  there  has  been  developed  with  great 
success  an  organization  of  railway  councils.  These  councils  are  both 
national  and  regional.  The  national  council  in  Prussia  is  composed 
of:  (1)  Official  representatives  of  the  Government  departments 
specially  concerned  with  railways  questions,  the  ministries  of  commu- 
nications, commerce,  agriculture,  etc.;  (2)  of  representatives  of 
chambers  of  commerce,  of  agriculture,  of  mines,  and  other  persons 
competent  to  speak  for  large  sections  of  railway  customers.  The 
regional  councils  are  of  a  similar  constitution,  but  on  a  smaller  scale 
as  benefits  their  local  limitations.  These  councils  meet  twice  a  year 
OF  oftener,  and  discuss  a  prepared  agenda  with  the  chiefs  of  the 
railway  service.  They  are  competent  to  deal  with  questions  of  rates 
and  fares,  facilities,  extensions,  improvements,  and  all  other  matters 
affecting  the  public  interest.  They  have  no  executive  powers  what- 
ever. They  can  only  criticize,  dissuade,  or  recommend.  But  the 
universal  testimony  of  competent  observers  is  that  the  system  is  a 
success;  that  the  influence  of  the  councils  is  considerable,  and  the 
result  harmony  and  absence  of  friction  between  the  railway  adminis- 
tration and  the  public. 

We  do  not  think  that  the  time  is  ripe  for  the  formal  organization 
of  a  similar  system  in  Canada.  But  we  think  the  central  idea  is 
valuable.  And  we  suggest  that  the  trustees,  v\^hen  they  get  into 
harness,  should  consider  the  propriety  of  calhng  a  conference  of 
representatives  of  merchants,  manufacturers,  agriculturists,  mine- 
owners,  etc.,  and  discussing  with  them  all  such  questions  as  involve 
the  interests  of  the  public  as  well  as  the  railway.  And  we  think  the 
Canadian  Pacific  Railway  should  be  invited  to  join  the  conference. 
If  the  experunent  proves  a  success,  it  will  no  doubt  be  repeated. 
And  we  should  hope  it  would  ultimately  result  in  a  permanent 
organization. 

RAILWAYS    IN    EXCESS    OF    EXISTING    REQUIREMENTS. 

We  feel  that  we  ought  to  drawn  attention  to  another  important 
point.  There  are  now  three  trunk  lines  in  existence  running  from 
Winnipeg  through  the  comparatively  empt}''  country  north  of  Lake 
Superior.     There  is  very  little  local  traffic,  and  not  much  prospect  for 
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its  early  develo])mcnt.  The  through  traffic  will  be  shared,  in  what  pro- 
portion the  future  must  decide,  between  the  three  routes.  But  we 
may  assume  tliat  tlie  (^anadian  Pacific  Railway  will  be  able  to  retain 
on  its  own  throuj^b  route  all  the  traffic  which  it  itself  originates.  And 
the  two  new  routes  will  only  get  tbe  balance  to  carry.  It  can  not,  we 
think,  be  expected  that  this  balance  will  be  sufficient  for  a  good  many 
years  to  come  to  make  these  two  lines  self-su]iporting.  It  seems  to 
liav^e  been  generally  assumed  that  tliey  would  afford  an  important 
outlet  for  tbe  grain  of  the  prairie  Provinces.  Evidence  tbat  we  have 
had  before  us  seems  to  show  tbat  only  quite  a  small  fraction  of  the 
grain  exported  from  these  Provinces  has  hitherto  followed  the  rail 
even  as  far  as  Montreal.  Tbe  proportion  tbat  goes  through  all  the 
way  by  rail  to  the  Atlantic  seaboard  must  be  even  smaller.  And 
there  seems  no  reason  to  suppose  that  this  proportion  will  vary  to  an 
important  extent.  For  a  difference  of  something  like  10  cents  per 
100  pounds  between  the  charges  for  rail  carriage  and  Nvater  carriage, 
respectively — and  this  we  understand  to  correspond  to  the  normal 
state  of  affairs — will  always  enable  the  water  routes  to  retain  their 
hold  on  the  traffic.  It  follows,  therefore,  that  an  increase  of 
100,000,000  bushels  of  wheat  exported  from  the  prairies  might  only 
mean  an  increase  of  2,000,000  busliels;  that  is,  2,000  carloads,  or  50 
trainloads,  of  railway  traffic.  This  conclusion  is  borne  out  by  sta- 
tistics of  the  Canadian  Pacific  Railway,  from  which  we  find  that  in 
tlie  year  1911,  out  of  a  total  revenue  on  the  Lake  Superior  Division 
(the' line  between  Fort  William  and  Sudbury),  amounting  in  round 
figures  to  $12,000,000,  less  than  $900,000 'were  earned  from  the 
carriage  of  grain  and  flour,  including  grain  and  flour  for  local  con- 
sumption as  well  as  for  export,  while  $6,100,000  were  earned  from 
other  freight,  and  $5,000,000  from  passengers,  mail,  and  express. 

To  show  how  much  traffic  is  required  to  fill  a  railway  up  to  its 
capacity  and  to  enable  it  to  pay  interest  on  its  cost  of  construction, 
we  have  made  the  following  calculation.  The  minister  of  finance 
stated  in  Parliament  on  May  15,  1916,  that  in  the  11  months  ending 
Februarv  2,  1916,  which  included  the  record  harvest  of  1915,  Canada 
exported  180,000,000  bushels.  This  is  equal  to  5,400,000  tons  of 
grain.  We  will  assume  that  the  whole  of  this  grain  went  from  Yfinni- 
peg  to  Fort  Wilham-Port  Arthur.  There  were  three  roads  to  carry 
it.  This  gives  1,800,000  tons  available  for  each  road.  Assuming 
the  trains  to  run  with  an  average  net  load  of  1,200  tons — and  in  fact 
they  usually  carry  much  more — each  road  would  need  to  run  1,500 
trains,  or  for  the  11  months  an  average  of  onW  4^  trains  per  diem. 
Evidently,  even  under  the  quite  exceptional  conditions  of  the  harvest 
of  1915 — and  how  exceptional  this  was  is  sufficient!}^  shown  by  the 
fact  that  in  the  corresponding  11  months  of  the  preceding  3^ear  the 
export  was  only  90,000,000  bushels,  or  just  half — the  three  railways 
would  not  be  worked  to  anything  like  their  maximum  capacity. 
Let  us  see  what  the  net  earnings  would  have  been.  We  take  the  aver- 
age rate  for  the  carriage  of  grain  at  4.2  mills  per  ton  per  mile,  and 
we  will  assume  an  operating  ratio  of  only  66  per  cent.  Then  the 
net  earnings  would  have  been  1.4  mills  per  ton  per  mile.  And,  as 
1,800,000  tons  went  over  each  road,  the  net  earnings  would  have  been 
1.4  mills  X  1,800,000  =  $2,520  per  mile  of  road.  These  net  earnings 
would  pay  interest  at  5  per  cent  on  a  cost  of  road   amounting  to 


1338  INTERSTATE   AND   FOKEIGN   TRANSPORTATION. 

$52,400  per  mile.  Now,  the  average  cost  of  a  mile  of  road  in  Canada 
is  over  $70,000.  In  other  words,  if  we  assume  that  the  roads  between 
Winnipeg-  and  Port  Artliur  were  built  at  an  average  cost,  even  the 
exceptional  volume  of  grain  traffic  of  the  year  1915  would  not  alone 
have  sufficed  to  pay  interest  at  5  per  cent  on  the  construction  cost, 
though  tlie  whole  grain  traffic  of  the  prairies  was  concentrated  on 
them. 

HIGHWAY    IMPROVEME^'T. 

We  think  the  Government  would  do  well  to  give  serious  considera- 
tion to  the  question  of  the  cost  of  bringing  grain  from  the  farm  to  the 
railway  station.  The  desire  of  the  farmer  to  reduce  the  cost  of  mar- 
keting his  grain  to  the  lowest  possible  point  is  natural.  We  do  not 
believe  that  any  serious  reduction  of  rail  rates  can  be  expected,  and 
no  one  can  say  what  ocean  rates  will  be  in  the  furure,  but  we  think 
that  the  wagon  cost  is  capable  of  considerable  reduction.  We  find 
that  an  average  rate  per  100  pounds  from  Battleford,  taking  tins  as  a 
typical  point,  to  Liverpool  may  be  put  at  not  more  than  50  cents 
by  the  all-rail  route  to  Montreal.  By  water  from  Port  Arthur, 
which  route  carries  the  vast  proportion  of  the  traffic,  the  through 
rate  would  not  be  more  than  40  cents  per  100  pounds  on  the  average. 
On  the  other  hand,  typical  examples  of  the  cost  of  wagon  haulage 
have  been  brought  to  our  notice.  We  find  instances  of  a  cost  of  33 
cents  per  100  pounds  for  a  distance  of  12  miles  and  of  54  cents  per 
100  pounds  for  35  miles.  And  we  are  informed  that  in  some  cases 
grain  has  to  be  hauled  as  much  as  50  miles  to  a  station.  In  other 
words,  in  cases  such  as  these  the  cost  of  delivery  at  the  station 
is  as  much  as  or  even  more  than  the  total  through  rate  from  the 
station  to  Liverpool.  Wliat  method  should  be  adopted  to  cheapen 
local  liaulage  is  a  matter  for  detailed  consideration  in  each  individual 
case.  But  either  by  road  improvement,  coupled  possibly  with  an 
organized  svstem  of  mechanical  traction  or  by  the  construction  of 
short  spur  lines  of  the  lio-htest  and  cheapest  possible  type,  we  are 
persuaded  that  a  good  deal  might  be  done  at  a  very  moderate  expense. 
And  we  therefore  commend  the  matter  to  the  serious  consideration 
of  both  the  Dominion  and  the  Provincial  Governments. 

THE    HUDSON    BAY   RAILWAY. 

We  understand  that  construction  work  on  the  Hudson  Bay  line 
has  been  suspended.  We  think  that  the  work  should  not  in  any  case 
be  recommenced  till  more  urgent  needs  have  been  met  and  money  is 
more  easily  procurable.  And  if  work  on  the  line  is  begun  again,  we 
think  it  should  be  done  in  the  most  economical  manner  possible, 
and  only  up  to  the  standard  of  a  local  line,  bearing  in  mind  that  it 
can  not  be  expected  for  many  years  to  come  to  be  self-supporting. 
Considering  the  small  advantage  in  rail  mileage  from  the  grain-growing 
areas,  which  the  Hudson  Bay  possesses  over  the  existing  routes  to 
Port  Arthur,  and  that  from  many  districts  it  possesses  no  advantage 
at  all;  considering  further  the  short  and  uncertain  ]3eriod  of  naviga- 
tion in  the  bay,  and  tliat  grain  consigned  to  Port  Ne]son  will  con- 
sequently always  be  liable  to  be  detained  there  for  nine  months  till 
navigation  is  again  opened;  considering  that  higher  ocean  freights 
may  be  expected  to  absorb,  if  not  more  than  absorb,  any  possible 
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savino;  in  raU  rates,  we  can  not  believe  that  this  route  will  ever  secure 
any  serious  share  in  the  export  trade.  Still  less  can  we  think  that  it 
will  handle  an  import  lousiness.  Unless  considerable  mineral  wealth 
should  be  discovered  in  th(^  territory  which  this  line  will  open  up,  it 
must,  we  fear,  continue  to  be  almost  hidelinitcly  a  l)urden  upon  the 
people  of  Canada.  And  everything-  that  can  be  done  should  be  done 
to  make  this  burden  as  small  as  possible. 

STEAMSHIP    CONNECTIONS. 

The  question  of  steamship  connections  on  both  oceans  is  referred  to 
us.  We  have  not  reported  on  it.  To  deal  adequately  with  a  ques- 
tion of  such  vast  range  was  impossible  in  the  time  and  with  the  means 
at  our  disposal.  Further,  the  complete  revolution  that  the  war  has 
caused  in  the  shipping  trade  of  the  world  would,  we  feel,  make  any 
conclusions  or  recommendations  based  on  a  study  of  either  war  or 
prewar  conditions  valueless  for  guidance  after  the  war.  The  ques- 
tion of  steamship  connections  naturally  involves  the  question  of 
ports.  This  question  also  we  have  refrained  from  touching.  For 
port  facilities  depend  on  available  steamship  connections  quite  as 
much  as  steamship  connections  on  the  facilities  available  at  the  ports. 

TENDENCY    OF    RAILWAY    RATES    TO    RISE. 

Before  concluding  our  report  we  desire  to  make  one  observation  of 
a  general  nature.  The  average  ton-mile  rate  in  Canada  in  the  last 
financial  year  was  0.751  cent ;  in  the  United  States  the  figure  was  0.7320 
cent,  which  is  practically  the  same.  In  the  United  States  it  is  coming 
to  be  generally  understood  that  this  rate  is  too  low  to  give  the  railway 
companies  an  adequate  return  on  their  existing  capital  and  that  con- 
sequently new  capital  can  not  be  attracted  to  railway  investment  in 
sufficient  amount  to  provide  for  necessary  new  expenditure.  And  this 
fact  was  to  some  extent  recognized  in  October,  1914,  by  the  Interstate 
Commerce  Commission  in  their  approval  of  a  flat  increase  of  5  per 
cent  (with  certain  exceptions)  on  all  tariffs  in  the  portion  of  the 
United  States  adjacent  to  eastern  Canada.  And  if  an  average  rate  of 
0.732  cent  is  inadequate  in  the  United  States,  where  traffic  is  far  more 
dense,  and  where  climatic  conditions  are  less  rigorous,  much  more  is 
an  average  rate  of  0.751  cent  inadequate  in  Canada.  It  is  true  that 
with  the  present  rates  the  Canadian  Pacific  Railway  pays  a  dividend 
of  7  per  cent  from  railway  operation.  But  as  we  have  already  pointed 
out,  that  company  has  some  $200,000,000  invested  in  the  property  on 
which  no  interest  has  to  be  paid.  Were  this  sum  represented  by 
ordinary  stock,  the  dividend  from  railway  operation  would  be  not  7 
per  cent  but  4  per  cent.  And  the  Canadian  Pacific  has  the  cream  of 
the  Canadian  business. 

NECESSITY   FOR    IMMEDIATE    ACTION 

It  is  to  be  anticipated  that  difficulties,  more  or  less  great,  will  need 
to  be  overcome  before  a  fuial  settlement  can  be  reached  with  the  Grand 
Trunk  and  Canadian  Northern  Railway  Companies.  We  realize  that, 
if  the  matter  were  dealt  with  in  the  ordinary  manner,  it  might  be  a 
matter  of  months,  if  not  years,  before  a  final  settlement  was  reached. 
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The  pressing  public  interest  demands  that  the  matter  be  not  so 
treated. 

We  think  instructions  should  be  given  by  the  Government  forth- 
with, without  waiting  for  further  action  on  this  report,  to  the  Can- 
adian Northern  and  Grand  Trunk  Pacific  companies  to  discontinue 
all  expenditure  on  works  in  hand,  unless  and  until  express  permission 
is  received  for  their  continuance. 

We  will  enumerate  certain  other  matters  that  wdll  not  brook  delay. 
In  the  West  the  Canadian  Northern  is  not  giving,  and  is  not  able  to 
give,  adequate  service  to  the  grain-growlers  in  some  important  dis- 
tricts which  are  dependent  on  its  lines.  The  situation  in  the  Goose 
Lake  district  is  highly  unsatisfactory.  The  branch  is  in  bad  shape 
and  is  not  fit  to  do  the  business  offermg.  There  is  absolutely  no  room 
for  doubt  as  to  the  lack  of  freight  cars  and  the  resulting  inconveni- 
ences, and  even  in  many  cases  distress.  In  the  East  the  position  of 
the  Grand  Trunk  is  most  unsatisfactory.  Beyond  c|uestion  the  sys- 
tem immediately  requires  at  least  200  more  locomotives  and  at  least 
10,000  freight  cars.  If  coal  famines  are  to  be  avoided,  and  the  proper 
winter  movement  kept  up,  tlie  line  from  Burlmgton  Junction  to  Fort 
Erie  urgently  recj^uires  double  tracking.  Other  improvements  are 
imperative.  The  question  of  electrification  ought  to  be  taken  into 
consideration  forthwith. 

If  things  go  on  as  at  present,  the  traffic  conditions  of  this  year  will 
in  all  probability  return  in  an  aggravated  form  next  winter.  The  old 
equipment  will  be  a  little  older,  the  roadbed  wiU  be  in  a  little  worse 
condition.  And  the  situation  in  eastern  Canada  has  been  so  bad  this 
winter,  that  there  has  been  much  difficulty,  specially  at  Grand  Trimk 
points,  in  maintaining  a  supply  of  grain  and  flour  from  the  West.  It 
is  imperative  that  strong  and  efficient  action  be  immediately  taken. 

Recognizing  the  probability  of  delays,  caused  by  the  efforts  of  the 
companies  to  secure  better  terms  from  the  Government,  we  thmk  that, 
in  order  to  protect  the  business  interests  of  the  country,  the  Govern- 
ment should  immediately  put  itself  in  a  position  to  obtam  orders 
appointing  receivers  for  the  Grand  Trunk  and  Grand  Trunk  Pacific 
systems.  We  recommend  that,  at  the  present  sitting  of  the  House, 
an  act  be  passed  constituting  the  board  of  trustees,  so  that  in  case, 
receiverships  are  necessary,  the  trustees  may,  on  the  application  of 
the  Government,  under  its  existmg  rights  as  a  creditor,  be  appointed 
receivers.  They  would  then  be  in  a  position  to  take,  through  the 
courts,  the  necessary  steps  to  vest  the  properties  in  the  Dominion 
Railway  Co.  so  as  to  constitute  the  new  system  that  we  have  recom- 
mended. Should  the  companies  show  themselves  ready  and  anxious 
to  come  to  a  prompt  agreement,  actual  application  to  the  courts  would 
0!  course  not  be  made. 

We  feel  that  the  appomtment  of  receivers  is  not  m  the  interest  of 
the  country's  credit.  It  certainly  is  not  in  the  interest  of  the  com- 
panies, as  the  evidence  of  this  report  shows  that  the  property  of  the 
Grand  Trunk  Co.,  if  it  were  put  into  a  receiver's  hands,  would  leave 
little  or  nothing  for  the  shareholder.  The  result  of  court  proceedings 
would  probably  be  to  divest  the  shareholders  of  all  interest,  and  to 
place  the  Government  in  the  position  to  take,  to  the  fullest  extent, 
the  advantages  of  their  legal  position  as  holders  of  defaulting  securi- 
ties.    But,  though  we  hope  receiverships  will  not  be  necessary,  we 
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think  the  Government  must  face  the  possibility  of  being  compelled  to 
take  the  course  we  have  indicated. 

In  the  case  of  the  Canadian  Northern  Railway  Co.  no  proceedings 
in  court  are  requisite,  l-nder  the  provisions  of  section  24  of  the 
Canadian  Northern  railway  guarantee  act,  1914  (4-5  Geo.  V,  chap. 
20),  the  Gov<>nior  General  in  council  has  power,  when  authorized  by 
Parliameiit,  to  declare  by  order,  if  deftudt  is  made  by  the  company 
in  payment  of  interest  on  the  $45,000,000  guaranteed  securities  (the 
interest  on  which  is  at  j^resent  being  found  by  the  Government)  that 
the  equity  ol  redempti(in  of  the  com.pany  is  absolutely  barred  and 
foreclosed;  and  thereupon  the  whole  property  becomes  vested  in  His 
^lajest}^  in  right  of  the  Dominion  of  Canada. 

If  receiverships  become  necessary,  the  advantage  of  appointing  the 
trust(^es  as  receivers  is  obvious.  The  trustees,  with  the  Government 
behind  them,  and  with  the  approval  of  the  court,  would  be  in  a  posi- 
tion to  operate  the  roads  as  a  combined  system,  to  purchase  much 
needed  rolling  stock  nnd  to  make  essential  improvements  in  a  way 
that  no  ordinary  court  receiver  could  do.  Receiverships  in  the  ordi- 
nary sense  would  only  result  in  greater  traffic  congestion  than  ever 
and  in  losses  not  only  to  the  shareholders  but  to  the  country  at  large. 

Part  VII.  Summary  of  Conclusions  and  Recommendations. 

We  summarize  our  conclusions  and  recommendations  as  follows: 

1.  The  mileage  of  Canadian  railwaj^s  is  very  great  in  proportion 
to  the  population  of  the  country.  It  has  increased  out  of  proportion 
to  the  increase  of  population. 

2.  Canada's  natural  waterw^ays  make  railways  less  absolutely  nec- 
essary than  in  other  countries. 

3.  The  net  return  is  so  low^  as  to  prove  that  more  railways  have 
been  built  than  can  be  justified  on  commercial  grounds  under  present 
conditions. 

4.  The  public  investment  in  railways  is  very  large.  The  total 
amount  of  public  capital  involved  in  direct  construction  of  Govern- 
ment lines,  and  cash  aid,  land  grants,  and  guaranties  to  private  com- 
panies, is  $968,451,000,  not  counting  the  value  of  lands  still  unsold. 

5.  Public  aid  to  the  principal  companies,  including  subsidies,  land 
grants,  and  guaranties,  amounts  to  over  $680,000,000.  In  the  case 
of  the  Grand  Trunk  Pacific  it  amounts  to  nearly  two-tliirds  of  the 
total  investment;  in  the  case  of  the  Canadian  Northern  to  over 
tliree-quarters. 

6.  There  have  been  three  phases  of  company  developm.ent :  (1)  Un- 
aided enterprise,  (2)  assistance  by  subsidies  and  land  grants,  (3) 
assistance  by  guaranties.  A  guaranty  policy  is  dangerous  and  its 
wisdom  questionable. 

7.  The  development  of  Canada  justified  two  transcontinental  lines. 
It  did  not  justify  three.  The  Grand  Trunk  and  Canadian  Northern 
should  have  been  amalgamated. 

8.  The  Grand  Trunk  Pacific  system  has  cost  nearly  $200,000,000. 
The  interest  charges  amount  to  over  $8,800,000  per  annum.  The  net 
income  last  year  was  $826,653.  The  liability  of  the  Grand  Trunk  Co. 
for  interest  "amounts  to  over  $5,000,000  per  annum  at  present,  and 
will  rise  to  over  $7,000,000  in  1923. 


1342  INTERSTATE  AND  EOREIGN   TRANSPORTATION. 

9.  We  can  not  recommend  that  the  Grand  Trmik  Co.  be  micondi- 
tionally  released  from  their  liability.  The  responsibility  for  the 
National  Transcontinental  line  rests  mainly  with  the  Government, 
but  that  for  the  Grand  Trunk  Pacific  proper  belongs  primarily  to  the 
Grand  Trunk.  The  Government  has  voluntarily  relieved  the  Grand 
Trunk  of  all  r<'sponsibility  for  the  National  Transcontinental.  In 
respect  to  the  Grand  Trunk  Pacific  proper  the  Government  is  fuUj 
entitled,  morally  as  well  as  legally,  to  call  upon  the  Grand  Trunk  Co. 
to  fulfill  its  contract. 

10.  The  Grand  Trunk  Co.  proper  has  made  unjustifiable  charges  to 
capital.  Its  lines  have  not  been  adequately  maintained.  More  than 
$21,000,000,  which  ought  to  have  been  spent  on  maintenance  in  past 
years,  has  not  been  spent.  New  capital  expenditure  of  over  $30,000,- 
000  is  immediately  required.  The  country  is  suffering  from  the  com- 
pany's inability  to  give  adequate  service.  The  Grand  Trunk  Rail- 
way ought  to  be  managed  in  Canada,  and  not  from  London. 

11.  We  recommend  that  the  control  both  of  the  Grand  Trunk 
Pacific  and  of  the  Grand  Trunk  be  assumed  by  the  people  of  Canada 
on  terms  hereafter  set  out. 

12.  The  Canadian  Northern  has  been  financed  mainly  by  the  issue 
of  guaranteed  securities.  Till  1914  it  met  the  interest  from  its  own 
resources.  Since  that  date  the  Government  has  assumed  very  heavy 
obligations  on  behalf  of  the  company.  There  is  little  prospect  that 
the  company  would  be  able  in  the  near  future  to  relieve  the  Govern- 
ment of  these  obligations. 

13.  The  company's  estimate  of  its  future  capital  requirements  is 
too  low,  and  its  estimates  of  probable  growth  of  earnings  have  been 
and  still  are  unduly  sanguine. 

14.  We  estimate  that  as  a  separate  undertaking  it  would  require 
fully  $70,000,000  of  new  capital  within  the  next  five  years. 

15.  We  do  not  recommend  that  further  public  aid  be  given  to  the 
Canadian  Northern  as  at  present  constituted. 

16.  The  Canadian  Northern  common  stock  represents  no  cash  in- 
vestment, and  has  no  present  value,  either  on  the  basis  of  the  cost 
of  reproduction  of  the  property  or  on  the  basis  of  its  earning  power. 

17.  We  recommend  that  the  public  take  control  of  the  Canadian 
Northern  Co.  on  terms  hereafter  set  out. 

18.  On  the  assumption  that  the  people  of  Canada  take  control  of 
the  Grand  Trunk,  Grand  Trunk  Pacific,  and  Canadian  Northern,  we 
consider  possible  methods  of  management  and  operation. 

19.  We  do  not  consider  that  operation  by  a  minister  directly  re- 
sponsible to  Parliament  would  be  in  the  public  interest.  It  would 
not  secure  better  service  or  lower  rates. 

20.  If  the  Government  operated  these  three  railways,  it  would  be 
bound  in  fairness  to  the  Canadian  Pacific  shareholders  to  take  over 
their  railway  also.  The  Canadian  Pacific  gives  good  service  and 
should  not  be  interfered  with. 

21.  Special  objections  to  direct  Government  ownership  and  opera- 
tion are: 

(1)  That  Canadian  railways  operate  more  than  7,000  miles  of  line 
subject  to  the  foreign  jurisdiction  of  the  United  States; 

(2)  That  the  Canadiaii  Government  resources  are  required  for  war 
purposes. 
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22.  We  therefore  reject  tlie  idea  of  direr  I  Government  ownership 
and  operation. 

28.  We  do  not  recommend  that  the  Grand  Trunk,  Grancl  Trunk 
Pacific,  and  Canadian  Northern  companies  be  allowed  to  go  into  the 
hands  of  a  receiver. 

24.  We  recommend  that  the  control  of  these  three  companies  be 
transferred  to  a  new  body. 

25.  We  have  discussed  and  rejected  the  following  sugges  ions: 
Transfer  of  all  three  railways  to  the  C'anadian  Pacific. 

Transfer  of  the  Canadian  Northern  or  a  portion  of  it  to  the  Canadian 
Pacific. 

26.  There  is  no  possibility  of  forming  a  new  commercial  company 
to  take  over  the  three  railways.  Neither  the  Mexican  precedent^ 
under  which  the  Government  becomes  a  majority  shareholder,  nor 
the  New  York  subway  precedent,  under  which  the  public  authority 
shares  the  profits  with  the  private  shareholder,  is  applicable  to  this 
case. 

27.  Having  come  to  the  conclusion  that  direct  ownership  and  oper- 
ation by  the  Government  is  to  be  avoided,  and  that  ownership  and 
operation  by  a  commercial  company  is  not  possible,  we  recommend 
that  a  new  public  authority,  a  board  of  trustees,  be  incorporated  by 
act  of  Parliament  as  the  ''Dominion  Railway  Co.,"  and  that  the 
Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific  be  trans- 
ferred to  this  body. 

28.  We  recommend  that  the  Government  assume  responsibility  to 
the  Dominion  Railway  Co.  for  the  interest  on  the  existing  securities 
of  the  transferred  companies. 

29.  We  recommend  that  the  Intercolonial  and  National  Transcon- 
tinental be  also  transferred  to  the  Dominion  Railway  Co.  for  reasons 
which  we  give  hereafter. 

30.  We  recommend  that  the  whole  of  the  Dominion  railways  be 
operated  by  the  trustees  as  one  united  system,  on  a  commercial  basis, 
under  their  own  politically  undisturbed  management,  on  account  of 
and  for  the  benefit  of  the  people  of  Canada. 

31.  We  recommend  that  there  be  five  trustees,  three  railway  mem- 
bers, one  member  selected  on  the  ground  of  business  and  financial 
experience,  and  one  as  specially  possessing  the  confidence  of  railway 
employees;  that  the  original  trustees  be  named  in  the  act  constituting 
the  board;  and  that  their  tenure  of  office  be  substantially  the  same  as 
that  of  judges  of  the  Supreme  Court. 

32.  We  recommend  that  the  original  trustees  retire  after  3,  4,  5,  6, 
and  7  years,  respectively,  according  to  a  prescribed  scheme;  that  they 
be  eligible  for  reappointment;  and  that  all  appointments  subsequent 
to  the  original  statutory  appointments  be  by  the  Governor  General 
in  council  on  the  nomination  of  the  trustees  themselves. 

33.  We  lay  stress  on  the  importance  of  the  board  being  nonpolitical, 
permanent,  and  self-perpetuating,  and  in  this  connection  point  to  the 
experience  of  the  Australian  State  railways. 

34.  We  give  reasons  for  concluding  that  railways  are  not  a  proper 
subject  for  direct  parliamentary  control.  We  point  to  a  general  tend- 
ency in  modern  democracies  to  withdraw  certain  subjects  from  this 
control.  And  we  show  that  under  parliamentary  control  the  general 
interest  of  the  whole  community  tends  to  be  subordinated  to  the 
particular  local  and  individual  interests. 
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35.  We  recommend  that  the  authority  of  the  railway  commission  be 
extended  to  inchide  the  Dominion  Railway  Co.'s  system. 

36.  We  giye  the  reasons  for  our  recommendation  that  one  of  the 
trustees  shall  be  appointed  on  the  ground  of  his  possessing-  the  confi- 
dence of  the  railway  employees. 

37.  We  recommend  the  transfer  to  the  trustees  of  the  common 
stocks  .^  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk 
Pacific,  subject  to  certain  conditions  and  reservations  made  hereafter. 

38.  We  recommend  the  transfer  to  the  trustees  of  the  Intercolonial 
and  National  Transcontinental  Railways  for  reasons  which  we  give 
hereafter. 

39.  We  deal  with  the  question  of  the  compensation  to  Canadian 
Northern  shareholders.  We  find  the  charge  that  Messrs.  Macken^^- 
and  Man}],(|]^a^we  misappropriated  public  moneys  unfounH'^xem  of 
fuid  th;|g^]^j]j^yCanadian  Northern  shareholders  possess  .oject  quite 
which  ,jj^  j-Q  i)f,  are  well  located  and  economically  con:  if  the  prob- 
that  tV^  ^  j.f^n  e  raised  the  necessary  money  with  consider  f^ttention. 
skill  aria  at  moderate  rates  of  iiiteitst,  but  that  they  erred  m  un^  but 
duplicating  lines  and  reaching  out  into  unremunerative  territoijb'^- 

40.  We  recommend  that  the  question  be  considered  whether  Cana- 
dian Northern  shareholders  shall  be  permitted  to  retain  a  moderate 
proportion  of  the  $60,000,000  shares  which  they  now  hold;  that  the 
precise  proportion,  if  any,  and  the  relation  of  that  prj^portion  to  their 
share  of  any  future  profits  of  the  Dominion  Railw^J•gy'^o.  be  fixed  by , 
arbitration.  / 

41.  We  recommend  that  the  entire  share  ca  );)i,(^pf  the  Grami 
Trunk,  guaranteed,  preference,  and  ordinary,  be  "Su.  »  iidered  to  thp 
trustees  in  exchange  for  an  annuity  based  on  a  moder-'^te  but  substanv 
tial  proportion  of  $3,600,000,  the  average  sum  paid  as  dividend  in\ 
the  last  10  years;  and  that  this  annuity  should  increase  by  40  or  50 
per  cent  after  the  first  seven  years. 

42.  We  recommend  that  the  precise  figures  be  fixed  by  agreement 
and  that  it  be  left  to  the  directors  of  the  Grand  Trunk  Co.  ( 1)  to 
apportion  the  annuity  among  the  five  classes  of  Grand  Trunk  share- 
holders, and  (2)  to  procure  such  assents  of  their  shareholders  as  are 
legally  required  to  complete  the  transfer. 

43.  We  give  reasons  for  considering  that  this  recommendation  is 
generous  to  the  Grand  Trunk  shareholders,  and  why  the  shareholders 
in  their  own  interest  will  do  well  to  accept  it. 

44.  We  recommend  the  transfer  to  the  trustees  of  the  National 
Transcontinental,  in  order  that  it  may  take  the  place  it  was  built  to 
take  as  part  of  a  great  interocean  highway,  and  because  its  financial 
position  would  be  hopeless  if  it  terminated  in  a  dead  end  at  Winnipeg. 

45.  We  recommend  the  transfer  of  the  Intercolonial:  (1)  In  the 
interest  of  the  maritime  provinces  to  whom  the  Intercolonial  at  pres- 
ent can  only  give  a  local  service,  with  no  adequate  terminals  beyond 
Montreal;  (2)  in  the  interest  of  the  taxpayer,  who  has  a  right  to  demand 
efficient  and  economical  expenditure  of  his  money;  (3)  in  the  interest 
of  the  railway  stafl',  who  will  secure  the  wider  opportunities  of  a  great 
system. 

46.  We  recommend  that  in  future  the  Intercolonial  be  required  to 
pay  local  taxes  on  the  same  basis  as  the  other  railways,  and  that  the 
inhabitants  on  the  line  receive  statutory  protection  against  increase 
of  local  railway  rates. 
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47.  Wo  niako  rocommciiulations  as  to  (1)  nonrailway  property  of 
the  transferred  uiulertakiiigs,  (2)  getting  in  minority  holdings  of 
shares  and  outstancUng  titles  to  land,  (3)  arrangement  with  the 
holders  of  Canadian  Northern  5  per  cent  convertible  income 
debentnres. 

48.  We  deal  with  the  legal  ])osition  of  the  trustees;  and  point  out 
that  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trurk  Pacific 
companies  will  continue  to  exist;  and  that  consequently  vx^a  rights 
of  their  security  holders  will  remain  undisturbed. 

49.  We  recommend  that  the  trustees  take  over  each  railway  as 
soon  as  the  transfer  can  be  effected,  with  the  purpose  of  ultimately 
operating  them  all  as  a  single  unified  system. 

.  50.  We  deal  with  the  finances  of  the  Dominion  Railway  Co.  and 
thai  .o'lt  that  the  Intercolonial,  with  no  bonded  indel^^gdness,  has  a 
the  power'r^  net  revenue,  and  offers  security  on  wh'/|-  ^ -v^  capital 
referred  to  /,,  We  recommend  the  creation  of  a  gen^i-  i  i  refund- 
later  thaj;  rfe  of  unlimited  amount,  to  b(?  issued  as  recj  i 
^^^  .We  recommend  that  t.  ^  .i  cf  Parliament  pro\iuo  that  the 
^P^'.ation  of  the  company  shall  be  on  a  commercial  basis,  and  that 
the  trustees  make  no  general  reduction  in  rates  until  the  property 
earns  a  reasonable  net  return. 

52.  We  recommend  that  there  be  given  to  the  trustees  the  widest 
powers  in  the  management  of  their  property. 

53.  We  hav^j^mdeavored  to  estimate  the  annual  liability  of  the 
Government  mm^^^^  interest  unearned  during  the  first  few  years  of 
the  new  schj^^-j  md  we  put  it  at  about  S12,500,000  per  annum. 
We  think  th»^  *,iiiount  should  diminish  steadily  but  not  slowly;  and 
that  with  proT^er  economic  and  politically  undisturbed  management 
the  attainment  of  a  satisfactory  financial  result  is  only  a  question  of 
time. ' 

54.  We  give  specimens  of  the  large  economies  which  should  result 
from  combined  operation. 

55.  We  recommend  the  enlargement  of  the  functions  of  the  rail- 
way commission;  that  it  have  jurisdiction  over  all  Dominion  rail- 
ways; and  report  to  Parliament  on  all  proposed  gi-ants  of  charters, 
subsidies,  and  guaranties. 

56.  We  deal  with  the  conflict  of  Dominion  and  provincial  jurisdic- 
tions. We  recommend  that,  to  prevent  this  in  future,  the  governor 
in  council  should  in  certain  cases  disallow  provincial  acts,  and  that 
no  railway  company  should  operate  under  both  Dominion  and  pro- 
vincial acts. 

57.  We  recommend  that  there  be  a  continuous  public  audit  of  the 
Dominion  railway  accounts,  and  that  full  and  comprehensive  reports 
be  made  annually  to  Parliament. 

58.  We  recommend  the  establishment  of  railway  councils  to  bring 
together  the  railway  management  and  representatives  of  public 
interests. 

59.  We  point  out  that  the  existing  railways  are  in  excess  of  public 
requirements  and  show  how  much  traffic  is  required  to  make  a  rail- 
way profitable. 

60.  We  show  that  the  cost  of  hauling  gi-ain  to  the  station  is  some- 
times as  great  as  that  of  carriage  from  the  station  to  Liverpool,  and 
recommend  that  the  question  of  highway  improvement  and  motor 
haulage  be  taken  into  consideration. 
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61.  We  recommend  that  future  expenditures  on  the  Hudson  Bay - 
Railway  be  reduced  to  the  lowest  possible  amount. 

62.  We  point  out  that  railway  rates  are  much  more  likely  to  rise 
than  to  fall  in  the  immediate  future. 

63.  And  finally  we  lay  stress  on  the  necessity  for  immediate  action 
lest  Canada  should  suffer  from  railway  congestion  even  worse  than 
that  of  the  past  winter. 

Respectfully  submitted. 

H.  L.  Drayton. 

W.  M.  Ac  WORTH. 
REPORT  OF  MR.  A.  H.  SMITH. 

The  commission  was  asked  to  report  upon  the  general  prohkm  of 
transportation  in  Canada.  Several  subdivisions  of  the  subject  quite 
naturally  suggested  themselves,  and  were  made  a  part  d  the  prob- 
lem to  which  the  commission  was  requested  to  give  attention. 
Practically  all  of  the  subdivisions  have  received  consideration,  ^mt 
the  general  problem  is  essentially  a  question  of  what  to  do  with  ihib 
railroads  of  Canada.  To  a  constructive  solution  of  this  important 
problem  .the  commission  has  given  its  attention. 

THE    GENERAL   PROBLEM    OF   TRANSPORTATION    EST    CANADA. 

For  a  proper  understanding  of  the  problem,  a  knowledge  is  neces- 
sary of  the  history  of  railway  development  in  Canada,  especially  as 
affected  by  the  pubhc  policy,  which  has  found  expression  in  govern- 
mental acts. 

Canada  early  recognized  that  its  growth  depended  upon  the  con- 
struction of  railways.  The  large  productive  areas  of  the  country 
could  be  served  only  in  a  limited  way  by  its  splendid  system  of 
waterways. 

Even  before  the  eastern  Provinces  became  united  into  the  Dominion 
of  Canada,  the  Grand  Trunk  had  become  an  important  railway  Hne, 
serving  the  people  both  of  Canada  and  the  United  States.  The 
Intercolonial,  as  is  well  known,  was  constructed  out  of  public  funds, 
and  largely  for  the  purpose  of  bringing  more  closely  together,  com- 
mercially and  politically,  two  more  or  less  separated  sections  of  the 
Dominion.  Long  in  advance  of  its  justification  upon  a  commercial 
basis,  an  all-Canadian  transcontinental  line  was  projected  by  the 
government  and  completed  with  extensive  public  aid  by  a  private 
company  as  the  Canadian  Pacific. 

Because  of  the  great  distances  wiiich  separate  parts  of  Canada's 
producing  territories  from  the  consumer's  markets,  development  of 
the  country's  resources  depended  upon  railway  building,  while 
cheap  transportation  was  necessary  to  enable  the  people  to  compete 
with  other  producers.  The  people,  of  Canada,  therefore,  gave  such 
aid  as  was  necessary  to  procure  for  themselves  railway  lines  that 
would  bring  the  country's  resources  into  use  and  keep  themselves 
in  touch  with  the  outer  world. 

Cheap  transportation  depends  upon  careful  investment  and  efficient 
management.  In  the  usual  case,  these  are  most  likely  to  be  found 
where  private  initiative  and  proper  incentive  to  effort  are  employed. 
So  far,  Canada,  for  the  most  part,  has  pursued  the  pohcy  of  leaving 
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to  private  enterprise  the  management  of  its  transportation  machinery. 
The  Intercolonial,  which  has  been  under  governniental  control  since 
its  beginning,  is  an  exception.  But  this  line,  I  am  informed,  usually 
pays  nothing  to  the  Government  as  a  return  upon  money  invested  in 
the  property.  On  the  contrary,  it  has  frequently  called  upon  the 
government  for  aid  in  meeting  expenses  of  operation.  The  invest- 
ment in  this  line  is  large,  some  authorities  placing  it  as  high  as 
$348,000,000,  including  loss  of  interest.  Evidently  its  rates  are  too 
low  or  its  expenses  too  high,  but  the  use  of  this  line,  at  the  rates 
enforced,  is  regarded  in  some  quarters  as  a  right  of  the  people  in  the 
maritime  Provinces.  If  the  Canadian  people  have  ever  made  an 
agreement,  or  adopted  a  policy  which  may  be  construed  as  creating 
that  right,  the  contention  may  be  correct.  It  is,  at  any  rate,  within 
the  power  of  government  to  grant  such  a  privilege.  The  fact  is 
referred  to  merely  to  point  out  in  connection  with  what  I  shall  say 
later  that  a  railroad  may  be  built  either  as  a  commercial  enterprise 
and  for  ordinary  commercial  purposes,  or  as  a  public  undertaking 
and  for  other  purposes,  which  are  within  the  proper  scope  of  govern- 
ment. The  two  should  not  be  confused.  But  it  should  be  kept  in 
mind  that  when  government  builds  and  operates  a  railway  which 
does  not  pay  its  way,  including  proper  maintenance  and  interest 
upon  investment,  taxation  is  relied  upon  to  support  transportation 
upon  that  line.  The  burden  is  shifted  from  the  user  to  the  general 
public,  but  the  processes  by  which  this  is  done  are  often  so  complex 
as  to  obscure  the  facts,  and  actual  costs  are  not  ascertainable. 

The  Canadian  Pacific  affords  a  later  example  of  the  internal  devel- 
opment policy  of  the  Government.  That  road  had  its  beginning  in  a 
transcontinental  project  that  was  proposed  to  be  carried  out  directly 
by  the  Government.  At  an  early  date,  and  it  seems  to  me  wisely, 
that  purpose  was  altered — it  was  decided  to  have  the  road  com- 
pleted by  a  private  company.  But  the  undertaking  was  large,  the 
population  sparse,  the  prospect  of  profit  remote,  so  that  the  Govern- 
ment not  only  turned  over  to  the  company  the  uncompleted  road, 
upon  which  it  had  expended  a  large  sum,  but  it  also  extended  to  the 
company  generous  aid  in  the  shape  of  land  grants,  cash  subsidies, 
guaranties,  and  loans.  It  is  true  that  value  was  given  to  the  land 
grants  largely  through  the  building  of  the  road  and  the  opening  of 
the  territory  to  settlement.  The  important  point  here  is  that  the 
Canadian  Pacific  owes  its  later  and  continued  success  not  only  to  the 
skill  and  enterprise  of  its  builders  and  managers  but  to  the  fact  that, 
through  liberal  direct  aid,  it  was  able  to  begin  business  with  a  small 
charge  against  its  earnings  on  account  of  borrowed  capital.  Thus 
favorably  started,  the  company  was  able  to  devote  its  energies  and 
surplus  income  to  the  development  of  the  road  and  the  country. 

A  fiew  transportation  problem  arose  with  the  settlement  of  the 
prairie  Provinces,  where  the  land  is  devoted  chiefly  to  raising  grain 
and  live  stock.  Owing  to  the  long  hauls  that  intervene  between  the 
producer  and  consuming  markets,  freight  charges  absorbed  a  con- 
siderable part  of  the  proceeds.  The  Great  Lakes  afforded  the  least 
expensive  route  to  the  east  and  tidewater.  But  these  Lakes  are 
open  only  part  of  the  year,  and  navigation  closes  before  the  season's 
crops  can  be  moved  from  the  Lake  ports.  With  the  filling  up  of  the 
country  and  consequent  increase  in  production  came  a  general 
demand  for  additional  means  of  transportation.  While  land  specu- 
lation probably  had  no  little  influence,  the  farmer  felt  the  effect  of 
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inadequate  facilities,  and  an}"  project  that  promised  relief  appears 
to  have  found  approval  among  citizens  who  were  able,  through 
their  legislatures,  to  bring  public  aid  to  the  development  of  these 
enterprises.  Railroads,  therefore,  were  not  only  actively  in  demand; 
but  railroad  builders  were  popular  and  had  little  or  no  difficulty  in 
obtaining  public  support  for  proposed  new  lines. 

The  Canadian  Pacific  stood  as  an  example  of  success,  to  be  repeated 
by  newer  railways.  Unfortunately,  too  little  attention  appears  to 
have  been  given  to  the  underlying  facts  which  actually  made  that 
road^  what  it  was.  Experienced  men  apparently  believed  that  a 
second  Canadian  Pacific  might  be  had  if  they  could  but  lay  a  trans- 
continental road,  build  great  hotels,  passenger  terminals,  and  operate 
ocean  steamers.  These  things  were  only  the  outward  evidence  and  not 
the  cause  of  the  Canadian  Pacific's  prosperity.  It  may  even  be  that 
they  contributed  little  to  the  strength  of  that  company's  financial 
condition  if  due  account  be  taken  of  all  the  costs,  investment  as 
well  as  operating,  involved  in  carrying  on  such  enterprises. 

In  May,  1903,  a  royal  commission  of  transportation,  of  which  Sir 
William  Van  Home  was  chairman,  was  appointed  "to  consider  ques- 
tions affecting  transportation  of  Canadian  products  to  the  markets 
of  the  world  through  and  by  Canadian  ports,  with  a  view  of  placing 
the  Canadian  producer  in  a  position  to  compete,  and  compete  success- 
fully, through  all  Canadian  ports  with  the  producers  and  exporters 
of  other  countries."  The  report  of  this  commission  is  interesting. 
It  clearly  reflects  the  effect  of  the  outlook  which  great  opportunities 
and  a  land  boom  had  upon  the  minds  of  the  people.  All  kinds  of 
transportation  projects  were  recommended.  For  instance,  the  Grand 
Trunk  Pacific  was  to  be  extended  to  Moncton;  the  Intercolonial  was 
to  be  extended  to  Georgian  Bay,  etc.  New  canals  were  to  be  built, 
and  old  ones  widened  and  deepened.  This  connnission  also  recom- 
mended a  bounty  for  Canadian-built  ships,  toll-exempt  canals,  ad- 
ditional waterways  to  be  opened  at  public  expense,  and  the  acqui- 
sition of  water  terminal  lands  out  of  public  funds.  In  other  words, 
it  was  clearly  the  intent  that  transportation  should  be  stimulated  by 
subsidies  from  the  public  treasury. 

It  would  now  seem  that  there  could  not  have  been  in  sight  enough 
traffic  to  justify  the  extensive  development  here  recommended. 
However,  many  of  the  things  proposed  in  this  report  have  been 
done,  and  other  ambitious  schemes  not  here  mentioned  have  since 
been  brought  out.  The  point  in  mind  is  that  without  making  a  spe- 
cific declaration  of  the  fact,  as  far  as  I  know,  Canada's  policy  for 
years  appears  to  have  been  to  promote  the  public  welfare  by  means 
of  building  or  aiding  in  the  building  of  transportation  lines  through- 
out the  Dominion. 

It  is  unfortunate  that  Canada  did  not  have  a  policy  of  regulp,tion 
in  this  period  which  could  have  prevented  needless  duplication  of 
lines  and  facilities.  Competing  lines  have  been  built  where  effective 
regulation  could  have  saved  a  large  part  of  the  investment,  while 
completely  satisfying  every  reasonable  and  proper  need  for  service. 
Instead  of  coordination  and  conservation  under  Government  super- 
vision, railways  were  permitted  to  duplicate  plant  in  fields  not  yet 
productive  enough  to  support  the  one;  the  Government,  on  the  other 
hand,  was,  in  one  way  or  another,  aiding  both  projects,  if  it  had  not 
indeed  itself  promoted  either  or  both  projects.     Very  naturally,  it 
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lias  not  and  could  not  have  obtaijiod  tho  benefit  which  should  hare 
follo-\vcd  a  correct  program  of  government  aid.  The  policy  of  govern- 
tnent  aid  makes  the  need  for  regulation  of  railway  buihhng  more 
necessary  even  than  where  private  ca))ital  is  depended  upon,  for  in 
the  latter  case  the  proposal  must  at  least  have  a  promise  of  com- 
mercial success  before  capital  can  be  inchiced  to  come  in  and  give  it 
support.  To  the  absence  of  such  regulation  must  be  charged  respon- 
sibility for  no  small  part  of  tlie  railway  problem  of  to-day. 

We  may  well  inquire  here  as  to  the  effect  of  this  ]:)olicy  upon  the 
three  ]H-incipal  systems.  The  Grand  Trunk  Kailway  Co.,  feeling  no 
doubt  that  its  own  traffic  field  liad  been  invaded  by  the  government- 
aided  Canadian  Pacific,  desired  in  turn  to  enter  the  promising  western 
territory.  Accordingly,  it  proposed  to  build  a  line  from  North  Bay 
to  the  Pacific  coast.  Pu})lic  aid  was  required  and  granted  in  a  way 
to  insure  the  building  of  tlie  road.  If  any  serious  thought  was  given 
to  coordinathig  existing  or  ])roposed  roads,  and  to  utilizing  them 
for  the  public  good,  it  did  not  find  public  expression  in  any  con- 
structive way.  The  Grand  Trunk  Railway  Co.  evidently  felt  con- 
fident in  the  success  of  its  plans,  for  it  pledged  its  own  credit  in  aid 
of  the  extension,  tind  entered  into  contracts  which  it  now  finds  quite 
beyond  its  ability  to  carry  out. 

Canadian.  Northern  interests,  directed  by  Mackenzie,  Mann  &  Co., 
who  since  an  early  date  had  been  operating  local  lines  in  Manitoba, 
seized  the  opportunity  afforded  them  for  expansion  and  rapidly 
extended  tlieir  rails  throughout  tlie  Prairie  region.  The  records 
show  that  the  C^madian  Northern  liad  a  large  mileage  on  the  prairies 
before  the  projection  of  the  Grand  Trunk  Pacific,  so  that  when  the 
extension  ])lans  of  the  Grand  Trunk  became  a  part  of  the  national 
policy,  as  they  did  become,  the  Canadian  Northern  was  added  to  the 
number  of  those  who  wanted  to  own  a  transcontinental  system  and 
one  as  fully  complete  aiid  self-contained  as  was  that  of  the  Canadian 
Pacific.  Hence  we  find  two  new  companies, 'both  built  largely  upon 
public  credit,  striving  for  first  place  in  a  field  which,  as  for  transconti- 
nental transportation,  or  even  as  for  connecting  eastern  and  western 
Canada,  was  already  occupied.  Besides  having  the  Great  Lakes 
waterway,  there  could  have  been  barely  enough  business  to  support 
one  additional  line,  and  that  only  by  the  exercise  of  economy  in 
operation  and  prudence  in  investment. 

The  Canadian  Pacific,  enjoying  splendid  credit,  with  adequate 
powers  and  resources,  and  keenly  alive  to  the  possibilities  of  losing 
business  to  competitors  challenging  its  supremacy  everywhere,  then 
entered  the  contest  by  undertaking  to  build  new  lines  in  an  effort  to 
protect  its  sources  of  revenues. 

The  stimulation  felt  throughout  the  country  by  the  influx  of  settlers 
and  by  the  importation  of  so  much  new  capital  not  only  created  a 
boom,  but  it  quite  naturall.y  afl'ected  prices  for  labor  and  materials, 
sending  these  soaring;  the  increased  prices  in  turn  contributed  largely 
to  the  higher  costs,  which  are  now  reflected  in  the  construction 
accounts  of  the  new  roads. 

This  brings  us  fairly  to  a  recognition  of  the  fact  that  while  the 
policy  of  public  aid  to  railways  had  originally  been  founded  on  the 
urgent  need  for  transportation  to  open  up  a  new  country,  to  develop 
its  resources,  and  to  unify  Canada  commerciaflv  and  politically,  it 
was  carried  far  beyond  the  limits  warranted  by  the  original  exigency. 
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It  appears  to  me  that  the  responsibility  is  as  much  the  Government's 
as  the  private  companies'.  Without  enabhn^^  legishition  and  the 
extension  of  government  credit  from  which  all  received  their  essential 
support,  the  companies  could  not  have  expanded  and  overbuilt. 

This  policy,  in  so  far  as  it  aimed  at  the  development  of  Canada, 
appeals  to  me  as  sound,  and  fully  justified  in  its  inception,  but  it 
needed  to  be  supplemented  by  some  form  of  supervision  that  would 
have  insured  to  the  people  the  benefits  of  that  policy  ^^'ithout  the 
losses  that  have  followed  the  effort  to  assist  development  indis- 
criminately. 

The  situation  must  be  faced  as  it  exists.  It  is  not  possible  to  undo 
what  has  been  done:  the  money  which  has  been  spent  can  not  be 
recalled.  The  immediate  and  obvious  thing  to  do  is  to  adopt  a  con- 
structive and  discriminating  program,  first,  for  correcting  the  condi- 
tions which  necessitate  continuing  loss  and  waste,  even  where  that 
would  recjuire  the  abandonment  of  useless  property,  and,  second,  for 
controlling  new  coiistruction.  The  scrap  heap  is  frequently  the 
most  economical  disposition  available  for  inefficient  plant  and 
machinery. 

STATUS    AND    USEFTLNESS    OF    THE    THREE    TKAKSCONTIXENTAL    RAIL- 
WAY    SYSTEMS THE     CANADIAN     PACIFIC     RAILWAY     SYSTEM,     THE 

OKAND  TRUNK  RAILWAY  SYSTEM  (INCLUDING  THE  GRAND  TRUNK 
RAILWAY,  THE  GRAND  TRUNK  PACIFIC  RAILWAY  AND  THEIR  SEVERAL 
branches),  the    CANADIAN    NORTHERN    RAILWAY    SYSTEM. 

The  Canadian  Pacific  Railway  is  essentially  self-contained  and  self- 
sustaining.  I  agree  with  my  colleagues  as  to  its  financially  strong 
position.  It  has  world-wide  commercial  strength.  As  a  result  of 
the  aid  and  privileges  extended  by  Government,  together  with  the 
prudence  and  progressiveness  of  its  management,  which  has 
extended  its  field  of  attivity  over  nearly  all  Canada,  and  through 
its  steamship  lines  and  commercial  organizations  throughout  a  large 
part  of  the  world,  it  is  a  success. 

The  Canadian  Pacific  is  well  built,  well  maintained,  and  has  ade- 
Cjuate  terminals  and  ecjuipment.  It  is  efficiently  operated.  It  is 
somewhat  at  a  disadvantage  in  crossing  the  mountains,  and  elsewhere 
it  has  gradients  that,  compared  with  more  recently  built  lines,  do 
not  make  for  as  good  trainload  and  operating  efRcienc3\  It  is 
assumed  that  the  Canadian  Pacific  will  make  improvements  as  the 
need  for  them  arises,  for  it  is  fully  able  to  do  so. 

Accorded  reasonable  treatment  that  company  will  continue,  I  am 
sure,  to  give  good  service,  and  I  believe  the  best  interests  of  Canada 
will  be  served  by  continuing  the  present  status  of  the  Canadian 
Pacific.  The  introduction  of  Government  railway  competition,  which 
might  have  no  regard  for  investment  or  cost  of  operation,  would  be 
unfair  and,  in  the  end,  would  react  disastrously  upon  the  Canadian 
people.  The  regulating  power  affords  to  the  people  of  Canada  ade- 
fiuate  protection  in  the  matter  of  rates  and  services,  and  such  j^ower 
should  likewise  protect  the  company. 

The  Grand  Trnnl-  ^y stein. — The  fortunes  of  the  Grand  Trunk  Rail- 
way Co,  are  bound  up  with  the  Grand  Trunk  Pacific.  It  stands  as 
guarantor  for  large  sums  of  money  invested  in  the  railway  and  has 
advanced  millions  from  its  own  resources  in  an  effort  to  develop  the 
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\vcst(M-n  line  and  its  subsidiary  properties.  The  Grand  Trunk  Pacific 
Dcvclo])inont  Co.  has  absorbed  many  niilHons  of  Grand  Trunk  capital 
without  definite  prospect  of  retin-n,  and  to  the  Grand  Trunk  Pacific 
Branch  Lines  Co.  larfze  construction  advances  have  been  made. 
Not  only  is  the  Grand  Trunk  committed  for  many  millions,  but  the 
Govei-nment  has  directly  invested  large  sums  of  money  in  this  prop- 
erty and  guarantees  other  large  sums,  the  total  of  which  exceeds 
$127,000,000. 

The  Grand  Trunk  Pacific  was  located  on  a  scale  that  would  do 
credit  to  any  single-track  line.  There  is  not  enough  business  to 
justify  such  an  outlay,  and  the  prospect  for  business  which  will  war- 
rant the  cost  seems  quite  remote.  For  long  distances  sections  of 
this  line  parallel  one  or  more  other  lines. 

That  part  of  the  Grand  Trunk  Pacific  lying  between  the  Rocky 
Mountains  and  the  Pacific  coast  is  in  a  country  which  appears  to 
have  abundant  natural  resources.  In  time  these  may  be  developed 
to  the  advantage  of  this  road. 

The  port  of  Prince  Rupert  is  suited  for  a  large  ocean  traffic,  which 
is  nonexistent.  The  development  of  Alaskan  trade  seems  to  present 
the  most  immediate  possibility  for  this  port  and  railway. 

The  road  west  of  Winnipeg  has  some  disadvantages  on  account  of 
expensive  trestles  and  instability  of  embankments.  It  has  good 
grades,  but  inadecpiate  terminals  at  important  places.  It  has  suffi- 
cient equipment  but  lacks  feeders. 

From  the  Rocky  Mountains  to  Winnipeg  the  presence  of  a  parallel 
road  raises  a  question  as  to  whether  the  Grand  Trunk  Pacific  line  is 
not  the  best  adapted  by  location  and  physical  condition  to  handle 
the  trunk-line  traffic.  If  it  is  not  the  best,  then  the  disposition  of 
this  part  of  the  road,  with  its  branches,  naturally  depends  upon  its 
usefulness  as  a  road  serving  local  interests. 

From  Winnipeg  east  to  North  Bay  and  Port  Arthur  the  Trans- 
continental and  Grand  Trunk  Pacific  Railroads  together  can  give 
efficient  service  as  a  connecting  link  between  the  railways  of  eastern 
and  western  Canada.  This  road  also  affords  a  good  hne  for  traffic 
moving  via  the  Great  Lakes.  In  fact,  it  is  probably  the  best  route 
of  any  for  hauling  bulk  commodities  at  low  costs. 

Officers  of  the  Grand  Trunk  Railway  Co.  claim  that  the  Govern- 
ment is  morally  bound  to  relieve  the  company  of  the  Grand  Trunk 
Pacific,  because  the  Government  is  responsible  for  the  failure  of  the 
project,  ha%'ing  permitted  a  rival  company  to  enter  the  field.  The 
rival  line,  however,  has  been  constructed  at  a  lower  cost  per  mile, 
and  manages  to  get  enough  traffic  to  pay  its  operating  expenses  and 
a  large  part  of  its  fixed  charges,  which  can  not  be  said  of  the  Grand 
Trunk's  system  west  of  North  Bay.  I  feel  that  I  am  not  called  upon 
to  discuss  the  merits  of  the  Grand  Trunk's  claim  against  the  Gov- 
ernment. I  have  no  doubt  the  Government  has  observed  at  least 
the  letter  of  its  contract. 

Standing  alone,  with  efficient  operating  conditions  imposed,  there 
is  no  reason,  within  my  knowledge,  why  the  Grand  Trunk  Railway 
proper  should  not  become  a  profitable  operation.  It  occupies  a  good 
territory,  reaching  some  of  the  best  traffic  centers  in  the  United 
States  and  Canada,  and  has  American  connections  that  ought  to 
contribute  to  its  welfare.  The  company  needs  terminal  improve- 
ments in  cities  and  modern  equipment,  especially  locomotives. 
The  need  for  equipment  is  pressing  and  should  be  met. 
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The  Canadian  Northern  Si/stem. — The  lines  of  the  Canadian  North- 
ern, particularly  in  the  prairie  provinces,  appear  to  be  advanta- 
geously located  in  view  of  traffic  conditions.  Inspection  of  the 
property  brings  out  the  fact  that  this  road  was  built  with  proper 
regard  for  economy  and  the  creation  of  a  ]>ermanent  public-service 
utility. 

In  some  instances,  the  system  has  extended  its  lines  where  it  should 
have  obtained  a  traffic  interchange  agreement  or  the  joint  use  of 
facilities  instead,  at  least  until  the  traffic  had  grown  enough  to  justify 
further  expansion.  A  public  policy  intended  to  develop  and  serve 
the  country  as  a  whole,  at  the  lowest  cost,  would  have  enforced 
arrangements  which  would  have  obviated  the  needless  duplication  of 
facilities. 

The  line  from  Yellowhead  Pass  to  Vancouver,  in  part  at  least,  may 
be  unnecessary,  but  it  is  there  by  the  joint  action  of  Government  and 
the  company.  The  character  and  capacity  of  this  line  through  the 
Fraser  River  Canyon,  where  it  is  alongside  the  Canadian  Pacific  for 
about  200  miles,  would  suggest  that  no  more  money  should  be  spent 
for  double-tracking  or  revising  grades  on  either  of  the  railroads  for 
years  to  come.  From  Yellowhead  Pass  to  Edmonton,  the  proximity 
of  the  Grand  Trunk  Pacific  places  two  lines  where  one  affords  abun- 
dant capacity. 

The  invasion  of  the  east  by  the  Canadian  Northern  now  appears  to 
have  been  unwise,  but  condemnation  thereof  must  be  tempered  with 
a  knowledge  of  the  conditions  which  forced  this  extension.  There 
was  a  public  dem.and  for  railroads.  All  Canada  Avas  enthusiastic  over 
the  prospects  of  a  rapid  growth  in  v^^ealth  and  population.  Railroads 
were  on  a  competitive  basis,  and  the  public  stood  ready  to  back  any 
new  railroad  enterprise,  since  that  meant  a  rival  carrier,  and,  inci- 
dentally, a  new  business  in  construction.  There  was  no  regulation 
which  enforced  cooperation  among  rival  lines.  The  Canadian  North- 
ern, seeldng  to  expand  and  become  a  profit  earner,  quite  naturally 
desired  to  get  all  the  traffic  it  could,  and  to  hold  all  it  got  for  as  long 
a  haul  as  possible.  As  a  result,  it  undertook  to  do  v/hat  appeared  to 
be  necessary  under  the  conditions  then  existing — that  is,  to  extend 
its  line  to  both  oceans. 

An  inspection  of  this  company's  property  shows  that  generally  it 
is  of  a  type  of  construction  well  suited  to  its  needs,  and  that  the  build- 
ers have  installed  it  at  a  cost  which,  by  comparison,  seems  small. 
Nowhere  was  there  evidence  of  waste  in  the  construction  work  itself. 
It  is  true  that  the  company  had  some  construction  under  way,  or 
planned,  that  appeared  wasteful  because  unnecessary,  but  this  is  due, 
I  understand,  to  the  unregulated  competitive  system,  or  to  bargains 
with  public  authorities. 

The  building  of  expensive  terminals  in  cities  already  supplied  with 
adequate  facilities  affords  an  example  of  duplication  for  which  the 
jmblic  must  eventually  pay.  However,  in  the  absence  of  restraint 
and  regulation  by  consistent  public  authority,  it  is  difficult  to  de- 
termine how  the  company  could  have  avoided  this. 

The  ])recarious  financial  situation  of  the  Canadian  Northern  is  due, 
in  ])art,  to  its  uncompleted  condition,  and  to  the  fact  that  needed 
ca})ital  can  not  be  obtained  on  its  own  resources,  especially  during 
the  period  when  capital  is  so  greatly  in  demand  by  pcnverful  govern- 
ments.    This  system  is  not  at  present  able  to  earn  all  of  its  fixed 
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charges.  As  import  an  t  parts  of  the  system  have  but  recently 
emerged  from  the  constnietion  period,  it  would  be  truly  remarkable 
if  it  were  able  to  do  so.  It  does  earn  a  very  large  proportion  of  such 
charges,  and  probably  could  earn  all  of  them  but  for  the  burden  of 
eastern  extensions  and  duplications  that  have  been  placed  upon  it. 
Practically  all  commercial  enterprises,  and  particularly  railraods, 
must  go  tlirough  a  development  ])eriod. 

The  Canadian  Northern  is  short  of  equipment.  With  the  return 
to  normal  coiulitions,  and  provided  with  the  capital  necessary  for 
equipment  and  for  additional  local  facilities,  this  road  can,  in  my 
judgment,  work  its  way  out  in  a  reasonable  time. 

REORGANIZATION. 

We  are  asked  to  make  suggestions  in  regard  to  ''the  reorganization 
of  any  of  the  said  railway  systems  or  the  acquisition  thereof  by  the 
State;  and  in  the  latter  case,  the  most  effective  system  of  operation, 
whether  in  conjunction  with  the  Intercolonial  Railway  or  otherwise." 

The  firet  practical  question  is,  therefore,  the  need  of  reorganization 
of  any  of  these  three  transcontinental  systems ;  the  second  is  whether 
they  should  be  acquired  by  the  State;  and  the  third  is  whether  the 
status  of  the  Intercolonial  can  be  changed:  and,  if  so,  can  the  road 
be  advantageously  grouped  with  either  of  the  three  systems. 

In  such  suggestions  as  I  shall  make,  I  am  influenced  by  considera- 
tion of  the  public  policy  as  evidenced  by  past  governmental  acts. 
I  further  assume  that  the  existence  of  these  roads  through  the  direct 
aid  and  sanction  of  government  is  conclusive  evidence  of  the  fact 
that  the  people  really  desire  them.  That  they  were  built  in  advance 
of  their  need  for  ordinary  commercial  uses — a  fact  which  is  empha- 
sized by  the  present  abnormal  economic  situation — does  not  appear 
to  me  a  sufficient  reason  for  condemning  the  poUcy  of  national  de- 
velopment, or  the  wisdom  and  integrity  of  those  who  have  built  the 
roads  under  that  policy.  Neither  do  I  think  that  there  exists  any 
condition  to  warrant  taking  up  a  new  untried  public  policy,  which 
may  lead  to  greater  difficulties  than  those  which  are  now  faced. 

The  history  and  standing  of  the  Canadian  Pacific  Railway,  and  its 
public  service  as  a  carrier  to-day,  is  sufficient  assurance  that  it  does 
not  need  reorganization.  The  scope  of  its  business,  extending  to 
other  lands  by  steamships  and  commercial  connections,  and  the  con- 
trol of  many  thousands  miles  of  railroads  in  the  United  States,  would 
afford  sufficient  reasons,  if  none  other  existed,  for  dismissing  the  idea 
of  its  acfjuisition  by  the  State. 

So  much  of  the  Intercolonial  as  is  serviceable  to  the  Canadian 
Pacific  appears  to  be  now  used  by  it,  either  as  a  local  connection  or 
through  trackage  rights.  Moreover,  the  two  have  existed  separately 
for  many  years  as  competitors  and  no  new  reason  appears  why  the 
relations  of  the  Intercolonial  and  Canadian  Pacific  should  be  changed 
for  the  future,  unless  the  people  of  Canada  are  satisfied  that  better 
results  would  be  obtained  for  the  territory  served  by  the  Intercolonial 
if  it  were  in  the  hands  of  the  Canadian  Pacific. 

The  Grand  Trunk  Railway  Co.  has  stated  that  it  is  beyond  its 
power  to  assume  and  carry  the  obligations  which  would  be  imposed 
upon  it  if  it  should  try  to  become  such  a  transcontinental  system  as 
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the  plans  of  1903  coiitempleted.  The  company  has  not  attempted 
to  bring  about  the  organization  of  a  system  approximating  that  of 
the  Canadian  Pacific  or  eyen  the  Canadian  Northern,  nor  can  it  do  so. 

In  yiew  of  the  parent  company's  inability  to  carry  out  its  original 
plans,  and  to  discharge  its  obligation,  the  question  is,  What  disposition 
is  to  be  made  of  the  yarious  roads  which  were  intended  to  be,  but  did 
not  become,  ])arts  of  one  operating  system  ? 

My  colleagues  haye  recommended  that  the  stockholders  of  the 
Grand  Trunk  Kailway  Co.  be  paid  an  annuity  which  is  to  be  a  "mod- 
erate but  substantial  portion  of  $3,600,000,  the  ayerage  diyidend 
payment  for  the  last  10  years."  This  recommendation  is  in  spite  of 
the  facts  noted  in  the  report  that  there  are  arrears  m  maintenance 
which  require  the  expenditure  of  twenty-one  millions  of  dollars,  and 
that  the  company  has  charged  to  capital  items  which  should  properly 
have  been  charged  against  income,  these  facts  indicating  that  there 
haye  been  some  dividends  paid  vv^hich  have  not  been  earned.  Con- 
sidering tliis  situation  and  also  the  obligation  of  the  company  in  the 
west,  I  am  not  impressed  with  the  justice  of  paying  an  annuity  to  the 
stockholders  in  exchange  for  a  surrender  of  this  property.  I  also 
would  be  liberal  to  them,  but  I  would  allow  them  to  keep  their  prop- 
erty and  give  them  a  chance  to  work  out  their  own  salvation.  To 
that  end  I  would  recommend  that  a  settlement  be  effected  between 
the  Government  and  the  Grand  Trunk  Railway  Co.  The  railway  can 
not  carry  out  its  part  of  the  contracts,  and  it  should  be  relieved  of 
further  embarrassment.  On  the  other  hand,  the  stockholders  of  the 
Grand  Tnink  Railway  should  be  required  to  curtail  or  forego  their 
dividends  for  the  present  and  the  entire  earnings  be  applied  to  the 
rehabilitation  of  the  road  through  a  term  of  years.  The  Government 
thus  gives  up  a  present  claim  which  the  debtor  can  not  pay  anyway; 
in  turn,  it  will  enjoy  improved  and  extended  service  which  may  be 
worth  far  more  to  the  welfare  of  the  people.  I  should  also  give  the 
Government  some  claim  upon  the  future  earnings  of  the  Grand  Trunk, 
so  that  it  may  share  in  any  future  prosperity  which  this  action  makes 
possible. 

Reorganization  of  the  Grand  Trunk  is  desirable  only  in  so  far  as 
it  shall  be  required  to  put  itself  in  shape  to  discharge  efficiently  its 
functions  as  a  carrier.  Whether  it  shall  retain  all  of  the  subsidiaries 
which  it  has  accumulated  through  the  past  50  years  depends  in  large 
measure  on  what  they  can  contribute  to  the  main  property.  Care- 
ful study  of  each  of  the  subsidiaries  will  lead  to  definite  conclusions 
from  the  standpoint  of  the  Grand  Trunk  and  its  future  welfare. 

What  the  Grand  Trunk  needs  most  of  all  is  to  be  relieved  upon 
ecjuitable  terms  of  the  embarrassment  that  it  has  incurred  through 
the  failure  of  the  transcontinental  scheme.  The  acquisition  by  the 
State  of  the  Grand  Trunk  Railway  proper  presents  much  of  the  em- 
barrassment that  would  obtain  in  the  eft'ort  to  acquire  the  Canadian 
Pacific,  for  here  also,  in  addition  to  the  question  of  equity  involved, 
there  is  the  problem  of  some  2,000  miles  of  railroad  owned  in  the 
United  States,  and  the  fact  that  the  Grand  Trunk's  principal  seaport  is 
in  the  United  States. 

The  investigation  of  the  Canadian  Northern  by  the  commission  has 
disclosed  evidence  of  skill  in  construction  and  efficiency  in  manage- 
ment, considering  the  means  and  equipment  available.  The  company 
even  now  earns  a  large  part  of  its  fixed  charges,  although  important 
parts  of  the  system  have  been  in  operation  for  but  a  year.     I  think 
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there  is  ample  justification  for  confidence  that  the  afl'airs  of  the  com- 
pany will  impro%'e  with  the  return  of  normal  conditions.  I  sec  no 
reason  for  a  change  of  management  or  a  reorganization,  excepting  as 
hereinafter  suggested. 

It  may  l)e  well  here  to  consider  the  relation  of  the  Intercolonial  to 
the  other  roads  and  the  possibility  of  operating  it  in  conjunction  with 
any  of  them.  We  have  shown  its  relation  to  the  Canadian  Pacific. 
Tlie  main  line  of  the  Intercolonial  is  about  1,000  miles,  from  Montreal 
to  Halifax.  It  has  occupied  the  territory  for  50  years  and  has  become 
adapted  to  it.  There  are  apparently  no  operating  economies  avail- 
able by  combining  it  with  another  system  that  are  not  available  to 
it  alone.  Assuming  proper  regulation,  there  appears  to  be  no  traffic 
interchange  that  could  be  better  assured  by  merger.  I  am  informed 
that  the  maritime  Provinces  consider  the  use  of  the  Intercolonial  as 
a  right  to  which  they  are  entitled.  Moreover,  the  Government  has 
built  the  Transcontinental,  a  part  of  which  was  in  compliance  with 
plans  of  the  Grand  Trunk,  while  the  rest  of  it  is  so  placed  that  it  ought 
to  continue  to  be  operated  in  conjunction  with  the  Intercolonial. 
The  present  status  of  the  Intercolonial  and  the  eastern  part  of  the 
Transcontinental  should  be  continued  as  a  Government  operation. 
The  results  of  such  operation  should,  however,  be  reported  to  the 
people  of  Canada  in  exactly  the  same  form  as  is  required  from  other 
railroads.  And  these  road's  should  be  subject  to  the  same  reasonable 
regulation  as  is  exercised  over  all  other  railroads. 

Mention  might  be  made  here  of  the  railroad  that  the  Government 
is  building  from  the  Saskatchewan  River  to  Hudson  Bay.  The  object 
in  the  construction  of  this  road  has  been  stated  to  be  that  of  obtain- 
ing a  shorter  haul  from  the  western  Provinces  to  Europe.  The  bulk 
of  the  traffic  to  follow  this  route  must  necessarily  be  diverted  from 
the  roads  extending  from  Winnipeg  to  the  east,  so  that  the  project 
seems  to  be  an  instance  of  competitive  construction  which  can  not  be 
justified  in  this  case,  even  on  the  ground  that  it  oj/ens  up  new  ter- 
ritory. 

There  are  numerous  local  railwa^^  projects,  within  provincial  limits, 
which  at  the  moment  seem  to  have  little  effect  upon  this  general  rail- 
road problem.  Disposition  of  these  may  well  await  developments  as 
to  their  necessity  and  utility  when  they  assume  operation.  There  is 
little  that  can  be  said  just  now  as  to  'their  probable  relation  to  the 
existing  means  of  transportation. 

The  Great  Lakes  and  the  St.  Lawrence  River  furnish  a  natural  route 
from  the  western  country  to  th6  east  and  to  the  Atlantic  Ocean  for 
a  part  of  the  year.  Numerous  steamship  lines  between  Port  Arthur 
and  Georgian  Ba}^  or  the  lower  lakes  and  St.  Lawrence  River  ports 
afford  adequate  transportation  under  normal  conditions,  though  some- 
what affected  by  customs  requirements  and  other  factors.  In  view 
of  the  heavy  movement  of  grain  in  the  last  three  months  of  naviga- 
tion, regulations  governing  shipping  should  be  as  favorable  as  prac- 
ticable, for  the  hauling  of  grain  over  the  long  distances  to  the  eastern 
seaboard  by  an  all-rail  route  involves  a  problem  in  car  supply  and 
cost  which  renders  such  a  haul  unprofitable  for  rail  lines. 

The  success  of  the  Canadian  Pacific  steamship  lines  has  led  to  the 
suggestion  by  some  that  the  other  railroads  ought  also  to  establish 
steamship  lines.  I  do  not  believe  that  this  success  was  primarily  due 
to  the  railroad  ownership  of  the  ships.     Temporarily  the  war  seems 
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to  have  put  a  stop  to  plans  for  railroad-owned  steamships.  If  at  the 
close  of  the  war  it  is  to  be  tried  again  it  would  seem  advisable  first 
to  ascertain  whether  other  ships  can  not  be  induced  to  schedule  sail- 
ings before  railroads  incur  the  responsibility  of  making  additional  in- 
vestment in  ships.  There  are  ships  running  in  regular  postal  routes 
with  subventions.  Perhaps  the  Government  might  well  recfuire,  in 
connection  with  its  subventions,  that  ships  give  equal  service  to  the 
railroads  without  discrimination  among  them,  thus  removing  another 
cause  for  the  employment  of  duplicate  facilities. 

In  visiting  the  various  ports  I  was  impressed  with  the  facilities 
installed  and  being  installed.  At  Halifax,  particularly,  important 
works  were  actively  under  way,  necessitated,  I  believe,  by  the  over- 
seas traffic  for  war  purposes.  It  is  likely  that  the  future  develop- 
ment of  steamship  terminals  in  connection  with  railroads  will  be 
difficult  to  fix  until  normal  conditions  resume.  Meanwhile  the  Atlan- 
tic seaports  are  so  much  involved  in  the  emergencies  of  war  as  to 
place  them  beyond  the  scope  of  this  inquiry.  In  any  event  such 
works  of  harbor  improvement  and  development  as  are  the  result  of 
war  measures  will  be  there  at  the  close  of  the  war  as  a  foundation 
for  what  the  future  may  hold. 

I  am  unable  to  join  my  colleagues  in  their  recommendations.  They 
propose  that  practically  all  of  the  railways  in  Canada,  except  the 
Canadian  Pacific  and  the  American  lines,  shall  be  turned  over  to  a 
corporation  to  be  managed  by  a  board  of  trustees  appointed  by  the 
Government.  They  insist  that  this  board  is  to  be  permanent  and 
self-perpetuating.  I  do  not  know  by  what  means  one  Parliament 
can  bind  its  successors  to  a  given  policy,  especially  in  so  simple  a 
matter  as  changing  the  organization  of  a  Government  board.  My 
friends  seek  to  avoid  Governrnent  ownership  and  operation — in  fact, 
condemn  it  as  inadvisable — but  propose  a  plan  which  contains  so 
many  elements^  of  danger  in  the  direction  which  is  sought  to  be 
avoided  that  I  am  unable  to  join  them. 

Their  plan  would  add  about  a  billion  dollars  to  the  direct  debt  of 
Canada.  The  interest  on  this  is  about  forty  millions,  adding  very 
largely  to  Government  expenses.  Judging  from  the  experience  Can- 
ada has  had  with  its  Government  railways,  it  is  fair  to  assume  that 
this  would  remain  a  permanent  burden.  Operated  by  private  com- 
panies, this  interest  would  ultimately  be  borne  by  the  companies 
without  recourse  to  the  Government  funds  and  at  the  same  cost  of 
service  to  railway  patrons  as  would  obtain  under  Government  oper- 
ation. 

Their  plan  also  leaves  out  some  of  the  railways.  This  is  unfair  to 
the  investors  whose  property  is  to  be  subjected  to  Government  com- 
petition. It  also  discriminates  in  the  method  by  which  the  respec- 
tive properties  are  to  be  acquired.  I  can  not  approve  the  proposed 
centralization  of  control.  There  are  problems  local  to  separate 
regions  which  often  reciuire  prompt  action  and  cooperation  between 
the  railroads  and  the  people  served.  There  is  a  need  everywhere 
for  that  prompt  and  efficient  sei*vice  which  can  come  only  from  a 
knowledge  of  local  conditions  and  responsibility  for  meeting  them. 
I  can  not  believe  that  centralization,  remote  responsibility  and  con- 
trol, will  insure  good  service  to  the  people  of  Canada. 

The  recommendation  creates  a  Dominion  Railways  Co.,  owned  by 
the  Dominion  Government,   to  take  over  those  roads.     There  are 
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about  7,000  miles  in  the  United  States  controlled  by  Canadian  com- 
panies. The  Canadian  railways  depend  for  no  inconsiderable  por- 
tion of  their  revenue  on  Ignited  States  traffic.  A  fundamental  de- 
fect of  the  plan,  therefore,  is  in  placino;  the  Government  in  the  railroad 
business,  not  only  in  Canada,  but  also  in  operating  railroads  in  the 
United  States  su])ject  to  both  Federal  and  State  regulation. 

Through  private  railway  management  Canada  has  obtained  about 
1  mile  of  railroad  for  each  $30,000  of  Government  aid  of  guarantees, 
which  is  but  a  fraction  of  the  cost  of  Government  railroad  under- 
takings. In  some  instances  a  large  proportion  of  the  aid  was  in  land, 
the  value  of  which  was  produced  by  the  building  of  the  railroad  and 
the  settlement  thereby  made  possible.  Compared  with  the  total 
outlay  involved  in  producing  railroads  by  the  Government  for  itself, 
as,  for  instance,  the  case  of  the  Intercolonial  or  the  Transcontinental, 
from  three  to  six  times  that  amount  have  been  used  to  realize  equal 
results.  This  shows  distinctly  the  value  of  enlisting  and  retaining 
private  enterprise. 

THi\^  OBVIOUS    REMEDY. 

Let  us  review  the  salient  facts  concerning  each  company: 

The  Canadian  Pacific  is  amply  able  to  take  care  of  itself.  It  can 
and  does  provide  competition  with  the  other  railroads.  In  order  to 
be  most  serviceable  to  Canada,  it  should  be  continued,  subject  only 
to  such  equitable  regulation  as  is  accorded  to  all  lines. 

The  Grand  Trunk  succeeded  in  the  east  and  failed  in  the  west. 
The  Canadian  Northern  succeeded  in  the  west  and  was  jeopardized 
by  its  eastern  expansion. 

There  is  extensive  duplication  of  lines  in  the  west;  the  unsuccess- 
ful Grand  Trunk  Pacific  lines  are  found  among  the  successful  Cana- 
dian Northern  lines.  Public  policy  demands  the  unification  of  these 
lines,  for  great  economies  could  be  thereby  accomplished. 

There  is  extensive  duplication  in  the  east — the  new  Canadian 
Northern  lines  among  the  older  lines  of  the  Grand  Trunk  proper. 
Great  economies  in  proposed  investment  and  operating  expenses 
await  the  joint  working  of  these  properties. 

There  is  wasteful  duplication  in  the  connecting  region  between 
North  Bay  and  Winnipeg,  where  the  Canadian  Northern  line  parallels 
the  Government  line.  Economy  awaits  the  joint  working  of  these 
lines. 

Consideration  of  all  phases  of  the  problem  leads  me  to  recommend 
the  following  remedies  for  the  existing  situation: 

Let  the  Canadian  Pacific  alone;  let  the  Grand  Trunk  operate  the 
eastern  lines  now  held  by  that  company  and  the  Canadian  Northern; 
let  the  Canadian  Northern  operate  the  western  lines  now  held  by 
that  company  and  the  Grand  Trunk  Pacific  system;  let  the  Govern- 
ment operate  the  comnections  or  procure  their  operation  by  private 
cornpanies;  all  of  which  should  be  done  under  arrangements  that  are 
equitable  and  yet  look  to  the  not  distant  day  when  the  country 
will  have  survived  the  war  and  resumed  its  prosperous  growth. 

There  may  be  several  ways  by  which  this  can  be  brought  about, 
but  the  one  that  has  appealed  to  me  is  that  which  seems  to  be  the 
least  disturbing  of  values  and  credit  and  involves  no  untried  schemes 
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or  protracted  disputes.     Therefore  I  beg  to  make  the  following  sug- 
gestions : 

1.  Amend  the  regulating  policy  so  that  the  railway  commission 
may  have  jurisdiction  over  all  railroads  in  the  matter  of  maximum 
and  minimum  rates,  the  issuance  of  securities,  the  building  of  new 
railways,  or  the  extension  of  lines,  and  other  matters  properly  within 
the  scope  of  governmental  supervision, 

2.  Create  a  board  of  trustees,  consisting  of  two  Government  offi- 
cials and  three  private  citizens,  to  act  fpr  the  Government  in  the 
matters  hereinafter  proposed. 

3.  Relieve  the  Grand  Truck  Railway  Co.  of  its  obligation  to  lease 
the  Transcontinental  and  require  the  company  to  relinquish  all 
claims  upon  the  Transcontinental ;  require  it  to  lease  to  the  board 
of  trustees  the  Grand  Trunk  Pacific  railroad  properties  at  a  rental 
amounting  to  the  net  annual  fixed  charges;  require  it  also  to  take 
under  lease  the  Canadian  Northern  properties  east  of  North  Bay 
and  Parr}^  Sound  and  pay  as  a  rental  the  net  fixed  charges  on  those 
properties.  The  time  of  the  lease  should  be  for  21  years.  The 
Grand  Trunk's  investments  other  than  railroad  in  the  West  may 
be  disposed  of  by  the  company  as  it  may  elect  and  in  accordance 
with  its  best  interests. 

4.  Require  the  Canadian  Northern  Railway  Co.  to  confine  its 
operation  to  the  field  west  of  Winnipeg.  Relieve  it  of  the  line  east 
of  Winnipeg  by  leasing  for  21  years  to  the  governmental  board  of 
trustees  at  a  rental  of  the  net  annual  fixed  charges.  Require  it  to 
take  a  lease  of  and  to  operate  for  the  same  period  the  Grand  Trunk 
Pacific  Railway  and  its  branch  lines,  paying  as  rental  the  net  annual 
fixed  charges  upon  those  properties;  except  that  until  seven  j^ears 
after  the  end  of  the  war  they  shall  have  the  immunity  that  was 
promised  the  Grand  Trunk  Pacific  for  a  period  of  seven  years  after 
construction  and  that  they  shall  not  be  required  to  assume  any  of 
the  extraneous  investments  of  the  Grand  Trunk  system  in  the  West. 

5.  Lease  the  lines  between  North  Bay  and  Winnipeg  (except  the 
Canadian  Pacific's)  for  a  term  of  21  years  to  either  the  Canadian 
Northern  or  the  Grand  Trunk  (or  in  the  event  neither  applies,  to 
any  other  qualified  company),  requiring  the  lessee  to  furnish  the 
necessary  capital  for  new  equipment  and  to  maintain  and  operate 
the  lines  on  the  best  terms  that  can  be  made;  terms  that  would  give 
the  best  service  needed  at  lowest  cost  to  the  Government  being 
regarded  as  best.  Either  the  Government  or  the  lessee  should  build 
a  connecting  line  of  about  30  miles  near  Long  Lake,  Ontario,  to  pro- 
tect the  better  working  of  the  two  lines. 

6.  The  Government  and  companies  should  have  the  option  of 
terminating,  after  10  years,  any  of  the  leases  upon  equitable  terms. 

The  foregoing  recommendations  are  made  with  a  view  to  obtain- 
ing for  Canada  a  maximum  of  efficiency  at  a  minimum  outlay.' 
The  continuance  of  Government  aid,  to  some  of  the  railroads  at 
least,  Avill  be  necessary  under  any  plan.  The  plan  herein  proposed  . 
seeks  to  reduce  this  to  the  lowest  possible  point  and  to  centralize 
it  upon  those  parts  of  the  existing  lines  which  are  not  self-supporting, 
and  which,  in  the  nature  of  things,  can  not  be  self-supporting  for 
years.  These  connecting  links,  "bridges,"  as  they  have  been  called, 
exist,  it  seems  to  me,  as  a  result  of  that  public  policy  which  has 
been  discussed  at  some  length.     The  Government  may  well  afford 
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to  take  them  over  and  maintain  them  as  necessary  parts  of  the 
pubhc  investment  in  the  country's  development.  They  are  not  of 
siidicient  im])ortance  to  })ring  about  tliosc  dangers  inherent  in  Gov- 
ernment operation  of  this  kind  on  a  hirge  scale,  and  holding  them 
will  not  endanger  private  enterprise.  It  may  be  necessary  in  work- 
ing out  this  i)lan  to  grant  some  additional  and  temporary  aid  to  the 
Canadian  Nortliern,  and  it  will  be  necessary  to  effect  some  compro- 
mise with  the  Grand  Trunk  Railway  Co.  which  will  enable  this 
company  to  continue.  Aid  should  be  extended  upon  the  recom- 
mendation of  the  board  of  trustees,  who  should  be  charged  with 
the  duty  of  investigating  the  need  of  and  approAnng  the  aid  to  be 
rendered  by  the  Government;  they  should  also  see  that  the  Govern- 
ment receives  for  that  aid  such  security  as  will  give  it  a  reversion 
in  case  of  default. 

The  recommendations  here  submitted  are  to  be  considered  as  a 
general  outline  of  what  appears  to  be  a  fair  solution  of  the  trans- 
portation problem.  Enabling  legislation  will  be  required  in  any  case, 
and  I  realize  that  there  are  many  technical  and  legal  questions  which 
will  require  careful  attention  at  expert  hands.  If  the  general  plan 
is  adopted,  my  thought  is  that  the  board  of  trustees  which  I  have 
suggested  be  charged  with  the  duty  of  acting  for  the  Government 
in  ail  matters  requiring  new  contracts,  and  shall  protect  the  interest 
of  the  Government  in  every  way  while  leasing,  operating,  or  financing 
the  property  under  their  care  to  the  best  advantage,  due  considera- 
tion being  given  to  the  rights  of  the  other  parties  at  interest. 

If  for  any  reason  it  should  prove  inexpedient  to  carry  out  the 
foregoing  suggestions  and  if  the  Government  should  find  it  wise  or 
necessary  to  possess  itself  of  and  to  hold  any  considerable  part  of 
the  railway  properties,  1  should  recommend  as  an  alternative  plan 
the  formation  of  a  private  company  to  take  over  other  operations 
of  those  pro])erties  either  as  a  whole  or  in  gi'oups.  Even  where  a 
road  does  not  earn  its  fixed  charges  the  Government  could  profit  in 
the  long  run  by  making  the  terras  of  an  operating  lease  sufficiently 
attractive  to  induce  private  enterprise  to  undertake  its  management. 
The  terms  of  the  contracts  would  naturally  depend  upon  the  extent 
of  the  property  and  the  prospect  of  earnings,  but  they  could  be  so 
drawn  as  to  prove  attractive  to  private  capital  and  at  the  same 
time  relieve  the  Government  of  the  expense  and  embarrassment  of 
"Government  operation.  Such  contracts  might  be  based  upon  a 
profit-sharing  plan  on  a  fair  basis,  which  would  leave  the  company 
a  hope  of  reward  commensurate  with  its  efforts  and  give  the  public 
also  a  share  in  the  prosperity  which  they  must  help  to  create. 

I  should  like  to  add  one  othei  thought.  The  railways  of  Canada 
are  in  desperate  need  of  equipment.  Whatever  decision  is  made 
with  reference  to  the  railways,  the  transportation  problem  is  now 
acute  in  so  far  as  equipment  is  concerned.  1  would  therefore 
recommend  that  the  Government  undertake  at  once  to  provide  an 
ample  supply  of  freight  cars  and  locomotives  against  immediate 
and  imperative  needs.  These  cars  and  engines  may  be  had,  if 
desired,  under  trust  agreements.  It  will  be  a  simple  matter  to  turn 
these  cars  and  engines  over  to  the  operating  companies  under  lease 
or  contract  of  purchase  which  may  be  exercised  when  conditions  are 
more  nearly  normal. 
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Concluding,  I  would  be  loath  to  suggest  recourse  -to  any  radical 
changes  in  the  domestic  policy  of  the  Dominion  of  Canada  in  this 
time  of  war  and  stress.  ,  Remedial  measures  are  often  more  effica- 
cious than  revolutionary  ones  and  more  equitable.  I  have  been 
impressed  by  the  seriousness  of  -your  transportation  problem  and 
in  sincerity  express  my  belief  that  the  problem  can  bo  successfully 
and  satisfactorily  remedied  by  just  and  mutual  recognition  of  diffi- 
culties and  full  and  free  cooperation  between  the  Government  and 
the  railroads.  Fair  and  broad  treatment  of  the  question  will,  I  am 
convinced,  bring  capital  and  personal  genius  commensurate  with  the 
exigencies  of  the  present  situation  and  capable  of  developing  a 
happy  solution.  I  believe  that  the  best  results  hitherto  have  been 
obtained  by  the  efficiency  and  economy  of  private  initiative,  energy, 
and  capital.  It  is  no  longer  assumed  that  the  self-interest  of  the 
railroacl  investor  and  operator  is  antagonistic  to  the  interest  of  the 
public;  rather,  we  have  all  learned,  governments  and  corporations 
alike,  that  the  two  are  inseparately  linked  and  must  stand  or  fall 
together.  Upon  these  fundamental  truths  I  base  my  firm  convic- 
tion that  the  brightest  outlook  for  the  future  of  your  great  Dominion 
can  be  assured  through  the  extension  of  private  railroad  enterprises. 
The  hope  of  honor  and  the  reward  of  public  approval  must  be  open 
to  human  kind  to  get  the  best  results  from  human  endeavor. 

Facing  the  urgency  of  the  need,  considering  the  ^part  which  the 
Government  has  taken  and  the  responsibility  which  it  shares,  and 
keenly  alive  to  the  magnitude  and  the  importance  of  the  tasks  now 
placed  upon  the  railroads  and  the  greater  tasks  which  they  will 
face,  I  see  no  safe  alternative  but  the  Government  shall  continue, 
with  discrimination  and  resort  to  aU  available  safeguards  and  under 
a  policy  of  proper  regulation  and  cooperation  of  effort,  to  aid  the 
necessitous  railroads  of  the  Dominion  until  such  time,  which  I  hope 
and  believe  will  not  be  far  distant,  when  these  will  become  self- 
supporting  and  the  problem  wiU  be  solved. 

Respectfully  submitted. 

A.  H.  Smith. 

New  York,  April  25,  1917. 


X 


BOSTON  PUBLIC  LIBRARY 


3  9999  06314  087  3 


